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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

E(MQ%(A();%ERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
lf)iétlhe quarterly period ended July 16, 2016

g) 13l“RANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
lf)iétlhe transition period from to

Commission file number 001-16797

ADVANCE AUTO PARTS, INC.
(Exact name of registrant as specified in its charter)

Delaware 54-2049910
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

5008 Airport Road, Roanoke, Virginia 24012
(Address of Principal Executive Offices)
(Zip Code)

(540) 362-4911
(Registrant’s telephone number, including area code)

Not Applicable
(Former name, former address and former fiscal year, if changed since last report).

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Registration S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No o
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definition of “large accelerated filer,” "accelerated filer" and "smaller reporting
company" in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer o
Non-accelerated filer o (Do not check if a smaller reporting company) Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o No x

As of August 18, 2016, the registrant had outstanding 73,640,170 shares of Common Stock, par value $0.0001 per
share (the only class of common stock of the registrant outstanding).
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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS OF
ADVANCE AUTO PARTS, INC. AND SUBSIDIARIES

Advance Auto Parts, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
July 16, 2016 and January 2, 2016

(in thousands, except per share data)

(unaudited)
July 16, January 2,
2016 2016
Assets
Current assets:
Cash and cash equivalents $104,827 $90,782
Receivables, net 657,483 597,788
Inventories, net 4,421,274 4,174,768
Other current assets 96,200 77,408
Total current assets 5,279,784 4,940,746
Property and equipment, net of accumulated depreciation of $1,580,685 and $1,489,766 1,431,922 1,434,577
Goodwill 992,579 989,484
Intangible assets, net 664,678 687,125
Other assets, net 68,566 75,769

$8,437,529 $8,127,701
Liabilities and Stockholders' Equity
Current liabilities:

Current portion of long-term debt $404 $598
Accounts payable 3,219,718 3,203,922
Accrued expenses 564,757 553,163
Other current liabilities 56,354 39,794
Total current liabilities 3,841,233 3,797,477
Long-term debt 1,169,702 1,206,297
Deferred income taxes 446,124 433,925
Other long-term liabilities 231,573 229,354

Commitments and contingencies
Stockholders' equity:
Preferred stock, nonvoting, $0.0001 par value — —

Common stock, voting, $0.0001 par value 8 7
Additional paid-in capital 617,601 603,332
Treasury stock, at cost (131,888 ) (119,709 )
Accumulated other comprehensive loss (32,421 ) (44,059 )
Retained earnings 2,295,597 2,021,077
Total stockholders' equity 2,748,897 2,460,648

$8,437,529 $8,127,701

The accompanying notes to the condensed consolidated financial statements
are an integral part of these statements.
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Advance Auto Parts, Inc. and Subsidiaries

Condensed Consolidated Statements of Operations

For the Twelve and Twenty-Eight Week Periods Ended
July 16, 2016 and July 18, 2015

(in thousands, except per share data)

(unaudited)

Net sales

Cost of sales, including purchasing and warehousing costs
Gross profit

Selling, general and administrative expenses
Operating income

Other, net:

Interest expense

Other income (expense), net

Total other, net

Income before provision for income taxes
Provision for income taxes

Net income

Basic earnings per common share
Diluted earnings per common share
Dividends declared per common share

Weighted average common shares outstanding
Weighted average common shares outstanding - assuming

dilution

Advance Auto Parts, Inc. and Subsidiaries

Condensed Consolidated Statements of Comprehensive Income

For the Twelve and Twenty-Eight Week Periods Ended
July 16, 2016 and July 18, 2015

(in thousands)

(unaudited)

Net income
Other comprehensive (loss) income:

Changes in net unrecognized other postretirement benefit costs, net of

$88, $86, $206 and $202 tax

Currency translation adjustments

Total other comprehensive (loss) income
Comprehensive income

Twelve Week Periods
Ended

July 16, July 18,
2016 2015
$2,256,155 $2,370,037
1,245,898 1,282,748
1,010,257 1,087,289
793,573 830,240
216,684 257,049
(14,021 ) (15,438
6,244 (3,808
(7,777 ) (19,246
208,907 237,803
84,307 87,805
$124,600  $149,998
$1.69 $2.04
$1.68 $2.03
$0.06 $0.06
73,576 73,183
73,835 73,682

Twelve Week Periods Twenty-Eight Week

Ended
July 16,  July 1

2016
$124,600 $149,998 $283,413 $298,110

(137 ) (134 ) (319 ) (312
(4,468 ) (12,618 ) 11,957 (20,081
(4,605 ) (12,752 ) 11,638 (20,393
$119,995 $137,246 $295,051 $277,717

