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CARMAX USED CAR STORES

ALABAMA
Birmingham

Dothan

Huntsville
Mobile/Pensacola (2)
Montgomery*

ARIZONA
Phoenix (2)
Tucson

CALIFORNIA
Bakersfield
Fresno

Los Angeles (12)
Sacramento (4)
San Diego (2)
San Francisco (5)
COLORADO

Colorado Springs
Denver (5)

CONNECTICUT
Hartford/New Haven (3)

FLORIDA

Ft. Myers (2)
Gainesville
Jacksonville (2)
Miami* (6)
Orlando* (4)
Tallahassee
Tampa (2)

GEORGIA
Atlanta (6)
Augusta
Columbus
Macon*
Savannah

IDAHO
Boise

ILLINOIS
Bloomington
Champaign
Chicago (8)
INDIANA
Indianapolis

IOWA
Des Moines

KANSAS
Kansas City (2)
Wichita

KENTUCKY
Lexington
Louisville

LOUISIANA
Baton Rouge
Lafayette*
New Orleans*
Shreveport*

MAINE
Portland

MARYLAND
Salisbury

MASSACHUSETTS
Boston (4)

MICHIGAN
Grand Rapids

MINNESOTA
Minneapolis/St. Paul (2)

MISSISSIPPI
Jackson
Tupelo

MISSOURI
St. Louis(3)

NEBRASKA
Omaha

NEVADA
Las Vegas (3)
Reno

NEW MEXICO
Albuguerque* (2)

NEW YORK
Albany
Buffalo*
Rochester

NORTH CAROLINA
Charlotte (4)
Greensboro (2)
Greenville*
Raleigh (3)
Wilmington*
OHIO
Cincinnati
Cleveland
Columbus (2)
Dayton

OKLAHOMA
Oklahoma City* (2)
Tulsa

OREGON
Portland* (3)

PENNSYLVANIA
Lancaster (2)
Philadelphia (5)

RHODE ISLAND
Providence (2)

SOUTH CAROLINA
Charleston
Columbia
Greenville

Myrtle Beach

TENNESSEE
Bristol
Chattanooga
Jackson
Knoxville
Memphis
Nashville (3)

TEXAS
Austin (2)
Corpus Christi*

Dallas/Fort Worth* (6)

El Paso
Houston (6)
San Antonio (2)
Tyler

UTAH
Salt Lake City

188

Iocgtiong
nationwide
(and growing!)

CARMAX MARKETS

® Existing Television Markets

® New Television Markets
Opening in Fiscal 2019

(Size of markers is based on
number of CarMax stores in
each market)

VIRGINIA

Charlottesville
Harrisonburg

Lynchburg
Norfolk/Virginia Beach (2)
Richmond (2)

WASHINGTON
Seattle (3)
Spokane

WASHINGTON, D.C./
BALTIMORE (9)

WISCONSIN
Madison
Milwaukee (2)

*Opening in fiscal 2019
(including one store each in
Albuguerque, Dallas/Fort Worth,
Miami, Oklahoma City, Orlando
and Portland)



2018 Letter to Shareholders

As we approach CarMax’s 25" anniversary this September, I've been reflecting on all that we have accomplished.
CarMax was founded to drive integrity in the automotive industry by being honest and transparent in every interaction.
We have fundamentally changed the way Americans buy used cars and have provided rewarding career opportunities to
tens of thousands of associates. I'm proud of what we’ve achieved and remain excited for the future ahead.

During fiscal 2018, we grew total revenues by 8% to $17.1 billion, and we increased earnings per diluted share by over
10% to $3.60. We grew retail units by more than 7% to 722,000 vehicles, including a 2% increase in comparable store
used units. Throughout the year, sales benefited from strong in-store execution, supported by continued improvements to
our website and digital customer experience.

We also sold 409,000 vehicles at our wholesale auctions, an increase of 4% compared with fiscal 2017, due primarily to
increases in our appraisal buy rate and our store base. CarMax Auto Finance (CAF) income increased 14% to

$421 million, a result of the growth in our receivables portfolio and a lower provision for loan losses. While we
experienced rising losses in the previous year, fiscal 2018 was characterized by losses generally consistent with our
expectations.

We opened 15 stores during fiscal 2018, and we ended the year with 188 used car stores. This year, we entered the
Seattle market with our first two stores, and added two new stores in the San Francisco market. In addition, we opened
six stores in what we define as smaller markets, with metropolitan statistical areas of less than 600,000 people. We plan
to open another 15 stores during fiscal 2019, including entering the New Orleans market.

Customer Experience Leader. CarMax continues to lead the industry by making the entire customer experience more
simple and seamless. We're pleased with the progress we've made advancing our digital experience for customers and
our technology capabilities for associates. This year, we've significantly improved this experience by offering personalized
vehicle recommendations, launching high-quality 360-degree interior photos, and making the online financing application
process easier and faster. In addition, we continue to test a new online appraisal offering, and have further developed
alternative methods for delivering the vehicle on the customer’s terms, including launching expedited pick up in two
markets and continuing to test and enhance our home delivery offering in Charlotte, NC.

This year we've also focused on associate-enabling technologies, and launched a new enterprise-wide customer
relationship management platform that delivers a unified view of our customers’ shopping and selling history across all
locations. We also rolled out our new mobile appraisal platform for buyers to nearly all stores. The platform enables
buyers to be more efficient and effective, which reduces appraisal time.

We will continue to focus on meeting the customer on their terms whether it is in the store, online, or a combination of the
two. Our associates, national footprint, brand strength, infrastructure, inventory scale, and continued investments in
technology and digital capabilities, position us to continue to lead the used car industry.

Associate First. CarMax associates continue to thrive in our collaborative, people-first culture dedicated to doing what's
right for our customers, each other and our communities. For the 14" consecutive year, CarMax was recognized by
FORTUNE magazine as one of its “100 Best Companies to Work For,” this year ranking number 34 on the list. This
recognition is a direct result of the unique culture created by our phenomenal associates who care for and support one
another every day.

As a dynamic growth company, developing associates is critical to our success. This year, we've focused on diversifying
the abilities of our workforce by encouraging associates to explore cross-functional training and career opportunities that
may be outside of their typical department. This allows associates to learn and diversify their skill sets, fuel store growth,
and drive innovation on behalf of the customer. We continue to improve our management development program, through
which we identify and develop potential managers to lead store teams. Additionally, last year we launched a leadership
development program to identify and develop high potential regional and director level leaders for future growth.
Participants receive targeted development and learn skills directly from our senior leadership team.

Financial Highlights

% Change Fiscal Years Ended February 28 or 29
(Dollars in millions except per share data) ‘18 vs. ‘17 2018 2017 2016 2015 2014
Operating Results
Net sales and operating revenues 7.8% $17,120.2 $15,875.1 $15,149.7 $14,268.7 $12,574.3
Net earnings 5.9% $ 664.1 $ 627.0 $ 6234 $ 5974 $ 4926
Diluted net earnings per share 10.4% $ 3.60 $ 3.26 $ 3.03 $ 2.73 $ 2.16
Other Information
Capital expenditures (29.0)% $ 296.8 $ 4181 $ 3156 $ 309.8 $ 3103
Used car stores, at end of year 8.7% 188 173 158 144 131
Associates, at end of year 3.1% 25,110 24,344 22,429 22,064 20,171
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To thank associates for their hard work and dedication in fiscal 2018, we leveraged the recently passed tax cuts to provide
one-time bonuses to most hourly and commissioned full-time and part-time associates. About 80% of associates received
the bonus, varying from $200 up to $1,500 based on length of service with the company.

Delivering Value to Shareholders. During fiscal 2018, CarMax continued to return capital to shareholders under the
stock buyback program we launched in 2012. We repurchased 8.9 million shares during the year, bringing us to a
cumulative total of more than 65 million shares at a cost of $3.5 billion.

CarMax Cares. We're committed to Driving What's Possible for our customers, our associates, and our communities. We
invest where we live and work because when our communities thrive, so do our associates and our company. Since
2003, CarMax and The CarMax Foundation have donated more than $50 million to the causes that matter to our
associates. The Foundation brings to life our commitment to our communities through investments directly connected to
organizations that our associates are passionate about with an emphasis on children’s education, leadership and healthy
living. A highlight last year was the growth of our volunteer team-builder program. We donated more than $1.2 million to
nonprofit organizations as a result of more than 1,600 projects with associates from 100% of our locations.

Unfortunately, last year, we saw an unprecedented number of natural disasters that impacted many of our associates.
CarMax is committed to preparing ahead of disasters so we can support our communities and associates when help is
needed most. Our investments in the Red Cross and the CarMax Associate Disaster Fund are designed to do just that.
In fiscal 2018, the Associate Fund awarded more than 1,200 grants to assist associates recovering from hurricanes
Harvey and Irma, California wildfires, as well as other unexpected tragedies.

We’'re proud to continue to connect the military and their families to career opportunities and community support. Last
year, we extended our partnerships with Hiring Our Heroes, a program of the U.S. Chamber of Commerce Foundation,
and The Mission Continues, furthering our investments in programs that are making a positive impact on the lives of
veterans across the country.

Thank you. None of this would be possible without our more than 25,000 associates nationwide who are CarMax’s true
differentiator and competitive advantage. Thank you to our associates who provide an unparalleled customer experience
and take great care of our communities and each other. I'm proud to work with each one of you who make CarMax better
every day.

Several members of our Board of Directors will be stepping down this year, including some who have served as early as
CarMax’s separation from Circuit City in 2002. I'd like to thank Jeff Garten, Bob Grafton, Ed Grubb and Alan Colberg for
their shared insights and years of service on the Board.

| would also like to express appreciation from all of us at CarMax to our customers, communities and shareholders.
Thank you for your continued loyalty and trust.

byl /1" —

Bill Nash
President and Chief Executive Officer
April 24, 2018
Total Used Units Sold Comparable Store Used Unit Sales
(% change)
Fyis [ 721,512 Fyis [N 2.0%
FY17 | 671,294 FY17 [ ] a3%
FY16 ] 619,936 FY16 [ 1 24%
FY15 | 582,282 FY15 [ aa%
FYi14 ] 526,929 FYi4 ] 12.2%
Total Wholesale Units Sold Return on Invested Capital *

(unleveraged, excluding non-recourse debt)

Fris [ <0509 Fris [ 13.9%

FY17 ] 391,686 FY17 ] 14.2%
FY16 ] 394,437 FY16 ] 153%
FY15 ] 376,186 FY15 ] 153%
FY14 ] 342,576 FY14 ] 13.5%

*Return on invested capital is a non-GAAP measure. For a reconciliation to
comparable GAAP measures, see page 81 of this annual report.
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PART I

99 ¢C 99 <.

