LKQ Corp. Notes

July 2011:  This provider of recycled and aftermarket auto parts has recently bought its largest aftermarket competitors, Keystone Automotive andGreenleaf Auto Recyclers and is thus in a great position to capture even more market share., It is a mid-sized company, and insiders own 5.1% of common stock (VL). Auto Parts is Consumers Discretionary Sector and this week is ranked #3 of the 98 industries followed by VL.  AutoLiv is another interesting auto parts company specializing in safety parts such as airbags, seat belts, steering wheels, but is a large company of $8B revenue, so I am staying with a mid-sized company to study.

  A)  Recycled parts market has at least 6000 small companies (<$3million revenue for 90% of them) and LKQ has2.5 Billion in revenue in 2010, so is the largest and has an integrated IT system and 300 facilities, enabling it to be out of stock on an item far less than the 50%-60% industry average.

  B) Aftermarket parts are new parts (mirrors, fenders, and hoods) primarily fromTaiwan. This was more than 50% of sales. LKQ has no real competition in this area because of the highly fragmented distributor market.

The industry is considered non cyclical and should grow internally  in the mid- to high single digits.  LKQ has a good business model with a nationwide fleet of delivery trucks to move things around as demanded.  Hard to replicate for the small local parts yard.

 I find VL's sales and earnings estimates of 23.5%  and27% and future PE estimate of 20 quite high--higher than both S&P and M*.  S&P gives a fair value of $24.10(today's price $26.74)  and M* gives a FV of $33, with a consider buy to $23.10.

VL's average PE for the  auto parts industry looking ahead 3-5 years is only 12.  But it estimates LKQ to be 20 PE in 3-5 years.

Manifest Investing confirms that this is a good quality company (74) but they project a 13 % eps growth rate but only a PE of 17 (my signature PE) in the future.  They calculate a projected annual  return of 7.6%.

My SSG:  I used 11% for both sales and earnings estimates.    M* has increased their 5-yr. sales estimate from 11 to 15%, but I have left mine at 11%.

I used a  PE of 22.2 for my high PE and an average low PE of 13 .  I selected the default low price  for my low price and it gives me a buy to $22.70 with a 1.6 to 1 upside/downside ratio.  My compound annual return would be10.7% if sold at the PE of 22.2, and only 5.7% if sold at the PE of 17.  Buying at $22.07 would give a 3:1 U/D ratio.

My conclusion:  

This is a growing company that is planning to slow its acquisitions to fully integrate Keystone and Greenleaf, its main acquired competitors.  I believe it will continue to grow but more slowly than in the past.  The current price of $26.74 is the highest this year and is too high to make for a good investment.  I would consider at a much lower price.  M*'s $23.10 might be a good entry.  The high price of the past three years has been $20 , $23 and $27 but the low's were in the $10-$17 range.  It is a volatile stock, so perhaps M*'s $23.10 buy price is  a possible entry point.   My SSG says that a buy at $22.07 would give a 3:1 U/D ratio and I would recommend a limit order at $22.
Please note: the First Cut from April is much more aggressive and positive than mine.  The general market is at a high right now and I would not buy LKQ at this time.  

