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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the Quarterly Period Ended August 31, 2011

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

Commission File Number: 1-31420

CARMAX, INC.
(Exact name of registrant as specified in its charter)
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VIRGINIA 54-1821055
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

12800 TUCKAHOE CREEK PARKWAY, RICHMOND, VIRGINIA 23238
(Address of principal executive offices) (Zip Code)

(804) 747-0422

(Registrant�s telephone number, including area code)

N/A

(Former name, former address and former fiscal year, if changed since last report)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definition of �large accelerated filer�, �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer ¨ Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).    Yes  ¨    No  x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Class Outstanding as of September 30, 2011
Common Stock, par value $0.50 226,430,022

A Table of Contents is included on Page 2 and a separate Exhibit Index is included on Page 39.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

CARMAX, INC. AND SUBSIDIARIES

Consolidated Statements of Earnings

(Unaudited)

Three Months Ended August 31 Six Months Ended August 31
(In thousands except per share data) 2011 % (1) 2010 % (1) 2011 % (1) 2010 % (1)

SALES AND OPERATING
REVENUES:
Used vehicle sales $ 2,014,983 77.9 $ 1,889,598 80.7 $ 4,086,523 77.6 $ 3,721,664 80.8
New vehicle sales 46,853 1.8 51,057 2.2 108,739 2.1 101,955 2.2
Wholesale vehicle sales 457,870 17.7 329,889 14.1 935,664 17.8 646,378 14.0
Other sales and revenues 68,113 2.6 71,336 3.0 136,310 2.6 133,795 2.9

NET SALES AND OPERATING
REVENUES 2,587,819 100.0 2,341,880 100.0 5,267,236 100.0 4,603,792 100.0
Cost of sales 2,233,544 86.3 1,992,762 85.1 4,529,866 86.0 3,921,126 85.2

GROSS PROFIT 354,275 13.7 349,118 14.9 737,370 14.0 682,666 14.8
CARMAX AUTO FINANCE INCOME 63,826 2.5 52,604 2.2 133,487 2.5 110,099 2.4
Selling, general and administrative
expenses 236,435 9.1 225,236 9.6 484,640 9.2 451,928 9.8
Interest expense 787 �  1,413 0.1 1,578 �  1,485 �  
Interest income 110 �  102 �  213 �  182 �  

Earnings before income taxes 180,989 7.0 175,175 7.5 384,852 7.3 339,534 7.4
Income tax provision 69,094 2.7 67,290 2.9 146,669 2.8 130,530 2.8

NET EARNINGS $ 111,895 4.3 $ 107,885 4.6 $ 238,183 4.5 $ 209,004 4.5

WEIGHTED AVERAGE COMMON
SHARES:
Basic 226,300 222,857 225,935 222,539
Diluted 230,681 226,132 230,479 226,155
NET EARNINGS PER SHARE:
Basic $ 0.49 $ 0.48 $ 1.05 $ 0.93
Diluted $ 0.49 $ 0.48 $ 1.03 $ 0.92

(1) Percents are calculated as a percentage of net sales and operating revenues and may not equal totals due to rounding.
See accompanying notes to consolidated financial statements.
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CARMAX, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(Unaudited)
(In thousands except share data) August 31, 2011 February 28, 2011
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 181,913 $ 41,121
Restricted cash from collections on auto loan receivables 154,944 161,052
Accounts receivable, net 64,849 119,597
Inventory 1,061,309 1,049,477
Deferred income taxes 11,042 5,191
Other current assets 21,762 33,660

TOTAL CURRENT ASSETS 1,495,819 1,410,098
Auto loan receivables, net 4,699,074 4,320,575
Property and equipment, net 976,901 920,045
Deferred income taxes 88,451 92,278
Other assets 98,730 96,913

TOTAL ASSETS $ 7,358,975 $ 6,839,909

LIABILITIES AND SHAREHOLDERS� EQUITY
CURRENT LIABILITIES:
Accounts payable $ 243,473 $ 269,763
Accrued expenses and other current liabilities 107,653 103,389
Accrued income taxes 7,451 772
Short-term debt 1,333 1,002
Current portion of long-term debt 815 772
Current portion of non-recourse notes payable 129,565 132,519

TOTAL CURRENT LIABILITIES 490,290 508,217
Long-term debt, excluding current portion 27,931 28,350
Non-recourse notes payable, excluding current portion 4,169,037 3,881,142
Other liabilities 119,495 130,570

TOTAL LIABILITIES 4,806,753 4,548,279

Commitments and contingent liabilities
SHAREHOLDERS� EQUITY:
Common stock, $0.50 par value; 350,000,000 shares authorized;
226,426,007 and 225,885,693 shares issued and outstanding as of
August 31, 2011 and February 28, 2011, respectively 113,213 112,943
Capital in excess of par value 851,137 820,639
Accumulated other comprehensive loss (33,416) (25,057) 
Retained earnings 1,621,288 1,383,105

