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Advance Auto Parts is a classic turnaround story. After a dramatic collapse in margins and
investor sentiment, green shoots are emerging that point to a path back to normalized earnings

power.

Advance Auto Parts (AAP) is the third largest auto
parts retailer in the U.S.", operating 4,300 Advance
Auto Parts and Carquest stores and supporting
another 900 independently owned Carquest locations.
Through its two banners, AAP sells replacement parts,
maintenance items, and accessories for cars and

light trucks, with core categories including batteries,
brakes, filters, spark plugs, and fluids. Its 100,000+
SKUs support its “blended-box” model that serves
both professional repair shops (Pro) and do-it-yourself
(DIY) customers from the same brick-and-mortar
locations, with sales split roughly 50/50 between Pro
and DIY.

Despite its size, AAP has failed to leverage the
advantages of its scale. Years of mismanagement
have driven its operating margin below 1%, a stark
contrast to the ~20% margins earned by larger peers
AutoZone and O’Reilly (Exhibit 1). AAP’s prolonged
underperformance stems from supply chain
inefficiencies, under-investment in store operations,
and a failed pricing strategy that triggered a full-
blown crisis in 2023, sending the stock down more
than 80% from its peak.Today, under new leadership,
the company is executing a focused turnaround,
with early KPIs improving, and a credible path

back to 6%+ margins. At just 5.0x our normalized
earnings estimate, we believe the stock is significantly
undervalued.

Exhibit 1: Operating Margin
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AUTO PARTS RETAILING: AN ATTRACTIVE INDUSTRY

The $160 billion U.S. auto parts aftermarket is highly
fragmented, with scaled players steadily taking share
from mom-and-pop competitors. The top four players
hold roughly 30% of the market, leaving a long
runway for consolidation-driven growth. Structural
tailwinds, including an aging car fleet, a growing
vehicle base, and rising vehicle miles traveled,
continue to support long-term demand. Unlike

most retail categories, auto parts remain resistant

to e-commerce disruption, particularly in the Pro
segment, where mechanics typically expect delivery
within an hour to minimize downtime in their repair
bays.

WHAT WENT WRONG: UNDERSTANDING THE DOWNTURN

AAP’s troubles trace back to its 2014 acquisition of
General Parts International, which brought in the
Carquest and now-divested Worldpac banners.The
company never fully integrated these acquisitions,
and over a decade later, it was still operating multiple
parallel supply chains, each with separate distribution
centers and incompatible warehouse management
systems. Success in this industry depends on

parts availability, fast delivery, great service, and
competitive pricing. However, AAP’s fragmented
network made consistent execution impossible. The
resulting complexity led to stockouts and slower
delivery times. These operational failures are reflected
in same-store sales, which have trailed AutoZone and
O'Reilly nearly every year for the past decade (Exhibit
2).
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Exhibit 2: Same-Store Sales
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In 2016, a new leadership team took over and made

a bad situation worse by prioritizing cost-cutting

over fixing core operational problems. What followed
were years of underinvestment in logistics, IT, and
store operations, leaving frontline employees under-
resourced, shelves understocked, and many stores
still running on outdated point-of-sale systems. These
shortcomings made it difficult to meet customer
needs. The consequences are evident in store
productivity: while AutoZone and O'Reilly generate
over $2.5 million in sales per location, AAP lags at
just $1.7 million, despite having similarly sized stores,
highlighting the gap created by years of dysfunction?.

While these operational missteps had weighed on
margins for years, AAP’s undoing came from a failed
pricing initiative launched in 2022. Seeking to close its
persistent margin gap with peers, AAP raised prices,
first in DIY, then in Pro. Competitors did the opposite:
AutoZone and O’Reilly lowered prices and took share.
Pro customers, in particular, defected, and AAP’s
volumes declined significantly. After sticking with the
strategy for several quarters, AAP reversed course in
early 2023 and slashed prices to win back business,
but it was too late. Lost volumes never fully returned,
and the pricing whiplash led to a full collapse in
margin.

2. Company filings, Pzena estimate

The fallout was swift. By mid-2023, AAP had missed
earnings, slashed its dividend, launched a strategic
review, and begun searching for a new CEO. Around
the same time, material weaknesses in internal
controls came to light, further shaking investor
confidence, and prompting the departures of both the
Chief Accounting Officer and the Treasurer. Vendor
relationships deteriorated, employee turnover rose,
and the stock plunged, leaving a once-formidable
retailer on the brink of failure.

A NEW CHAPTER: OPERATIONAL DISCIPLINE AND EARLY
PROGRESS

Under the new CEO, Shane O’Kelly, AAP is taking
decisive steps to improve execution after years

of mismanagement. One of his first actions was
divesting of Worldpac, a standalone e-commerce
platform for import parts that operated outside

AAP’s brick-and-mortar blended-box model. This
move significantly strengthened the balance sheet,
transforming a $1.3 billion net debt position at year-
end 2023 into an $80 million net cash position by year-
end 2024.The resulting financial flexibility was crucial,
enabling the company to make tough operational
decisions and aggressively execute its turnaround
strategy. With its failed pricing strategy now fully
unwound and prices back in line with competitors,
AAP is focused on restoring its competitive edge
across three pillars: merchandising, supply chain, and
store footprint.

