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PART I
CAUTION REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K for the fiscal year ended July 31, 2017, or this Form 10-K, including the
information incorporated by reference herein, contains forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended (the Securities Act), and Section 21E of the Securities Exchange Act of
1934, as amended (the Exchange Act). All statements other than statements of historical facts are statements that
could be deemed forward-looking statements. In some cases, you can identify forward-looking statements by terms
such as “may,” “will,” “should,” “expect,” “plan,” “intend,” “forecast,” “anticipate,” “believe,” “estimate,” “predict,
negative of these terms or other comparable terminology. The forward-looking statements contained in this Form
10-K involve known and unknown risks, uncertainties and situations that may cause our or our industry’s actual
results, level of activity, performance or achievements to be materially different from any future results, levels of
activity, performance or achievements expressed or implied by these statements. These forward-looking statements
are made in reliance upon the safe harbor provision of the Private Securities Litigation Reform Act of 1995. These
factors include those listed in Part I, Item 1A under the caption entitled “Risk Factors” in this Form 10-K and those
discussed elsewhere in this Form 10-K. Unless the context otherwise requires, references in this Form 10-K to “Copart,”
the “Company,” “we,” “us,” or “our” refer to Copart, Inc. We encourage investors to review these factors carefully together
with the other matters referred to herein, as well as in the other documents we file with the Securities and Exchange
Commission (the SEC). We may from time to time make additional written and oral forward-looking statements,

including statements contained in our filings with the SEC. We do not undertake to update any forward-looking

statement that may be made from time to time by or on behalf of us.

99 ¢ 9 ¢ LT3 LR T3

potentia

Although we believe that, based on information currently available to us and our management, the expectations
reflected in the forward-looking statements are reasonable, we cannot guarantee future results, levels of activity,
performance or achievements. You should not place undue reliance on these forward-looking statements.

Item 1. Business
Corporate Information

We were incorporated in California in 1982, became a public company in 1994 and reincorporated into Delaware in
January 2012. Our principal executive offices are located at 14185 Dallas Parkway, Suite 300, Dallas, Texas 75254
and our telephone number at that address is (972) 391-5000. Our website is www.copart.com. The contents of our
website are not incorporated by reference into this Form 10-K. We provide free of charge through a link on our
website access to our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form
8-K, as well as amendments to those reports, as soon as reasonably practical after the reports are electronically filed
with, or furnished to, the SEC.

Copart;"VBZ"BID4U;'CI & Design,"Cars with Heart,"1-800 CAR BUYER;'VB3'dind CrashedToys.com'3re trademarks
of Copart, Inc. This Form 10-K also includes other trademarks of Copart and of other companies.

Overview
We are a leading provider of online auctions and vehicle remarketing services with operations in the United States

(U.S.), Canada, the United Kingdom (U.K.), the Republic of Ireland, Brazil, Germany, the United Arab Emirates
(U.A.E.), Oman, Bahrain, India, and Spain.
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We provide vehicle sellers with a full range of services to process and sell vehicles primarily over the Internet through
our Virtual Bidding Third Generation Internet auction-style sales technology, which we refer to as VB3. Vehicle
sellers consist primarily of insurance companies, but also include banks, finance companies, charities, fleet operators,
dealers and vehicles sourced directly from individual owners. We sell the vehicles principally to licensed vehicle
dismantlers, rebuilders, repair licensees, used vehicle dealers and exporters and, at certain locations, to the general
public. The majority of the vehicles sold on behalf of insurance companies are either damaged vehicles deemed a total
loss or not economically repairable by the insurance companies, or are recovered stolen vehicles for which an
insurance settlement with the vehicle owner has already been made. We offer vehicle sellers a full range of services
that expedite each stage of the vehicle sales process, minimize administrative and processing costs, and maximize the
ultimate sales price.
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In the U.S., Canada, the Republic of Ireland, Brazil, the U.A.E., Oman, Bahrain, India, and Spain, we sell vehicles
primarily as an agent and derive revenue primarily from fees paid by vehicle sellers and vehicle buyers, as well as
related fees for services, such as towing and storage. In the U.K., we operate both as an agent and on a principal basis,
in some cases purchasing salvage vehicles outright from the insurance companies and reselling the vehicles for our
own account. In Germany and Spain, we also derive revenue from sales listing fees for listing vehicles on behalf of
many insurance companies.

We converted all of our U.S. and Canada sales to our Virtual Bidding Second Generation (VB2) during fiscal 2004
and we converted our U.K. sales to VB2 during fiscal 2008. VB2 opened our sales process to registered buyers (whom
we refer to as “members”) anywhere in the world with access to the Internet. This technology and model employ a
two-step bidding process. The first step is an open preliminary bidding feature that allows a member to enter bids
either at a bidding station at the storage facility or over the Internet during the preview period. To improve the
effectiveness of bidding, the VB2 system lets members see the current high bids on the vehicles they want to purchase.
The preliminary bidding step is an open bid format similar to eBay®. Members enter the maximum price they are
willing to pay for a vehicle and VB2’s BID4U feature will incrementally bid on the vehicle on their behalf during all
phases of the auction. Preliminary bidding ends at a specified time prior to the start of a second bidding step, an
Internet-only virtual auction. This second step allows bidders the opportunity to bid against each other and the high
preliminary bidder. The bidders enter bids via the Internet in real time while BID4U submits bids for the high
preliminary bidder up to their maximum bid. When bidding stops, a countdown is initiated. If no bids are received
during the countdown, the vehicle sells to the highest bidder.

We believe the implementation of VB2 increased the pool of available buyers for each sale, which resulted in added
competition and an increase in the amount buyers are willing to pay for vehicles. We also believe that it improved the
efficiency of our operations by eliminating the expense and capital requirements associated with live auctions. In
August 2013, we launched our Virtual Bidding Third Generation (VB3), an Internet auction-style sales technology
that was built on VB2. VB3 adds several enhancements which focuses on expanding auction attendance and increasing
bidding volume. To attract new members and grow our membership base, VB3 allows non-registered members to
view auctions via our website and our mobile applications. In addition, VB3 includes a completely redesigned auction
interface, enabling members to fit multiple auction windows on their screen, while simultaneously viewing more
vehicle photos and information at the time of live Internet bidding.

For fiscal 2017, sales of U.S. vehicles, on a unit basis, to members registered outside the state where the vehicle was
located accounted for 49.8% of total vehicles sold; 29.7% of vehicles were sold to out of state members within the
U.S. and 20.1% were sold to International members, based on the address submitted during registration.

We believe that we offer the highest level of service in the auction and vehicle remarketing industry and have

established our leading market position by:

providing coverage that facilitates seller access to buyers around the world, reducing towing and third-party storage

expenses, offering a local presence for vehicle inspection stations, and providing prompt response to catastrophes and

natural disasters by specially-trained teams;

providing a comprehensive range of services that includes merchandising, efficient title processing, timely pick-up

and delivery of vehicles, and Internet sales;

establishing and efficiently integrating new facilities and acquisitions;

increasing the number of bidders that can participate at each sale through the ease and convenience of Internet

bidding;

applying technology to enhance operating efficiency through Internet bidding, web-based order processing, salvage

value quotes, electronic communication with members and sellers, and vehicle imaging; and

. providing a venue for insurance customers through our Virtual Insured Exchange (VIX) product to contingently
sell a vehicle through our auction process to assess true market value, equipping our insurance customers with
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market data in its negotiations with owners who wish to retain their damaged vehicles.

Historically, we believe our business has grown as a result of (i) acquisitions, (ii) increases in overall volume in the
salvage car market, (iii) growth in market share, (iv) increases in the amount of revenue generated per sales
transaction resulting from increases in the gross selling price and the addition of value-added services for both
members and sellers, and (v) growth in non-insurance company sellers. For fiscal 2017, our revenues were $1.4 billion
and our operating income was $461.3 million.
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In fiscal 2015, we opened facilities in Manama, Bahrain; Muscat, Oman; and Moncton, Canada.

In fiscal 2016, we opened facilities in Sonepat, India; Castledermot, Republic of Ireland; Algete, Spain; Dallas,
Wilmer and Temple, Texas; Colorado Springs and Denver, Colorado; and Cartersville, Georgia.