TOTAL SHAREHOLDERS� EQUITY 2,552,222 2,291,630

TOTAL LIABILITIES AND SHAREHOLDERS� EQUITY $ 7,358,975 $ 6,839,909

See accompanying notes to consolidated financial statements.
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CARMAX, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(Unaudited)

Six Months Ended August 31
(In thousands) 2011 2010
OPERATING ACTIVITIES:
Net earnings $ 238,183 $ 209,004
Adjustments to reconcile net earnings to net cash used in operating activities:
Depreciation and amortization 31,004 29,048
Share-based compensation expense 26,303 21,957
Provision for loan losses 9,783 9,883
Loss on disposition of assets 1,195 316
Deferred income tax provision 4,408 10,304
Net decrease (increase) in:
Accounts receivable, net 54,748 13,077
Retained interest in securitized receivables �  43,746
Inventory (11,832) (86,037) 
Other current assets 11,648 (4,702) 
Auto loan receivables, net (388,282) (228,878) 
Other assets (1,797) (4,688) 
Net (decrease) increase in:
Accounts payable, accrued expenses and other current liabilities and accrued income taxes (42,095) (26,102) 
Other liabilities (14,907) 3,606

NET CASH USED IN OPERATING ACTIVITIES (81,641) (9,466) 

INVESTING ACTIVITIES:
Capital expenditures (80,225) (15,232) 
Decrease (increase) in restricted cash from collections on auto loan receivables 6,108 (3,966) 
Increase in restricted cash in reserve accounts (4,562) (8,680) 
Release of restricted cash from reserve accounts 6,997 7,028
(Purchases) sales of money market securities, net (291) 1
Purchases of investments available-for-sale (2,164) �  

NET CASH USED IN INVESTING ACTIVITIES (74,137) (20,849) 

FINANCING ACTIVITIES:
Increase (decrease) in short-term debt, net 331 (318) 
Issuances of long-term debt �  243,300
Payments on long-term debt (376) (365,299) 
Issuances of non-recourse notes payable 1,869,000 1,873,000
Payments on non-recourse notes payable (1,584,059) (1,692,413) 
Equity issuances, net 4,362 6,387
Excess tax benefits from share-based payment arrangements 7,312 2,543

NET CASH PROVIDED BY FINANCING ACTIVITIES 296,570 67,200

Increase in cash and cash equivalents 140,792 36,885
Cash and cash equivalents at beginning of year 41,121 18,278

CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 181,913 $ 55,163
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CARMAX, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements

(Unaudited)

1. Background
CarMax, Inc. (�we�, �our�, �us�, �CarMax� and �the company�), including its wholly owned subsidiaries, is the largest retailer of used vehicles in the
United States. We were the first used vehicle retailer to offer a large selection of high quality used vehicles at competitively low, no-haggle
prices using a customer-friendly sales process in an attractive, modern sales facility. At select locations we also sell new vehicles under various
franchise agreements. We provide customers with a full range of related products and services, including the financing of vehicle purchases
through our own finance operation, CarMax Auto Finance (�CAF�), and third-party financing providers; the sale of extended service plans (�ESP�),
a guaranteed asset protection (�GAP�) product and accessories; the appraisal and purchase of vehicles directly from consumers; and vehicle repair
service. Vehicles purchased through the appraisal process that do not meet our retail standards are sold to licensed dealers through on-site
wholesale auctions.

2. Accounting Policies
Basis of Presentation and Use of Estimates. The accompanying interim unaudited consolidated financial statements include the accounts of
CarMax and our wholly owned subsidiaries. All significant intercompany balances and transactions have been eliminated in consolidation.
These consolidated financial statements have been prepared in conformity with U.S. generally accepted accounting principles (�GAAP�) for
interim financial information. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for complete
financial statements. In the opinion of management, such interim consolidated financial statements reflect all normal recurring adjustments
considered necessary to present fairly the financial position and the results of operations and cash flows for the interim periods presented. The
results of operations for the interim periods are not necessarily indicative of the results to be expected for the full fiscal year. These consolidated
financial statements should be read in conjunction with the audited consolidated financial statements and footnotes included in our Annual
Report on Form 10-K for the fiscal year ended February 28, 2011.

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses and the disclosure of contingent assets and liabilities. Actual results could differ
from those estimates. Certain prior year amounts have been reclassified to conform to the current year�s presentation. Amounts and percentages
may not total due to rounding.