In merchandising, AAP is fixing a basic problem:
stores did not have the parts customers needed. A
new stocking model adjusts inventory based on local
demand, prioritizing high-turn items by market. Parts
availability has improved from the low-90% range in
2024 to the mid-90s in Q1 2025, with a target in the
high-90s. Early test regions have already seen a ~50
basis point improvement in comparable store sales.

In supply chain, AAP is consolidating 38 legacy
distribution centers (DCs) into 12 large regional DCs
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and adding 60 market hubs (large-format stores that
carry expanded inventory and support deliveries to
surrounding locations) to create a hub-and-spoke
network modeled after those of AutoZone and
O'Reilly (Exhibit 3). Fewer DCs means fewer ship
points for vendors, streamlining inbound logistics,
and creating leverage for better pricing. Over 50
basis points of annualized cost savings are expected
to begin flowing through in the second half of 2025.
Hub-served locations are already seeing a ~100 basis
point improvement in comparable store sales.

Exhibit 3: Consolidating Distribution Centers
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Source: Company filings, Pzena projections

In store footprint, AAP has closed over 700
underperforming and independent stores to
concentrate its footprint in markets where it holds the
#1 or #2 share. This denser network improves local
scale, speeds up delivery, and strengthens in-store
execution. Delivery times to Pro customers have
improved from over 50 minutes in 2024 to around

40 minutes in Q1 2025, moving closer to AAP’s
30-40-minute target.

THE OPPORTUNITY

Despite early signs of recovery, the market remains
skeptical that AAP can close the margin gap with
peers. While some of that skepticism reflects
structural differences, such as AAP’s higher mix of
leased stores and independents, which carry lower
margins, the bulk stems from lingering execution risk.

Skepticism is warranted, given AAP’s history, but
early results suggest real progress. With pricing reset,
a new merchandising strategy, a restructured supply
chain, and a denser store footprint, the company is
positioned to recover lost productivity and rebuild
margin. Before its missteps, AAP consistently
delivered high-single-digit operating margins, a

level we view as attainable again. Even at our more
conservative 6% margin in our estimate of normailzed
earnings, AAP would generate $9.25 in EPS, implying
substantial earnings power relative to today’s $46.49
share price. Years of strategic missteps created deep
problems but also set the stage for meaningful

value creation. With signs of progress emerging, we
see a credible path to normalized earnings and a
turnaround firmly underway.
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FURTHER INFORMATION

These materials are intended solely for informational purposes.The views expressed reflect the current views

of Pzena Investment Management (“PIM”) as of the date hereof and are subject to change. PIM is a registered
investment adviser registered with the United States Securities and Exchange Commission. PIM does not
undertake to advise you of any changes in the views expressed herein. There is no guarantee that any projection,
forecast, or opinion in this material will be realized. Past performance is not indicative of future results.

All investments involve risk, including loss of principal. Investments may be in a variety of currencies and
therefore changes in rates of exchange between currencies may cause the value of investments to decrease or
increase. The price of equity securities may rise or fall because of economic or political changes or changes in

a company'’s financial condition, sometimes rapidly or unpredictably. Investments in foreign securities involve
political, economic and currency risks, greater volatility and differences in accounting methods. These risks are
greater for investments in Emerging Markets. Investments in small-cap or mid-cap companies involve additional
risks such as limited liquidity and greater volatility than larger companies. PIM’s strategies emphasize a “value”
style of investing, which targets undervalued companies with characteristics for improved valuations. This style
of investing is subject to the risk that the valuations never improve or that returns on “value” securities may not
move in tandem with the returns on other styles of investing or the stock market in general.

This document does not constitute a current or past recommendation, an offer, or solicitation of an offer to
purchase any securities or provide investment advisory services and should not be construed as such.The
information contained herein is general in nature and does not constitute legal, tax, or investment advice. PIM
does not make any warranty, express or implied, as to the information’s accuracy or completeness. Prospective
investors are encouraged to consult their own professional advisers as to the implications of making an
investment in any securities or investment advisory services.

The specific portfolio securities discussed in this presentation are included for illustrative purposes only and were
selected based on their ability to help you better understand our investment process. They were selected from
securities in one or more of our strategies and were not selected based on performance. PIM is a discretionary
investment manager and does not make “recommendations” to buy or sell any securities. There is no assurance
that any securities discussed herein remain in our portfolios at the time you receive this presentation or that
securities sold have not been repurchased.

Advance Auto Parts was held in our Mid Cap Focused Value, Small Cap Focused Value, and other strategies
during the second quarter 2025.