In this document, “we,” “our,” “us,” “CarMax” and “the company” refer to CarMax, Inc. and its wholly owned subsidiaries, unless
the context requires otherwise.

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This Annual Report on Form 10-K and, in particular, the description of our business set forth in Item 1 and our Management’s
Discussion and Analysis of Financial Condition and Results of Operations set forth in Item 7 contain forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, as amended (“Securities Act”), and Section 21E of the Securities
Exchange Act of 1934, as amended (“Exchange Act”), including statements regarding:

*  Our projected future sales growth, comparable store sales growth, margins, tax rates, earnings, CarMax Auto Finance income
and earnings per share.

*  Our expectations of factors that could affect CarMax Auto Finance income.

*  Our expected future expenditures, cash needs, and financing sources.

*  Our expected capital structure, stock repurchases and indebtedness.

*  The projected number, timing and cost of new store openings.

*  Our gross profit margin, inventory levels and ability to leverage selling, general and administrative and other fixed costs.
*  Our sales and marketing plans.

»  The capabilities of our proprietary information technology systems and other systems.

*  Our assessment of the potential outcome and financial impact of litigation and the potential impact of unasserted claims.
*  Our assessment of competitors and potential competitors.

*  Our expectations for growth in our markets and in the used vehicle retail sector.

*  Our assessment of the effect of recent legislation and accounting pronouncements.

In addition, any statements contained in or incorporated by reference into this report that are not statements of historical fact should
be considered forward-looking statements. You can identify these forward-looking statements by the use of words such as
“anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “outlook,” “plan,” “predict,” “should,” “will” and other
similar expressions, whether in the negative or affirmative. We cannot guarantee that we will achieve the plans, intentions or
expectations disclosed in the forward-looking statements. There are a number of important risks and uncertainties that could cause
actual results to differ materially from those indicated by our forward-looking statements. These risks and uncertainties include,
without limitation, those set forth in Item 1A under the heading “Risk Factors.” We caution investors not to place undue reliance
on any forward-looking statements as these statements speak only as of the date when made. We disclaim any intent or obligation
to update any forward-looking statements made in this report.
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Item 1. Business.
BUSINESS OVERVIEW

CarMax Background

CarMax, Inc. delivers an unrivaled customer experience by offering a broad selection of quality used vehicles and related products
and services at low, no-haggle prices using a customer-friendly sales process in an attractive, modern sales facility, as well as
through carmax.com and our mobile apps. By focusing on customer service, associate development and efficient execution, we
are the nation’s largest retailer of used cars, selling 721,512 used vehicles at retail during the fiscal year ended February 28,
2018. Inaddition, we are one of the nation’s largest operators of wholesale vehicle auctions and one of the nation’s largest providers
of used vehicle financing.

CarMax was incorporated under the laws of the Commonwealth of Virginia in 1996. CarMax, Inc. is a holding company and our
operations are conducted through our subsidiaries. Under the ownership of Circuit City Stores, Inc. (“Circuit City”), we began
operations in 1993 with the opening of our first CarMax store in Richmond, Virginia. On October 1, 2002, the CarMax business
was separated from Circuit City through a tax-free transaction, becoming an independent, publicly traded company. As of
February 28, 2018, we operated 188 used car stores in 91 U.S. television markets. Our home office is located at 12800 Tuckahoe
Creek Parkway, Richmond, Virginia.

CarMax Business

We operate in two reportable segments: CarMax Sales Operations and CarMax Auto Finance (“CAF”). Our CarMax Sales
Operations segment consists of all aspects of our auto merchandising and service operations, excluding financing provided by
CAF. Our CAF segment consists solely of our own finance operation that provides financing to customers buying retail vehicles
from CarMax.

CarMax Sales Operations. Our CarMax Sales Operations segment sells used vehicles, purchases used vehicles from customers
and other sources, sells related products and services, and arranges financing options for customers, all for fixed, no-haggle prices.
We enable our customers to separately evaluate each component of the sales process based on comprehensive information about
the terms and associated prices of each component. Customers can accept or decline any individual element of the offer without
affecting the price or terms of any other component of the offer.

Purchasing a Vehicle:

The vehicle purchase process in a CarMax store differs fundamentally from the traditional auto retail experience. Our no-haggle
pricing removes a frequent customer frustration with the purchase process and allows customers to shop for vehicles the same
way they shop for items at other “big-box” retailers. In addition, our sales consultants are generally paid commissions on a fixed
dollars-per-unit standard, thereby earning the same commission regardless of the vehicle being sold, the amount a customer finances
or the related interest rate. This pay structure aligns our sales associates’ interests with those of our customers, in contrast to other
dealerships where sales and finance personnel may receive higher commissions for negotiating higher prices and interest rates,
or steering customers to vehicles with higher gross profits.

We recondition every used vehicle we retail to meet our CarMax Quality Certified standards, and each vehicle must pass an
inspection before being offered for sale. We stand behind every used vehicle we sell with a 5-day, money-back guarantee and at
least a 30-day limited warranty. Our CarMax Quality Certified standards were developed internally by CarMax and are not
affiliated with any third party or original equipment manufacturer program.

We maximize customer choice by offering a large selection of inventory on our lots and by making our nationwide inventory of
approximately 70,000 vehicles as of February 28, 2018, available for viewing on carmax.com, as well as our mobile apps. Upon
request by a customer, we will transfer virtually any used vehicle in this inventory to a local store. This allows a single CarMax
store to offer access to a much larger selection of vehicles than any traditional auto retailer. In fiscal 2018, approximately 30%
of our vehicles sold were transferred at customer request.

In addition to retailing used vehicles, we sell new vehicles at two locations under franchise agreements.

Selling us a Vehicle:

We have separated the practice of trading in a used vehicle in conjunction with the purchase of another vehicle into two distinct
and independent transactions. We will appraise a customer’s vehicle free of charge and make a written, guaranteed offer to buy
that vehicle regardless of whether the owner is purchasing a vehicle from us. This no-haggle offer is good for seven days.




Based on age, mileage or condition, fewer than half of the vehicles acquired through our in-store appraisal process meet our retail
standards. Those vehicles that do not meet our retail standards are sold to licensed dealers through our on-site wholesale
auctions. Unlike many other auto auctions, we own all the vehicles that we sell in our auctions, which allows us to maintain a
high auction sales rate. This high sales rate, combined with dealer-friendly practices, makes our auctions an attractive source of
vehicles for licensed dealers. As of February 28, 2018, we conducted wholesale auctions at 73 of our 188 stores. During fiscal
2018, we sold 408,509 wholesale vehicles through these on-site auctions with an average auction sales rate of approximately 95%.

Financing a Vehicle:

The availability of on-the-spot financing is a critical component of the vehicle purchase process, and having an array of finance
sources increases approvals, expands finance opportunities for our customers and mitigates risk to CarMax. Our finance program
provides access to credit for customers across a wide range of the credit spectrum through both CAF and third-party providers. We
believe that our processes and systems, transparency of pricing, and vehicle quality, as well as the integrity of the information
collected at the time the customer applies for credit, allow CAF and our third-party providers to make underwriting decisions in
a unique and advantageous environment distinct from the traditional auto retail environment. All finance offers, whether from
CAF or our third-party providers, are backed by a 3-day payoff option, which allows customers to refinance their loan with another
finance provider within three business days at no charge.

Related Products and Services:

We provide customers with a range of other related products and services, including extended protection plan (“EPP”") products
and vehicle repair service. EPP products include extended service plans (“ESPs”) and guaranteed asset protection (“GAP”),
which is designed to cover the unpaid balance on an auto loan in the event of a total loss of the vehicle or unrecovered theft. Our
ESP customers have access to vehicle repair service at each CarMax store and at thousands of independent and franchised service
providers. We believe that the broad scope of our ESPs helps promote customer satisfaction and loyalty, and thus increases the
likelihood of repeat and referral business. In fiscal 2018, approximately 60% of the customers who purchased a retail used vehicle
also purchased an ESP and approximately 20% purchased GAP.

CarMax Auto Finance. CAF provides financing solely to customers buying retail vehicles from CarMax. CAF allows us to
manage our reliance on third-party finance providers and to leverage knowledge of our business to provide qualifying customers
a competitive financing option. CAF utilizes proprietary scoring models based upon the credit history and other credit data of the
customer along with CAF’s historical experience to predict the likelihood of customer repayment. Because CAF offers financing
solely through CarMax stores, our scoring models are optimized for the CarMax channel. We believe CAF enables us to capture
additional profits, cash flows and sales. After the effect of 3-day payoffs and vehicle returns, CAF financed 43.1% of our retail
used vehicle unit sales in fiscal 2018.

CAF also services all auto loans it originates and is responsible for providing billing statements, collecting payments, maintaining
contact with delinquent customers, and arranging for the repossession of vehicles securing defaulted loans. As of February 28,
2018, CAF serviced approximately 895,000 customer accounts in its $11.62 billion portfolio of managed receivables.

Competition

CarMax Sales Operations. The U.S. used car marketplace is highly fragmented, and we face competition from franchised dealers,
who sell bothnew and used vehicles; independent used car dealers; online and mobile sales platforms; and private parties. According
to industry sources, as of December 31, 2017, there were approximately 18,000 franchised dealers in the U.S., who we consider
to be our primary retail competitors, as they sell the majority of late-model used vehicles. Competition in our industry is increasingly
affected by the use of web-based marketing and other web-based tools for both consumers and the dealers with whom we compete.

Based on industry data, there were approximately 40 million used cars sold in the U.S. in calendar 2017, of which approximately
22 million were estimated to be 0- to 10-year old vehicles. While we are the largest retailer of used vehicles in the U.S., in calendar
2017, we estimate we sold approximately 4.6% of the age 0- to 10-year old vehicles sold in the television markets in which we
operate, an increase of almost 7% over calendar 2016. Our market share is generally the highest in markets in which we have
been established for many years. Entering new markets could have a dampening effect on our market share given that our initial
market share in new markets is generally much lower than our average. On a nationwide basis, we estimate we sold approximately
3% of the age 0- to 10-year old vehicles sold in calendar year 2017.

