
 
    

 

 

O’Reilly Automotive, Inc., together with its subsidiaries, engages in the retail of automotive 
aftermarket parts, tools, supplies, equipment, and accessories in the United States. The company 
provides new and remanufactured automotive hard parts. 

 

BUY 
Current Price:  $213.90 
Target Price:  $243.91 
Market Cap:  $18.9B 
EBITDA Margin          22.1% 
Gross Margin               52.4% 
Operating Margin         19.4% 
D/E                             4.72 
 

 

Catalysts: Forward looking projections that call 

for positive/negative outlook that will strengthen 
your thesis. Example: 

 Short Term: Success in new store revenue 
will drive up total revenue  

 Mid Term: An increased number of stores 
will bust revenue in the mid and long term 

 Long Term: A higher annual miles driven 
will increase the demand for auto parts 
service in the United States.  

 

 

Thesis:  
 
O’Reilly’s Q3 upsetting results and Amazon’s threat of gaining market shared as an auto part distributer 
have put some pressure on auto part service retailers. However, I am confident in the long-term outlook for 
the automotive aftermarket. A continued aging of U.S. light vehicle population and ORLY’s service 
segment will guarantee O’Reilly a successful organic grown and an increase profit margins consequently. In 
my opinion, ORLY is a “buy”, with a 1-year price target of $243.91. 
 

 

November, 1, 2017 

O’Reilly Automotive, 
Inc.  ORLY 
 Marco Kloster 

Sector: Services  
Industry: Aftermarket Auto Parts 
Current Price: 213.90 
Target Price: 243.99 
 
 



 
    

 

Company Overview 

O'Reilly Automotive, Inc., 

incorporated on December 20, 2010, is a 

specialty retailer of automotive aftermarket 

parts, tools, supplies, equipment and 

accessories in the United States. The 

Company sells its products to both do-it-

yourself (DIY) and professional service 

provider customers. The Company's 

product line includes new and 

remanufactured automotive hard parts. 

Currently, O’Reilly operates nearly 5,000 

stores in 47 states. 

In 2016, they derived approximately 58% of their sales from DIY customers and approximately 42% 

of their sales from their professional service provider customers. Historically, they have increased their sales 

to professional service provider customers at a faster pace than the increase in their sales to DIY customers 

due to the more fragmented nature of the professional service provider business, which offers a greater 

opportunity for consolidation. 

 

Q3 Financial Results 

 
Sales for the third quarter ended September 30, 2017, increased $119 million, or 5%, to $2.34 billion 

from $2.22 billion for the same period one year ago.  Gross profit for the third quarter increased to $1.23 

billion (or 52.6% of sales) from $1.17 billion (or 52.7% of sales) for the same period one year ago, 

representing an increase of 5%.  However, selling, general and administrative expenses (“SG&A”) for the 

third quarter increased to $768 million (or 32.8% of sales) from $722 million (or 32.5% of sales) for the same 

period one year ago, representing an increase of 6%.  Operating income for the third quarter increased to 

$462 million (or 19.7% of sales) from $448 million (or 20.2% of sales) for the same period one year ago, 

representing an increase of 3%. 

Net income for the third quarter ended September 30, 2017, increased $5 million, or 2%, to $284 

million (or 12.1% of sales) from $278 million (or 12.5% of sales) for the same period one year ago.  Diluted 

earnings per common share for the third quarter increased 11% to $3.22 on 88 million shares versus $2.90 on 

96 million shares for the same period one year ago. 

 

  

Comparable Store Sales  

 Comparable store sales increased only by +1.8% compared to the estimated +4.2% LY. The 

slowdown in same stores decrease in sales negatively affected the profit margins. The third quarter gross 

margin of 52.6% came in at the bottom end of ORLY’s guidance expectation as result of the pressure to their 

gross margins from deleverage of fixed cost on low sales volumes weather-driven obstacles.   