2015

Twenty-Eight Week

Periods Ended
July 16, July 18,
2016 2015

$5,235,933  $5,408,270

2,875,787 2,927,057
2,360,146 2,481,213
1,872,463 1,961,636
487,683 519,577

) (32,964 ) (37,215

) 9,367 5,716

) (23,597 ) (42,931
464,086 476,646
180,673 178,536
$283,413  $298,110

$3.84 $4.06
$3.82 $4.03
$0.12 $0.12

73,476 73,148
73,842 73,665

Periods Ended
8, July16, July 18,
2016 2015

)
)
)

)

)
)



Edgar Filing: ADVANCE AUTO PARTS INC - Form 10-Q

The accompanying notes to the condensed consolidated financial statements
are an integral part of these statements.
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Advance Auto Parts, Inc. and Subsidiaries

Condensed Consolidated Statements of Changes in Stockholders' Equity
For the Twenty-Eight Week Period Ended

July 16, 2016

(in thousands, except per share data)

(unaudited)
PreferredCommon Additional Treasury Stock,  Accumulated . Total
Stock  Stock . at cost Other Retained ,
Paid-in Comprehensi&arnings Stockholders
ShakenoSitares Amoufitapital Shares Amount Loss Equity
Daance, JMAYZ, g 94775 $ 7 $603332 1461 $(119.709) $ (44,059 ) $2021.077 $2.460.648
Net income 283,413 283,413
Total other 11,638 11,638
comprehensive income
Issuance of shares upon
the exercise of stock 96 1 — 1
appreciation rights
Tax withholdings
related to the exercise
of stock appreciation (12,489 ) (12,489 )
rights
Tax benefit from
share-based 15,509 15,509
compensation, net
Restricted stock and
restricted stock units 268 —
vested
Share-based 9,028 9,028
compensation
Stock issued under
employee stock 15 2,108 2,108
purchase plan
Repurchase of common
stock 80 (12,179 ) (12,179 )
Cash dividends
declared ($0.12 per (8,893 ) (8,893 )
common share)
Other 113 113

Balance, July 16,2016 —$ 75,154 $ 8 $617,601 1,541 $(131,888) $ (32,421 ) $2,295,597 $2,748,897

The accompanying notes to the condensed consolidated financial statements
are an integral part of these statements.
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Advance Auto Parts, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

For the Twenty-Eight Week Periods Ended July 16, 2016 and July 18, 2015
(in thousands)

(unaudited)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Share-based compensation

Loss on property and equipment, net

Other

Provision (benefit) for deferred income taxes
Excess tax benefit from share-based compensation
Net increase in:

Receivables, net

Inventories, net

Other assets

Net increase in:

Accounts payable

Accrued expenses

Other liabilities

Net cash provided by operating activities
Cash flows from investing activities:
Purchases of property and equipment
Business acquisitions, net of cash acquired
Proceeds from sales of property and equipment
Net cash used in investing activities

Cash flows from financing activities:
Increase in bank overdrafts

Borrowings under credit facilities

Payments on credit facilities

Dividends paid

Proceeds from the issuance of common stock, primarily for employee stock purchase plan

Tax withholdings related to the exercise of stock appreciation rights
Excess tax benefit from share-based compensation

Repurchase of common stock

Other

Net cash used in financing activities

Effect of exchange rate changes on cash
Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Twenty-Eight Week

Periods Ended
July 16,  July 18,
2016 2015

$283,413 $298,110

139,265 145,860
9,142 17,726
2,402 7,027
(1,390 ) 1,432
11,454 (8,481 )
(15,535 ) (8,435 )

(57,241 ) (76,124 )
(236,403 ) (182,504 )
(12,194 ) (10,498 )

11,611 85,907
51,488 55,741
6,893 5,055
192,905 330,816

(137,920 ) (114,535)
(2,430 ) (16,431 )
1,293 477

(139,057 ) (130,489 )

13,656 9,880
576,600 460,700
(611,100 ) (644,100 )
(13,291 ) (13,227 )

2,222 2,512
(12,489 ) (9,589 )
15,535 8,435

12,179 ) (1,734 )
(224 ) (207 )
(41,270 ) (187,330 )

1,467 (3,132 )
14,045 9,865

90,782 104,671
$104,827 $114,536
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Advance Auto Parts, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

For the Twenty-Eight Week Periods Ended July 16, 2016 and July 18, 2015
(in thousands)

(unaudited)
Twenty-Eight
Week Periods
Ended
July 16, July 18,
2016 2015
Supplemental cash flow information:
Interest paid $35,960 $40,439
Income tax payments 107,417 108,786
Non-cash transactions:
Accrued purchases of property and equipment 22,523 13,083

Changes in other comprehensive income from post retirement benefits (319 ) (312 )

The accompanying notes to the condensed consolidated financial statements
are an integral part of these statements.