We believe that our principal competitive advantages in used vehicle retailing include our ability to provide a high degree of
customer satisfaction with the car-buying experience by virtue of our low, no-haggle prices and our customer-friendly sales process;
our breadth of selection of the most popular makes and models available on site and via carmax.com and our mobile apps; the
quality of our vehicles; our proprietary information systems; the transparency and availability of CAF and third-party financing;
the locations of our retail stores; and our commitment to evolving our car-buying experience to meet customers’ changing
expectations. In addition, we believe our willingness to appraise and purchase a customer’s vehicle, whether or not the customer

6



is buying a car from us, provides a competitive sourcing advantage for retail vehicles. Our high volume of appraisal purchases
supplies not only a large portion of our retail inventory, but also provides the scale that enables us to conduct our own wholesale
auctions to dispose of vehicles that do not meet our retail standards.

Our wholesale auctions compete with other automotive auction houses. In contrast to the highly fragmented used vehicle retail
market, the automotive auction market has two primary competitors: Manheim, a subsidiary of Cox Enterprises, and KAR Auction
Services, Inc., which together represent an estimated 70% of the North American wholesale car auction market. These competitors
auction vehicles of all ages, while CarMax’s auctions predominantly sell older, higher mileage vehicles.

CarMax Auto Finance. CAF operates and is a significant participant in the auto finance sector of the consumer finance
market. This sector is primarily comprised of banks, captive finance divisions of new car manufacturers, credit unions and
independent finance companies. According to industry sources, this sector represented more than $1 trillion in outstanding
receivables as of December 31, 2017. CAF’s primary competitors are banks and credit unions that offer direct financing to
customers purchasing used cars.

We believe that CAF’s principal competitive advantage is its strategic position as the primary finance source in CarMax stores
and that CAF’s primary driver for growth is the growth in CarMax’s retail used unit sales. We periodically test different credit
offers and closely monitor acceptance rates and the effect on sales to assess market competitiveness. We also monitor 3-day
payoffs, as the percentage of customers exercising this option can be an indication of the competitiveness of our offer.

Products and Services

Retail Merchandising. We offer customers a broad selection of makes and models of used vehicles, including domestic, imported
and luxury vehicles, at competitive prices. Our focus is vehicles that are 0 to 10 years old; these vehicles generally range in price
from $11,000 to $35,000. The mix of our used vehicle inventory by make, model and age will vary from time to time, depending
on consumer preferences, seasonality and market availability.

Wholesale Auctions. The typical vehicle sold at our wholesale auctions is approximately 10 years old and has more than 100,000
miles. We provide condition disclosures on each vehicle, including those for vehicles with major mechanical issues, possible
frame or flood damage, branded titles, salvage history and unknown true mileage. Professional, licensed auctioneers conduct our
auctions. Dealers pay a fee to us based on the sales price of the vehicles they purchase. Our auctions are generally held on a
weekly or bi-weekly basis.

Extended Protection Plans. At the time of sale, we offer customers EPP products. We receive revenue for selling these plans on
behalf of unrelated third parties, who are the primary obligors. We have no contractual liability to customers for claims under
these agreements. The ESPs we currently offer on all used retail vehicles provide coverage up to 60 months (subject to mileage
limitations). GAP covers the customer for the term of their finance contract. The EPPs that we sell (other than manufacturer
programs on new car sales) have been designed to our specifications and are administered by the third parties through private-
label arrangements. Periodically, we may receive retrospective commissions based upon the performance of the policies
administered by the third parties.

Reconditioning and Service. An integral part of our used car consumer offer is the reconditioning process designed to make sure
every car meets our internal standards before it can become a CarMax Quality Certified vehicle. This process includes an inspection
of the engine and all major systems. Based on this inspection, we determine the reconditioning necessary to bring the vehicle up
to our internal quality standards. Many of our stores depend upon nearby, typically larger, CarMax stores for reconditioning,
which increases efficiency and reduces overhead. We perform most routine mechanical and minor body repairs in-house; however,
for some reconditioning services, including but not limited to services related to manufacturer’s warranties, we engage third parties
specializing in those services. CarMax does not have manufacturer authorization to complete recall-related repairs, and some
vehicles CarMax sells may have unrepaired safety recalls. However, we review any unrepaired safety recall information, as
reported by the National Highway Traffic Safety Administration, with our used vehicle customers before purchase.

In addition, all CarMax used car stores provide vehicle repair service, including repairs of vehicles covered by the ESPs we sell.

Customer Credit. We offer financing alternatives for retail customers across a wide range of the credit spectrum through CAF
and arrangements with several financial institutions. Vehicles are financed using retail installment contracts secured by the
vehicle. As of February 28, 2018, our third-party finance providers included Ally Financial, American Credit Acceptance, Capital
One Auto Finance, Chase Auto Finance, Exeter Finance Corp., Santander Consumer USA, Wells Fargo Dealer Services and
Westlake Financial Services. We have no recourse liability for credit losses on retail installment contracts arranged and held by
third-party providers, and we periodically test additional third-party providers.



Generally, credit applications submitted by customers to CarMax are initially reviewed by CAF using our proprietary underwriting
standards. Based on that review, CAF makes financing offers designed to create a loan portfolio that meets our targeted risk profile
in the aggregate. Applications that CAF declines or approves with conditions are generally evaluated by other third-party finance
providers. Third-party providers generally either pay us or are paid a fixed, pre-negotiated fee per contract. We refer to the
providers who generally pay us a fee or to whom no fee is paid as Tier 2 providers and we refer to providers to whom we pay a
fee as Tier 3 providers. We are willing to pay a fee to Tier 3 providers because we believe their participation provides us with
incremental sales by enabling customers to secure financing that they may not otherwise be able to obtain. All fees either received
or paid are pre-negotiated at a fixed amount and do not vary based on the amount financed, the interest rate, the term of the loan
or the loan-to-value ratio. CAF also provides financing for a small percentage of customers who would typically be financed by
a Tier 3 provider.

We do not offer financing to dealers purchasing vehicles at our wholesale auctions. However, we have made arrangements to
have third-party financing available to our auction customers.

Suppliers for Used Vehicles

We acquire a significant percentage of our retail used vehicle inventory directly from consumers through our appraisal process,
as well as through local, regional and online auctions. While in any individual period conditions may vary, over the past 10 fiscal
years, 38% to 52% of our retail inventory has been acquired through our appraisal process annually. We also, to a lesser extent,
acquire used vehicle inventory from wholesalers, franchised and independent dealers and fleet owners, such as leasing companies
and rental companies. The used vehicle inventory we acquire directly from consumers through our appraisal process helps provide
an inventory of makes and models that reflects consumer preferences in each market.

The supply of late-model used vehicles is influenced by a variety of factors, including the total number of vehicles in operation;
the volume of new vehicle sales, which in turn generate used car trade-ins; and the number of used vehicles sold or remarketed
through retail channels, wholesale transactions and at automotive auctions. According to industry sources, there were
approximately 270 million light vehicles in operation in the U.S. as of December 31, 2017. During calendar year 2017, it is
estimated that approximately 17 million new cars and 40 million used cars were sold at retail, many of which were accompanied
by trade-ins, and approximately 20 million wholesale vehicles were sold at auctions and through other non-traditional channels.

Based on the large number of vehicles remarketed each year, consumer acceptance of our in-store appraisal process, our experience
and success in acquiring vehicles from auctions and other sources, and the large size of the U.S. auction market relative to our
needs, we believe that sources of used vehicles will continue to be sufficient to meet our current and future needs.

Seasonality

Historically, our business has been seasonal. Our stores typically experience their strongest traffic and sales in the spring and
summer quarters. Sales are typically slowest in the fall quarter. We typically experience an increase in traffic and sales in February
and March, coinciding with federal income tax refund season.

Systems

Our business is supported by proprietary digital and mobile technologies that provide enhanced customer experience while enabling
highly integrated automation of all operating functions, including credit processing and supply chain management. Buyers and
sales consultants are equipped with mobile and centralized tools that allow them to access real-time information to better serve
our customers. Our proprietary store technology provides our management with real-time information about many aspects of
store operations, such as inventory management, pricing, vehicle transfers, wholesale auctions and sales consultant productivity.

Our proprietary centralized inventory management and pricing system tracks each vehicle throughout the sales process and allows
us to buy the mix of makes, models, age, mileage and price points tailored to customer buying preferences at each CarMax
location. Leveraging our more than twenty years of experience buying and selling millions of used vehicles, our system generates
recommended initial retail price points, as well as retail price markdowns for specific vehicles based on algorithms that take into
account factors that include sales history, consumer interest and seasonal patterns. We believe this systematic approach to vehicle
pricing allows us to optimize inventory turns, which reduces the depreciation risk inherent in used cars and helps us to achieve
our targeted gross profit dollars per unit. Because of the pricing discipline afforded by our inventory management and pricing
system, generally more than 99% of our entire used car inventory offered at retail is sold at retail.

Marketing and Advertising

Our marketing strategies are focused on developing awareness of the advantages of shopping at our stores and on carmax.com
and on attracting customers who are already considering buying or selling a vehicle. These strategies are implemented through
a broad range of media types. Our website and related mobile apps are marketing tools for communicating the CarMax consumer
offer in detail, sophisticated search engines for finding the right vehicle and sales channels for customers who prefer to conduct
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part of the shopping and sales process online. Our website and mobile apps also include a variety of other customer service
features, including the ability to initiate vehicle transfers, schedule appointments and apply for financing pre-approval. Information
on the thousands of cars available in our nationwide inventory is updated several times per day. Our survey data indicates that
during fiscal 2018, approximately 90% of customers who purchased a vehicle from us had first visited us online.

Associates

On February 28, 2018, we had a total of 25,110 full- and part-time associates, including 18,637 hourly and salaried associates and
6,473 sales associates, who predominantly worked on a commission basis. We employ additional associates during peak selling
seasons. We believe we have created a unique corporate culture and maintain good employee relations. No associate is subject
to a collective bargaining agreement. We focus on developing our associates and providing them with the information and resources
they need to offer exceptional customer service and have been recognized for the success of our efforts by a number of external
organizations.

Intellectual Property
Our brand image is a critical element of our business strategy. Our principal trademarks, including CarMax and the related family
of marks, have been registered with the U.S. Patent and Trademark Office.