In fiscal 2017, we opened facilities in Bad Fallingbostel, Germany; Newbury, U.K.; Betim, Minas Gerais, Brazil;
Brighton and Littleton, Colorado; Sun Valley and Wilmington, California; Apopka and Okeechobee, Florida; Casper,
Wyoming; Alorton, Illinois; Ogden, Utah; acquired the assets of an excavation company, which engages in earthwork,
soil stabilization, equipment hauling and erosion control commercial contractor services; and acquired Cycle Express,
LLC, which conducts business primarily as National Powersport Auctions (NPA), a leading non-salvage auction
platform for motorcycles, snowmobiles, watercraft and other powersports vehicles. NPA currently operates facilities
in Atlanta, Georgia; Cincinnati, Ohio; Dallas, Texas; Philadelphia, Pennsylvania; and San Diego, California.

Our revenues consist of sales transaction fees charged to vehicle sellers and vehicle buyers, transportation revenue,
purchased vehicle revenues, and other remarketing services. Revenues from sellers are generally generated either on a
fixed fee contract basis, where we collect a fixed amount for selling each vehicle regardless of the selling price of the
vehicle or under our Percentage Incentive Program, which we refer to as PIP, where our fees are generally based on a
predetermined percentage of the vehicle sales price. Under the consignment or fixed fee program, we generally charge
an additional fee for title processing and special preparation. We may also charge additional fees for the cost of
transporting the vehicle to or from our facility, storage of the vehicle, and other incidental costs. Under the
consignment program or fixed fee program, only the fees associated with vehicle processing are recorded in revenue,
not the actual sales price (gross proceeds). Sales transaction fees also include fees charged to vehicle buyers for
purchasing vehicles, storage, loading, and annual registration. Transportation revenue includes charges to sellers for
towing vehicles under certain contracts and towing charges assessed to buyers for delivering vehicles. Purchased
vehicle revenue includes the gross sales price of the vehicle, which we have purchased or are otherwise considered to
own, and is primarily generated in the U.K.

Operating costs consist primarily of operating personnel (which includes yard management, clerical and yard
employees), rent, contract vehicle towing, insurance, fuel, equipment maintenance and repair, and costs of vehicles
sold under purchase contracts. Costs associated with general and administrative expenses consist primarily of
executive management, accounting, data processing, sales personnel, human resources, professional fees, information
technology, and marketing expenses.

Industry Overview

The auction and vehicle remarketing services industry provides a venue for sellers to dispose of or liquidate vehicles
to a broad domestic and international buyer pool. Sellers generally auction or sell their vehicles on a consignment
basis either for a fixed fee or a percentage of the sales price. On occasion, companies in our industry will purchase
vehicles from the largest segment of sellers, insurance companies, and resell the vehicles for their own account. The
vehicles are usually purchased at a price based on the vehicles’ estimated pre-accident cash value and the extent of
damage. Vehicle remarketers typically operate from multiple facilities where vehicles are processed, viewed, stored
and delivered to the buyer. While most companies in this industry remarket vehicles through a physical auction or a
hybrid internet and physical auction, we sell virtually all of our vehicles on our Internet selling platform VB3, thus
eliminating the requirement for buyers to travel to an auction location to participate in the sales process.

Although there are other sellers of vehicles, such as banks, finance companies, charities, fleet operators, dealers and
vehicles sourced directly from individual owners, our primary sellers of vehicles are insurance companies.
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The primary buyers of vehicles at our auctions are vehicle dismantlers, rebuilders, repair licensees, used vehicle
dealers, exporters, and in some states, the general public. Vehicle dismantlers, which we believe are the largest group
of vehicle buyers, based on volume of vehicles purchased, either dismantle a salvage vehicle and sell parts
individually or sell the entire vehicle to rebuilders, used vehicle dealers, or the general public. Vehicle rebuilders and
vehicle repair licensees generally purchase salvage vehicles to repair and resell. Used vehicle dealers generally
purchase recovered stolen or slightly damaged vehicles for resale.

10
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The majority of our vehicles are sold on behalf of insurance companies and are usually vehicles involved in an
accident. Typically, the damaged vehicle is towed to a storage facility or a vehicle repair facility for temporary storage
pending insurance company examination. The vehicle is inspected by the insurance company’s adjuster, who estimates
the costs of repairing the vehicle and gathers information regarding the damaged vehicle’s mileage, options and
condition in order to estimate its pre-accident value (PAV), otherwise known as actual cash value (ACV). The adjuster
determines whether to pay for repairs or to classify the vehicle as a total loss based upon the adjuster’s estimate of
repair costs, vehicle’s salvage value, and the PAV, as well as customer service considerations. If the cost of repair is
greater than the pre-accident value less the estimated salvage value, the insurance company generally will classify the
vehicle as a total loss. The insurance company will thereafter assign the vehicle to a vehicle auction and remarketing
services company, settle with the insured and receive title to the vehicle.

Automobile manufacturers continuously incorporate new standard features, including unibody construction utilizing
exotic metals, passenger safety cages with surrounding crumple zones to absorb impacts, plastic and ceramic
components, airbags, adaptive headlights, computer systems, advanced cameras, collision warning systems, and
navigation systems. We believe that one effect of these additional features is that newer vehicles involved in accidents
are costlier to repair and, accordingly, more likely to be deemed a total loss for insurance purposes.

We believe the primary factors that insurance companies consider when selecting an auction and vehicle remarketing
services company include:

the anticipated percentage return on salvage (i.e., gross salvage proceeds, minus vehicle handling and selling
expenses, divided by the PAV);

the services provided by the company and the degree to which such services reduce their administrative costs and
expenses;

the price the company charges for its services;

weographic coverage;

the ability to respond to natural disasters;

the ability to provide analytical data to the seller; and

tn the U.K., in certain situations, the actual amount paid for the vehicle.

In the U.K., some insurance companies tender periodic contracts for the purchase of salvaged vehicles. Under these
circumstances, insurance companies will generally award the contract to the company that is willing to pay the highest
price for the vehicles.

Generally, upon receipt of the pickup order (the assignment), we arrange for the transport of a vehicle to a facility. As
a service to the vehicle seller, we will customarily pay advance charges (reimbursable charges paid on behalf of
vehicle sellers) to obtain the vehicle’s release from a towing company, vehicle repair facility or impound facility.
Advance charges paid on behalf of the vehicle seller are either recovered upon sale of the vehicle, invoiced separately
to the seller or deducted from the net proceeds due to the seller.

The salvage vehicle then remains in storage at one of our facilities until ownership documents are transferred from the
insured vehicle owner and the title to the vehicle is cleared through the appropriate state’s motor vehicle regulatory
agency, or DMV. In the U.S., total loss vehicles may be sold in most states only after obtaining a salvage title from the
DMYV. Upon receipt of the appropriate documentation from the DMV, which is generally received within 45 to 60
days of vehicle pick-up, the vehicle is sold either on behalf of the insurance company or for our own account,
depending on the terms of the contract. In the U.K., upon release of interest by the vehicle owner, the insurance
company notifies us that the vehicle is available for sale.

Generally, sellers of non-salvage vehicles will arrange to deliver the vehicle to one of our locations. At that time, the
vehicle information will be uploaded to our system and made available for buyers to review online. The vehicle is

11
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then sold at auction on VB3 typically within seven days. Proceeds are then collected from the member, seller fees are
subtracted and the remainder is remitted to the seller.

12
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Operating and Growth Strategy

Our growth strategy is to increase our revenues and profitability by, among other things, (i) acquiring and developing
new facilities in key markets including foreign markets; (ii) pursuing national and regional vehicle supply agreements;
and (iii) expanding our online auctions and vehicle remarketing service offerings to sellers and members. In addition,
to maximize gross sales proceeds and cost efficiencies at each of our acquired facilities, we introduce our (i) pricing
structure; (ii) selling processes; (iii) operational procedures; (iv) management information systems; and (v) when
appropriate, redeploy existing personnel.

As part of our overall expansion strategy, our objective is to increase our revenues, operating profits, and market share
in the vehicle sales industry. To implement our growth strategy, we intend to continue to do the following:

Acquire and Develop New Vehicle Storage Facilities in Key Markets Including Foreign Markets

Our strategy is to offer integrated services to vehicle sellers on a global, national or regional basis by acquiring or
developing facilities in new and existing markets. We integrate our new acquisitions into our global network and
capitalize on certain operating efficiencies resulting from, among other things, the reduction of duplicative overhead
and the implementation of our operating procedures.