11
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Advance Auto Parts, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

For the Twelve and Twenty-Eight Week Periods Ended July 16, 2016 and July 18, 2015
(in thousands, except per share data)

(unaudited)

1. Basis of Presentation:

The accompanying interim unaudited condensed consolidated financial statements have been prepared by the
Company and include the accounts of Advance Auto Parts, Inc. ("Advance"), its wholly owned subsidiary, Advance
Stores Company, Incorporated ("Advance Stores"), and its subsidiaries (collectively, the "Company"). All
intercompany balances and transactions have been eliminated in consolidation. In the opinion of management, all
adjustments, consisting only of normal recurring adjustments, necessary for a fair presentation of the financial position
of the Company, the results of its operations and cash flows have been made.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with
accounting principles generally accepted in the United States of America, or GAAP, have been condensed or omitted
based upon the Securities and Exchange Commission ("SEC") interim reporting guidance. These financial statements
should be read in conjunction with the financial statements and notes thereto included in the Company’s Annual Report
on Form 10-K for Fiscal 2015 (filed with the SEC on March 1, 2016).

The accounting policies followed in the presentation of interim financial results are consistent with those followed on
an annual basis. These policies are presented in Note 1 to the consolidated financial statements included in the
Company’s Annual Report.

The results of operations for the interim periods are not necessarily indicative of the operating results to be expected
for the full fiscal year. The first quarter of each of the Company's fiscal years contains 16 weeks. The Company's
remaining three quarters consist of 12 weeks.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ materially from those estimates.

Segment and Related Information

Effective in the second quarter of 2016, the Company realigned its five geographic areas which included the
operations of the stores operating under the Advance Auto Parts, Carquest and Autopart International trade names into
three geographic divisions. As a result of this realignment the Company has reduced its number of operating segments
from six to four. Each of the Advance Auto Parts geographic divisions, in addition to Worldpac, are individually
considered operating segments which continue to be aggregated into one reportable segment.

Recently Adopted Accounting Pronouncements

The Company adopted Accounting Standards Update ("ASU") 2015-3 "Interest - Imputation of Interest: Simplifying
the Presentation of Debt Issuance Costs" effective January 3, 2016, or the beginning of fiscal 2016. ASU 2015-3

12
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simplifies the presentation of debt issuance costs by requiring such costs be presented as a deduction from the
corresponding debt liability. Concurrently, the Company also adopted ASU 2015-15 "Interest - Imputed Interest
(Subtopic 835-30): Presentation and Subsequent Measurement of Debt Issuance Costs Associated with Line-of-Credit
Arrangements" which clarifies that entities may continue to defer and present debt issuance costs associated with a
line-of-credit as an asset and subsequently amortize the deferred costs ratably over the term of the arrangement. The
adoption of these ASU's have been retrospectively applied and resulted in a reclassification of $6,864 of debt issuance
costs from Other assets,net to Long-term debt in the accompanying consolidated balance sheets as of January 2, 2016.

The Company adopted ASU 2014-12 “Compensation - Stock Compensation (Topic 718): Accounting for Share-Based
Payments When the Terms of an Award Provide That a Performance Target Could Be Achieved after the Requisite
Service

13
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Advance Auto Parts, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

For the Twelve and Twenty-Eight Week Periods Ended July 16, 2016 and July 18, 2015
(in thousands, except per share data)

(unaudited)

Period" effective January 3, 2016, or the beginning of fiscal 2016. The amendments in this ASU require that a
performance target that affects vesting and that could be achieved after the requisite service period be treated as a
performance condition. The adoption of this standard did not impact the Company's consolidated financial statements
as the Company's policies were already consistent with the new guidance.

Recently Issued Accounting Pronouncements

In March 2016, the FASB issued ASU 2016-09, "Compensation - Stock Compensation (Topic 718): Improvements to
Employee Share-Based Payment Accounting" aimed at simplifying certain aspects of accounting for share-based
payment transactions. The areas for simplification include the accounting for income taxes, forfeitures, and statutory
tax withholding requirements, as well as classification in the statement of cash flows. ASU 2016-09 is effective for
annual periods beginning after December 15, 2016 and interim periods within those annual periods, with early
adoption permitted. The standard will be applied both prospectively and retrospectively depending on the provision.
The Company is currently evaluating the impact of the adoption of this guidance on its consolidated financial
condition, results of operations and cash flows.

In February 2016, the FASB issued ASU 2016-02, "Leases (Topic 842)." This ASU is a comprehensive new lease
standard that amends various aspects of existing guidance for leases and requires additional disclosures about leasing
arrangements. It will require companies to recognize lease assets, and lease liabilities by lessees, for those leases
classified as operating leases under previous GAAP. Topic 842 retains a distinction between finance leases and
operating leases. The classification criteria for distinguishing between finance leases and operating leases are
substantially similar to the classification criteria for distinguishing between capital leases and operating leases in the
previous lease guidance. The ASU is effective for annual periods beginning after December 15, 2018, including
interim periods within those fiscal years; earlier adoption is permitted. In the financial statements in which the ASU is
first applied, leases shall be measured and recognized at the beginning of the earliest comparative period presented
with an adjustment to equity. Practical expedients are available for election as a package and if applied consistently to
all leases. The Company is currently evaluating the impact of the adoption of this guidance on its consolidated
financial condition, results of operations and cash flows.