Laws and Regulations

Vehicle Dealer and Other Laws and Regulations. We operate in a highly regulated industry. In every state in which we operate,
we must obtain licenses and permits to conduct business, including dealer, service, sales and finance licenses issued by state and
local regulatory authorities. A wide range of federal, state and local laws and regulations govern the manner in which we conduct
business, including advertising, sales, financing and employment practices. These laws include consumer protection laws and
privacy laws, as well as other laws and regulations applicable to new and used motor vehicle dealers. These laws also include
federal and state wage-hour, anti-discrimination and other employment practices laws. Our financing activities with customers
are subject to federal truth-in-lending, consumer leasing, equal credit opportunity and fair credit reporting laws and regulations,
as well as state and local motor vehicle finance, collection, repossession and installment finance laws. Our activities are subject
to enforcement by the Federal Trade Commission and other federal and state regulators, and our financing activities are also subject
to enforcement by the Consumer Financial Protection Bureau (“CFPB”).

The CFPB has supervisory authority over large nonbank auto finance companies, including CarMax’s CAF segment. The CFPB
can use this authority to conduct supervisory examinations to ensure compliance with various federal consumer protection laws.

Claims arising out of actual or alleged violations of law could be asserted against us by individuals or governmental authorities
and could expose us to significant damages or other penalties, including revocation or suspension of the licenses necessary to
conduct business and fines.

Environmental Laws and Regulations. We are subject to a variety of federal, state and local laws and regulations that pertain to
the environment. Our business involves the use, handling and disposal of hazardous materials and wastes, including motor oil,
gasoline, solvents, lubricants, paints and other substances. We are subject to compliance with regulations concerning, among other
things, the operation of underground and above-ground gasoline storage tanks, gasoline dispensing equipment, above-ground oil
tanks and automotive paint booths.

Financial Information

For financial information on our segments, see Item 6. Selected Financial Data, Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations and Item 8. Consolidated Financial Statements and Supplemental Data of this
Annual Report on Form 10-K.

AVAILABILITY OF REPORTS AND OTHER INFORMATION

The following items are available free of charge on our website through the “Corporate Governance” link on our investor information
home page at investors.carmax.com, shortly after we file them with, or furnish them to, the Securities and Exchange Commission
(the “SEC”): annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements on
Schedule 14A, and any amendments to those reports. The following documents are also available free of charge on our website:
Corporate Governance Guidelines, Code of Business Conduct, and the charters of the Audit, Nominating and Governance, and
Compensation and Personnel Committees. We publish any changes to these documents on our website. We also promptly disclose
reportable waivers of the Code of Business Conduct on our website. The contents of our website are not, however, part of this
report.



Printed copies of these documents are also available to any shareholder, without charge, upon written request to our corporate
secretary at the address set forth on the cover page of this report.

Item 1A. Risk Factors.

We are subject to a variety of risks, the most significant of which are described below. Our business, sales, results of operations
and financial condition could be materially adversely affected by any of these risks.

We operate in a highly competitive industry. Failure to develop and execute strategies to remain the nation’s preferred retailer
of used vehicles and to adapt to the increasing use of the internet to market, buy, sell and finance used vehicles could adversely
affect our business, sales and results of operations.

Automotive retailing is a highly competitive and highly fragmented business. Our competition includes publicly and privately
owned new and used car dealers and online and mobile sales platforms, as well as millions of private individuals. Competitors
buy and sell the same or similar makes of vehicles that we offer in the same or similar markets at competitive prices. New car
dealers in particular, including publicly traded auto retailers, have increased their sales of used vehicles in recent years. These
new car dealers also leverage their franchise relationships with automotive manufacturers to brand certain used cars as “certified
pre-owned,” which could provide those competitors with an advantage over CarMax.

Retail Competition. Some of our competitors have announced plans for rapid expansion, including into markets with CarMax
locations, and some of them have begun to execute those plans. Some of our competitors have also replicated or attempted to
replicate portions of the consumer offer that we pioneered when we opened our first used car store in 1993, including our use of
low, no-haggle prices and our commitment to buy a customer’s vehicle even if they do not purchase one from us. If we fail to
respond effectively to our retail competitors, it could have a material adverse effect on our business, sales and results of operations.

Online Sales and Facilitation. The increasing use of the internet to market, buy and sell used vehicles and to provide vehicle
financing could have a material adverse effect on our sales and results of operations. Emerging competitors using online focused
business models, both for direct sales and consumer-to-consumer facilitation, could materially impact our current business model.
The online availability of used vehicle information, including pricing information, could make it more difficult for us to differentiate
our customer offering from competitors’ offerings, could result in lower-than-expected retail margins, and could have a material
adverse effect on our business, sales and results of operations. In addition, our competitive standing is affected by companies,
including search engines and online classified sites, that are not direct competitors but that may direct online traffic to the websites
of competing automotive retailers. The increasing activities of these companies could make it more difficult for carmax.com to
attract traffic. These companies could also make it more difficult for CarMax to otherwise market its vehicles online.

The increasing use of the internet to facilitate consumers’ sales or trade-ins of their current vehicles could have a material adverse
effect on our ability to source vehicles through our appraisal process, which in turn could have a material adverse effect on our
vehicle acquisition costs and results of operations. For example, certain websites provide online appraisal tools to consumers that
generate offers and facilitate purchases by dealers other than CarMax.

In addition to the direct competition and increasing use of the internet described above, there are companies that sell software and
data solutions to new and used car dealers to enable those dealers to, among other things, more efficiently source and price
inventory. Although these companies do not compete with CarMax, the increasing use of such products by dealers who compete
with CarMax could reduce the relative competitive advantage of CarMax’s internally developed proprietary systems.

If we fail to respond effectively to competitive pressures or to changes in the used vehicle marketplace, it could have a material
adverse effect on our business, sales and results of operations.

CAF Competition. Our CAF segment is subject to competition from various financial institutions, including banks and credit
unions, which provide vehicle financing to consumers. If we were unable to continue providing competitive finance offers to our
customers through CAF, it could result in a greater percentage of sales financed through our third-party finance providers, which
are generally less profitable to CarMax, or through other outside financing sources. Moreover, if CAF competitors are able to
attract potential customers before they visit CarMax, whether through competitive finance offers or ease of customer experience,
they may be directed to retail options other than CarMax. Accordingly, if CAF was unable to continue making competitive finance
offers to our customers, or our finance competitors are able to successfully attract and redirect a disproportionate number of our
potential customers, it could have a material adverse effect on our business, sales and results of operations.

Evolving Marketplace. The marketplace for used vehicles may be impacted by the significant, and likely accelerating, changes
to the broader automotive industry. Technological changes, including the development of autonomous vehicles, new products

10



and services, new business models and new methods of travel could reduce automotive retail demand or disrupt our current business
model. If we fail to respond effectively to the evolving marketplace, it could have a material adverse effect on our business, sales
and results of operations.

CarMax was founded on the fundamental principle of integrity. Failure to maintain a reputation of integrity and to otherwise
maintain and enhance our brand could adversely affect our business, sales and results of operations.

Our reputation as a company that is founded on the fundamental principle of integrity is critical to our success. Our reputation as
aretailer offering low, no-haggle prices, a broad selection of CarMax Quality Certified used vehicles and superior customer service
is also critical to our success. If we fail to maintain the high standards on which our reputation is built, or if an event occurs that
damages this reputation, it could adversely affect consumer demand and have a material adverse effect on our business, sales and
results of operations. Such an event could include an isolated incident at a single store, particularly if such incident results in
adverse publicity, governmental investigations, or litigation and could involve, among other things, our sales process, our provision
of financing, our reconditioning process, or our treatment of customers. Even the perception of a decrease in the quality of our
brand could impact results.

The use of social media increases the speed with which information and opinions can be shared and thus the speed with which
reputation can be affected. We monitor social media and attempt to address customer concerns, provide accurate information and
protect our reputation, but there can be no guarantee that our efforts will succeed. If we fail to correct or mitigate misinformation
or negative information, including information spread through social media or traditional media channels, about the vehicles we
offer, our customer experience, or any aspect of our brand, it could have a material adverse effect on our business, sales and results
of operations.

The automotive retail industry in general and our business in particular are sensitive to economic conditions. These conditions
could adversely affect our business, sales, results of operations and financial condition.

We are subject to national and regional U.S. economic conditions. These conditions include, but are not limited to, recession,
inflation, interest rates, unemployment levels, the state of the housing market, gasoline prices, consumer credit availability,
consumer credit delinquency and loss rates, personal discretionary spending levels, and consumer sentiment about the economy
in general. These conditions and the economy in general could be affected by significant national or international events such as
acts of terrorism. When these economic conditions worsen or stagnate, it can have a material adverse effect on consumer demand
for vehicles generally, on demand from particular consumer categories or demand for particular vehicle types. It can also negatively
impact availability of credit to finance vehicle purchases for all or certain categories of consumers. This could result in lower
sales, decreased margins on units sold, and decreased profits for our CAF segment. Worsening or stagnating economic conditions
can also have a material adverse effect on the supply of late-model used vehicles, as automotive manufacturers produce fewer
new vehicles and consumers retain their current vehicles for longer periods of time. This could result in increased costs to acquire
used vehicle inventory and decreased margins on units sold.

Any significant change or deterioration in economic conditions could have a material adverse effect on our business, sales, results
of operations and financial condition.

Our business is dependent upon capital to fund growth and to support the activities of our CAF segment. Changes in capital
and credit markets could adversely affect our business, sales, results of operations and financial condition.

Changes in the availability or cost of capital and working capital financing, including the long-term financing to support the
expansion of our store base and sales growth in existing stores, could adversely affect sales, operating strategies and store
growth. Although, in recent years, internally generated cash flows have been sufficient to fund our growth, there can be no
assurance that we will continue to generate cash flows sufficient to fund our growth. Failure to do so—or our decision to put our
cash to other uses—would make us more dependent on external sources of financing to fund our growth.

Changes in the availability or cost of the long-term financing to support the origination of auto loan receivables through CAF
could adversely affect sales and results of operations. We use a securitization program to fund the majority of the auto loan
receivables originated by CAF. Changes in the condition of the asset-backed securitization market could lead us to incur higher
costs to access funds in this market or require us to seek alternative means to finance CAF’s loan originations. In the event that
this market ceased to exist and there were no immediate alternative funding sources available, we might be forced to curtail our
lending practices for some period of time. The impact of reducing or curtailing CAF’s loan originations could have a material
adverse effect on our business, sales and results of operations.
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Our revolving credit facility, term loan, senior unsecured notes and certain securitization and sale-leaseback agreements contain
covenants and performance triggers. Any failure to comply with these covenants or performance triggers could have a material
adverse effect on our business, results of operations and financial condition.