Cash and Cash Equivalents. Cash equivalents of $172.0 million as of August 31, 2011, and $23.9 million as of February 28, 2011, consisted of
highly liquid investments with original maturities of three months or less.

Restricted Cash from Collections on Auto Loan Receivables. Cash accounts totaling $154.9 million as of August 31, 2011, and $161.1
million as of February 28, 2011, consisted of collections of principal and interest payments on securitized auto loan receivables that are
restricted for payment to the securitization investors pursuant to the applicable securitization agreements.

Securitizations. As of March 1, 2010, we adopted Financial Accounting Standards Board (�FASB�) Accounting Standards Update (�ASU�) Nos.
2009-16 and 2009-17 (formerly Statements of Financial Accounting Standards Nos. 166 and 167, respectively) with prospective application.
ASU No. 2009-16 amended FASB Accounting Standards Codification (�ASC�) Topic 860, �Transfers and Servicing,� and ASU No. 2009-17
amended FASB ASC Topic 810, �Consolidation.� ASU No. 2009-16 removed the concept of a qualifying special-purpose entity (�QSPE�) from
Topic 860 and removed the provision within Topic 810 exempting these entities from consolidation. These pronouncements also clarified the
requirements for isolation and the limitations on the portions of financial assets that are eligible for sale accounting treatment.

Effective March 1, 2010, we recognize transfers of auto loan receivables into term securitizations as secured borrowings, which results in
recording the auto loan receivables and the related non-recourse notes payable to the investors on our consolidated balance sheets. All transfers
of receivables into our warehouse facilities on or after March 1, 2010, are also accounted for as secured borrowings. As of March 1, 2010, we
amended our warehouse facility agreement in effect as of that date. As a result, auto loan receivables previously securitized through that
warehouse facility no longer qualify for sale treatment because, under the amendment, CarMax now has effective control over the receivables.
The receivables that were funded in the warehouse facility at that date were consolidated, at their fair value, along with the related non-recourse
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Beginning in fiscal 2011, CAF income no longer includes a gain on the sale of loans through securitization transactions, but instead primarily
reflects the interest and fee income generated by the auto loan receivables less the interest expense associated with the non-recourse notes
payable issued to fund these receivables, direct CAF expenses and a provision for estimated loan losses. See Notes 3 and 5 for additional
information on securitizations.

Auto Loan Receivables, Net. Auto loan receivables include amounts due from customers primarily related to used retail vehicle sales financed
through CAF and are presented net of an allowance for estimated 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 and anticipated to occur during the following 12
months. The allowance is primarily based on the credit quality of the underlying receivables, historical loss trends and forecasted forward loss
curves. We also take into account recent trends in delinquencies and losses, recovery rates and the economic environment. The provision for
loan losses is the periodic expense of maintaining an adequate allowance.

An account is considered delinquent when the related customer fails to make a substantial portion of a scheduled payment on or before the due
date. In general, accounts are charged-off on the last business day of the month during which the earliest of the following occurs: the receivable
is 120 days or more delinquent as of the last business day of the month, the related vehicle is repossessed and liquidated or the receivable is
otherwise deemed uncollectible. For purposes of determining impairment, auto loans are evaluated collectively, as they represent a large group
of smaller-balance homogeneous loans, and therefore, are not individually evaluated for impairment. See Note 4 for additional information on
auto loan receivables.

Interest income and expenses related to auto loans are included in CAF income. Interest income on auto loan receivables is recognized when
earned based on contractual loan terms. All loans continue to accrue interest until repayment or charge-off. Direct costs associated with loan
originations are not considered material. See Note 3 for a summary of CAF income.

Derivative Instruments and Hedging Activities. We enter into derivative instruments to manage exposures that arise from business activities
that result in the future known receipt or payment of uncertain cash amounts, the values of which are impacted by interest rates. We recognize
the derivatives at fair value as either current assets or current liabilities on the consolidated balance sheets. Where applicable, such contracts
covered by master netting agreements are reported net. Gross positive fair values are netted with gross negative fair values by counterparty. The
accounting for changes in the fair value of derivatives depends on the intended use of the derivative, whether we have elected to designate a
derivative in a hedging relationship and apply hedge accounting, and whether the hedging relationship has satisfied the criteria necessary to
apply hedge accounting. We may enter into derivative contracts that are intended to economically hedge certain risks, even though hedge
accounting may not apply or we do not elect to apply hedge accounting. See Note 6 for additional information on derivative instruments and
hedging activities.