Pursue Global, National and Regional Vehicle Supply Agreements

Our broad global presence enhances our ability to enter into local, regional, national or global supply agreements with
vehicle sellers. We actively seek to establish national and regional supply agreements with insurance companies by
promoting our ability to achieve high net returns and broader access to buyers through our national coverage and
electronic commerce capabilities. By utilizing our existing insurance company seller relationships, we are able to
build new seller relationships and pursue additional supply agreements in existing and new markets.

Expand Our Service Offerings to Sellers and Members

Over the past several years, we have expanded our available service offerings to vehicle sellers and members. The
primary focus of these new service offerings is to maximize returns to our sellers and maximize product value to our
members. This includes, for our sellers, real-time access to sales data over the Internet, national coverage, the ability
to respond on a national scale and, for our members, the implementation of VB3 real-time bidding at substantially all
of our facilities, permitting members at any location worldwide to participate in the sales at our yards. We plan to
continue to refine and expand our services, including offering software that can assist our sellers in expediting claims
and salvage management tools that help sellers integrate their systems with ours.

Our Competitive Advantages

We believe that the following attributes and the services that we offer position us to take advantage of many
opportunities in the online vehicle auction and services industry:

Geographic Coverage and Ability to Respond on a National Scale

Since our inception in 1982, we have expanded from a single facility in Vallejo, California to an integrated network of
facilities located in the U.S., Canada, the U.K., the U.A.E., Oman, Bahrain, Brazil, Germany, the Republic of Ireland,
Spain and India. In Germany and Spain, we also provide online vehicle remarketing services. We are able to offer
integrated services to our vehicle sellers, which allow us to respond to the needs of our sellers and members with
maximum efficiency. Our coverage provides our sellers with key advantages, including:

13
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attractiveness and efficiency to buyers, leading to enhanced selling prices for vehicles;
e reduction in administrative time and effort;
a reduction in overall vehicle towing costs;
convenient local
facilities;
tmproved access to buyers throughout the world;

5
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a prompt response in the event of a natural disaster or other catastrophe; and
eonsistency in products and services.

Value-Added Services

We believe that we offer the most comprehensive range of services in our industry, including:

Internet bidding, Internet proxy bidding, and virtual sales powered by VB3, which enhance the competitive bidding
process;

.mobile applications, which allow members to search, bid, create watch lists, join auctions and bid in numerous
languages from anywhere;

online payment capabilities via our ePay product, credit cards and dealer financing programs;

e-mail notifications available in numerous languages to potential buyers of vehicles that match desired characteristics;
sophisticated vehicle processing at storage sites, including digital imaging of each vehicle and the scanning of each
vehicle’s title and other significant documents such as body shop invoices, all of which are available from us over the
Internet;

specialty sales, which allow buyers the opportunity to focus on such select types of vehicles as motorcycles, heavy
equipment, boats, recreational vehicles and rental cars;

interactive online counter-bidding, which allows sellers who have placed a minimum bid or a bid to be approved on a
vehicle to directly counter-bid the current high bidder;

second chance bidding, which allows the second highest bidder the opportunity to purchase the vehicle for the seller’s
current minimum bid after the high bidder fails to consummate the purchase; and

Night Cap sales, which provides an additional opportunity for bidding on vehicles that have not previously achieved
their minimum bid.

Proven Ability to Acquire and Integrate Acquisitions

We have a proven track record of successfully acquiring and integrating facilities. Since becoming a public company
in 1994, we have completed acquisitions of facilities in the U.S., Canada, the U.K., the U.A.E., Brazil, Germany, and
Spain. As part of our acquisition and integration strategy, we seek to:

expand our global presence;

strengthen our networks and access new markets;

atilize our existing corporate and technology infrastructure over a larger base of operations; and

tntroduce our comprehensive services and operational expertise.

We strive to integrate all new facilities, when appropriate, into our existing network without disruption of service to
vehicle sellers. We work with new sellers to implement our fee structures and new service programs. We typically
retain existing employees at acquired facilities in order to retain knowledge about, and respond to, the local market.
We also assign a special integration team to help convert newly acquired facilities to our own management
information and proprietary software systems, helping enable us to ensure a smooth and consistent transition to our
business operating and sales systems.

Technology to Enhance and Expand Our Business

We have developed management information and proprietary software systems that allow us to deliver a fully
integrated service offering. Our proprietary software programs provide vehicle sellers with online access to data and
reports regarding their vehicles being processed at any of our facilities. This technology allows vehicle sellers to
monitor each stage of our vehicle sales process, from pick up to sale and settlement by the buyer. Our full range of
Internet services allows us to expedite each stage of the vehicle sales process and minimizes the administrative and
processing costs for us, as well as our sellers. We believe that our integrated technology systems generate improved

15
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capacity and financial returns for our clients, resulting in

6
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high client retention, and allow us to expand our national supply contracts.
Our Business Segments

Our U.S. and International regions are considered two separate operating segments and are disclosed as two reportable
segments. The segments represent geographic areas and reflect how the chief operating decision maker allocates
resources and measures results, including total revenues, operating income and income before income taxes. The
segments continue to share similar business models, services and economic characteristics. Our revenues for the year
ended July 31, 2017 were distributed as follows: U.S. 82.4% and International 17.6%. Geographic information as well
as comparative segment revenues and related financial information pertaining to the U.S. and International segments
for the years ended July 31, 2017, 2016 and 2015 are presented in the tables in Note 14 — Segments and Other
Geographic Reporting, to the Notes to Consolidated Financial Statements, which are included under in Part II, Item 8
of this 10-K.

Our Service Offerings

We offer vehicle sellers a full range of vehicle services, which expedite each stage of the vehicle sales process,
maximizing proceeds and minimizing costs. Not all service offerings are available in all markets. Additionally, in
some cases a service offering may be applicable only to a particular subsidiary or operating segment. Our service
offerings include the following:

Online Seller Access

Through Copart Access, our Internet-based service for vehicle sellers, we enable sellers to assign vehicles for sale,
check sales calendars, view vehicle images and history, view and reprint body shop invoices and towing receipts and
view the historical performance of the vehicles sold at our sales.

Salvage Estimation Services

We offer Copart ProQuote, a proprietary service that assists sellers in the vehicle claims evaluation process by
providing online salvage value estimates, which helps sellers determine whether to repair a particular vehicle or deem
it a total loss.

Estimating Services

We offer vehicle sellers in the U.K. estimating services for vehicles taken to our facilities. Estimating services provide
our insurance company sellers repair estimates which allow the insurance company to determine if the vehicle is a
total loss vehicle. If the vehicle is determined to be a total loss, it is generally assigned to us to sell.

End-of-Life Vehicle Processing

In the U.K., we are an authorized treatment facility for the disposal of end-of-life vehicles.

Virtual Insured Exchange (VIX)

We provide a venue for insurance customers through our Virtual Insured Exchange (VIX) product to contingently sell

a vehicle through our auction process to assess true market value, equipping our insurance customers with market data
in its negotiations with owners who wish to retain their damaged vehicles.
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Transportation Services

We maintain contracts with third-party vehicle transport companies, which enable us to pick up most of our sellers’
vehicles within 24 hours. Our national network and transportation capabilities provide cost and time savings to our
vehicle sellers and ensure on-time vehicle pick up and prompt response to catastrophes and natural disasters in the
U.S. and Canada. In the U.K., we perform transportation services through a combination of our fleet of over 200
vehicles and third-party vehicle transport companies.
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Vehicle Inspection Stations

We offer some of our major insurance company sellers office and yard space to house vehicle inspection stations
on-site at our facilities. We have over 80 vehicle inspection stations at our facilities. An on-site vehicle inspection
station provides our insurance company sellers with a central location to inspect potential total loss vehicles, which
reduces storage charges that otherwise may be incurred at the initial storage or repair facility.