Disruptions in the capital and credit markets could adversely affect our ability to draw on our revolving credit facility. If our
ability to secure funds from the facility were significantly impaired, our access to working capital would be impacted, our ability
to maintain appropriate inventory levels could be affected and these conditions—especially if coupled with a failure to generate
significant cash flows—could have a material adverse effect on our business, sales, results of operations and financial condition.

Our success depends upon the continued contributions of our more than 25,000 associates.

Our associates are the driving force behind our success. We believe that one of the things that sets CarMax apart is a culture
centered on valuing all associates. In addition, our strategic initiatives require management, employees and contractors to adapt
and learn new skills and capabilities. Our failure to maintain this culture or to continue recruiting, developing and retaining the
associates that drive our success could have a material adverse effect on our business, sales and results of operations. Our ability
to recruit associates while controlling related costs is subject to numerous external and internal factors, including unemployment
levels, prevailing wage rates, our growth plans, changes in employment legislation, and competition for qualified employees in
the industry and regions in which we operate, and for qualified service technicians in particular. Our ability to recruit associates
while controlling related costs is also subject to our ability to maintain positive associate relations. If we are unable to do so, or
if, despite our efforts, we become subject to successful unionization efforts, it could increase costs, limit our ability to respond to
competitive threats and have a material adverse effect on our business, sales and results of operations.

Our success also depends upon the continued contributions of our store, region and corporate management teams. Consequently,
the loss of the services of any of these associates could have a material adverse effect on our business, sales and results of
operations. Inaddition, an inability to build our management bench strength to support store growth could have a material adverse
effect on our business, sales and results of operations.

We collect sensitive confidential information from our customers. A breach of this confidentiality, whether due to a cyber-
security or other incident, could result in harm to our customers and damage to our brand.

We collect, process and retain sensitive and confidential customer information in the normal course of business and may share
that information with our third-party service providers. This information includes the information customers provide when
purchasing a vehicle and applying for vehicle financing. We also collect, process and retain sensitive and confidential associate
information in the normal course of business and may share that information with our third-party service providers. Although we
have taken measures designed to safeguard such information and have received assurances from our third-party providers, our
facilities and systems, and those of third-party providers, could be vulnerable to external or internal security breaches, acts of
vandalism, computer viruses, misplaced or lost data, programming or human errors or other similar events. Numerous national
retailers have disclosed security breaches involving sophisticated cyber-attacks that were not recognized or detected until after
such retailers had been affected, notwithstanding the preventive measures such retailers had in place. Any security breach involving
the misappropriation, loss or other unauthorized disclosure of confidential customer or associate information, whether experienced
by us or by our third-party service providers, and whether due to an external cyber-security incident, a programming error, or other
cause, could damage our reputation, expose us to mitigation costs and the risks of private litigation and government enforcement,
disrupt our business and otherwise have a material adverse effect on our business, sales and results of operations. In addition, our
failure to respond quickly and appropriately to such a security breach could exacerbate the consequences of the breach.

Our business is sensitive to changes in the prices of new and used vehicles.

Any significant changes in retail prices for new and used vehicles could have a material adverse effect on our sales and results of
operations. For example, if retail prices for used vehicles rise relative to retail prices for new vehicles, it could make buying a
new vehicle more attractive to our customers than buying a used vehicle, which could have a material adverse effect on sales and
results of operations and could result in decreased used margins. Manufacturer incentives could contribute to narrowing this price
gap. In addition, any significant changes in wholesale prices for used vehicles could have a material adverse effect on our results
of operations by reducing wholesale margins.

We may experience greater credit losses in CAF’s portfolio of auto loan receivables than anticipated.

We are exposed to the risk that our customers who finance their purchases through CAF will be unable or unwilling to repay their
loans according to their terms and that the vehicle collateral securing the payment of their loans may not be sufficient to ensure
full repayment. Credit losses are inherent in CAF’s business and could have a material adverse effect on our results of operations.
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We make various assumptions and judgments about CAF’s portfolio of auto loan receivables and provide an allowance for loan
losses based on a number of factors. Although management will establish an allowance for loan losses it believes is appropriate,
this allowance may not be adequate. For example, if economic conditions were to deteriorate unexpectedly, additional loan losses
not incorporated in the existing allowance for loan losses may occur. Losses in excess of the existing allowance for loan losses
could have a material adverse effect on our business, results of operations and financial condition.

Our business is dependent upon access to vehicle inventory. Obstacles to acquiring inventory—whether because of supply,
competition, or other factors—or a failure to expeditiously liquidate that inventory could have a material adverse effect on our
business, sales and results of operations.

A reduction in the availability of or access to sources of inventory could have a material adverse effect on our business, sales and
results of operations. Although the supply of late-model used vehicles has been increasing, there can be no assurance that this
trend will continue or that it will benefit CarMax.

We source a significant percentage of our vehicles though our appraisal process and these vehicles are generally more profitable
for CarMax. Accordingly, if we fail to adjust appraisal offers to stay in line with broader market trade-in offer trends, or fail to
recognize those trends, it could adversely affect our ability to acquire inventory. It could also force us to purchase a greater
percentage of our inventory from third-party auctions, which is generally less profitable for CarMax. Our ability to source vehicles
through our appraisal process could also be affected by competition, both from new and used car dealers directly and through
third-party websites driving appraisal traffic to those dealers. See the risk factor above titled “We operate in a highly competitive
industry” for discussion of this risk. Our ability to source vehicles from third-party auctions could be affected by an increase in
the number of closed auctions that are open only to new car dealers who have franchise relationships with automotive manufacturers.

Used vehicle inventory is subject to depreciation risk. Accordingly, if we develop excess inventory, the inability to liquidate such
inventory at prices that allow us to meet margin targets or to recover our costs could have a material adverse effect on our results
of operations.

We rely on third-party finance providers to finance a significant portion of our customers’ vehicle purchases. Accordingly,
our sales and results of operations are partially dependent on the actions of these third parties.

We provide financing to qualified customers through CAF and a number of third-party finance providers. If one or more of these
third-party providers cease to provide financing to our customers, provide financing to fewer customers or no longer provide
financing on competitive terms, it could have a material adverse effect on our business, sales and results of operations. Additionally,
if we were unable to replace the current third-party providers upon the occurrence of one or more of the foregoing events, it could
also have a material adverse effect on our business, sales and results of operations.

We rely on third-party providers to supply EPP products to our customers. Accordingly, our sales and results of operations are
partially dependent on the actions of these third-parties.

We receive revenue for selling EPP products on behalf of unrelated third-parties, who are the primary obligors. The third parties
that provide ESPs are The Warranty Group, CNA National Warranty Corporation and Fidelity Warranty Services. The third party
that provides GAP products is Safe-Guard Products International LLC. If one or more of these third-party providers cease to
provide EPP products, make changes to their products or no longer provide their products on competitive terms, it could have a
material adverse effect on our business, sales and results of operations. Additionally, if we were unable to replace the current third-
party providers upon the occurrence of one or more of the foregoing events, it could also have a material adverse effect on our
business, sales and results of operations.

We operate in a highly regulated industry and are subject to a wide range of federal, state and local laws and
regulations. Changes in these laws and regulations, or our failure to comply, could have a material adverse effect on our
business, sales, results of operations and financial condition.

We are subject to a wide range of federal, state and local laws and regulations. Our sale of used vehicles is subject to state and
local licensing requirements, federal and state laws regulating vehicle advertising, and state laws regulating vehicle sales and
service. Our provision of vehicle financing is subject to federal and state laws regulating the provision of consumer finance. Our
facilities and business operations are subject to laws and regulations relating to environmental protection and health and safety. In
addition to these laws and regulations that apply specifically to our business, we are also subject to laws and regulations affecting
public companies and large employers generally, including federal employment practices, securities and tax laws. For additional
discussion of these laws and regulations, see the section of this Form 10-K titled “Business — Laws and Regulations.”
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The violation of any of these laws or regulations could result in administrative, civil or criminal penalties or in a cease-and-desist
order against our business operations, any of which could damage our reputation and have a material adverse effect on our business,
sales and results of operations. We have incurred and will continue to incur capital and operating expenses and other costs to
comply with these laws and regulations.

Changes in federal labor policy could lead to increased unionization efforts, which could increase labor costs, disrupt store
operations, and have a material adverse effect on our business, sales and results of operations.

Private plaintiffs and federal, state and local regulatory and law enforcement authorities continue to scrutinize advertising, sales,
financing and insurance activities in the sale and leasing of motor vehicles. If, as a result, other automotive retailers adopt more
transparent, consumer-oriented business practices, our differentiation versus those retailers could be reduced. See the risk factor
titled “We operate in a highly competitive industry” for discussion of this risk.

Our failure to manage our growth and the related challenges could have a material adverse effect on our business, sales and
results of operations.

Our growth is dependent both on opening stores in new and existing markets and continued sales growth in our existing stores.
The expansion of our store base places significant demands on our management team, our associates and our information systems. If
we fail to effectively or efficiently manage our new store growth, it could have a material adverse effect on our business, sales
and results of operations. Sales growth in our existing stores requires that we continue to effectively execute our business strategies
and implement new and ongoing initiatives to elevate the experience of our customers. The expansion of our store base and
implementation of new initiatives also requires us to recruit and retain the associates necessary to support that expansion. See the
risk factor above titled “Our success depends upon the continued contributions of our more than 25,000 associates” for discussion
of this risk. The expansion of our store base also requires real estate. Our inability to acquire or lease suitable real estate at
favorable terms could limit our expansion and could have a material adverse effect on our business and results of operations.

If we are forced to curtail or stop new store growth or the implementation of our customer experience initiatives, it could have a
material adverse effect on our business, sales and results of operations.

We rely on sophisticated information systems to run our business. The failure of these systems, or the inability to enhance our
capabilities, could have a material adverse effect on our business, sales and results of operations.

Our business is dependent upon the integrity and efficient operation of our information systems. In particular, we rely on our
information systems to manage sales, inventory, our customer-facing websites and applications (carmax.com, CarMax mobile
apps, and carmaxauctions.com), consumer financing and customer information. The failure of these systems to perform as
designed, the failure to maintain or update these systems as necessary, or the inability to enhance our information technology
capabilities, could disrupt our business operations and have a material adverse effect on our sales and results of operations.

In addition, despite our ongoing efforts to maintain and enhance the integrity and security of these systems, we could be subjected
to attacks by hackers, including denial-of-service attacks directed at our websites or other system breaches or malfunctions due
to associate error or misconduct or other disruptions. Such incidents could disrupt our business and have a material adverse effect
onsales and results of operations. See therisk factor above titled “We collect sensitive confidential information from our customers”
for the risks associated with a breach of confidential customer or associate information.