Other Assets. Other assets includes amounts classified as restricted cash on deposit in reserve accounts and restricted investments. The
restricted cash on deposit in reserve accounts is for the benefit of the securitization investors. In the event that the cash generated by the
securitized receivables in a given period was insufficient to pay the interest, principal and other required payments, the balances on deposit in the
reserve accounts would be used to pay those amounts. These funds are restricted for the benefit of holders of non-recourse notes payable and are
not expected to be available to the company or its creditors. Restricted cash on deposit in reserve accounts was $42.6 million as of August 31,
2011, and $45.0 million as of February 28, 2011. See Note 5 for additional information on securitizations.

Restricted investments includes money market securities primarily associated with certain insurance programs and mutual funds held in a rabbi
trust established in May 2011 to fund informally our executive deferred compensation plan. Restricted investments was $30.6 million as of
August 31, 2011, and $26.7 million as of February 28, 2011.

Recent Accounting Pronouncements. In April 2011, the FASB issued an accounting pronouncement related to transfers and servicing (FASB
ASC Topic 860), which removes the assessment of effective control criterion requiring the transferor to have the ability to repurchase or redeem
the financial assets on substantially the agreed terms, even in the event of default by the transferee. The guidance in this pronouncement is
effective prospectively for transactions, or modifications of existing transactions, that occur on or after the first interim or annual period
beginning on or after December 15, 2011. If applicable, we will adopt this pronouncement for our fiscal year beginning March 1, 2012.

In May 2011, the FASB issued an accounting pronouncement related to fair value measurement (FASB ASC Topic 820), which amends current
guidance to achieve common fair value measurement and disclosure requirements in U.S. GAAP and International Financial Reporting
Standards. The amendments generally represent clarification of FASB ASC Topic 820, but also include instances where a particular principle or
requirement for measuring fair value or disclosing
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information about fair value measurements has changed. This pronouncement is effective for fiscal years, and interim periods within those years,
beginning after December 15, 2011. We will adopt this pronouncement for our fiscal year beginning March 1, 2012. We do not expect this
pronouncement to have a material effect on our consolidated financial statements.

In June 2011, the FASB issued an accounting pronouncement that provides new guidance on the presentation of comprehensive income (FASB
ASC Topic 220) in financial statements. Entities are required to present total comprehensive income either in a single, continuous statement of
comprehensive income or in two separate, but consecutive, statements. Under the single-statement approach, entities must include the
components of net income, a total for net income, the components of other comprehensive income and a total for comprehensive income. Under
the two-statement approach, entities must report an income statement and, immediately following, a statement of other comprehensive income.
Under either method, entities must display adjustments for items reclassified from other comprehensive income to net income in both net income
and other comprehensive income. The provisions for this pronouncement are effective for fiscal years, and interim periods within those years,
beginning after December 15, 2011, with early adoption permitted. We will adopt this pronouncement for our fiscal year beginning March 1,
2012.

In September 2011, the FASB issued an accounting pronouncement related to intangibles � goodwill and other (FASB ASC Topic 350), which
allows for companies to first consider qualitative factors as a basis for assessing impairment and determining the necessity of a detailed
impairment test. The provisions for this pronouncement are effective for fiscal years beginning after December 15, 2011, with early adoption
permitted. We will adopt this pronouncement for our fiscal year beginning March 1, 2012. We do not expect this pronouncement to have a
material effect on our consolidated financial statements.

3. CarMax Auto Finance Income

Three Months Ended Aug 31 Six Months Ended Aug 31
(In millions) 2011 % (1) 2010 % (1) 2011 % (1) 2010 % (1)

Interest margin:
Interest and fee income $ 111.8 9.7 $ 107.5 10.2 $ 219.7 9.8 $ 207.3 10.0
Interest expense (26.2) (2.3) (35.3) (3.4) (54.7) (2.4) (70.4) (3.4) 

Total interest margin 85.6 7.5 72.2 6.9 165.0 7.3 136.9 6.6
Provision for loan losses (10.8) (0.9) (9.0) (0.9) (9.8) (0.4) (9.9) (0.5) 

Total interest margin after provision for loan losses 74.8 6.5 63.2 6.0 155.2 6.9 127.0 6.1

Other income (loss):
Servicing fee income �  �  �  �  �  �  0.9 �  
Interest income on retained interest in securitized
receivables �  �  �  �  �  �  1.6 0.1
Other gain (loss) 0.4 �  (0.1) �  1.1 �  2.5 0.1

Total other income (loss) 0.4 �  (0.1) �  1.1 �  5.0 0.2

Direct expenses:

Payroll and fringe benefit expense (5.1) (0.4) (5.0) (0.5) (10.4) (0.5) (10.3) (0.5) 
Other direct expenses (6.3) (0.5) (5.5) (0.5) (12.4) (0.6) (11.6) (0.6) 

Total direct expenses (11.4) (1.0) (10.5) (1.0) (22.8) (1.0) (21.9) (1.1) 

CarMax Auto Finance income $ 63.8 5.6 $ 52.6 5.0 $ 133.5 5.9 $ 110.1 5.3

Total average managed receivables, principal only $ 4,596.6 $ 4,205.4 $ 4,492.2 $ 4,164.2
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(1) Annualized percent of total average managed receivables, principal only.
CAF provides financing for qualified customers at competitive market rates of interest. We securitize substantially all of the loans originated by
CAF as discussed in Note 5. CAF income primarily reflects the interest and fee income generated by the auto loan receivables less the interest
expense associated with the non-recourse notes payable issued to fund these receivables, a provision for estimated loan losses and direct CAF
expenses.

