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Continuing our focus on internet competition 

• We believe the auto parts sector is relatively insulated from internet competition because of:  
o In-store service. 
o Relationships with parts suppliers. 
o Established delivery to commercial customers. 

• We also expect AZO to improve its own online offering. 
What are the industry dynamics? 

• The average age of an American car is over 11 years and there is a growing number of cars that 
are more than seven years old.  

o If a vehicle is driven approximately 12,500 miles per year, it will have 87,500 miles after 
seven years.  

o These stats point to a fleet of vehicles that is no longer under warranty and in need of 
extra maintenance.  

• Miles driven increased by 3.5% in 2015, which an AZO competitor said was the largest increase 
in more than a decade.  

o Miles driven continued to increase in the early months of 2016. 
• The price of unleaded gasoline is still relatively low at about $2.25 per gallon, but it did trend 

slightly higher in 3Q. 
• Collectively these indicators point to a U.S. vehicle fleet that should need repairs as a result of 

age and use.  
• Relatively low gas prices should enable drivers to put even more miles on their mature vehicles. 
• Low prices at the gas pump should also leave consumers with a little extra discretionary income 

which can be spent on repairs.  
Any negatives? 

• Potential deferral of maintenance from consumers considering a new car purchase. 
• Better quality of new cars may mean longer intervals until intensive maintenance is needed. 

 



What does AutoZone do? 
• Leading retailer and a leading distributor of automotive replacement parts and accessories with 

over $10 billion of FY15 sales through over 5,100 stores in the United States and Puerto Rico and 
more than 400 in Mexico.  

• Over 80% of stores also have a commercial sales program: 
o Commercial credit. 
o Prompt delivery of parts and other products: 

 Local, regional and national repair garages. 
 Dealers. 
 Service stations. 
 Public sector accounts.  
 IMC branches carry an extensive line of original equipment import replacement 

parts.  
 According to management, more than 50% of the sales mix is private label.  

• Margins on these private-label products are higher than on branded 
products because AZO is able to benefit from direct sourcing. 

Earnings drivers/catalysts 
• In FY16, we expect the company to focus on improving inventory availability to drive sales.  

o We expect this to be accomplished by having: 
 more inventory in individual stores; 
 by adding more large-format 'hub' stores to improve the availability in broader, 

regional markets; 
 and by increasing replenishment to individual stores.  

o Despite the added cost of more inventories, deliveries, and warehousing, management 
expects the initiative to deliver significant internal rates of return. 

• We expect management to add services for commercial customers to more stores and to 
improve recently-launched commercial programs as they mature.  

• We also expect AZO to offer a wider assortment of parts through its programs. 
Retail insights from company’s last call 

• Like other retailers, including Target, AZO saw volatility within the sales performance.  
• AZO had a strong start to the quarter, but noted that the prior-year period started slowly 

because of the timing of tax refunds.  
• There were also a few weeks when the weather was considerably colder and wetter than in the 

prior year.  
o This hurt the sales performance in the Midwest, Mid-Atlantic and Northeastern regions.  
o While gasoline prices remain low, an increase in gasoline prices during the quarter may 

have weighed on sales in 3Q. 
• Management believes that it gained market share as a result of spending to improve in-store 

customer service and inventory ability.  
Differences from competitor AAP: 

• AZO is more of a growth stock AAP a turnaround. 
• AZO 17% operating margin, AAP 10% 
• AZO has a Bloomberg ROIC of 40%, AAP 14%. 
• Both have EV if about 13x EBIT. 

 
 
 



 
 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 
 