We are subject to various legal proceedings. If the outcomes of these proceedings are adverse to CarMax, it could have a
material adverse effect on our business, results of operations and financial condition.

We are subject to various litigation matters from time to time, which could have a material adverse effect on our business, results
of operations and financial condition. Claims arising out of actual or alleged violations of law could be asserted against us by
individuals, either individually or through class actions, or by governmental entities in civil or criminal investigations and
proceedings. These claims could be asserted under a variety of laws including, but not limited to, consumer finance laws, consumer
protection laws, intellectual property laws, privacy laws, labor and employment laws, securities laws and employee benefit
laws. These actions could expose us to adverse publicity and to substantial monetary damages and legal defense costs, injunctive
relief and criminal and civil fines and penalties including, but not limited to, suspension or revocation of licenses to conduct
business.
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Our business is sensitive to conditions affecting automotive manufacturers, including manufacturer recalls.

Adverse conditions affecting one or more automotive manufacturers could have a material adverse effect on our sales and results
of operations and could impact the supply of vehicles, including the supply of late-model used vehicles. In addition, manufacturer
recalls are a common occurrence that have accelerated in frequency and scope in recent years. Because we do not have manufacturer
authorization to complete recall-related repairs, some vehicles we sell may have unrepaired safety recalls. Such recalls, and our
lack of authorization to make recall-related repairs, could adversely affect used vehicle sales or valuations, could cause us to
temporarily remove vehicles from inventory, could force us to incur increased costs and could expose us to litigation and adverse
publicity related to the sale of recalled vehicles, which could have a material adverse effect on our business, sales and results of
operations.

Our results of operations and financial condition are subject to management’s accounting judgments and estimates, as well
as changes in accounting policies.

The preparation of our financial statements requires us to make estimates and assumptions affecting the reported amounts of
CarMax’s assets, liabilities, revenues, expenses and earnings. If these estimates or assumptions are incorrect, it could have a
material adverse effect on our results of operations or financial condition. We have identified several accounting policies as being
“critical” to the fair presentation of our financial condition and results of operations because they involve major aspects of our
business and require us to make judgments about matters that are inherently uncertain. These policies are described in Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations, and the notes to consolidated financial
statements included in Item 8.

The implementation of new accounting requirements or other changes to U.S. generally accepted accounting principles could have
a material adverse effect on our reported results of operations and financial condition.

We rely on third-party vendors for key components of our business.

Many components of our business, including data management, key operational processes, and critical customer systems are
provided by third parties. We carefully select our third-party vendors, but we do not control their actions. If our vendors fail to
perform as we expect, our operations and reputation could suffer if the failure harms the vendors’ ability to serve us and our
customers. The use of third-party vendors represents an unavoidable inherent risk to our company that could have a material
adverse effect on our business, sales and results of operations.

Our business is subject to seasonal fluctuations.

We generally realize a higher proportion of revenue and operating profit during the first and second fiscal quarters. If conditions
arise that impair vehicle sales during the first or second fiscal quarters, these conditions could have a disproportionately large
adverse effect on our annual results of operations.

Our business is sensitive to weather events.

The occurrence of severe weather events, such as rain, hail, snow, wind, storms, hurricanes, extended periods of unusually cold
weather or natural disasters, could cause store closures or affect the timing of consumer demand, either of which could adversely
affect consumer traffic and could have a material adverse effect on our sales and results of operations in a given period.

We are subject to local conditions in the geographic areas in which we are concentrated.

Our performance is subject to local economic, competitive and other conditions prevailing in geographic areas where we
operate. Since a large portion of our sales is generated in the Southeastern U.S., California, Texas and Washington, D.C./Baltimore,
our results of operations depend substantially on general economic conditions and consumer spending habits in these markets. In
the event that any of these geographic areas experience a downturn in economic conditions, it could have a material adverse effect
on our business, sales and results of operations.

Item 1B. Unresolved Staff Comments.

None.
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Item 2. Properties.

We conduct our retail vehicle operations primarily in two formats — production and non-production stores. Production stores are
those locations at which vehicle reconditioning is performed. Production stores have more service bays and require additional
space for reconditioning activities and, therefore, are generally larger than non-production stores. In determining whether to
construct a production or a non-production store on a given site, we take several factors into account, including the anticipated
long-term regional reconditioning needs and the available acreage of the sites in that market. As a result, some stores that are
constructed to accommodate reconditioning activities may initially be operated as non-production stores until we expand our
presence inthat market. Wealso have production and non-production stores that operate in Metropolitan Statistical Areas (“MSAs”)
of less than 600,000 people, which we define as small markets. Some of these stores also have a smaller footprint compared with
our stores in larger markets.

USED CAR STORES BY FORMAT AS OF FEBRUARY 28, 2018
Production Stores

Store count 94 94
generally 4 - 12 acres

Non-production Stores

Store location size generally 10 - 25 acres
Stores located in small MSAs 9 27

As of February 28, 2018, we operated 73 wholesale auctions, most of which were located at production stores. Stores at which
auctions are conducted generally have additional space to store wholesale inventory.

USED CAR STORES BY STATE AS OF FEBRUARY 28, 2018

State Count State Count

Alabama 4 Missouri 3
Arizona 3 Nebraska 1
California 25 Nevada 4
Colorado 6  New Hampshire 1
Connecticut 3 New Jersey 2
Delaware 1 New Mexico 1
Florida 17  New York 2
Georgia 9  North Carolina 9
Idaho 1  Ohio 5
Illinois 9  Oklahoma 2
Indiana 2 Oregon 2
Iowa 1  Pennsylvania 4
Kansas 2 Rhode Island 1
Kentucky 2 South Carolina 4
Louisiana 1  Tennessee 8
Maine 1  Texas 17
Maryland 7  Utah 1
Massachusetts 4  Virginia 10
Michigan 1 Washington 4
Minnesota 2 Wisconsin 4
Mississippi 2 Total 188




Of the 188 used car stores open as of February 28, 2018, 111 were located on owned sites and 77 were located on leased sites.
The leases are classified as follows:

Land-only leases 21
Land and building leases 56
Total leased sites 77

As of February 28, 2018, we leased our CAF office buildings in Atlanta, Georgia and other ancillary properties to support our
corporate and store operations. We own our home office building in Richmond, Virginia, and land associated with planned future
store openings.

Expansion

Since opening our first used car store in 1993, we have grown organically, through the construction and opening of company-
operated stores. We do not franchise our operations. As of February 28, 2018, we operated in 91 U.S. television markets, which
covered approximately 73% of the U.S. population. We believe that both further expansion of our store base and increases in
market share will provide a foundation for future sales and earnings growth. In fiscal 2019, we plan to open 15 stores. In fiscal
2020, we plan to open between 13 and 16 stores.

For additional details on our future expansion plans, see “PLANNED FUTURE ACTIVITIES,” included in Part II, Item 7 of this
Form 10-K.

Item 3. Legal Proceedings.

Information in response to this Item is included in Note 17 to the Consolidated Financial Statements included in Item 8 of this
Annual Report on Form 10-K and is incorporated herein by reference.

Item 4. Mine Safety Disclosures.

None.

EXECUTIVE OFFICERS OF THE COMPANY

The following table identifies our current executive officers. We are not aware of any family relationships among any of our

executive officers or between any of our executive officers and any directors. All executive officers are elected annually and serve
for one year or until their successors are elected and qualify. The next election of officers will occur in June 2018.

Name Age  Office

William D. Nash..........cooiiiii e, 48 President, Chief Executive Officer and Director

Thomas W.Reedy...........cooviiiiiiiiiiiiiiee 54 Executive Vice President and Chief Financial Officer
William C. Wood, Jr........oooiiiiiiiiiiiiiei e, 51 Executive Vice President and Chief Operating Officer

EdwinJ. Hill......ooooi e 58 Executive Vice President, Strategy and Business Transformation
James LyskKi.......c.cooooiiiiiiiiiiiiii 55 Executive Vice President and Chief Marketing Officer

Eric M. Margolin...........ccoovviiiiiiiiniiiieeeee e, 65 Executive Vice President, General Counsel and Corporate Secretary
Diane L. Caftitz........ooooviiiiiii e 47 Senior Vice President and Chief Human Resources Officer
JonG.Daniels.........ccooiiiiiii e, 46 Senior Vice President, CarMax Auto Finance

Shamim Mohammad..............c.oiiiiiini 49 Senior Vice President and Chief Information Officer

Darren C. NeWDRITY......ccuevierererenineneeeeeceeeieeees 48 Senior Vice President, Store Operations

C. Joseph WIlSON......ccooueiiiriiiiiinieinicccnccnicecnecenens 45 Senior Vice President, Store Strategy and Logistics

Mr. Nash joined CarMax in 1997 as auction manager. In 2007, he was promoted to vice president and later, senior vice president
of merchandising, a position he held until 2011, when he was named senior vice president, human resources and administrative
services. In 2012, he was promoted to executive vice president, human resources and administrative services. In February 2016,
he was promoted to president, and in September 2016, he was promoted to chief executive officer and named to the board of
directors. Prior to joining CarMax, Mr. Nash worked at Circuit City.
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Mr. Reedy joined CarMax in 2003 as its vice president and treasurer and, in January 2010, was promoted to senior vice president,
finance. In October 2010, Mr. Reedy was promoted to senior vice president and chief financial officer. In 2012, he was promoted
to executive vice president and chief financial officer. Prior to joining CarMax, Mr. Reedy was vice president, corporate
development and treasurer of Gateway, Inc., a technology retail company.

Mr. Wood joined CarMax in 1993 as a buyer-in-training. He has served as buyer, purchasing manager, district manager, regional
director and director of buyer development. He was promoted to vice president, merchandising in 1998, vice president of sales
operations in 2007, senior vice president, sales in 2010, senior vice president, stores in 2011 and executive vice president, stores
in 2012. In 2016, he was promoted to executive vice president and chief operating officer. Prior to joining CarMax, Mr. Wood
worked at Circuit City. As previously announced, Mr. Wood intends to retire from his position by the end of Summer 2018.

Mr. Hill joined CarMax in 1995 as director of service operations. In 2001, Mr. Hill was promoted to vice president of service
operations, and, in 2010, he was promoted to senior vice president of service operations, a position he held until 2013, when he
was promoted to senior vice president, strategy and business transformation. In 2016, Mr. Hill was promoted to executive vice
president, strategy and business transformation. Prior to joining CarMax, Mr. Hill was vice president of advanced programs at
Reveo, Inc. and vice president of operations at Hypres. As previously announced, Mr. Hill will succeed Mr. Wood as chief operating
officer following Mr. Wood’s retirement.