For U.K. Investors Only:

This marketing communication is issued by Pzena Investment Management, Ltd. (“PIM UK”). PIM UK is a
limited company registered in England and Wales with registered number 09380422, and its registered office is
at 34-37 Liverpool Street, London EC2M 7PPB, United Kingdom. PIM UK is an appointed representative of Vittoria
& Partners LLP (FRN 709710), which is authorised and regulated by the Financial Conduct Authority (“FCA").
The Pzena documents have been approved by Vittoria & Partners LLP and, in the UK, are only made available to
professional clients and eligible counterparties as defined by the FCA.

For EU Investors Only:

This marketing communication is issued by Pzena Investment Management Europe Limited (“PIM Europe”).
PIM Europe (No. C457984) is authorised and regulated by the Central Bank of Ireland as a UCITS management
company (pursuant to the European Communities (Undertakings for Collective Investment in Transferable
Securities) Regulations, 2011, as amended), with additional authorisation for management of portfolios of
investments, in accordance with mandates given by investors on a discretionary, client-by-client basis, where
such portfolios include one or more of the investment instruments listed in Section C of the Annex to the MiFID
(Markets in Financial Instruments) Regulations 2017 (S.I. No. 375 of 2017), as amended), and investment advice
concerning one or more of the instruments listed in Annex |, Section C to Directive 2004/39/EC. PIM Europe is
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registered in Ireland with the Companies Registration Office (No. 699811), with its registered office at Riverside
One, Sir John Rogerson’s Quay, Dublin, 2, Ireland. Past performance is not indicative of future results. The value
of your investment may go down as well as up, and you may not receive upon redemption the full amount of
your original investment. The views and statements contained herein are those of Pzena Investment Management
and are based on internal research.

For Australia and New Zealand Investors Only:

This document has been prepared and issued by Pzena Investment Management, LLC (ARBN 108 743 415),

a limited liability company (“Pzena”). Pzena is regulated by the Securities and Exchange Commission (SEC)
under U.S. laws, which differ from Australian laws. Pzena is exempt from the requirement to hold an Australian
financial services license in Australia in accordance with ASIC Class Order CO 03/1100 and the transitional relief
under ASIC Corporations (Repeal and Transitional) Instrument 2016/396, extended through 31 March 2026 by
ASIC Corporations (Amendment) Instrument 2024/497. Pzena offers financial services in Australia to ‘wholesale
clients’ only pursuant to that exemption. This document is not intended to be distributed or passed on, directly or
indirectly, to any other class of persons in Australia.

In New Zealand, any offer is limited to ‘wholesale investors’ within the meaning of clause 3(2) of Schedule 1

of the Financial Markets Conduct Act 2013 (‘FMCA'). This document is not to be treated as an offer, and is not
capable of acceptance by, any person in New Zealand who is not a\Wholesale Investor.

For Jersey Investors Only:

Consent under the Control of Borrowing (Jersey) Order 1958 (the “COBO” Order) has not been obtained for the
circulation of this document. Accordingly, the offer that is the subject of this document may only be made in
Jersey where the offer is valid in the United Kingdom or Guernsey and is circulated in Jersey only to persons
similar to those to whom, and in a manner similar to that in which, it is for the time being circulated in the United
Kingdom, or Guernsey, as the case may be. The directors may, but are not obliged to, apply for such consent

in the future.The services and/or products discussed herein are only suitable for sophisticated investors who
understand the risks involved. Neither Pzena Investment Management, Ltd. nor Pzena Investment Management,
LLC nor the activities of any functionary with regard to either Pzena Investment Management, Ltd. or Pzena
Investment Management, LLC are subject to the provisions of the Financial Services (Jersey) Law 1998.

For South African Investors Only:

The Pzena Emerging Markets Focused Value Fund, Pzena Emerging Markets Select Value Fund, Pzena Global
Focused Value Fund, Pzena Global Value Fund are registered and approved under section 65 of CISCA.

Collective Investment Schemes in Securities (CIS) should be considered as medium- to long-term investments.
The value may go up as well as down and past performance is not necessarily a guide to future performance.
CISs are traded at the ruling price and can engage in scrip lending and borrowing. A schedule of fees, charges
and maximum commissions is available on request from the Manager. A CIS may be closed to new investors

in order for it to be managed more efficiently in accordance with its mandate. There is no guarantee in respect

of capital or returns in a portfolio. Representative Office: Prescient Management Company (RF) (Pty) Ltd is
registered and approved under the Collective Investment Schemes Control Act (No.45 of 2002). For any additional
information such as fund prices, fees, brochures, minimum disclosure documents and application forms please
go to www.pzena.com.

© Pzena Investment Management, LLC, 2025. All rights reserved.

5 | Pzena Second Quarter 2025 | HIGHLIGHTED HOLDING Pzena Investment Management | 320 Park Avenue | New York, NY 10022 | www.pzena.com



