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Automotive parts retail industiry - current thesis

Concern related to how companies in the industry will perform if the U.S. economy enters a period of deflation as well as
unfavorable weather conditions YT D have |ed to relative underperformance for the group in 2023.

A more favorable backdrop for margins, supply chains, inflation, and wage growth coupled with better valuations than the
beginning of the year set this industry up well for the coming year.

With structurally higher new car prices, increasingbmiles driven, and the fact that maintenance can only be deferred for so
long, auto parts retailers are poised for secular benefit and can act counter-cyclical. Overall, the industry appears well
pos&u:ined at this juncture given our assumption of their ability to provide an attractive mix of offense / defense in
portfolios.

Catalysts Risks
1. Individuals refresh vehicles less frequently 1. Inflation tailwinds abate
= Consumers are getting forced to the sidelines by > The auto distributors are beneficiaries of inflation,
record high new and used vehicle prices and have consistently beefed EPS by passing on
> Should trend continue, retail auto parts sellers costs
benefit of extended ownership periods via > Concerns around medium-term growth without aid
additional repair and maintenance spending of inflation
2. Industry consolidation > Waorth noting, historically speaking, price increases
> The automotive and industrial part retail sectors have stuck
should consoclidate around larger participants due 2.  Woeather / traffic
to superior levels of component availability > Although out of anyone's control, less favorable

weather conditions can weigh on distributors

> More air travel / less car travel would a meaningful
headwind to the group

Source: Blue Chip Fartners. As of 1 November 2023,
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(zenuine Parts Co. - summary

Commercial “do-it-for-me” (DIFM): ~80% of revenue
Retail “do-it-yourself” (DIY): ~20% of revenue

> Both categories have benefitted from rising miles driven and average vehicle age, but have shown resilience in past
recessions

> DIFM larger for GPC vs, ORLY (45% of revenue) — DIFM is lower margin relatively, but stickier as professional service
providers tend to display greater brand loyalty

>  Automotive parts group: ~60% of revenue
> Distributes automotive parts and accessory items to the aftermarket
> Industrial parts group: ~40% of revenue

> Distributes industrial bearings, power transmission equipment, hoses, and other components to Maintenance Repair
and Operation (MRQ) and Original Equipment Manufacturer (CEM) customers

North America: /5.6% of revenue
Europe: 15.3% of revenue
Australasia: 9.1% of revenue

Source: Blue Chip Fartners with data from Eloombearg, As of 30 June 2023,
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(’Reilly Automotive Inc. - summary

> Commercial “do-it-for-me” (DIFM): ~45% of revenue
>  Retail “do-it-yourself” (DIY): ~55% of revenue

> Both categories have benefitted from rising miles driven and average vehicle age, but have shown resilience in past
recessions

> DIFM smaller for ORLY vs. GPC (20% of revenue) — DIFM is lower margin relatively, but stickier as professional
service providers tend to display greater brand loyalty

> DIFM market share has been increasing, although it's mostly been taken from smaller competitors and not public
peers

> Automotive aftermarket parts: ~100% of revenue
> Distributes automotive parts and accessory items to the aftermarket

>  United States: ~100% of revenue
> Mexico: <1% of O'Reilly stores

Source: Blue Chip Fartners with data from Eloombearg, As of 30 June 2023,
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Ranks vs. U.S. peers

6 November 2023 25 /53 33/53 20/ 53 25 /53

6 May 2023 25 /53 16 / 53 16 /53 22/53
6 November 2022 23/53 29 /53 17 / 53 22/53
6 November 2021 18 / 60 14 / 60 14 / 60 23/60
6 Novemnber 2023 22/53 22 /53 9/53 27 /53

6 May 2023 19/53 23/53 9/53 24 /53
6 November 2022 19 /53 24 /53 8/53 23/53
6 November 2021 17 /60 22 /60 6/60 21/ 60
6 November 2023 21/53 13/53 4/53 30/53

6 May 2023 22/53 16 / 53 16 / 53 26 /53
6 November 2022 16 /53 10 /53 6/53 25/53
6 November 2021 23/60 29 /60 4/60 28 / 60

Source: Blue Chip Fartners with data from Eloombearg, As of @ Novermber 2023,
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(zenuine Parts Co. - current thesis

As an automotive and industrial replacement parts distributor, GPC offers a balanced exposure that should walk the ling between
cyclicality and stability. Synchronized growth in both its automotive and industrial segments can result in faster earnings growth
ancl upward revisions over the next two years. Additionally, there has been a cultural and business transformation at Genuine Parts
with new management helping to shift the company toward faster growing end markets and leveraging IT, supply chain, and
process improvements to drive margin expansion.

While not a pureplay auto parts retailer (40% of the business is related to industrial parts), the firm's auto parts exposure is
heavily geared towards the sticky "Do-It-For-Me” subset, Shares are historically cheap in our view, as investors are rarely
presented with the opportunity to gain exposure at a 3.0% yield.

