
 
 
 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
you want to know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of 
current news about Argus-covered companies or other market-moving events. Please check back 
regularly for new Quick Notes. Important disclaimer information is on the last page of this document. 
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What’s New? 

• A Disappointing Quarter 
 
Quick Summary: 

• On October 19, Genuine Parts reported 3Q16 GAAP net income of $184 million or $1.24 per 
diluted share. 

o EPS was flat year-over-year. It missed our estimate of $1.28 by $0.04 per share and 
missed the consensus forecast by $0.03 per share. Net income was down 1.4% year-
over-year. 

• Net sales rose 0.5% from the prior year to $3.94 billion, which was slightly below our estimate of 
$4 billion and the consensus of $4.02 billion, according to StreetAccount. 

o GPC is seeing soft demand for parts and supplies from some industrial and oil-and-gas 
customers based on weakness in their end markets.  

o There was also some lingering pressure from weather in the U.S., which should be 
temporary.  

o While Office is a small business, profitability was disappointing and management is 
taking steps to reduce costs.  

o Overall sales have benefited from targeted acquisitions, which we expect to continue. 
• The 3Q gross margin was up 60 basis points to 30.4%. This was 100 basis points above our 

estimate, helped by supplier incentives, a more-profitable mix of products sold and a favorable 
contribution from recently-acquired businesses. 

 
 
 
 
 



• Selling, general and administrative expenses were up by 120 basis points, at 23% of sales. This 
was 120 basis points above our estimate.  

o We believe there were three primary issues.  
 The first was simply weak sales.  
 The second was integration costs of new businesses. 
 The third is related to the structure of recently-acquired businesses.  

• While we saw that some of them have higher gross margin than the 
legacy business, they also have slightly higher expense structures at the 
current time. 

• Management reduced its expectations for full-year sales; guidance is now flat to up 1%, versus a 
previous expectation for sales to be up 1%-2%.  

• GPC also reduced its EPS guidance range. The new guidance is $4.55-$4.60, down from previous 
guidance of $4.70-$4.75.  

• Management continues to expect free cash flow of $400-$450 million. 
 
Our Actions: 

• We are reaffirming our BUY rating on Genuine Parts but cutting our target price to $105 from 
$108 on a reduction to our 2016 and 2017 earnings estimates. 

• We are lowering our 2016 diluted EPS estimate to $4.58 from $4.75.  
o Third-quarter earnings were $0.04 lower than we modeled.  
o We are also reducing out 4Q estimate to $1.00 from $1.14 per share.  

 We are reducing our 4Q sales estimate to a 1% increase from our previous 
expectation for a 3% increase. The takes our full-year sales estimate to a 
relatively flat $15.28 billion.  

 We expect the pressure to come from soft demand from oil & gas customers, 
weak organic sales in the Office business and soft growth in the domestic 
Automotive business.  

 We are reducing our estimate of 4Q pretax margin to 6.4% of sales from 7.1%. 
We expect most of the pressure to be on the expense rate, rather than gross 
margin, because of slow sales growth, integration expense and the mix of new 
businesses. 

• We are lowering our 2017 earnings estimate to $5.00 per share from $5.18, representing 
approximately 9% EPS growth. 

 
What is the debate and where do we Stand? 

• We believe that most of the recent softness is due to issues that are either transitory or readily 
addressable. 

 
Why Buy GPC? 

• GPC is a member of the S&P 500 Dividend Aristocrats index of companies that have delivered a 
long record of dividend increases.  

o With stock market volatility elevated and with the 10-year Treasury note still yielding 
less than 2%, we see continuing investor demand for GPC both as a stand-alone stock 
and as a member of dividend-focused ETFs, mutual funds and other portfolios. 
 
 
 



• Good macro drivers. 
o Age of U.S cars over 11 years old. 
o Fuel prices favorable. 
o Miles driven continues to increase. 
o Commercial business should benefit from growing complexity of cars. 

• Good brand in NAPA auto parts stores. 
• GPC also remains one of the most shareholder-focused companies in our auto replacement 

parts coverage group.  
o Paid a cash dividend in every year since 1948.  
o 2016 marks 60 years of dividend increases.  
o Five-Year dividend growth rate (CAGR) 8% 

• GPC has an active share-buyback authorization with a remaining capacity of almost 5 million 
shares.  

• We expect dividends and buybacks to remain an important use of cash over the long term, with 
the dividend payout continuing to be approximately 50%-55% of the prior year’s EPS. 

• Strong economic value added: 
o GPC’s return on capital exceeds its cost of capital by about 600 basis points according to 

Bloomberg calculations. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
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 Research Co., 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 whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. 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. 
 
Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a 
customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research 
Co. for research used in the management of the AIC core equity strategy and model portfolio and UIT 
products, and has the same access to Argus Research Co. reports as other customers. However, clients and 
prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus 
Research Group, have certain employees in common, including those with both research and portfolio 
management responsibilities, and that Argus Research Co. employees participate in the management and 
marketing of the AIC core equity strategy and UIT and model portfolio products. 
 
 


