
 

 

CarMax Large Call Buy into Close as Shares Look Very Attractive 

Ticker/Price: KMX ($86.15) 

 

Analysis: 

CarMax (KMX) IV jumped into the close with 3450 April $90 calls bought $4.10 to $4.40 to open, earnings 4-2. On 10/30/19 the 
January $90 puts were sold to open 1200X. KMX shares last week pulled back with the market to test its rising 55 week moving 
average which held as support, also a 38.2% retracement, and holding above $85 as a key volume node is critical on a weekly closing 
basis. A move above $89 puts shares in a nice volume pocket to move back to the top of its range.The $14.2B used vehicle dealer 
trades 15.4X Earnings, 11.4X EBITDA, and 0.72X Sales. KMX has been a steady grower with top-line growing 7.8% in 2018, 6.1% in 
2019, and set to grow 10% in 2020. EBITDA growth is seen re-accelerating to 6% growth in 2021. KMX is the largest automotive 
retailer in the nation and also is seeing strong digital growth with its omni-channel shift and evolving business model. The move 
should help increase its addressable market on a more efficient asset base, improve store throughput and productivity, and 
potentially drive other cost efficiencies. It also has an auction business that is the 3rd largest and contributes $2.2B in Revenues. CAF 
is its financing arm of the business that also provides a contribution. On 1/29 it bought a minority stake in Edmunds for $50M and 
in December posted 7.5% comps though missed on EPS due to rising expenses from its investments. One area of growth highlighted 
on the last call cites “We also see tremendous opportunity with our express pickup and home delivery offerings. Our conversion rate 
on these sales is very high, and the customer experience of these delivery options is extremely well received. While combined they 
still represent less than 10% of sales in eligible market, these offerings steadily increased throughout the quarter. Going forward, we 
expect more customers will take advantage of these delivery offers -- options as we expand our omnichannel experience into new 
markets and increase customer awareness through various marketing channels.” Analysts have an average target of $107 and short 
interest is elevated near 10% of the float but has come down around 30% since last August. On 12/26 Argus raised its target to $110 
positive on the new omnichannel approach to car buying and shares are attractively valued. OpCo raised its target to $118 in 
December seeing shares not reflecting the power of the more digitally-driven operating model. BAML a major bull with a $150 
target on 1/21 highlighting the long-term benefits of the shift to more profitable transactions online, an improving core business, 
and notes KMX’s vast amounts of data as a material competitive advantage that could in the future lead to opportunities with data 
service offerings and collaborations with external fleets. Hedge Fund ownership fell 4.65% in Q4 filings, notable reductions in 
positions from Ruane Cunniff and Junto Capital while Akre Capital and Palestra added to positions. It is the top holding of Markel 
as well.  

Hawk Vision:  

 

Hawk’s Perspective: KMX is at a very attractive valuation here with the omnichannel story set to play out the next 

few years, a name I think will do very well. 

 

Confidence Ranking: $$$ 