In January 2016, the FASB issued ASU 2016-01 "Financial Instruments - Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities." Although the ASU retains many of the current
requirements for financial instruments, it significantly revises an entity’s accounting related to (1) the classification and
measurement of investments in equity securities and (2) the presentation of certain fair value changes for financial
liabilities measured at fair value. It also amends certain disclosure requirements associated with the fair value of
financial instruments. The ASU is effective for annual periods and interim periods within those annual periods
beginning after December 15, 2017; earlier adoption is permitted. The adoption of this guidance is not expected to
have a material impact on the Company's consolidated financial condition, results of operations or cash flows.

In July 2015, the FASB issued ASU 2015-11 "Inventory (Topic 330): Simplifying the Measurement of Inventory."
ASU 2015-11 requires entities to measure most inventory at the lower of cost or net realizable value, simplifying the
current requirement that inventories be measured at the lower of cost or market. The ASU will not apply to inventories
that are measured using the last-in, first-out method or retail inventory method. The guidance will be effective
prospectively for annual periods, and interim periods within those annual periods, that begin after December 15, 2016;

14
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earlier adoption is permitted. As the majority of the Company's inventory is accounted for under the last-in, first-out
method, the adoption of this guidance is not expected to have a material impact on the Company's consolidated
financial condition, results of operations or cash flows.

In August 2014, the FASB issued ASU 2014-15 “Presentation of Financial Statements - Going Concern (Subtopic
205-40): Disclosure of Uncertainties about an Entity's Ability to Continue as a Going Concern." This new standard
requires management to perform interim and annual assessments of an entity's ability to continue as a going concern
within one year of the date the financial statements are issued. An entity must provide certain disclosures if conditions
or events raise substantial doubt about the entity's ability to continue as a going concern. This ASU is effective for
annual periods ending after December 15, 2016, and interim periods thereafter; earlier adoption is permitted. The
adoption of this guidance is not expected to have a material impact on the Company's consolidated financial condition,
results of operations or cash flows.

15
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Advance Auto Parts, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

For the Twelve and Twenty-Eight Week Periods Ended July 16, 2016 and July 18, 2015
(in thousands, except per share data)

(unaudited)

In May 2014, the FASB issued ASU 2014-09 "Revenue from Contracts with Customers." This ASU, along with
subsequent ASU's issued to clarify certain provisions of ASU 2014-09, provides a comprehensive new revenue
recognition model that expands disclosure requirements and requires a company to recognize revenue to depict the
transfer of goods or services to a customer at an amount that reflects the consideration it expects to receive in
exchange for those goods or services. In August 2015, the FASB issued ASU 2015-14 which defers the effective date
of ASU 2014-09 by one year. As a result, ASU 2014-09 will become effective during annual reporting periods
beginning after December 15, 2017 and interim reporting periods during the year of adoption with public entities
permitted to early adopt for reporting periods beginning after December 15, 2016. Entities may choose from two
transition methods, with certain practical expedients, a full retrospective method or the modified retrospective method.
The Company is in the process of evaluating the potential future impact, if any, of this standard on its consolidated
financial position, results of operations and cash flows, and which method of adoption is most appropriate for the
Company.

2. Inventories, net:

Inventories are stated at the lower of cost or market. The Company used the LIFO method of accounting for
approximately 89% of inventories at July 16, 2016 and January 2, 2016. Under LIFO, the Company’s cost of sales
reflects the costs of the most recently purchased inventories, while the inventory carrying balance represents the costs
for inventories purchased in Fiscal 2016 and prior years. As a result of changes in the LIFO reserve, the Company
recorded a reduction to cost of sales of $42,709 and $34,622 for the twenty-eight weeks ended July 16, 2016 and
July 18, 2015, respectively. The Company's overall costs to acquire inventory for the same or similar products have
generally decreased historically as the Company has been able to leverage its continued growth and execution of
merchandising strategies.

An actual valuation of inventory under the LIFO method is performed by the Company at the end of each fiscal year
based on the inventory levels and costs at that time. Accordingly, interim LIFO calculations are based on
management’s estimates of expected fiscal year-end inventory levels and costs.