 
    

 

Hurricane Harvey and Hurricane Irma affected approximately 450 stores. The stores had to be closed 

in average three to four days.  In addition, distribution centers in Houston, Texas, and Lakeland, Florida were 

also impacted for a short period during the storms. Even though nearly 10% of the stores were affected by 

the storms, they were closed for four days and ORLY was able to make up for lost volume during the closure 

period.  As reported in the Earnings Call Transcript, the storm-related losses in the third quarter, but they 

should not expect these costs to be material going forward. Excluding the timing impact of the hurricanes, the 

results for the quarter were relatively steady with September finishing as the strongest month of the quarter. 

 Moreover, the impact of two consecutive mild winters 

coupled with a mild summer in 2017 also did not help 

O’Reilly with their profitability. Cold winters and hot 

weather increases the demand for auto parts. Consumers 

need to replace A/C units and batteries more often at such 

circumstances. The impact to the addressable vehicle 

population from depressed new vehicle sales totals during 

the period from 2008 to 2011 and the significant economic 

pressure and uncertainty faced by many of their customers.  

 

Industry Outlook 
 

The automotive aftermarket industry includes products and services purchased all types of vehicles 

after the original sale. The total size of the automotive aftermarket is estimated to be approximately $277 

billion. This market is made up of four segments: labor share of professional service provider sales, auto parts 

share of professional service provider sales, DIY (Do-it-Yourself) sales and tire sales. O’Reilly’s addressable 

market within this industry is approximately $161 billion, which includes the auto parts share of professional 

service provider sales and DIY sales. They do not sell tires or perform for-fee automotive repairs or 

installations. 

The industry is currently facing normal cyclical short-term pressures, but it is still very stable and 

healthy condition will return to the long-term growth rates in the industry as the industry has historically 

experienced. As a result, all the companies 

in the sector have suffered 

macroeconomic pressure, and ORLY 

being one of the better performers 

according to their peers.  

Looking at the broader 

automotive aftermarket, ORLY have 

benefited from solid macroeconomic 

trends and the core underlying drivers of 

business in their industry. Total miles 

driven is the main industry driver. Since 2008 miles driven have been flat due to economic pressures, but 

staring in 2014, there has been an increase in miles driven once again. Total miles driven in the U.S. is up 

1.7% year-to-date through August and gas prices continue to remain stable at low historical levels. 

 

 



 
    

 

Competition 
 

The sale of automotive aftermarket items is highly competitive in 

many areas, including customer service, product availability, store location, 

brand recognition and price. O’Reilly competes in both the DIY and 

professional service provider portions of the automotive aftermarket and are 

one of the largest specialty retailers within that market. ORLY competes 

primarily with national retail and wholesale automotive parts chains (such as 

AutoZone, Inc. (AZO), Advance Auto Parts (AAP), CARQUEST, NAPA, 

etc.). Regional retail and wholesale automotive parts chains and wholesalers 

also represent a competition towards ORLY. Now, more than ever, online 

retailers that carry automotive replacement parts, maintenance items and 

accessories (such as Wal-Mart Stores, Inc. and Amazon, Inc.) are also taking 

part of the auto parts market share battle, in which have put some pressure 

on ORLY, AZO and AAP specifically.  

O’Reilly competes on the basis of customer service, which includes merchandise selection and 

availability, technical proficiency and helpfulness of store personnel, price, store layout and convenient and 

accessible store locations. Their dual market strategy requires significant capital, such as the capital 

expenditures required for their distribution and store networks and working capital needed to maintain 

inventory levels necessary for providing products to both the DIY and professional service provider portions 

of the automotive aftermarket.  

The professional service provider segment have shown a more significant sales growth compared to 

the DIY segment. I believe an investment on the service segment is a game changer for O’Reilly and a reason 

for my bullish view on this stock. While Amazon auto parts will soon gain more and more market share in the 

DIY segment, current Auto Parts Retailers would have a hard time competing with the tech giant. ORLY’s 

revenue deviation from DIY to service would ensure that they do not compete head on with Amazon, like 

the AZO and AAP will.   

  

 

Amazon Auto Parts Pressure  

Amazon.com (AMZN) is quietly penetrating the $50 

billion Do-It-Yourself auto parts market where the top auto 

parts stores have long been dominant. ORLY’s CEO, Greg 

Henslee, commented that the company has faced a more 

challenging sales environment than it expected for the 

quarter due to continued headwinds. Henslee’s comment 

could refer to its brick-and-mortar competition in Advance Auto and AutoZone, but it seems more 

appropriate to consider Amazon’s entrance into this industry as a big headwind for those involved. 

