3rd Quarterly report, 2018, for LKQ Corporation (LKQ)
Date: Dec  10, 2018
Percentage change in Sales from year ago quarter 

26.6%
Percentage change in Earnings per Share from year ago qtr 
7.7%
Is company meeting our target sales & earnings estimates
Yes
Pre-tax Profit on sales trend  





down
Return on equity trends  





down
Debt  









up
Current PE is 







14.2   

Where does it fall in my estimated High/low range of PE's  
low 
Signature PE  







22.0
Club cost basis for this stock is 
$25.46 (2015).  Current price is
$25.63 (12/10/18) 

Current fair value:  

$47.00 Morningstar 10/29 and 
$40.54 CFRA 12/1
My SSG Total Return is 






26.3% 
Projected Average Return is 





22.8%
What will drive future growth …
· The top line advanced 27% in the period, driven largely by acquisition-related revenue gains of 23%, while parts and services growth was a more modest 4%. Share earnings of $0.56 during the period increased 24% compared to the previous-year tally, driven by the higher volumes and recent restructuring actions that helped lower costs. (VL)
· The STAHLGRUBER addition should continue to drive the top line. Share earnings ought to benefit from the higher volumes and ongoing expense-reduction initiatives. (VL)
· While we have lowered our 2019 top and bottom-line estimates, we still look for good growth next year. Sales are expected to increase around 10%, driven by recent acquisitions, along with solid gains from most divisions. Organic revenue growth for parts and services will probably increase in the mid-single-digit vicinity. (VL)
· LKQ is the only player with a national presence and network, and this network is unmatched by a local salvage parts yards. New entrants would have to undergo substantial time and expense to obtain the necessary zoning, environmental, and auto-salvage permits. (Morningstar)
· LKQ’s integrated IT system allows each facility to stock the right parts for customers. The result of this scale and integration is that LKQ is out of stock far less than the 50%-60% industry average. (Morningstar)
· Aftermarket and refurbished parts sales represent a little more than half of LKQ's total revenue. These items are gaining popularity with insurance companies, which typically have the final say as to how the body shop will repair a vehicle. Also, like the recycled parts business, aftermarket and refurbished part distributors are highly fragmented, and LKQ has no real competition. (Morningstar)
· State Farm left the aftermarket after losing a 1999 lawsuit related to not using original equipment manufacturer (OEM) parts for collision repairs. Preliminary settlement was reached in 2018. Management is convinced State Farm will re-enter the aftermarket business soon. (Morningstar)
· Expansion into European parts distribution augments growth potential. (Morningstar)
Possible impediments … 
· Management noted that it is still seeing several cost headwinds that will likely continue in the near term. These include those related to freight, fuel, and wage inflation. (VL)
· Also, there is still a degree of uncertainty regarding recently imposed tariffs on certain metals imported from China. LKQ imports several materials from that country, and an escalation of a trade war could pose significant concerns. (VL)

· If the Justice Department ever forces LKQ to comply with the Anti-Car Theft Act, it will burden the company with a distraction and higher expense to keep more detailed records on most of its recycled parts inventory. (Morningstar)
· Risks to our recommendation and target price include unfavorable vehicle accident trends, currency rates swings and poorer-than-expected results from acquisitions. Increased financial leverage is a concern, as is the potential negative Brexit impact on European business. Lower-than-expected cost reductions and volatility in raw material and scrap prices are also risks. (CFRA)
Recommendation: Hold (SSG is in BUY range, but MicNova’s LKQ holdings already make up 5.1% of our portfolio.)