Inventory balances at July 16, 2016 and January 2, 2016 were as follows:

July 16, January 2,

2016 2016
Inventories at FIFO, net $4,213,438 $4,009,641
Adjustments to state inventories at LIFO 207,836 165,127
Inventories at LIFO, net $4,421,274 $4,174,768

3. Exit Activities:
Integration of Carquest stores

The Company approved plans in June 2014 to begin consolidating its Carquest stores acquired with General Parts
International, Inc. (“GPI”) on January 2, 2014 as part of a multi-year integration plan. As of July 16, 2016, 294 Carquest

16
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stores acquired with GPI had been consolidated into existing Advance Auto Parts stores and 231 stores had been
converted to the Advance Auto Parts format. In addition, the Company has completed the consolidation and
conversion of the remaining stores that were acquired with B.W.P. Distributors, Inc. ("BWP") on December 31, 2012
(which also operated under the Carquest trade name), as of July 16, 2016. During the twelve weeks ended July 16,
2016 a total of 28 Carquest stores were consolidated and 45 Carquest stores were converted. During the twenty-eight
weeks ended July 16, 2016 a total of 117 Carquest stores were consolidated and 72 Carquest stores were converted.
Plans are in place to consolidate or convert the remaining Carquest stores over the next few years. As of July 16,
2016, the Company had 696 stores still operating under the Carquest name. The Company incurred $3,244 and $1,188
of exit costs related to the consolidations and conversions during the twelve weeks ended

17
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Advance Auto Parts, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

For the Twelve and Twenty-Eight Week Periods Ended July 16, 2016 and July 18, 2015
(in thousands, except per share data)

(unaudited)

July 16, 2016 and July 18, 2015, respectively, and $15,429 and $3,921 during the twenty-eight weeks ended July 16,
2016 and July 18, 2015, respectively.

Contract termination costs, such as those associated with leases on closed stores, are recognized at the cease-use date.
Closed lease liabilities include the present value of the remaining lease obligations and management’s estimate of
future costs of insurance, property tax and common area maintenance (reduced by the present value of estimated
revenues from subleases and lease buyouts).

Office Consolidations

In June 2014, the Company approved plans to relocate operations from its Minneapolis, Minnesota and Campbell,
California offices to other existing offices of the Company, including its offices in Newark, California, Roanoke,
Virginia and Raleigh, North Carolina, and to close its Minneapolis and Campbell offices. The Company also relocated
various functions between its existing offices in Roanoke and Raleigh. The relocations and office closings were
substantially complete by the end of 2015. The Company incurred restructuring costs of approximately $22,100 under
these plans through the end of 2015. Substantially all of these costs were cash expenditures. During the twelve and
twenty-eight weeks ended July 18, 2015, the Company recognized $1,021 and $3,027, respectively, of
severance/outplacement benefits under these restructuring plans and other severance related to the acquisition of GPI.
During the twelve and twenty-eight weeks ended July 18, 2015, the Company recognized $915 and $2,770 of
relocation costs, respectively.

Other Exit Activities

As of July 18, 2015 the Company had completed its plans approved in August 2014 to consolidate and covert its 40
Autopart International ("AI") stores located in Florida into Advance Auto Parts stores. The Company incurred $2,700
of exit costs associated with this plan during the twenty-eight weeks ended July 18, 2015, consisting primarily of
closed facility lease obligations.

Total Restructuring Liabilities

A summary of the Company’s restructuring liabilities, which are recorded in accrued expenses (current portion) and
long-term liabilities (long-term portion) in the accompanying condensed consolidated balance sheet, are presented in
the following table:

Closed

Facility Relocation
Severance and Other Total
Lease Exit Costs
Obligations
Balance, April 23,2016  $49,218 $1,955 $ 295 $51,468
Reserves established 3,958 189 57 4,204
Change in estimates (773 ) (141 ) — 914 )
Cash payments (4,821 ) (664 ) (193 ) (5,678 )

Balance, July 16,2016  $ 47,582 $1,339  §$ 159 $49,080

18



Reserves established
Change in estimates
Cash payments

Edgar Filing: ADVANCE AUTO PARTS INC - Form 10-Q

Balance, January 2, 2016 42,490 6,255 351 49,096
18,046 610 190 18,846
(1,971 ) (396 ) — (2,367 )
(10,983 ) (5,130 ) (382 ) (16,495)
47,582 1,339 159 49,080

Balance, July 16, 2016

19
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Advance Auto Parts, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

For the Twelve and Twenty-Eight Week Periods Ended July 16, 2016 and July 18, 2015
(in thousands, except per share data)

(unaudited)

4. Goodwill and Intangible Assets:
Goodwill

The following table reflects the carrying amount of goodwill and the changes in goodwill carrying amounts.
July 16, January 2,

2016 2016

(16 (52 weeks

weeks

ended) ended)
Goodwill, beginning of period $989.,484 $995.426
Acquisitions — 1,995
Changes in foreign currency exchange rates 3,095 (7,937 )
Goodwill, end of period $992.579 $989,484

During 2015, the Company added $1,995 of goodwill associated with the acquisition of 23 stores.
Intangible Assets Other Than Goodwill

Amortization expense was $10,834 and $12,062 for the twelve weeks ended July 16, 2016 and July 18, 2015,
respectively, and $25,776 and $28,212 for the twenty-eight weeks ended July 16, 2016 and July 18, 2015,
respectively. The gross carrying amounts and accumulated amortization of acquired intangible assets as of July 16,
2016 and January 2, 2016 are comprised of the following:

July 16, 2016 January 2, 2016

Gross. Accumulated Gross. Accumulated

Carrying .. Net Carrying o

Amortization Amortization

Amount Amount
Amortized intangible assets:
Customer relationships $350,381 $(76,170 ) $274,211 $358,655 $(70,367 ) $288,288
Acquired technology — — — 8,850 (8,850 ) —
Favorable leases 56,118 (28,448 ) 27,670 56,040 (23,984 ) 32,056
Non-compete and other 54,128 (27,727 ) 26,401 57,430 (25,368 ) 32,062

460,627 (132,345 ) 328,282 480,975 (128,569 ) 352,406
Unamortized intangible assets:
Brands, trademark and tradenames 336,396 — 336,396 334,719 — 334,719
Total intangible assets $797,023 $(132,345 ) $664,678 $815,694 $ (128,569 ) $687,125

During the twenty-eight weeks ended July 16, 2016, the Company retired $21,950 of fully amortized intangible assets,
impacting both the gross carrying amount and accumulated amortization by this amount.
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Future Amortization Expense

The table below shows expected amortization expense for the next five years for acquired intangible assets recorded

as of July 16, 2016:

Fiscal Year Amount
Remainder of 2016 $22,418
2017 45,867
2018 42,984
2019 31,893
2020 31,748
Thereafter 153,372

5. Receivables, net:

Receivables consist of the following:
July 16,  January 2,

2016 2016
Trade $456,233 $379,832
Vendor 212,753 229,496
Other 18,766 14,218
Total receivables 687,752 623,546
Less: Allowance for doubtful accounts (30,269 ) (25,758 )
Receivables, net $657,483 $597,788

6. Long-term Debt:

Long-term debt consists of the following:
July 16,
2016
Revolving facility at variable interest rates (3.16% and 2.05% at July 16, 2016 and January $45.500
2, 2016, respectively) due December 5, 2018 ’
Term loan at variable interest rates (1.75% at July 16, 2016 and 1.69% at January 2, 2016)

due January 2, 2019 80,000
5.75% Senior Unsecured Notes (net of unamortized discount and debt issuance costs of 297736
$2,264 and $2,577 at July 16, 2016 and January 2, 2016, respectively) due May 1, 2020 ’
4.50% Senior Unsecured Notes (net of unamortized discount and debt issuance costs of 298.489
$1,511 and $1,660 at July 16, 2016 and January 2, 2016, respectively) due January 15,2022
4.50% Senior Unsecured Notes (net of unamortized discount and debt issuance costs of 446.093
$3,907 and $4,179 at July 16, 2016 and January 2, 2016) due December 1, 2023 ’
Other 2,288
1,170,106
Less: Current portion of long-term debt (404

January 2,
2016

$80,000
80,000

297,423
298,340

445,821

5,311
1,206,895

) (598 )
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Long-term debt, excluding current portion

11

$1,169,702 $1,206,297
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Adoption of new accounting pronouncement

The Company adopted ASU 2015-3 and ASU 2015-15 effective January 3, 2016, or the beginning of fiscal 2016.
ASU 2015-3 simplifies the presentation of debt issuance costs by requiring such costs be presented as a deduction
from the corresponding debt liability. ASU 2015-15 clarifies that entities may continue to defer and present debt
issuance costs associated with a line-of-credit as an asset and subsequently amortize the deferred costs ratably over the
term of the arrangement. The adoption of these ASU's has been retrospectively applied and resulted in a
reclassification of $6,864 of debt issuance costs from Other assets to Long-term debt as of January 2, 2016.

Bank Debt

The Company has a credit agreement (the “2013 Credit Agreement”) which provides a $700,000 unsecured term loan
and a $1,000,000 unsecured revolving credit facility with Advance Stores, as Borrower, the lenders party thereto, and
JPMorgan Chase Bank, N.A., as administrative agent. The revolving credit facility also provides for the issuance of
letters of credit with a sub-limit of $300,000 and swingline loans in an amount not to exceed $50,000. The Company
may request, subject to agreement by one or more lenders, that the total revolving commitment be increased by an
amount not to exceed $250,000 by those respective lenders (up to a total commitment of $1,250,000) during the term
of the 2013 Credit Agreement. Voluntary prepayments and voluntary reductions of the revolving

balance are permitted in whole or in part, at the Company’s option, in minimum principal amounts as specified in the
2013 Credit Agreement. Under the terms of the 2013 Credit Agreement the revolving credit facility terminates in
December 2018 and the term loan matures in January 2019.

As of July 16, 2016, under the 2013 Credit Agreement, the Company had outstanding borrowings of $45,500 under
the revolver and $80,000 under the term loan. As of July 16, 2016, the Company also had letters of credit outstanding
of $104,568, which reduced the availability under the revolver to $849,932. The letters of credit generally have a term
of one year or less and primarily serve as collateral for the Company’s self-insurance policies.