Mr. Lyski joined CarMax in August 2014 as senior vice president and chief marketing officer. In 2017, he was promoted to
executive vice president and chief marketing officer. Prior to joining CarMax, he served as chief marketing officer of The Scotts
Miracle-Gro Company from 2011 to 2014 and as chief marketing officer at Nationwide Mutual Insurance Company from 2006
to 2010. In addition, Mr. Lyski has held marketing leadership positions at Cigna Healthcare Inc. and FedEx Corporation.

Mr. Margolin joined CarMax in 2007 as senior vice president, general counsel and corporate secretary. In 2016, Mr. Margolin
was promoted to executive vice president, general counsel and corporate secretary. Prior to joining CarMax, he was senior vice
president, general counsel and corporate secretary with Advance Auto Parts, Inc. and, before that, vice president, general counsel
and corporate secretary with Tire Kingdom, Inc.

Ms. Cafritz joined CarMax in 2003 as assistant general counsel. She was promoted to associate general counsel, director in 2005,
deputy general counsel, assistant vice president in 2010, and vice president in 2014. During her tenure in the CarMax legal
department, Ms. Cafritz managed commercial and consumer litigation, was responsible for operational regulatory guidance and
led CarMax’s government affairs program. In 2017, Ms. Cafritz was named senior vice president and chief human resources
officer. Prior to joining CarMax, Ms. Cafritz was a partner at McDermott, Will & Emery.

Mr. Daniels joined CarMax in 2008 as vice president, risk and analytics. In 2014, he was promoted to senior vice president,
CarMax Auto Finance. Prior to joining CarMax, Mr. Daniels served as group director, credit risk management of HSBC and vice
president of Metris.

Mr. Mohammad joined CarMax in 2012 as vice president of application development and IT planning. In 2014, he was promoted
to senior vice president and chief information officer. Prior to joining CarMax, Mr. Mohammad was vice president of information
technology at BJ’s Wholesale Club from 2006 to 2012 and held various positions at Blockbuster and Travel CLICK.

Mr. Newberry joined CarMax in March 2004 as location general manager-in-training in the Los Angeles region and was promoted
to location general manager of the Duarte, California store in 2006. He was subsequently promoted to positions of increasing
responsibility, including regional vice president general manager in 2013 and vice president, regional sales in 2016. In 2017, he
was promoted to senior vice president, store operations. Prior to joining CarMax, Mr. Newberry served as store manager and area
manager for Bed, Bath and Beyond from 1994 to 2004.

Mr. Wilson joined CarMax in May 1995 as a buyer-in-training at the Raleigh, North Carolina store, where he was subsequently
promoted to buyer and then senior buyer. Mr. Wilson later served as purchasing manager at two CarMax stores in southern Florida
before being promoted to regional vice president of merchandising. He was promoted to assistant vice president, auction services
and merchandising development in 2008, vice president, auction services and merchandising development in 2013, and then vice
president, merchandising operations in 2016. In 2017, Mr. Wilson was promoted to senior vice president, store strategy and
logistics.
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PART 11

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Our common stock is listed and traded on the New York Stock Exchange under the ticker symbol KMX. We are authorized to
issue up to 350,000,000 shares of common stock and up to 20,000,000 shares of preferred stock. As of February 28, 2018, there
were 179,747,894 shares of CarMax common stock outstanding and we had approximately 3,600 shareholders of record. As of
that date, there were no preferred shares outstanding.

The following table presents the quarterly high and low sales prices per share for our common stock for each quarter during the
last two fiscal years, as reported on the New York Stock Exchange composite tape.

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Fiscal 2018
High $ 66.44 $ 6747 $ 77.64 $ 72.88
Low $ 5429 $ 58.34 § 66.63 $ 59.70
Fiscal 2017
High $ 5599 $ 60.53 $ 60.81 $ 69.11
Low $ 46.09 $ 45.06 $ 4750 $ 57.76

We have not paid any dividends on our common stock and do not plan to pay dividends on our common stock for the foreseeable
future. We anticipate that for the foreseeable future any cash flow generated from our operations will be used to fund our existing
operations, capital expenditures and share repurchase program.

During the fourth quarter of fiscal 2018, we sold no CarMax equity securities that were not registered under the Securities Act.
Issuer Purchases of Equity Securities

The following table provides information relating to the company’s repurchase of common stock during the fourth quarter of fiscal
2018. The table does not include transactions related to employee equity awards or the exercise of employee stock options.

Approximate

Dollar Value

Total Number of Shares that

Total Number Average of Shares Purchased May Yet Be
of Shares Price Paid as Part of Publicly Purchased Under
Period Purchased per Share Announced Programs the Programs

December 1-31, 2017 656,072 $ 66.75 656,072 $ 1,100,824,006
January 1-31, 2018 521,407 $ 69.98 521,407 $ 1,064,334,301
February 1-28, 2018 743,500 $ 63.88 743,500 $ 1,016,837,733

Total 1,920,979 1,920,979

@ On October 22, 2014, we announced that the board had authorized the repurchase of up to $2 billion of our common stock, expiring on

December 31, 2016. OnJune 28, 2016, we announced that the board had further authorized the repurchase of up to an additional $750 million
of our common stock. At the same time, the board removed the expiration date of the outstanding repurchase authorizations. Purchases
may be made in open market or privately negotiated transactions at management s discretion and the timing and amount of repurchases
are determined based on share price, market conditions, legal requirements and other factors. Shares repurchased are deemed authorized
but unissued shares of common stock.
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Performance Graph

The following graph compares the cumulative total shareholder return (stock price appreciation plus dividends, as applicable) on
our common stock for the last five fiscal years with the cumulative total return of the S&P 500 Index and the S&P 500 Retailing
Index. The graph assumes an original investment of $100 in CarMax common stock and in each index on February 28, 2013, and
the reinvestment of all dividends, as applicable.

COMPARISON OF CUMULATIVE FIVE YEAR TOTAL RETURN
$350
$300 e
$250
$200 _ —m=m
$150
$100
§50
$0 \ \ \ \ \
2013 2014 2015 2016 2017 2018
—&— CarMax — B — S&P 500 Index- Total Returns ~ +++** @---e S&P 500 Retailing Index
As of February 28 or 29
2013 2014 2015 2016 2017 2018
CarMax $ 100.00 $§ 126.09 $§ 17472 $ 12044 $ 168.03 § 161.21
S&P 500 Index § 100.00 $§ 12537 $§ 14481 $ 13585 $§ 169.78 § 198.81
S&P 500 Retailing Index $ 10000 § 13434 § 16252 § 17430 $§ 21093 § 296.58
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Item 6. Selected Financial Data.

(Dollars and shares in millions, except per share or per unit data) FY18 FY17 FY16 FY15 FY14
Income statement information

Used vehicle sales $ 14,3924 $ 132707 $ 12,4394 § 11,6745 $ 10,306.3

Wholesale vehicle sales 2,181.2 2,082.5 2,188.3 2,049.1 1,823.4

Net sales and operating revenues 17,120.2 15,875.1 15,149.7 14,268.7 12,574.3

Gross profit 2,328.9 2,183.3 2,018.8 1,887.5 1,648.7

CarMax Auto Finance income 421.2 369.0 392.0 367.3 336.2

Selling, general and administrative expenses 1,617.1 1,488.5 1,351.9 1,257.7 1,155.2

Interest expense 70.7 56.4 36.4 24.5 30.8

Net earnings 664.1 627.0 623.4 597.4 492.6
Share and per share information

Weighted average diluted shares outstanding 184.5 192.2 205.5 218.7 227.6

Diluted net earnings per share $ 360 S 326§ 303§ 273 8 2.16
Balance sheet information

Auto loan receivables, net $ 11,535.7 $ 10,596.1 $ 95369 $ 84355 $§ 7,1478

Total assets 17,486.3 16,279.4 14,459.9 13,177.6 11,688.5

Total current liabilities 1,174.1 1,105.8 1,005.2 997.2 875.5

Total notes payable and other debt:

Non-recourse notes payable 11,622.4 10,720.9 9,507.2 8,451.1 7,229.8
Other 1,496.0 1,448.8 1,129.0 637.5 334.9

Unit sales information

Used vehicle units sold 721,512 671,294 619,936 582,282 526,929

Wholesale vehicle units sold 408,509 391,686 394,437 376,186 342,576
Per unit information

Used vehicle gross profit $ 2,173 $ 2,163  §$ 2,159  § 2,179 % 2,171

Wholesale vehicle gross profit 961 926 984 970 916

SG&A per used unit 2,241 2,217 2,181 2,160 2,192
Percent changes in

Comparable store used vehicle unit sales 2.0% 4.3% 2.4% 4.4% 12.2%

Total used vehicle unit sales 7.5 8.3 6.5 10.5 17.7

Wholesale vehicle unit sales 4.3 0.7) 4.9 9.8 55
CarMax Auto Finance information

CAF total interest margin 5.7% 5.8% 6.1% 6.5% 6.9%
Other information

Used car stores 188 173 158 144 131

Associates 25,110 24,344 22,429 22,064 20,171

@ Represents CAF total interest margin (which reflects the spread between interest and fees charged to consumers and our funding costs) as

a percentage of total average managed receivables.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is provided
as a supplement to, and should be read in conjunction with, our audited consolidated financial statements and the accompanying
notes presented in Item 8. Consolidated Financial Statements and Supplementary Data. Note references are to the notes to
consolidated financial statements included in Item 8. Certain prior year amounts have been reclassified to conform to the current
year’s presentation. All references to net earnings per share are to diluted net earnings per share. Amounts and percentages may
not total due to rounding.

OVERVIEW
See Part I, Item 1 for a detailed description and discussion of the company’s business.

CarMax is the nation’s largest retailer of used vehicles. We operate in two reportable segments: CarMax Sales Operations and
CarMax Auto Finance (“CAF”). Our CarMax Sales Operations segment consists of all aspects of our auto merchandising and
service operations, excluding financing provided by CAF. Our CAF segment consists solely of our own finance operation that
provides financing to customers buying retail vehicles from CarMax.