CAF income does not include any allocation of indirect costs or income. We present this information on a direct basis to avoid making arbitrary
decisions regarding the indirect benefits or costs that could be attributed to CAF. Examples of indirect costs not included are retail store
expenses and corporate expenses such as human resources, administrative services, marketing, information systems, accounting, legal, treasury
and executive payroll.
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4. Auto Loan Receivables
Auto loan receivables include amounts due from customers primarily related to used retail vehicle sales financed through CAF and are presented
net of an allowance for estimated loan losses. We use warehouse facilities to fund auto loan receivables originated by CAF until they are funded
through a term securitization or alternative funding arrangement. See Note 5 for additional information on securitizations.

AUTO LOAN RECEIVABLES, NET

As of August 31 As of February 28
(In millions) 2011 2010 2011 2010
Warehouse facilities (1) $ 1,559.0 $ 718.0 $ 943.0 $ 331.0
Term securitizations (1) 2,865.0 3,404.1 3,193.1 3,615.6
Other receivables (2) 283.7 156.7 198.5 166.1

Total ending managed receivables 4,707.7 4,278.8 4,334.6 $ 4,112.7

Accrued interest and fees 24.7 23.6 20.9
Other 2.9 6.8 4.0
Less allowance for loan losses (36.2) (46.6) (38.9) 

Auto loan receivables, net $ 4,699.1 $ 4,262.6 $ 4,320.6

(1) Amounts were off-balance sheet prior to March 1, 2010.
(2) Other receivables includes receivables not funded through the warehouse facilities or term securitizations.
Credit Quality. When customers apply for financing, CAF uses proprietary scoring models that rely on the customers� prior credit history and
certain application information to evaluate and rank their risk. Prior credit history is obtained from credit bureau reporting agencies and includes
information such as number, age, type of and payment history for prior or existing credit accounts. The application information that is used
includes income, collateral value and down payment. Our scoring models yield credit grades that represent the relative likelihood of repayment.
Customers assigned a grade of �A� are determined to have the highest probability of repayment, and customers assigned a lower grade are
determined to have a lower probability of repayment. For loans that are approved, the credit grade influences the terms of the agreement, such as
the required loan-to-value ratio and interest rate.

CAF uses a combination of the initial credit grades and historical performance to monitor the credit quality of the auto loan receivables on an
ongoing basis. We validate the accuracy of the scoring models periodically. Loan performance is reviewed on a recurring basis to identify
whether the assigned grades adequately reflect the customers� likelihood of repayment.

ENDING MANAGED RECEIVABLES BY MAJOR CREDIT GRADE

As of August 31 As of February 28
(In millions) 2011 (1) % (2) 2011 (1) % (2)

A $ 2,385.9 50.7 $ 2,234.1 51.5
B 1,838.3 39.0 1,668.0 38.5
C and other 483.5 10.3 432.5 10.0

Total ending managed receivables $ 4,707.7 100.0 $ 4,334.6 100.0

(1) Classified based on credit grade assigned when customers were initially approved for financing.
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(2) Percent of total ending managed receivables.
ALLOWANCE FOR LOAN LOSSES

Six Months Ended
August 31

(In millions) 2011 % (1)

Balance as of beginning of period $ 38.9 0.9
Charge-offs (42.5) 
Recoveries 30.0
Provision for loan losses 9.8

Balance as of end of period $ 36.2 0.8

(1) Percent of total ending managed receivables as of the corresponding reporting date.
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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 and anticipated to occur during the following 12 months. The allowance is primarily based on the credit quality of the
underlying receivables, historical loss trends and forecasted forward loss curves. We also take into account recent trends in delinquencies and
losses, recovery rates and the economic environment. The provision for loan losses is the periodic expense of maintaining an adequate
allowance.