The interest rate on borrowings under the revolving credit facility is based, at the Company’s option, on adjusted
LIBOR, plus a margin, or an alternate base rate, plus a margin. The current margin is 1.10% and 0.10% per annum for
the adjusted LIBOR and alternate base rate borrowings, respectively. A facility fee is charged on the total amount of
the revolving credit facility, payable in arrears. The current facility fee rate is 0.15% per annum. Under the terms of
the 2013 Credit Agreement, the interest rate and facility fee are subject to change based on the Company’s credit
rating.

The interest rate on the term loan is based, at the Company’s option, on adjusted LIBOR, plus a margin, or an alternate
base rate, plus a margin. The current margin is 1.25% and 0.25% per annum for the adjusted LIBOR and alternate
base rate borrowings, respectively. Under the terms of the term loan, the interest rate is subject to change based on the
Company’s credit rating.

The 2013 Credit Agreement contains customary covenants restricting the ability of: (a) subsidiaries of Advance Stores
to, among other things, create, incur or assume additional debt; (b) Advance Stores and its subsidiaries to, among
other things, (i) incur liens, (ii) make loans and investments, (iii) guarantee obligations, and (iv) change the nature of
its business conducted by itself and its subsidiaries; (c) Advance, Advance Stores and their subsidiaries to, among
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other things (i) engage in certain mergers, acquisitions, asset sales and liquidations, (ii) enter into certain hedging
arrangements, (iii) enter into restrictive agreements limiting its ability to incur liens on any of its property or assets,
pay distributions, repay loans, or guarantee indebtedness of its subsidiaries, and (iv) engage in sale-leaseback
transactions; and (d) Advance, among other things, to change its holding company status. Advance and Advance
Stores are required to comply with financial covenants with respect to a maximum leverage ratio and a minimum
consolidated coverage ratio. The 2013 Credit Agreement also provides for customary events of default, including
non-payment defaults, covenant defaults and cross-defaults to Advance Stores’ other material indebtedness. The
Company was in compliance with its covenants with respect to the 2013 Credit Agreement as of July 16, 2016.
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Senior Unsecured Notes

The Company's 4.50% senior unsecured notes were issued in December 2013 at 99.69% of the principal amount of
$450,000 and are due December 1, 2023 (the “2023 Notes”). The 2023 Notes bear interest at a rate of 4.50% per year
payable semi-annually in arrears on June 1 and December 1 of each year. The Company's 4.50% senior unsecured
notes were issued in January 2012 at 99.968% of the principal amount of $300,000 and are due January 15, 2022 (the
#2022 Notes”). The 2022 Notes bear interest at a rate of 4.50% per year payable semi-annually in arrears on January 15
and July 15 of each year. The Company’s 5.75% senior unsecured notes were issued in April 2010 at 99.587% of the
principal amount of $300,000 and are due May 1, 2020 (the “2020 Notes” or collectively with the 2023 Notes and the
2022 Notes, “the Notes”). The 2020 Notes bear interest at a rate of 5.75% per year payable semi-annually in arrears on
May 1 and November 1 of each year. Advance served as the issuer of the Notes with certain of Advance's domestic
subsidiaries currently serving as subsidiary guarantors. The terms of the Notes are governed by an indenture (as
amended, supplemented, waived or otherwise modified, the “Indenture”) among the Company, the subsidiary guarantors
from time to time party thereto and Wells Fargo Bank, National Association, as Trustee.

The Company may redeem some or all of the Notes at any time or from time to time, at the redemption price
described in the Indenture. In addition, in the event of a Change of Control Triggering Event (as defined in the
Indenture for the Notes), the Company will be required to offer to repurchase the Notes at a price equal to 101% of the
principal amount thereof, plus accrued and unpaid interest to the repurchase date. The Notes are currently fully and
unconditionally guaranteed, jointly and severally, on an unsubordinated and unsecured basis by each of the subsidiary
guarantors. The Company will be permitted to release guarantees without the consent of holders of the Notes under
the circumstances described in the Indenture: (i) upon the release of the guarantee of the Company’s other debt that
resulted in the affected subsidiary becoming a guarantor of this debt; (ii) upon the sale or other disposition of all or
substantially all of the stock or assets of the subsidiary guarantor; or (iii) upon the Company’s exercise of its legal or
covenant defeasance option.