CarMax Sales Operations

Our sales operations segment consists of retail sales of used vehicles and related products and services, such as wholesale vehicle
sales; the sale of extended protection plan (“EPP”) products, which include extended service plans (“ESPs”) and guaranteed asset
protection (“GAP”); and vehicle repair service. We offer low, no-haggle prices; a broad selection of CarMax Quality Certified
used vehicles; value-added EPP products; and superior customer service. Our website and related mobile apps are tools for
communicating the CarMax consumer offer in detail; sophisticated search engines for finding the right vehicle; and sales channels
for customers who prefer to conduct part of the shopping and sales process online.

Our customers finance the majority of the retail vehicles purchased from us, and availability of on-the-spot financing is a critical
component of the sales process. We provide financing to qualified retail customers through CAF and our arrangements with
industry-leading third-party finance providers. All of the finance offers, whether by CAF or our third-party providers, are backed
by a 3-day payoff option.

As of February 28, 2018, we operated 188 used car stores in 91 U.S. television markets. As of that date, we also conducted
wholesale auctions at 73 used car stores and we operated 2 new car franchises.

CarMax Auto Finance

In addition to third-party finance providers, we provide vehicle financing through CAF, which offers financing solely to customers
buying retail vehicles from CarMax. CAF allows us to manage our reliance on third-party finance providers and to leverage
knowledge of our business to provide qualifying customers a competitive financing option. As a result, we believe CAF enables
us to capture additional profits, cash flows and sales. CAF income primarily reflects the interest and fee income generated by the
auto loan receivables less the interest expense associated with the debt issued to fund these receivables, a provision for estimated
loan losses and direct expenses. CAF income does not include any allocation of indirect costs. After the effect of 3-day payoffs
and vehicle returns, CAF financed 43.1% of our retail used vehicle unit sales in fiscal 2018. As of February 28,2018, CAF serviced
approximately 895,000 customer accounts in its $11.62 billion portfolio of managed receivables.

Management regularly analyzes CAF’s operating results by assessing the competitiveness of our consumer offer, profitability, the
performance of the auto loan receivables, including trends in credit losses and delinquencies, and CAF direct expenses.

Revenues and Profitability

During fiscal 2018, net sales and operating revenues increased 7.8% and net earnings increased 5.9%. The 10.4% increase in
earnings per share reflected the increase in net earnings and the effect of our ongoing share repurchase program. Net earnings
was impacted by the Tax Cuts and Jobs Act of 2017 (“2017 Tax Act”).

Our primary source of revenue and net earnings is the retail sale of used vehicles. During fiscal 2018, we sold 721,512 used cars,
representing 84.1% of our net sales and operating revenues and 67.3% of our gross profit. Used vehicle revenues grew 8.5% and
used vehicle gross profits improved 8.0%, primarily due to a 7.5% increase in total used unit sales, which included a 2.0% increase
in comparable store used units.

Wholesale sales are also a significant contributor to our revenues and net earnings. During fiscal 2018, we sold 408,509 wholesale
vehicles, representing 12.7% of our net sales and operating revenues and 16.9% of our gross profit. Wholesale vehicle revenues
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grew 4.7% and wholesale vehicle gross profits improved 8.2% due to the combination of a 4.3% increase in unit sales and a 3.8%
increase in wholesale vehicle gross profit per unit.

During fiscal 2018, other sales and revenues, which include revenue earned on the sale of EPP products, net third-party finance
fees, and service department and new car sales, represented 3.2% of our net sales and operating revenues and 15.8% of our gross
profit. Other sales and revenues increased 4.7% primarily reflecting improvements in EPP revenues, partially offset by a decline
in net third-party finance fees. Other gross profit remained consistent with the prior year, as decreases in service profits and net
third-party finance fees were largely offset by the increase in EPP revenues.

Income from our CAF segment totaled $421.2 million in fiscal 2018, up 14.1% compared with fiscal 2017. The increase in CAF
income was primarily due to an increase in average managed receivables and a decline in the provision for loan losses, partially
offset by a lower total interest margin percentage.

During fiscal 2018, selling, general and administrative (“SG&A”) expenses increased 8.6% to $1.62 billion, primarily reflecting
the 9% increase in our store base since the beginning of fiscal 2018, as well as an increase in the accrual for corporate incentive
pay and spending on strategic initiatives, partially offset by a decrease in share-based compensation.

The effective income tax rate was 37.6% in fiscal 2018 compared with 37.7% in fiscal 2017. The current year’s effective tax rate
was affected by an $11.9 million increase in tax expense as a result of the enactment of the 2017 Tax Act, including:

»  The $32.7 million increase in tax expense associated with the revaluation of our net deferred tax asset, which increased
our effective tax rate by 3.1 percentage points.

*  The $20.8 million decrease in tax expense primarily resulting from the reduction in the federal statutory tax rate, effective
January 1, 2018, which reduced our effective tax rate by 2.0 percentage points.

Liquidity

Our primary ongoing sources of liquidity include funds provided by operations, proceeds from non-recourse funding vehicles, and
borrowings under our revolving credit facility or through other financing sources. During fiscal 2018, net cash used in operations
totaled $80.6 million. This amount, combined with $902.2 million of net issuances of non-recourse notes payable, resulted in
$821.6 million of adjusted net cash provided by operating activities, anon-GAAP measure. This liquidity, together with borrowing
under our revolving credit facility, was primarily used to fund the 8.9 million common shares repurchased under our share repurchase
program and our store growth.

When considering cash provided by operating activities, management does not include increases in auto loan receivables that have
been funded with non-recourse notes payable, which are separately reflected as cash provided by financing activities. For a
reconciliation of adjusted net cash provided by operating activities to net cash used in operating activities, the most directly
comparable GAAP financial measure, see “Reconciliation of Adjusted Net Cash from Operating Activities” included in
“FINANCIAL CONDITION — Liquidity and Capital Resources.”

Future Outlook

Our long-term strategy is to complete the rollout of our retail concept and to increase our share of used vehicle unit sales in each
of the markets in which we operate. We believe that, over the long term, used vehicle unit sales are the primary driver for earnings
growth. We also believe that increased used vehicle unit sales will drive increased sales of wholesale vehicles and ancillary products
and, over time, increased CAF income.

As of February 28, 2018, we had used car stores located in 91 television markets, which covered approximately 73% of the U.S.
population. Completing our rollout requires a disciplined approach to opening stores in new markets and expanding our presence
in existing markets. The format and operating models utilized in stores are continuously evaluated and may change or evolve over
time based upon market and consumer expectations. We opened 15 stores in fiscal 2018 and plan to open 15 stores in fiscal 2019
and between 13 and 16 stores in fiscal 2020. For a detailed list of stores we plan to open in fiscal 2019, see the table included in
“PLANNED FUTURE ACTIVITIES.”

In calendar 2017, we estimate we sold approximately 4.6% of the age 0- to 10-year old vehicles sold in the television markets
in which we operate. Our strategy to increase our share of each of these markets includes focusing on:

»  Delivering an unrivaled customer experience both in stores and online.

»  Connecting the digital and physical customer experiences to enhance the car buying and selling process.
*  Hiring and developing an engaged and skilled workforce.

» Improving efficiency to drive out waste.
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* Leveraging data and advanced analytics to continuously improve our processes and systems.

We are investing in various strategic initiatives to increase innovation, specifically with regards to customer facing and customer
enabling technologies. We have implemented new enterprise-wide customer relationship management and mobile appraisal
technologies. We also continue to invest in search engine optimization and enhance our online financing and online appraisal
processes. Our use of data is a core component of these initiatives and continues to be a strategic asset for us as we leverage data
in new ways to enhance customer experience and increase operational efficiencies.

While we execute our long-term strategy, there are trends and factors that could impact our strategic approach or our results in the
short and medium term. A significant portion of our used vehicle inventory is sourced from local, regional and online wholesale
auto auctions. Wholesale vehicle prices are influenced by a variety of factors, including the supply of vehicles available at auction
relative to dealer demand. Industry sources predict that there will be a continued influx in off-lease vehicles in coming years,
which has and could continue to increase the volume of late-model vehicles available at auction relative to dealer demand. While
conditions in any one quarter may vary, this has and could continue to reduce wholesale auction prices and our vehicle acquisition
costs. It could also impact CAF recovery rates.

The federal statutory tax rate associated with the 2017 Tax Act, which was enacted in our fourth quarter, is expected to result in
future benefits to our financial results and cash flows. While the exact amount of those future benefits has not yet been determined,
we currently intend to use those benefits to invest in our associates and business, including our digital and technology capabilities.
We expect that, after these investments, 70% to 85% of the benefit from the lower tax rate will impact our net earnings. While in
any individual period conditions may vary, over the long term we would expect to begin leveraging our SG&A expenses when
comparable store used unit sales growth is in the mid-single digit range. In the near term, while we are investing more heavily in
strategic initiatives, we believe the SG&A leverage point is likely at the higher end of this range.

For additional information about risks and uncertainties facing our Company, see “Risk Factors,” included in Part I, Item 1A of
this Form 10-K.

CRITICAL ACCOUNTING POLICIES

Our results of operations and financial condition as reflected in the consolidated financial statements have been prepared in
accordance with U.S. generally accepted accounting principles. Preparation of financial statements requires management to make
estimates and assumptions affecting the reported amounts of assets, liabilities, revenues, expenses and the disclosures of contingent
assets and liabilities. We use our historical experience and other relevant factors when developing our estimates and
assumptions. We regularly evaluate these estimates and assumptions. Note 2 includes a discussion of significant accounting
policies. Theaccounting policies discussed below are the ones we consider critical to an understanding of our consolidated financial
statements because their application places the most significant demands on our judgment. Our financial results might have been
different if different assumptions had been used or other conditions had prevailed.

Financing and Securitization Transactions

We maintain a revolving funding program composed of three warehouse facilities (“warehouse facilities”) that we use to fund auto
loan receivables originated by CAF. We typically elect to fund these receivables through an asset-backed term funding transaction,
such as a term securitization or alternative funding arrangement, at a later date. We recognize transfers of auto loan receivables
into the warehouse facilities and asset-backed term funding transactions, including term securitizations (together, “non-recourse
funding vehicles™), as secured borrowings, which result in recording the auto loan receivables and the related non-recourse notes
payable on our consolidated balance sheets. CAF income included in the consolidated statements of earnings primarily reflects
the interest and fee income generated by the auto loan receivables less the interest expense associated with the debt issued to fund
these receivables, a provision for estimated loan losses and direct CAF expenses.

See Notes 2(F), 2(H) and 4 for additional information on securitizations and auto loan receivables.

Allowance for Loan Losses

The allowance for loan losses represents an estimate of the amount of net losses inherent in our portfolio of managed receivables
as of the applicable reporting date. Such lo