PAST DUE RECEIVABLES

As of August 31 As of February 28
(In millions) 2011 % (1) 2011 % (1)

Total ending managed receivables $ 4,707.7 100.0 $ 4,334.6 100.0

Delinquent loans:
31-60 days past due $ 95.4 2.0 $ 86.6 2.0
61-90 days past due 27.5 0.6 24.2 0.6
Greater than 90 days past due 10.7 0.2 10.5 0.2

Total past due $ 133.6 2.8 $ 121.3 2.8

(1) Percent of total ending managed receivables.

5. Securitizations
Securitization Financing. We maintain a revolving securitization program composed of two warehouse facilities (�warehouse facilities�) that we
use to fund auto loan receivables originated by CAF until they are funded through a term securitization or alternative funding arrangement. We
sell the auto loan receivables to a wholly owned, bankruptcy-remote, special purpose entity that transfers an undivided percentage ownership
interest in the receivables, but not the receivables themselves, to entities formed by third-party investors (�bank conduits�). The bank conduits
generally issue asset-backed commercial paper supported by the transferred receivables, and the proceeds from the sale of the commercial paper
are used to finance the securitized receivables.

The bank conduits may be considered variable interest entities, but are not consolidated because our interest does not constitute a variable
interest in the entities. We hold a variable interest in specified assets transferred to the entities rather than interests in the entities themselves.

We typically use term securitizations to provide long-term funding for the auto loan receivables initially securitized through the warehouse
facilities. In these transactions, a pool of auto loan receivables is sold to a bankruptcy-remote, special purpose entity that, in turn, transfers the
receivables to a special purpose securitization trust. The securitization trust issues asset-backed securities, secured or otherwise supported by the
transferred receivables, and the proceeds from the sale of the asset-backed securities are used to finance the securitized receivables. Depending
on the transaction structure and market conditions, refinancing receivables in a term securitization could affect our results of operations.

The warehouse facilities and the term securitizations are governed by various legal documents that limit and specify the activities of the special
purpose entities and term securitization trusts (collectively, �securitization vehicles�) used to facilitate the securitizations. The securitization
vehicles are generally allowed to acquire the receivables being sold to them, issue asset-backed securities to investors to fund the acquisition of
the receivables and enter into derivatives or other yield maintenance contracts to hedge or mitigate certain risks related to the pool of receivables
or asset-backed securities. Additionally, the securitization vehicles are required to service the receivables they hold and the securities they have
issued. These servicing functions are performed by CarMax, as appointed within the underlying legal documents. Servicing functions include,
but are not limited to, collecting payments from borrowers, monitoring delinquencies, liquidating assets, investing funds until distribution,
remitting payments to the trustee who in turn remits payments to the investors, and accounting for and reporting information to investors.

The securitized receivables can only be used as collateral to settle obligations of the securitization vehicles. The securitization vehicles and
investors have no recourse to our assets beyond the securitized receivables, the amounts on deposit in reserve accounts and the restricted cash
from collections on auto loan receivables.
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On June 17, 2011, CarMax Auto Funding LLC (a subsidiary of CarMax, Inc.) filed a registration statement with the Securities and Exchange
Commission to address the inadvertent offer and sale of asset-backed notes by CarMax Auto Owner Trust 2011-1 in March 2011 under an
expired registration statement. As a result, on August 1, 2011, CarMax Auto Funding LLC offered to rescind purchases of the asset-backed notes
sold. The rescission offer period expired on August 31, 2011, and none of the initial note purchasers opted to accept our offer. Accordingly,
CarMax Auto Funding LLC did not repurchase any of the asset-backed notes.
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Except as described above, we have not provided financial or other support to the securitization vehicles or investors that was not previously
contractually required, and there are no additional arrangements, guarantees or other commitments that could require us to provide financial
support to the securitization vehicles.

Financial Covenants and Performance Triggers. The securitization agreements related to the warehouse facilities include various financial
covenants and performance triggers. The financial covenants include a maximum net leverage ratio and a minimum interest and rent coverage
ratio. Performance triggers require that the pools of securitized receivables in the warehouse facilities achieve specified thresholds related to loss
and delinquency rates. If these financial covenants and/or thresholds are not met, we could be unable to continue to securitize receivables
through the warehouse facilities. In addition, the warehouse facility investors could charge us a higher rate of interest and could have us replaced
as servicer. Further, we could be required to deposit collections on the securitized receivables with the warehouse facility agents on a daily basis
and deliver executed lockbox agreements to the warehouse facility agents. As of August 31, 2011, we were in compliance with the financial
covenants and the securitized receivables were in compliance with the performance triggers.

Continuing Involvement with Securitized Receivables. We continue to manage the auto loan receivables that we securitize. We receive
servicing fees of approximately 1% of the outstanding principal balance of the securitized receivables. We believe that the servicing fees
specified in the securitization agreements adequately compensate us for servicing the securitized receivables. No servicing asset or liability has
been recorded.