The Indenture contains customary provisions for events of default including for: (i) failure to pay principal or interest
when due and payable; (ii) failure to comply with covenants or agreements in the Indenture or the Notes and failure to
cure or obtain a waiver of such default upon notice; (iii) a default under any debt for money borrowed by the
Company or any of its subsidiaries that results in acceleration of the maturity of such debt, or failure to pay any such
debt within any applicable grace period after final stated maturity, in an aggregate amount greater than $25,000
without such debt having been discharged or acceleration having been rescinded or annulled within 10 days after
receipt by the Company of notice of the default by the Trustee or holders of not less than 25% in aggregate principal
amount of the Notes then outstanding; and (iv) events of bankruptcy, insolvency or reorganization affecting the
Company and certain of its subsidiaries. In the case of an event of default, the principal amount of the Notes plus
accrued and unpaid interest may be accelerated. The Indenture also contains covenants limiting the ability of the
Company and its subsidiaries to incur debt secured by liens and to enter into sale and lease-back transactions.

Debt Guarantees
The Company is a guarantor of loans made by banks to various independently-owned Carquest stores that are
customers of the Company ("Independents") totaling $27,627 as of July 16, 2016. The Company has concluded that

some of these guarantees meet the definition of a variable interest in a variable interest entity. However, the Company
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does not have the power to direct the activities that most significantly affect the economic performance of the
Independents and therefore is not the primary beneficiary of these stores. Upon entering into a relationship with
certain Independents, the Company guaranteed the debt of those stores to aid in the procurement of business loans.
These loans are collateralized by security agreements on merchandise inventory and other assets of the borrowers. The
approximate value of the inventory collateralized in these agreements is $72,458 as of July 16, 2016. The Company
believes that the likelihood of performance under these guarantees is remote, and any fair value attributable to these
guarantees would be very minimal.
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7. Fair Value Measurements:

The Company’s financial assets and liabilities measured at fair value are grouped in three levels. The levels prioritize
the inputs used to measure the fair value of these assets or liabilities. These levels are:

Level 1 — Unadjusted quoted prices that are available in active markets for identical assets or liabilities at the
measurement date.

Level 2 — Inputs other than quoted prices that are observable for assets and liabilities at the measurement date, either
directly or indirectly. These inputs include quoted prices for similar assets or liabilities in active markets, quoted
prices for identical or similar assets or liabilities in markets that are less active, and inputs other than quoted prices
that are observable for the asset or liability or corroborated by other observable market data.

Level 3 — Unobservable inputs for assets or liabilities that are not able to be corroborated by observable market data
and reflect the use of a reporting entity’s own assumptions. These values are generally determined using pricing
models for which the assumptions utilize management’s estimates of market participant assumptions.

The fair value hierarchy requires the use of observable market data when available. In instances where inputs used to
measure fair value fall into different levels of the fair value hierarchy, the fair value measurement has been
categorized based on the lowest level input that is significant to the fair value measurement in its entirety. Our
assessment of the significance of a particular item to the fair value measurement in its entirety requires judgment,
including the consideration of inputs specific to the asset or liability.

Assets and Liabilities Measured at Fair Value on a Recurring Basis

During the twenty-eight weeks ended July 16, 2016, the Company had no significant assets or liabilities that were
measured at fair value on a recurring basis.

Non-Financial Assets and Liabilities Measured at Fair Value on a Non-Recurring Basis

Certain assets and liabilities are measured at fair value on a nonrecurring basis; that is, the assets and liabilities are not
measured at fair value on an ongoing basis but are subject to fair value adjustments in certain circumstances (e.g.,
when there is evidence of impairment). During the twenty-eight weeks ended July 16, 2016, the Company had no
significant fair value measurements of non-financial assets or liabilities.

Fair Value of Financial Assets and Liabilities

The carrying amounts of the Company’s cash and cash equivalents, accounts receivable, bank overdrafts, accounts
payable, accrued expenses and the current portion of long term debt approximate their fair values due to the relatively
short term nature of these instruments. The fair value of the Company’s senior unsecured notes was determined using
Level 2 inputs based on quoted market prices, and the Company believes that the carrying value of its other long-term
debt and certain long-term liabilities approximate fair value. The carrying value and fair value of the Company's
long-term debt as of July 16, 2016 and January 2, 2016, respectively, are as follows:

July 16, January 2,

2016 2016
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Carrying Value $1,169,702 $1,206,297
Fair Value $1,269,000 $1,262,000

The adoption of ASU 2015-3 resulted in a reclassification of $6,864 of debt issuance costs from Other assets, net to
Long-term debt decreasing the carrying value as of January 2, 2016.
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8. Stock Repurchases:

The Company’s stock repurchase program allows it to repurchase its common stock on the open market or in privately
negotiated transactions from time to time in accordance with the requirements of the SEC. The Company's $500,000
stock repurchase program in place as of July 16, 2016 was authorized by its Board of Directors on May 14, 2012.

During the twelve and twenty-eight week periods ended July 16, 2016 the Company repurchased no shares of its
common stock under its stock repurchase program. The Company had $415,092 remaining under its stock repurchase
program as of July 16, 2016.

The Company repurchased 2 shares of its common stock at an aggregate cost of $367, or an average price o