On-Demand Reporting

We provide vehicle sellers with real time data for vehicles that we process for the particular seller. This includes
vehicle sellers’ gross and net returns on each vehicle, service charges, and other data that enable our vehicle sellers to
more easily administer and monitor the vehicle disposition process. In addition, we have developed a database
containing over 300 fields of real-time and historical information accessible by our sellers allowing for their
generation of custom ad hoc reports and customer specific analysis.

DMV Processing

We have extensive expertise in DMV document and title processing for salvage vehicles. We have developed a
computer system which provides a direct link to the DMV computer systems of multiple states, allowing us to
expedite the processing of vehicle title paperwork.

Flexible Vehicle Processing Programs

At the election of the seller, we sell vehicles pursuant to our Percentage Incentive Program, which we refer to as PIP,
Consignment Program, or Purchase Program.

Percentage Incentive Program. Our Percentage Incentive Program is an innovative processing program designed to
broadly serve the needs of vehicle sellers. Under PIP, we agree to sell all of the vehicles of a seller in a specified
market, usually for a predetermined percentage of the vehicle sales price. Because our revenues under PIP are directly
linked to the vehicle’s sale price, we have an incentive to actively merchandise those vehicles to maximize the net
return. We provide the vehicle seller, at our expense, with transport of the vehicle to our nearest facility, as well as
DMYV document and title processing. In addition, we provide merchandising services such as covering or taping
openings to protect vehicle interiors from weather, washing vehicle exteriors, vacuuming vehicle interiors, cleaning
and polishing dashboards and tires, making keys for drivable vehicles, and identifying drivable vehicles. We believe
our merchandising efforts increase the sales prices of the vehicles, thereby increasing the return on salvage vehicles to
both vehicle sellers and us.

Consignment Program. Under our consignment program, we sell vehicles for a fixed consignment fee. Although
sometimes included in the consignment fee, we may also charge additional fees for the cost of transporting the vehicle
to our facility, storage of the vehicle, and other incidental costs.

Purchase Program. Under the purchase program, we purchase vehicles from a vehicle seller at a formula price, based
on a percentage of the vehicles’ estimated pre-accident value (PAV), otherwise known as actual cash value (ACV), and
sell the vehicles for our own account. Currently, the purchase program is offered primarily in the U.K.

Buy It Now, Make An Offer

We offer an option to our members to purchase specific pre-qualified vehicles immediately at a set price before the
live auction process. This enables us to provide a fast, easy, transparent and comprehensive buying option on these
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pre-qualified vehicles. Additionally, members have the option of submitting an offer amount on certain selected
vehicles. If an offer is accepted, the member can purchase the vehicle before the live auction process.

Member Network

We maintain a database of thousands of members in the vehicle dismantling, rebuilding, repair licensee, used vehicle
dealer and export industries, as well as the general public, as we sell directly to the general public at certain locations.
Our database includes each member’s vehicle preference and purchasing history. This data enables us to notify
prospective buyers throughout the world via e-mail of vehicles available for bidding that match their vehicle
preferences. Listings of vehicles to be sold on a particular day and location are also made available on the Internet.

20



Edgar Filing: COPART INC - Form 10-K

Sales Process

We offer a flexible and unique sales process designed to maximize the sale prices of the vehicles utilizing VB3. VB3
opens our sales process to members and to individuals who have not registered to view auctions via our website and
our mobile application, anywhere in the world where Internet access is available. The VB3 technology and model
employs a two-step bidding process. The first step is an open preliminary bidding feature that allows a member to
enter bids either at a bidding station at the storage facility during the preview days, or over the Internet. To improve
the effectiveness of bidding, the VB3 system lets a member see the current high bid on the vehicle they want to
purchase. The preliminary bidding step is an open bid format similar to eBay®. Members enter the maximum price
they are willing to pay for a vehicle and VB3’s BID4U feature will incrementally bid the vehicle on their behalf during
all steps of the auction. Preliminary bidding ends at a specified time prior to the start of a second bidding step, an
Internet-only virtual auction. This second step allows bidders the opportunity to bid against each other and the highest
preliminary bidder. The bidders enter bids via the Internet in real time, and then BID4U submits bids for the highest
preliminary bidder, up to their maximum bid. When bidding stops, a countdown is initiated. If no bids are received
during the countdown, the vehicle sells to the highest bidder.

Copart Dealer Services

We provide franchise and independent dealers with a convenient method to sell their trade-ins through any of our
facilities. We have a dedicated group of employees in the U.S. that target these dealers and work with them
throughout the sales process.

CashForCars.com

We provide the general public with a fast and convenient method to sell their vehicles. Anyone can call
1-800-Cash-For-Cars or go to CashForCars.com and arrange to obtain a valid offer to purchase their vehicle. Upon
acceptance of our offer to purchase their vehicle, we give them a check for their vehicle and then sell the vehicle on
our own behalf.

National Powersport Auctions

In the U.S., we provide non-salvage powersport vehicle remarketing services through live and online auction
platforms to dealers, financial institutions and OEMs through our subsidiary National Powersport Auctions, or NPA.
NPA, also offers comprehensive data services including the NPA Value Guide™, which we believe is the industry’s
most accurate wholesale valuation tool. NPA has facilities in San Diego, California; Philadelphia, Pennsylvania;
Dallas, Texas; Cincinnati, Ohio; and Atlanta, Georgia.

U-Pull-It

In the U.K., we have two facilities from which the public can purchase parts from salvaged and end-of-life vehicles. In
general, the buyer is responsible for detaching the parts from the vehicle and any associated hauling or transportation
of the parts after detachment. After the valuable parts have been removed by the buyer, the remaining parts and car
body are sold for their scrap value.

Sales
We process vehicles from hundreds of different vehicle sellers. No single customer accounted for more than 10% of
our revenues for fiscal 2017, 2016 and 2015. We obtained 84% of the total number of vehicles processed during fiscal

2017 from insurance company sellers. We obtained 83% of the total number of vehicles processed during fiscal 2016
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and 2015, from insurance company sellers. Our arrangements with our sellers are typically subject to cancellation by
either party upon 30 to 90 days’ notice.

We typically contract with the regional or branch office of an insurance company or other vehicle sellers. The
agreements are customized to each vehicle seller’s particular needs and often provide for the disposition of different
types of salvage vehicles by differing methods. Our arrangements generally provide that we will sell total loss and
recovered stolen vehicles generated by the vehicle seller in a designated geographic area.
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We market our services to vehicle sellers through an in-house sales force that utilizes a variety of sales techniques,
including targeted mailing of our sales literature, telemarketing, follow-up personal sales calls, Internet search
engines, employee referrals, tow shop referrals, participation in trade shows and vehicle and insurance industry
conventions. We market our services to franchise and independent dealerships, as well as the general public. We may,
when appropriate, provide vehicle sellers with detailed analysis of the net return on vehicles and a proposal setting
forth ways in which we believe that we can improve net returns on vehicles and reduce administrative costs and
expenses.

During the last three years, a majority of our revenue was generated within the U.S. and a majority of our long-lived
assets are located within the U.S. Please see Note 14 — Segments and Other Geographic Reporting in our Notes to
Consolidated Financial Statements for information regarding the geographic location of our sales and our long-lived
assets.

Members

We maintain a database of thousands of registered members in the vehicle dismantling and recycling, rebuilding, used
vehicle dealer and export industries. We believe that we have established a broad international and domestic buyer
base by providing members with a variety of programs and services. To become a registered member, a person or
business must complete a basic application either online or through our mobile applications. Before any member may
purchase a vehicle, they must provide copies of current government issued photo identification. Additionally, business
members must provide current business information, including copies of licenses, which may include vehicle
dismantler, dealer, resale, repair or export licenses, and as needed, completed sales tax exemption certificates.
Registration entitles a member to transact business at any of our sales, subject to local licensing and permitting
requirements. In certain venues, we may sell to the general public either directly or members may transact business at
any of our sales via a registered broker who meets local licensing and permitting requirements. A member may also
bring guests to a facility for a fee to preview vehicles for sale. Strict admission procedures are intended to prevent
frivolous bids that will not result in a completed sale. We market to members online and via e-mail notifications, sales
notices, telemarketing, direct mail, in-location marketing, search engines, social media, radio, television, trade
publications and participation in trade show events.