Transition. Effective March 1, 2010, all transfers of auto loan receivables related to the warehouse facilities are accounted for as secured
borrowings. These transfers represent only a portion of the auto loan receivables and this portion does not meet the definition of a participating
interest because our interest in the transferred receivables is subordinate to the interest of the investors in the bank conduits.

As of March 1, 2010, we amended our warehouse facility agreement in effect as of that date. As a result, auto loan receivables previously
securitized through that warehouse facility no longer qualify for sale treatment because, under the amendment, CarMax now has effective
control over the receivables. The receivables that were funded in the warehouse facility at that date were consolidated, at their fair value, along
with the related non-recourse notes payable to the investors.

With the removal of the QSPE consolidation exemption from FASB ASC Topic 810, effective March 1, 2010, we are required to evaluate
existing and future term securitization trusts for consolidation. In our capacity as servicer, we have the power to direct the activities of the trusts
that most significantly impact the economic performance of the receivables. In addition, we have the obligation to absorb losses (subject to
limitations) and the rights to receive any returns of the trusts, which could be significant. Accordingly, we are the primary beneficiary of the
trusts and are required to consolidate them, effective March 1, 2010. The auto loan receivables securitized through the term securitization trusts
were consolidated at their unpaid principal balances as of that date, net of an allowance for loan losses, along with the related non-recourse notes
payable to the investors.

In accordance with FASB ASC Topic 810, ending managed receivables were $4.71 billion as of August 31, 2011, and $4.33 billion as of
February 28, 2011. The majority of these amounts serve as collateral for the related non-recourse notes payable of $4.30 billion and $4.01 billion
as of the same dates, respectively. See Notes 4 and 10 for additional information on auto loan receivables and non-recourse notes payable.

Retained Interest. Prior to March 1, 2010, all transfers of auto loan receivables were accounted for as sales. When the receivables were
securitized, we recognized a gain on the sale and retained an interest in the receivables that were securitized. The retained interest included the
present value of the expected residual cash flows generated by the securitized receivables, or �interest-only strip receivables,� various reserve
accounts, required excess receivables and retained subordinated bonds. As of August 31, 2011, and February 28, 2011, there was no retained
interest, as all transfers of auto loan receivables were accounted for as secured borrowings.

As part of the adoption of ASU Nos. 2009-16 and 2009-17, as of March 1, 2010, any retained interest related to term securitizations was either
eliminated or reclassified, generally to auto loan receivables, accrued interest receivable or restricted cash. On March 1, 2010, we also amended
our existing warehouse facility agreement. However, this did not result in the elimination or reclassification of the retained interest related to the
receivables that were funded in the warehouse facility as of that date. In May 2010, we repurchased the remaining portion of those receivables
and resecuritized them through our second warehouse facility established in the first quarter of fiscal 2011. As a result, the retained interest
related to these receivables was either eliminated or reclassified at that time. See Note 10 for additional information on our warehouse facilities.
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6. Derivative Instruments and Hedging Activities
Risk Management Objective of Using Derivatives. We are exposed to certain risks arising from both our business operations and economic
conditions, particularly with regard to future issuances of fixed-rate debt and existing and future issuances of floating-rate debt. Primary
exposures include LIBOR and other rates used as benchmarks in our securitizations. We enter into derivative instruments to manage exposures
that arise from business activities that result in the future known receipt or payment of uncertain cash amounts, the value of which are
determined by interest rates. Our derivative instruments are used to manage differences in the amount of our known or expected cash receipts
and our known or expected cash payments principally related to the funding of our auto loan receivables.

We do not anticipate significant market risk from derivatives as they are predominantly used to match funding costs to the use of the funding.
However, disruptions in the credit markets could impact the effectiveness of our hedging strategies.

Credit risk is the exposure to nonperformance of another party to an agreement. We mitigate credit risk by dealing with highly rated bank
counterparties.

Cash Flow Hedges of Interest Rate Risk. Our objectives in using interest rate derivatives are to add stability to interest expense, to manage our
exposure to interest rate movements and to better match funding costs to the interest received on the fixed-rate receivables being securitized. To
accomplish these objectives, we primarily use interest rate swaps. Interest rate swaps designated as cash flow hedges involve the receipt of
variable amounts from a counterparty in exchange for our making fixed-rate payments over the life of the agreements without exchange of the
underlying notional amount. These interest rate swaps are designated as cash flow hedges of forecasted interest payments in anticipation of
permanent funding in the term securitization market.

For derivatives that are designated and qualify as cash flow hedges, the effective portion of changes in the fair value is initially recorded in
accumulated other comprehensive loss (�AOCL�) and is subsequently reclassified into CAF income in the period that the hedged forecasted
transaction affects earnings. The ineffective portion of the change in fair value of the derivatives is recognized directly in CAF income.