Catalysts Risks
1. Momentum remains 1 Inflation tailwinds abate
> Coming into this year, concerns around the > The aute distributors are beneficiaries of inflation,
stickiness of momentum in European auto and and have consistently beefed EPS by passing on
industrial segments were highlights of a bear case costs
> Momentum has remained strong in the first two . . .
guarters of this year, and these businesses provide > Concerns around medium-term growth without aid
upside to current levels should trajectory continue of inflation
2. Market share gains = Worth noting, historically speaking, price increases
> Any tr_actfioln in n&arket share represents have stuck
meaningtutupside 2. Weather / traffic
> Specifically in the large and fragmented European
auto market, in which GPC is the 2™ largest player > Although out of anyone's control, less favorable
with single-digit market share weather conditions can weigh on distributers
= égt%%esgta;gdwsetﬁare gainsinlU.5. autoserve as a > More air travel / less car travel would a meaningful
. headwind to the group
3. Strategic levers
= Fresh management team has operated well

= Potential for accretive tuck-in M&A given GPC's
long track record of execution

Source: Blue Chip Fartners with data from EBloomberg. As of 1 Movember 2023,
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(’Reilly Automotive Inc. - current thesis

O'Reilly has arguably the most fully realized dual-market capability (between DIY / DIFM) of national auto parts chains, which
provides a best-in-class margin profile, ORLY boasts a strong operational track record and highly productive infrastructure, as
thesq[ L[%duskrzgxaeadlng margins are presented 1) despite investments in service and high parts availability, and 2) with a lower store
count than .

Consistently best-in-class from a profitability and execution perspective, O'Reilly boasts a relatively even split of revenue
from the high margin "Do-lt-Yourself” and the sticky "Do-lt-For-Me” categories. While the company does not pay a dividend,
the firm has consistently executed meaningful buybacks, which can be viewed as an additional form of shareholder yield.

Catalysts Risks
1. Momentum remains 1. Inflation tailwinds abate
- Momentum has remained strong in the first two > The auto distrilbutors are beneficiaries of irjflation,
quarters of this year, and these businesses provide andthave consistently beefed EPS by passing on
upside to current levels should trajectory continue Costs
. During the pandemic, DIY has becorme more > Co_ncerrjs around medium-term growth without aid
popular, but particularly in the younger generations of mﬂatlw . ) . o
who look for more ways to save money > hWa%r;d;tnuc::tPLng, historically speaking, price increases
> Should same store sales growth momentum .
continue to expand EBIT attractively, shares may 2. Weather / traffic
not be as expensive as they look today > Although out of anyone's control, less favorable
2 Market share gains weather conditions can weigh on distributors
’ . ] ] > More air travel / less car travel would a meaningful
> Aggressive store growth strategy to consolidate headwind to the group
the aftermarket sp.ace o 3. Tough comps & valuation
> Sl'qgrwgTvgitaI(ELI:,:rL;Lrjj’[Igszfotrugiggamﬁaéglnu{gir\mallﬁzw > ORLY has executed well, and comparisons y/y will
D guirng be challenging

) > A -4% selloff the day of a Q2 beat and
3. Strategic levers guidance raise was reported is evidence

> New store locations chosen strategically to of the high expectations embedded

compliment distribution network > Valuation is lofty relative to history (+16% vs. Syr
avg P/E) and peers (26.2x vs 19.9x for AZQ}

Source: Blue Chip Fartners with data from EBloomberg. As of 1 Movember 2023,
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(renuine Parts Co. - P/L vs. 1-year lorward price return
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= 5-Year Avg P/E -1 Std Deviation
——1-Year Forward Price Return

Source: Blue Chip Partners with data from EBloomberg, As of 7 November 2023.
P/E refers to the Price to Eamings ratio. a measure of a company's share price relative to the company’s trailing 12-months earnings per share.
The 1-Year Forward Price Return is indicative of the forward l-year price return from each date. and should not be relied on as an indicatar of future results,
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Industry operaling margins
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Source: Blue Chip Fartners with data from Rayrmond James. As of 18 July 2023,
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Shareholder yield: more than just dividends

Track Annotate
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3.1455GPC US

Shareholder Yield (Ex Debt Repayments)

B AutoZone Inc 7.1947
Genuine Parts Co 3.1455

i 0'Reilly Automotive Inc 4.9037

'16 17 '18 '19 20 21 122 '3

Source: Blue Chi g s with data from Bloomber, 3.
Shareholder Yiel: bt Repayments) refersto the s ividends and net stock repur elative to a company’
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Disclosures

Expressions of opinion are as of 1 November 2023 and are subject to change without notice. Any information provided is not a
complete summary or statement of all available data necessary for making an investment decision and does not constitute a
recommenclation to buy, hold or sell any security. There are limitations associated with the use of any method of securities
analysis. The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoein

material is accurate or complete. Every investor's situation is unigue, and you should consider your investment goals, ris

tolerance and time horizon before making any investment. Prior to makmg an investment decision, please consult with your
financial advisor about your individual situation. Past performance does not guarantee future results. Investing involves risk ancl
you may incur a profit or loss regardless of strategy selected. There is no guarantee that any statements, opinions or forecasts
Frowded herein will prove to be correct. Dividends are not guaranteed and must be approved by the Secunty Board of Directors.

dices are included for informational purposes only; investors cannot invest directly in any index.
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