Competition

We face significant competition from other remarketers of both salvage and non-salvage vehicles. We believe our
principal competitors include vehicle auction and sales companies and vehicle dismantlers. These national, regional
and local competitors may have established relationships with vehicle sellers and buyers and may have financial
resources that are greater than ours. The largest national or regional vehicle auctioneers in the U.S. include KAR
Auction Services, Inc. (including subsidiaries ADESA, Inc. and Insurance Auto Auctions, Inc.); Auction Broadcasting
Company, LLC; and Manheim, Inc. The largest national dismantler is LKQ Corporation (LKQ). LKQ, in addition to
trade groups of dismantlers such as the American Recycling Association and the United Recyclers Group, LLC, may
purchase salvage vehicles directly from insurance companies, thereby bypassing vehicle remarketing companies
entirely. In our International markets, our principal competitors are vehicle auction and sales companies, vehicle
dismantlers and privately held independent remarketers.

Management Information Systems
Our primary yard management information system consists of an IBM AS/400 mainframe computer system which
runs our proprietary software developed to process salvage sales vehicles throughout the auction process. This system

is integrated with the Internet to enable buyers to view salvage vehicles and bid on them. It can also be integrated with
the seller’s system and enables the sellers to monitor their vehicles and analyze the progression of vehicles through the
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auction process. Our auction-style service product, VB3, is served by an array of identical high-density,
high-performance servers. Each individual sale is configured to run on an available server in the array and can be
rapidly provisioned to any other available server in the array as required.

We have invested in production data centers that are designed to continuously operate to support the business, even in
the event of an emergency. The data centers’ electrical and mechanical systems are continually monitored. The data
centers are located in areas generally considered to be free of frequent weather-related disasters and earthquakes. We
operate fully redundant infrastructure to ensure ongoing operations, even in the event of physical damage to one of our
data centers.

We have developed a proprietary system to enable us to address our international expansion needs. This proprietary
system is designed to provide multi-language and multi-currency capabilities. We began using our new internally
developed proprietary system with our expansion into Spain and India in fiscal 2016 and Germany in fiscal 2017. We
intend to continue development of this system and implement it in certain additional international locations in the
future.

10
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Employees

As of July 31, 2017, we had 5,323 full-time employees, of whom 819 were engaged in general and administrative
functions and 4,504 were engaged in yard operations. We are not currently subject to any collective bargaining
agreements and believe our relationships with our employees are good. Employees per geographic region are as
follows:

United States 4,012

International 1,311

Total employees 5,323

Environmental Matters

Our operations are subject to federal, state, national, provincial and local laws and regulations regarding the protection
of the environment in the countries which we have storage facilities. In the salvage vehicle remarketing industry, large
numbers of wrecked vehicles are stored at storage facilities and during that time, spills of fuel, motor oil and other
fluids may occur, resulting in soil, surface water or groundwater contamination. In addition, certain of our facilities
generate and/or store petroleum products and other hazardous materials, including waste solvents and used oil. In the
U.K., we provide vehicle de-pollution and crushing services for end-of-life program vehicles. We could incur
substantial expenditures for preventative, investigative or remedial action and could be exposed to liability arising
from our operations, contamination by previous users of certain of our acquired facilities or facilities which we may
acquire in the future, or the disposal of our waste at off-site locations. Environmental laws and regulations could
become more stringent over time and there can be no assurance that we or our operations will not be subject to
significant costs in the future. Although we have obtained indemnification for pre-existing environmental liabilities
from many of the persons and entities from whom we have acquired facilities, there can be no assurance that such
indemnifications will be adequate. Any such expenditures or liabilities could have a material adverse effect on our
consolidated results of operations and financial position.

Governmental Regulations

Our operations are subject to regulation, supervision and licensing under various federal, national, international,
provincial, state and local statutes, ordinances and regulations. The acquisition and sale of damaged and recovered
stolen vehicles is regulated by various state, provincial and foreign motor vehicle departments. In addition to the
regulation of sales and acquisitions of vehicles, we are also subject to various local zoning requirements with regard to
the location of our storage facilities. These zoning requirements vary from location to location. At various times, we
may be involved in disputes with local governmental officials regarding the development and/or operation of our
business facilities. We believe that we are in compliance, in all material respects, with applicable regulatory
requirements. We may be subject to similar types of regulations by federal, national, international, provincial, state
and local governmental agencies in new markets.

Intellectual Property and Proprietary Rights

In June 2003, we filed a provisional U.S. patent application on VB2 in the United States. This provisional patent
application was followed by a U.S. utility application filed in July 2003. The patent was issued by the United States
Patent and Trademark Office on January 1, 2008. Generally, patents issued in the U.S. are effective for 20 years from
the earliest asserted filing date of the patent application. The duration of foreign patents varies in accordance with the
provisions of applicable local law.

We also rely on a combination of trade secret, copyright and trademark laws, as well as contractual agreements to
safeguard our proprietary rights in technology and products. In seeking to limit access to sensitive information to the
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greatest practical extent, we routinely enter into confidentiality and assignment of invention agreements with each of
our employees and consultants and nondisclosure agreements with our key customers and vendors.

Seasonality
Historically, our consolidated results of operations have been subject to quarterly variations based on a variety of

factors, of which the primary influence is the seasonal change in weather patterns. During the winter months we tend
to have higher demand for our services because there are more weather-related accidents.

11
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Item 1A. Risk Factors

Investing in our common stock involves a high degree of risk. You should consider carefully the risks and
uncertainties described below before making an investment decision. Our business could be harmed if any of these
risks, as well as other risks not currently known to us or that we currently deem immaterial, materialize. The trading
price of our common stock could decline due to the occurrence of any of these risks, and you may lose all or part of
your investment. In assessing the risks described below, you should also refer to the other information contained in
this Form 10-K, including our consolidated financial statements and the related notes and schedules, and other filings
with the SEC.

We depend on a limited number of major vehicle sellers for a substantial portion of our revenues. The loss of one or
more of these major sellers could adversely affect our consolidated results of operations and financial position, and an
inability to increase our sources of vehicle supply could adversely affect our growth rates.

No single customer accounted for more than 10% of our consolidated revenue for fiscal 2017. Historically, a limited
number of vehicle sellers have collectively accounted for a substantial portion of our revenues. Seller arrangements
are either written or oral agreements typically subject to cancellation by either party upon 30 to 90 days’ notice.
Vehicle sellers have terminated agreements with us in the past in particular markets, which has affected revenues in
those markets. There can be no assurance that our existing agreements will not be canceled. Furthermore, there can be
no assurance that we will be able to enter into future agreements with vehicle sellers or that we will be able to retain
our existing supply of salvage vehicles. A reduction in vehicles from a significant vehicle seller or any material
changes in the terms of an arrangement with a significant vehicle seller could have a material adverse effect on our
consolidated results of operations and financial position. In addition, a failure to increase our sources of vehicle supply
could adversely affect our earnings and revenue growth rates.

Our expansion into markets outside the U.S., including expansions in Europe, Brazil, the Middle East, and India
expose us to risks arising from operating in international markets. Any failure to successfully integrate businesses
acquired outside the U.S. into our operations could have an adverse effect on our consolidated results of operations,
financial position or cash flows.

We first expanded our operations outside the U.S. in fiscal 2003 with an acquisition in Canada. Subsequently, in fiscal
2008 we made a significant acquisition in the U.K., followed by acquisitions in the U.A.E., Brazil, Germany, and
Spain in fiscal 2013, expansions into Bahrain and Oman in fiscal 2015, and expansion into the Republic of Ireland and
India in fiscal 2016. In addition, we continue to evaluate acquisitions and other opportunities outside of the U.S.
Acquisitions or other strategies to expand our operations outside of the U.S. pose substantial risks and uncertainties
that could have an adverse effect on our future operating results. In particular, we may not be successful in realizing
anticipated synergies from these acquisitions, or we may experience unanticipated costs or expenses integrating the
acquired operations into our existing business. We have and may continue to incur substantial expenses establishing
new yards or operations in international markets. Among other things, we plan to ultimately deploy our proprietary
auction technologies at all of our foreign operations and we cannot predict whether this deployment will be successful
or will result in increases in the revenues or operating efficiencies of any acquired companies relative to their historic
operating performance. Integration of our respective operations, including information technology and financial and
administrative functions, may not proceed as anticipated and could result in unanticipated costs or expenses such as
capital expenditures that could have an adverse effect on our future operating results. We cannot provide any
assurance that we will achieve our business and financial objectives in connection with these acquisitions or our
strategic decision to expand our operations internationally.