Amounts reported in AOCL related to derivatives will be reclassified into CAF income as interest expense is incurred on our future issuances of
fixed-rate debt. During the next 12 months, we estimate that an additional $11.8 million will be reclassified as a decrease to CAF income.

During the six months ending August 31, 2011, we entered into the following interest rate derivatives that were designated as cash flow hedges
of interest rate risk:

Six Months Ended August 31, 2011

Product
Number of

Instruments
Initial
Term

Initial 
Notional
Amount

(in
thousands)

Interest rate swaps 9 46 months $ 1,325,000
As of August 31, 2011, we had the following outstanding derivatives that were designated as cash flow hedges:

As of August 31, 2011

Product
Number of

Instruments
Remaining

Term

Current
Notional
Amount

(in thousands)
Interest rate swaps 12 44 to 46 months $ 1,621,200

Non-designated Hedges. Derivative instruments not designated as accounting hedges, including interest rate swaps and interest rate caps, are not
speculative. These instruments are used to limit risk for investors in the warehouse facilities, to minimize the funding costs related to certain
securitization vehicles and to mitigate interest rate risk associated with related financial instruments. Changes in the fair value of derivatives not
designated as accounting hedges are recorded directly in CAF income.
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During the six months ending August 31, 2011, we entered into the following interest rate derivatives that were not designated as accounting
hedges:

Six Months Ended August 31, 2011

Product
Number of

Instruments
Initial
Term

Initial
Notional
Amount

(in thousands)
Interest rate caps (1) 2 53 months $ �  

(1) Includes one asset derivative and one liability derivative with offsetting initial notional amounts of $20.1 million.
As of August 31, 2011, we had the following outstanding derivatives that were not designated as accounting hedges:

As of August 31, 2011

Product
Number of

Instruments Remaining Term

Current
Notional
Amount

(in thousands)
Interest rate swaps 6 13 to 24 months $ 110,270
Interest rate caps (1) 12 24 to 53 months $ �  

(1) Includes six asset derivatives and six liability derivatives with offsetting notional amounts of $943.4 million.
Fair Values of Derivative Instruments on the Consolidated Balance Sheets. The tables below present the fair value of our derivative
instruments as well as their classification on the consolidated balance sheets. Additional information on fair value measurements is included in
Note 7.

DERIVATIVES DESIGNATED AS ACCOUNTING HEDGES

As of August 31 As of February 28
(In thousands) Location 2011 2010 2011 2010
Asset derivatives:
Interest rate swaps Other current assets $ 94 $ �  $ 2,105 $ �  
Liability derivatives:
Interest rate swaps Accounts payable (16,577) (5,278) (1,093) �  

Total $ (16,483) $ (5,278) $ 1,012 $ �  

DERIVATIVES NOT DESIGNATED AS ACCOUNTING HEDGES

As of August 31 As of February 28
(In thousands) Location 2011 2010 2011 2010
Asset derivatives:
Interest rate swaps Other current assets $ 713 $ 1,410 $ 1,136 $ 1,279
Interest rate caps Other current assets 328 466 778 1,999
Liability derivatives:
Interest rate swaps Accounts payable (1,180) (9,708) (2,742) (7,171) 
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Interest rate caps Other current assets (324) (452) (779) (1,982) 

Total $ (463) $ (8,284) $ (1,607) $ (5,875) 

Effect of Derivative Instruments on the Consolidated Statements of Earnings. The tables below present the effect of the company�s
derivative instruments on the consolidated statements of earnings for the six months ended August 31, 2011 and 2010.
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DERIVATIVES DESIGNATED AS ACCOUNTING HEDGES

Three Months Ended
August 31

Six Months Ended
August 31

(In thousands) 2011 2010 2011 2010
Interest rate swaps:
Loss recognized in AOCL (1) $ 10,705 $ 7,074 $ 17,118 $ 8,488
Loss reclassified from AOCL into CAF Income (1) $ 975 $ 299 $ 2,095 $ 299
Loss recognized in CAF Income (2) $ �  $ 4 $ �  $ 4

(1) Represents the effective portion.
(2) Represents the ineffective portion and amount excluded from effectiveness testing.
DERIVATIVES NOT DESIGNATED AS ACCOUNTING HEDGES

Three Months Ended
August 31

Six Months Ended
August 31

(In thousands) Location 2011 2010 2011 2010
Gain (loss) on interest rate swaps CAF Income $ 442 $ (851) $ 1,096 $ 1,320
Net periodic settlements and accrued interest CAF Income (477) (2,138) (1,171) (5,462) 

Total $ (35) $ (2,989
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