Within the past year, Amazon has made deals with the largest auto parts makers in the United States. 

Moreover, at this point, most large auto parts suppliers are selling to Amazon. Just this past September, 



 
    

 

Jefferies issued a report saying that Amazon was offering same-day delivery for auto parts in 40 major U.S. 

cities. Not only this, but the firm also noted that the prices were on average 23% less than these major chains. 

O'Reilly Automotive, Inc. currently derived approximately 58% of their sales from their DIY 

customers and approximately 42% of their sales from their professional service provider customers. An 

increased of sales in the professional service segment would ensure that ORLY would feel less pressure from 

largest retailer compared to AutoZone Parts and Advance Auto Parts. In my opinion, auto parts have an 

advantage over Amazon by offering customers the option of talking to a knowledgeable staff member in-

store. As millennials are less and less knowledgeable about cars, customers will continue to frequent Auto 

Part stores (especially the ones that are specializing in professional service, such as ORLY).  

 

 

Growth Strategy 

O’Reilly’s rapid expansion is due to their ability to strategically open new stores to consolidate the 

fragmented automotive aftermarket. During 2016, they opened 210 net, new stores and acquired 48 

 Bond Auto Parts stores and they plan to open approximately 190 net, new stores in 2017, which will 

increase their penetration in existing markets and allow for expansion into new, contiguous markets. Growth 

through the number of stores is directly related to constructing a new facility or renovating existing ones and 

by acquiring independently owned auto parts stores, typically by the purchase of substantially the entire 

inventory of such stores.  

Continually enhance the growth and functionality of their e-commerce website is crucial to compete 

with online retailers that are jumping in the 

DIY segment. Although O’Reilly have been 

investing more in their professional service, 

their user-friendly website they have the 

ability to retain and acquire new customers 

in the DIY segment. The website allows the 

customers to search product and repair 

content, check the in-store availability of 

their products, and place orders for either 

home delivery or in-store pickup. Improving 

the functionality of their website will ensure 

that O’Reilly remains very competitive when 

Amazon starts gaining market share in the 

DIY segment.  

 

 

 



 
    

 

 

Ownership  

 

Currently, 86.64% of O’Reilly is owned institutionally, with 80.92% coming from advisors and 5.72% 

from hedge funds. Investment Advisors have increased their position by 1% over the past year. Hedge Funds 

have been increasing their position by 2.42% in the last twelve months. Even though the cyclical auto parts 

industry had a sluggish growth in the past year, investors are betting on the increase of number of aged cars in 

the United States is going to drive the value of the company higher in the future.   

 

 

Conclusion:  

I am very confident in the long-term outlook for the automotive aftermarket. A steady increase in 

total miles driven along with growth in the total vehicle population in the U.S. and will continue to benefit as 

the high quality vehicle engineering and manufacturing supports demand for parts laid into vehicles lifecycle. 

An increase in total miles driven will ensure that the U.S. demand for aftermarket auto parts continues to 

increase at around 1.5% annually, offering a chance to ORLY to continue growing at a constant rate. As 

ORLY specializes more in the services segment, they would be able to continue growing and acquiring other 

companies, even if Amazon stablish themselves in the DIY market. My price target for ORLY is $243.91 PT. 

In addition, I made a chart that shows a pessimistic and an optimistic outcome relative to my prediction. For 

the pessimistic outcome, I assumed a decrease of 1% in my total revenue, and an increase of 1% in operating 

costs and capital expenditure deviation from my original and realistic assumption. The new evaluation 

resulted in a possible 12.68% decrease in the share value. On 

the contrary, for my optimistic version, a 1% increase in 

total revenue, and a 1% decrease in operating costs and 

capital expenditure would result in an increase of 29.93% in 

the share price compared to the current price. 

 

 

Assumtption 1-yr Price Target
% change from 

current price 

Pessimistic 186.77 -12.68%

Realistic 243.99 14.07%

Optimistic 277.7 29.83%



 
    

 

 

 



 
    

 
 