As we continue to expand our business internationally, we will need to develop policies and procedures to manage our
business on a global scale. Operationally, acquired businesses typically depend on key seller relationships, and our

27



Edgar Filing: COPART INC - Form 10-K

failure to maintain those relationships would have an adverse effect on our consolidated results of operations and
could have an adverse effect on our future operating results.

In addition, we anticipate our international operations will continue to subject us to a variety of risks associated with
operating on an international basis, including:
the difficulty of managing and staffing foreign offices;
the increased travel, infrastructure and legal compliance costs associated with multiple international
locations;
the need to localize our product offerings, particularly the need to implement our online auction platform in foreign
countries;
the need to comply with complex foreign and U.S. laws and regulations that apply to our international operations;

12
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tariffs and trade barriers and other regulatory or contractual limitations on our ability to operate in certain foreign
markets;

exposure to foreign currency exchange rate risk, which may have an adverse impact on our revenues and revenue
growth rates;

adapting to different business cultures and market structures, particularly where we seek to implement our auction
model in markets where insurers have historically not played a substantial role in the disposition of salvage vehicles;
and

repatriation of funds currently held in foreign jurisdictions to the U.S. may result in higher effective tax rates.

As we continue to expand our business globally, our success will depend, in large part, on our ability to anticipate and
effectively manage these and other risks associated with our international operations. Our failure to manage any of
these risks successfully could harm our international operations and have an adverse effect on our operating results.

On June 23, 2016, the U.K. held a referendum in which voters approved an exit from the European Union, commonly
referred to as “Brexit.” In February 2017, the British Parliament voted in favor of allowing the British government to
begin negotiating the terms of the U.K.’s withdrawal from the European Union and discussions with the European
Union began in March 2017. The ultimate effects of Brexit on us are difficult to predict, but adverse consequences
concerning Brexit or the European Union could include deterioration in global economic conditions, instability in
global financial markets, political uncertainty, volatility in currency exchange rates, or adverse changes in the
cross-border agreements currently in place, any of which could have an adverse impact on our financial results in the
future. The ultimate effects of Brexit on us will also depend on the terms of agreements, if any, that the U.K. and the
European Union make to retain access to each other’s respective markets either during a transitional period or more
permanently.

In addition, certain acquisitions in the U.K. may be reviewed by the Competition and Markets Authority (U.K.
Regulator). If an inquiry is made by the U.K. Regulator, we may be required to demonstrate that our acquisitions will
not result, or be expected to result, in a substantial lessening of competition in the U.K. market. Although we believe
that there will not be a substantial lessening of competition in the U.K. market, based on our analysis of the relevant
U.K. markets, there can be no assurance that the U.K. Regulator will agree with us if it decides to make an inquiry. If
the U.K. Regulator determines that by our acquisitions of certain assets, there is or likely will be a substantial
lessening of competition in the U.K. market, we could be required to divest some portion of our U.K. assets. In the
event of a divestiture order by the U.K. Regulator, the assets disposed may be sold for substantially less than their
carrying value. Accordingly, any divestiture could have a material adverse effect on our operating results in the period
of the divestiture.

Our operations and acquisitions in certain foreign areas expose us to political, regulatory, economic, and reputational
risks.

Although we have implemented policies, procedures and training designed to ensure compliance with anti-bribery
laws, trade controls and economic sanctions, and similar regulations, our employees or agents may take actions in
violation of our policies. We may incur costs or other penalties in the event that any such violations occur, which
could have an adverse effect on our business and reputation.

In some cases, the enforcement practices of governmental regulators in certain foreign areas and the procedural and
substantive rights and remedies available to us may vary significantly from those in the United States, which could
have an adverse effect on our business.

In addition, some of our recent acquisitions have required us to integrate non-U.S. companies which had not, until our
acquisition, been subject to U.S. law. In many countries outside of the United States, particularly in those with
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developing economies, it may be common for persons to engage in business practices prohibited by laws and
regulations applicable to us, such as the U.S. Foreign Corrupt Practices Act (FCPA), U.K. Bribery Act, Brazil Clean
Companies Act, India’s Prevention of Corruption Act, 1988 or similar local anti-bribery laws. These laws generally
prohibit companies and their employees or agents from making improper payments to government officials for the
purpose of obtaining or retaining business. Failure by us and our subsidiaries to comply with these laws could subject
us to civil and criminal penalties that could have a material adverse effect on our consolidated operating results and
financial position.

13
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We face risks associated with the implementation of our salvage auction model in markets that may not operate on the
same terms as the U.S. market. For example, certain markets operate on a principal rather than agent basis, which may
have an adverse impact on our gross margin percentages and expose us to inventory risks that we do not experience in
the U.S.

Some of our target markets outside the U.S. operate in a manner substantially different than our historic market in the
U.S. For example, new markets may operate either wholly or partially on the principal model, in which the vehicle is
purchased then resold for our own account, rather than the agency model employed in the U.S., in which we generally
act as a sales agent for the legal owner of vehicles. Further, operating on a principal basis exposes us to inventory
risks, including losses from theft, damage, and obsolescence. In addition, our business in the U.S., Canada, and the
U.K. has been established and grown based largely on our ability to build relationships with insurance carriers. In
other markets, insurers have traditionally been less involved in the disposition of salvage vehicles. As we expand into
markets outside the U.S., Canada, and the U.K., we cannot predict whether markets will readily adapt to our strategy
of online auctions of automobiles sourced principally through vehicle insurers. Any failure of new markets to adopt
our business model could adversely affect our consolidated results of operations and financial position.

Acquisitions typically will increase our sales and profitability although, given the typical size of our acquisitions to
date, most acquisitions will not individually have a material impact on our consolidated results of operations and
financial position. We may not always be able to introduce our processes and selling platform to acquired companies
due to different operating models in international jurisdictions or other facts. As a result, the associated benefits of
acquisitions may be delayed for years in some international situations. During this period, the acquisitions may
operate at a loss and certain acquisitions, while profitable, may operate at a margin percentage that is below our
overall operating margin percentage and, accordingly, have an adverse impact on our consolidated results of
operations and financial position. Hence, the conversion periods vary from weeks to years and cannot be predicted.

We have transitioned various functionality of our previously planned third-party enterprise operating system to an
internally developed proprietary system, and we may experience difficulties operating our business as we work to
develop and design this system.

During fiscal 2014, we terminated a contract with KPIT (formerly known as Sparta Consulting, Inc.), whereby KPIT
was engaged to design and implement an SAP-based replacement for our existing business operating software that,
among other things, would address our international expansion needs. Following a review of KPIT’s work performed
to date, and an assessment of the cost to complete, deployment risk, and other factors, we ceased development of
KPIT’s software and internally developed a proprietary solution in its place. The ongoing design, development, and
implementation of our enterprise operating systems carry certain risks, including the risk of significant design or
deployment errors causing disruptions, delays or deficiencies, which may make our website and services unavailable.
This type of interruption could prevent us from processing vehicles for our sellers and may prevent us from selling
vehicles through our Internet bidding platform, VB3, which would adversely affect our consolidated results of
operations and financial position. In addition, the transition to our new internally developed proprietary system will
require us to commit substantial financial, operational and technical resources before the volume of business
increases, without assurance that the volume of business will increase. We began using our new internally developed
proprietary system with our expansion into Spain and India in fiscal 2016 and Germany in fiscal 2017.

We may also implement additional or enhanced information systems in the future to accommodate our growth and to
provide additional capabilities and functionality. The implementation of new systems and enhancements is frequently
disruptive to the underlying business of an enterprise and can be time-consuming and expensive, increase
management responsibilities and divert management attention. Any disruptions relating to our system enhancements
or any problems with the implementation, particularly any disruptions impacting our operations or our ability to
accurately report our financial performance on a timely basis during the implementation period, could materially and
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adversely affect our business. Even if we do not encounter these material and adverse effects, the implementation of
these enhancements may be much more costly than we anticipated. If we are unable to successfully implement the
information systems enhancements as planned, our financial position, results of operations and cash flows could be
negatively impacted.

