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Recent Developments 
COVID Demand: During the pandemic, Carvana saw a significant increase in 
sales as federal stimulus measures hit the economy and consumers opted for 
online car purchasing rather than in-person. From 2020 to 2021, revenues more 
than doubled, going from $5.6 billion to $12.8 billion. Due to this demand, 
Carvana acquired a stockpile of inventory. From the end of 2020 to March 31, 
2022, inventory increased from $1.0B to over $3.3B.  

ADESA Acquisition: In February of 2022, Carvana announced the acquisition 
of ADESA, a physical car auction business. Carvana acquired ADESA 
primarily to expand its reconditioning capacity given that ADESA has a large 
physical footprint of 56 U.S. sites. Carvana financed the acquisition with $3.3B 
of 10.25% senior unsecured notes. The acquisition was later heavily criticized 
due to the heavy debt load and Carvana’s excess reconditioning capacity.  

Rising Costs and Stalling Demand: As interest rates rose in 2022, car 
demand stalled and used vehicle prices began to decrease. Due to Carvana’s 
large investments in its technology, advertising, expanding its footprint, and 
the ADESA acquisition, costs rose substantially on a per unit sold basis. 
Additionally, because Carvana purchased a large amount of inventory at higher 
and higher prices leading up to 2022, falling used vehicle prices narrowed the 
spread between the purchase price of its inventory and the inventory’s selling 
price, straining gross margins. As of a result of these factors, from Q3 2021 to 
Q3 2022, retail unit volume shrank by 8.4%, gross profit per retail unit 
declined from $5,120 to $3,368, and SG&A per retail unit increased from 
$4,877 to $6,395 (ADESA SG&A contributed ~$200-400 to the Q3 2022 
figure). 

Turn-Around Plan: Carvana’s stock price bottomed out in Q4 2022, reaching 
$4, down from an all-time high of $361. Carvana’s Q4 letter to shareholders 
included a three-step operating plan consisting of the following: 1) Achieve 
breakeven Adjusted EBITDA 2) Drive the business to significant positive unit 
economics 3) Return to growth. In Q2 2023, Carvana realized the first step in 
the plan, reporting Adjusted EBITDA of $155M and a GAAP net loss margin 
of -3.5%. In the quarter, GAAP gross profit per retail unit improved 
sequentially from $4,303 to $6,520, and retail units sold declined modestly 
from 79,240 in Q1 to 76,530 in Q2. Carvana also stated that it has reached 
normalized inventory levels of about 37,000 website units, down from 89,000 
in March of 2022. 

While Carvana has only explicitly stated that it has achieved the first of 
three-step operating plan, the Q2 per unit metrics suggest that Carvana is on 
track to achieve the second part of its plan as well. In Q2 2023, Carvana 
recorded gross profit per retail unit of $6,520, higher than the total SG&A per 
retail unit of $5,909. Continued profitability on a per unit basis would diminish 
the argument that Carvana is a fundamentally unprofitable company, a view 
expressed by bearish commentators. 

Debt Exchange Summary: On August 31, 2023, Carvana announced a debt 
exchange transaction in which $5.25B of unsecured senior notes due in years 
2025 through 2030 were exchanged for senior secured notes due in 2028 
through 2031. As part of this transaction, maturities due in 2025 through 2027 
were reduced by 88% and cash interest was reduced by $456 million per year 
over the next two years. The transaction bodes well for the company as it 
effectively eliminates the worst-case bankruptcy scenario. 
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Recommendation 

Despite the company’s mismanagement during the pandemic, TAMID still has 
conviction in its original investment thesis. Carvana is one of the largest used 
car dealers in the United States, with about 1% market share in the highly 
fragmented ~$1T used car market. Its services are also differentiated given that 
it provides that easiest and fastest way to buy a used car compared to the 
alternatives. 

Even as the company has cut costs, it has still managed to maintain industry 
leading customer ratings. Carvana’s website advertises an average of 4.7 stars 
for 188,056 customer reviews, with 95% of reviewers recommending the 
product. These ratings are confirmed by independent sites. On 
ConsumerAffairs.com, Carvana receives an average rating of 3.3 stars 
compared to CarMax’s 1.6 stars and AutoNation’s 2.3 stars. These rankings 
likely include many individuals with negative selection bias. While bears point 
to reviews and reports online of negative car buying experiences with Carvana, 
negative rankings and reviews are universal in the industry. The logistical 
challenges faced by Carvana in 2021 and 2022 also hampered customer service 
by causing delays. Given that demand has cooled and Carvana has made 
substantial investments in improving its infrastructure, customer service quality 
will likely improve. 

We believe the company’s high operating leverage will increase operating 
margins. In 2022, the high operating leverage was a large contributor to the 
company’s financial struggles in 2022. However, as the company returns to 
growth, there is significant room for margin expansion. Carvana has made 
heavy investments in its physical footprint. It estimates that its current footprint 
is built for more than double Q1 2022 retail units sold. ADESA’s physical 
locations also add operating leverage. As of the end of Q2 2022, only 30k 
annualized units were produced at ADESA locations. Carvana estimates that 
these locations can produce 200k with limited additional capital investment. 
The company hopes to scale this number to 2m at full utilization. Additionally, 
in the Q2 2023 earnings call, management stated that the inspection and 
reconditioning centers were only operating at 25% capacity. While Carvana has 
yet to prove to investors that the positive operating margins demonstrated in Q2 
2023 are sustainable, given its excess capacity, we believe that the efficiency 
gains demonstrated can be maintained. 

In summary, despite the macroeconomic risk and execution risk associated with 
its three-step operating plan, we believe that TAMID should continue holding 
CVNA in the portfolio. Looking ahead, Carvana will have to prove that it can 
achieve operating leverage, increase units sold without significant incremental 
costs, and maintain a high GPU despite fluctuations in prices of used vehicles. 

A 1.00x - 1.15x applied 2023E revenue multiple yields a target price range of 
$40 – 55. The multiple range was selected with consideration to Carvana’s 
competitive advantages as well as its improving cost structure and material 
market share gains. The price target range was supported by the DCF analysis. 

Risks to Rating and Price Target  

Downside risks: (1) Larger than expected depreciation in used car prices would 
decrease Carvana’s GPU; (2) Carvana is unable to sustain its cost cutting 
measures and user experience suffers; (3) Continued negative cash flow 
exhausts Carvana’s liquidity resources and the company is unable to meet its 
debt obligations; (4) Interest rates remain higher than expected and continue to 
put downward pressure on vehicle sales 

 
2 

Carvana 



Carvana (NYSE: CVNA) 
Chapter Coverage: NYU 
 
 
 

 

 

 
3 

Carvana 



Carvana (NYSE: CVNA) 
Chapter Coverage: NYU 
 
 
 

Appendix 

 

 
4 

Carvana 



Carvana (NYSE: CVNA) 
Chapter Coverage: NYU 
 
 

 

 
5 

Carvana 



Carvana (NYSE: CVNA) 
Chapter Coverage: NYU 
 
 

 
 

 
6 

Carvana 



Carvana (NYSE: CVNA) 
Chapter Coverage: NYU 
 
 

 
7 

Carvana 



Carvana (NYSE: CVNA) 
Chapter Coverage: NYU 
 
 

 

 
8 

Carvana 