Our success depends on maintaining the integrity of our systems and infrastructure. As our operations continue to
grow in both size and scope, domestically and internationally, we must continue to provide reliable, real-time access
to our systems by our customers through improving and upgrading our systems and infrastructure for enhanced
products, services, features and functionality. Any failure to maintain the integrity of our systems and infrastructure

may result in loss of customers due to among other things, slow delivery times, unreliable service levels or insufficient

capacity, which could have a material adverse effect on our business, consolidated financial position and results of
operations.
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The impairment of capitalized development costs could adversely affect our consolidated results of operations and
financial condition.

We capitalize certain costs associated with the development of new software products, new software for internal use
and major software enhancements to existing software. These costs are amortized over the estimated useful life of the
software beginning with its introduction or roll-out. If, at any time, it is determined that capitalized software provides
a reduced economic benefit, the unamortized portion of the capitalized development costs will be expensed, in part or
in full, as an impairment, which may have a material impact on our consolidated results of operations and financial
position. For example, during fiscal 2017, we recognized a $19.4 million charge primarily related to fully impairing
costs previously capitalized in connection with the development of business operating software.

Any failure to maintain security and prevent unauthorized access to electronic and other confidential information
could disrupt our business and materially and adversely affect our reputation, consolidated results of operations and
financial condition.

Information security risks for online commerce companies have significantly increased in recent years because of, in
addition to other factors, the proliferation of new technologies, the use of the Internet and telecommunications
technologies to conduct financial transactions, and the increased sophistication and activities of organized crime,
hackers, terrorists, and other external parties. These threats may derive from fraud or malice on the part of third parties
or current or former employees. In addition, human error or accidental technological failure could make us vulnerable
to cyber-attacks, including the introduction of malicious computer viruses or code into our system, phishing attacks, or
other information technology data security incidents.

Our operations rely on the secure processing, transmission and storage of confidential, proprietary and other
information in our computer systems and networks. Our customers and other parties in the payments value chain rely
on our digital technologies, computer and e-mail systems, software and networks to conduct their operations. In
addition, to access our products and services, our customers and cardholders increasingly use personal smartphones,
tablet PCs and other mobile devices that may be beyond our control.

Cyber-attacks or other cyber security incidents could materially and adversely affect our reputation, operating results,
or financial condition by, among other things, making our auction platform inoperable for a period of time, damaging
our reputation with buyers, sellers, and insurance companies as a result of the unauthorized disclosure of confidential
information (including account data information), or resulting in governmental investigations, litigation, liability,
fines, or penalties against us. If such attacks are not detected immediately, their effect could be compounded. While
we maintain insurance coverage that may, subject to policy terms and conditions, cover certain aspects of these cyber
risks, our insurance coverage may be insufficient to cover all losses and would not remedy damage to our reputation.

We have in the past identified attempts by unauthorized third parties to access our systems and disrupt our online
auctions. These attempts have caused minor service interruptions, which were promptly addressed and resolved, and
our online service was restored to normal business. For example, in April 2015, we identified that unauthorized third
parties had gained access to data provided to us by our members that is considered to be personal information in
certain jurisdictions. We immediately investigated, including the engagement of an external expert security firm, and
made the required notifications to members whose information may have been accessed and to regulatory agencies.

We are constantly evaluating and implementing new technologies and processes to manage risks relating to
cyber-attacks and system and network disruptions, including but not limited to usage errors by our employees, power
outages and catastrophic events such as fires, tornadoes, floods, hurricanes and earthquakes. We have further
enhanced our security protocols based on the investigation we conducted in response to the security incident.
Nevertheless, we cannot provide assurances that our efforts to address prior data security incidents and mitigate
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against the risk of future data security incidents or system failures will be successful. The techniques used by
criminals to obtain unauthorized access to sensitive data change frequently and are often not recognized immediately.
We may be unable to anticipate these techniques or implement adequate preventative measures and believe that
cyber-attacks and threats against us have occurred in the past and are likely to continue in the future. If our systems
are compromised again in the future, become inoperable for extended periods of time, or cease to function properly,
we may have to make a significant investment to fix or replace them, and our ability to provide many of our electronic
and online solutions to our customers may be impaired. In addition, as cyber-threats continue to evolve, we may be
required to expend significant additional resources to continue to modify or enhance our protective measures or to
investigate and remediate any information security vulnerabilities. Any of the risks described above could materially
and adversely affect our consolidated financial position and results of operations.

15

34



Edgar Filing: COPART INC - Form 10-K

Our business is exposed to risks associated with online commerce security and credit card fraud.

Consumer concerns over the security of transactions conducted on the Internet or the privacy of users may inhibit the
growth of the Internet and online commerce. To securely transmit confidential information such as customer credit
card numbers, we rely on encryption and authentication technology. Unanticipated events or developments could
result in a compromise or breach of the systems we use to protect customer transaction data. Furthermore, our servers
may also be vulnerable to viruses transmitted via the Internet and other points of access. While we proactively check
for intrusions into our infrastructure, a new or undetected virus could cause a service disruption.

We maintain an information security program and our processing systems incorporate multiple levels of protection in
order to address or otherwise mitigate these risks. Despite these mitigation efforts, there can be no assurance that we
will be immune to these risks and not suffer losses in the future. Under current credit card practices, we may be held
liable for fraudulent credit card transactions and other payment disputes with customers. As such, we have
implemented certain anti-fraud measures, including credit card verification procedures. However, a failure to
adequately prevent fraudulent credit card transactions could adversely affect our consolidated financial position and
results of operations.

Our security measures may also be breached due to employee error, malfeasance, insufficiency, or defective design.
Additionally, outside parties may attempt to fraudulently induce employees, users, or customers to disclose sensitive
information in order to gain access to our data or our users’ or customers’ data. Any such breach or unauthorized access
could result in significant legal and financial exposure, damage to our reputation, and a loss of confidence in the
security of our products and services that could have an adverse effect on our consolidated financial position and
results of operations.

Our business is subject to a variety of domestic and international laws and other obligations regarding privacy and
data protection.

We are subject to federal, state and international laws, directives, and regulations relating to the collection, use,
retention, disclosure, security and transfer of personal data. These laws, directives, and regulations, and their
interpretation and enforcement continue to evolve and may be inconsistent from jurisdiction to jurisdiction.
Complying with emerging and changing privacy and data protection requirements may cause us to incur substantial
costs or require us to change our business practices. For example, in October 2015, a European court decision
invalidated the U.S.-EU Safe Harbor framework which allowed us and other companies to meet certain European
legal requirements for the transfer of personal data from the European Economic Area to the U.S. We may find it
necessary or desirable to modify our data handling practices as a result of this court decision, and it may serve as a
basis for our personal data handling practices to be challenged or otherwise adversely impact our business.
Noncompliance with our legal obligations relating to privacy and data protection could result in penalties, legal
proceedings by governmental entities or others, and significant legal and financial exposure and could affect our
ability to retain and attract customers. Any of the risks described above could adversely affect our consolidated
financial position and results of operations.

Implementation of our online auction model in new markets may not result in the same synergies and benefits that we
achieved when we implemented the model in the U.S., Canada, and the U.K.

We believe that the implementation of our proprietary auction technologies across our operations over the last decade
had a favorable impact on our results of operations by increasing the size and geographic scope of our buyer base,
increasing the average selling price for vehicles sold through our sales, and lowering expenses associated with vehicle
sales.
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We implemented our online system across all of our U.S., Canada, and U.K. salvage yards beginning in fiscal 2004
and 2008, respectively, and experienced increases in revenues and average selling prices, as well as improved
operating efficiencies in those markets. In considering new markets, we consider the potential synergies from the
implementation of our model based in large part on our experience in the U.S., Canada, and the U.K. However, we
cannot predict whether these synergies will also be realized in new markets.
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Failure to have sufficient capacity to accept additional cars at one or more of our storage facilities could adversely
affect our relationships with insurance companies or other sellers of vehicles.

Capacity at our storage facilities varies from period to period and from region to region. For example, following
adverse weather conditions in a particular area, our yards in that area may fill and limit our ability to accept additional
salvage vehicles while we process existing inventories. For example, Hurricanes Katrina, Rita and Sandy had, in
certain quarters, an adverse effect on our operating results, in part because of yard capacity constraints in the impacted
areas of the United States. We regularly evaluate our capacity in all our markets and where appropriate, seek to
increase capacity through the acquisition of additional land and yards. We may not be able to reach agreements to
purchase independent storage facilities in markets where we have limited excess capacity, and zoning restrictions or
difficulties obtaining use permits may limit our ability to expand our capacity through acquisitions of new land.
Failure to have sufficient capacity at one or more of our yards could adversely affect our relationships with insurance
companies or other sellers of vehicles, which could have an adverse effect on our consolidated results of operations
and financial position.

Because the growth of our business has been due in large part to acquisitions and development of new facilities, the
rate of growth of our business and revenues may decline if we are not able to successfully complete acquisitions and
develop new facilities.

We seek to increase our sales and profitability through the acquisition of additional facilities and the development of
new facilities. For example, in fiscal 2015, we opened new facilities in Bahrain, Oman, and Moncton, Canada. In
fiscal 2016, we opened new facilities in Castledermot, Republic of Ireland; Sonepat, India; Algete, Spain; and six new
facilities in the U.S. In fiscal 2017, we opened a new facility in Bad Fallingbostel, Germany, a new facility in Betim,
Minas Gerais, Brazil, nine new facilities in the U.S and acquired Cycle Express, LLC, which conducts business
primarily as National Powersport Auctions (NPA), a leading non-salvage auction platform for motorcycles,
snowmobiles, watercraft and other powersports vehicles. NPA currently operates facilities in Atlanta, Georgia;
Cincinnati, Ohio; Dallas, Texas; Philadelphia, Pennsylvania; and San Diego, California. Acquisitions are difficult to
identify and complete for a number of reasons, including competition among prospective buyers, the availability of
affordable financing in the capital markets and the need to satisfy applicable closing conditions and obtain antitrust
and other regulatory approvals on acceptable terms. There can be no assurance that we will be able to:
continue to acquire additional facilities on favorable terms;
expand existing facilities in no-growth regulatory environments;
tncrease revenues and profitability at acquired and new facilities;

maintain the historical revenue and earnings growth rates we have been able to obtain through facility openings

and strategic acquisitions;

create new vehicle storage facilities that meet our current revenue and profitability

requirements; or
obtain necessary regulatory approvals under applicable antitrust and competition laws.

In addition, certain of the acquisition agreements by which we have acquired companies require the former owners to
indemnify us against certain liabilities related to the operation of the company before we acquired it. In most of these
agreements, however, the liability of the former owners is limited and certain former owners may be unable to meet
their indemnification responsibilities. We cannot assure that these indemnification provisions will protect us fully or at
all, and as a result we may face unexpected liabilities that adversely affect our financial statements. Any failure to
continue to successfully identify and complete acquisitions and develop new facilities could have a material adverse
effect on our consolidated results of operations and financial position.

As we continue to expand our operations, our failure to manage growth could harm our business and adversely affect
our consolidated results of operations and financial position.
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Our ability to manage growth depends not only on our ability to successfully integrate new facilities, but also on our
ability to:

hire, train and manage additional qualified personnel;

establish new relationships or expand existing relationships with vehicle sellers;
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tdentify and acquire or lease suitable premises on competitive terms;
secure adequate capital; and
maintain the supply of vehicles from vehicle sellers.

Our inability to control or manage these growth factors effectively could have a material adverse effect on our
consolidated results of operations and financial position.

Our annual and quarterly performance may fluctuate, causing the price of our stock to decline.

Our revenues and operating results have fluctuated in the past and can be expected to continue to fluctuate in the
future on a quarterly and annual basis as a result of a number of factors, many of which are beyond our control.
Factors that may affect our operating results include, but are not limited to, the following:
fluctuations in the market value of salvage and used vehicles;
fluctuations in commodity prices, particularly the per ton price of crushed car bodies;
the impact of foreign exchange gain and loss as a result of international operations;
our ability to successfully integrate our newly acquired operations in international markets and any additional markets
we may enter;
the availability of salvage vehicles;
wariations in vehicle accident rates;
member participation in the Internet bidding
process;
delays or changes in state title processing;
changes in international, state or federal laws or regulations affecting salvage vehicles;
changes in local laws affecting who may purchase salvage vehicles;
our ability to integrate and manage our acquisitions successfully;
the timing and size of our new facility openings;
the announcement of new vehicle supply agreements by us or our competitors;
the severity of weather and seasonality of weather patterns;
the amount and timing of operating costs and capital expenditures relating to the maintenance and expansion of our
business, operations and infrastructure;
the availability and cost of general business insurance;
{abor costs and collective bargaining;
changes in the current levels of out of state and foreign demand for salvage vehicles;
the introduction of a similar Internet product by a competitor; and
the ability to obtain necessary permits to operate.

Due to the foregoing factors, our operating results in one or more future periods can be expected to fluctuate. As a
result, we believe that period-to-period comparisons of our results of operations are not necessarily meaningful and
should not be relied upon as any indication of future performance. In the event such fluctuations result in our financial
performance being below the expectations of public market analysts and investors, the price of our common stock
could decline substantially.
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Our Internet-based sales model has increased the relative importance of intellectual property assets to our business,
and any inability to protect those rights could have a material adverse effect on our business, financial position, or
results of operations.

Our intellectual property rights include patents relating to our auction technologies, as well as trademarks, trade
secrets, copyrights and other intellectual property rights. In addition, we may enter into agreements with third parties
regarding the license or other use of our intellectual property. Effective intellectual property protection may not be
available in every country in which our products and services are distributed, deployed, or made available. We seek to
maintain certain intellectual property rights as trade secrets. The secrecy could be compromised by third parties, or
intentionally or accidentally by our employees, which would cause us to lose the competitive advantage resulting from
those trade secrets. Any significant impairment of our intellectual property rights, or any inability to protect our
intellectual property rights, could have a material adverse effect on our consolidated results of operations and financial
position.

We also may not be able to acquire or maintain appropriate domain names in all countries in which we do business.
Furthermore, regulations governing domain names may not protect our trademarks and similar proprietary rights. We
may be unable to prevent third parties from acquiring domain names that are similar to, infringe upon, or diminish the
value of our trademarks and other proprietary rights.

We have in the past been and may in the future be subject to intellectual property rights claims, which are costly to
defend, could require us to pay damages, and could limit our ability to use certain technologies in the future.

Litigation based on allegations of infringement or other violations of intellectual property rights are common among
companies who rely heavily on intellectual property rights. Our reliance on intellectual property rights has increased
significantly in recent years as we have implemented our auction-style sales technologies across our business and
ceased conducting live auctions. Recent U.S. Supreme Court precedent potentially restricts patentability of software
inventions by affirming that patent claims merely requiring application of an abstract idea on standard computers
utilizing generic computer functions are patent ineligible, which may impact our ability to enforce our issued patent
and obtain new patents. As we face increasing competition, the possibility of intellectual property rights claims
against us increases. Litigation and any other intellectual property claims, whether with or without merit, can be
time-consuming, expensive to litigate and settle, and can divert management resources and attention from our core
business. An adverse determination in current or future litigation could prevent us from offering our products and
services in the manner currently conducted. We may also have to pay damages or seek a license for the technology,
which may not be available on reasonable terms and which may significantly increase our operating expenses, if it is
available for us to license at all. We could also be required to develop alternative non-infringing technology, which
could require significant effort and expense.

If we experience problems with our subhaulers and trucking fleet operations, our business could be harmed.

We rely primarily upon independent subhaulers to pick up and deliver vehicles to and from our storage facilities in the
U.S., Canada, Brazil, U.A.E., Oman, Bahrain, Germany, the Republic of Ireland, India, and Spain. We also utilize, to
a lesser extent, independent subhaulers in the U.K. Our failure to pick up and deliver vehicles in a timely and accurate
manner could harm our reputation and brand, which could have a material adverse effect on our business. Further, an
increase in fuel cost may lead to increased prices charged by our independent subhaulers, which may significantly
increase our cost. We may not be able to pass these costs on to our sellers or buyers.

In addition to using independent subhaulers, in the U.K.
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