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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
O’REILLY AUTOMOTIVE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

June 30, 2017
(Unaudited)
Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net
Amounts receivable from suppliers
Inventory
Other current assets
Total current assets

$

26,528
203,673
61,876
2,959,315
38,197
3,289,589

December 31, 2016
(Note)

$

146,598
197,274
82,105
2,778,976
53,022
3,257,975

Property and equipment, at cost
Less: accumulated depreciation and amortization
Net property and equipment

5,035,242
1,805,844
3,229,398

4,832,342
1,708,911
3,123,431

Goodwill
Other assets, net
Total assets

786,938
39,773
7,345,698

785,399
37,384
7,204,189

$

Liabilities and shareholders’ equity
Current liabilities:
Accounts payable
Self-insurance reserves
Accrued payroll
Accrued benefits and withholdings
Income taxes payable
Other current liabilities
Total current liabilities

$

3,091,888
70,198
70,538
59,099
31,803
242,607
3,566,133

$

$

2,936,656
67,921
71,717
74,454
—
249,901
3,400,649

Long-term debt
Deferred income taxes
Other liabilities

2,604,062
98,048
208,143

1,887,019
90,166
199,219

Shareholders’ equity:
Common stock, $0.01 par value:
Authorized shares – 245,000,000
Issued and outstanding shares –
87,998,971 as of June 30, 2017, and
92,851,815 as of December 31, 2016
Additional paid-in capital
Retained (deficit) earnings
Total shareholders’ equity

880
1,296,674
(428,242)
869,312

929
1,336,707
289,500
1,627,136

$

Total liabilities and shareholders’ equity

7,345,698

$

7,204,189

Note: The balance sheet at December 31, 2016, has been derived from the audited consolidated financial statements at that date, but does not include
all of the information and footnotes required by United States generally accepted accounting principles for complete financial statements.
See accompanying Notes to condensed consolidated financial statements.
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O’REILLY AUTOMOTIVE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)
(In thousands, except per share data)

For the Three Months Ended
June 30,
2017
2016
$ 2,290,829 $ 2,176,689
Sales
1,090,767
Cost of goods sold, including warehouse and distribution expenses
1,049,510
1,200,062
Gross profit
1,127,179

For the Six Months Ended
June 30,
2017
2016
$ 4,447,088 $ 4,272,839
2,115,879
2,048,081
2,331,209
2,224,758

Selling, general and administrative expenses
Operating income

742,617
457,445

702,118
425,061

Other income (expense):
Interest expense
Interest income
Other, net
Total other expense

(20,827)
470
(762)
(21,119)

(18,701)
1,193
1,241
(16,267)

(40,231)
1,176
3
(39,052)

(33,522)
1,945
2,258
(29,319)

Income before income taxes
Provision for income taxes
Net income

436,326
153,505
282,821

408,794
151,000
257,794

821,550
273,795
547,755

814,368
301,200
513,168

$

Earnings per share-basic:
Earnings per share
Weighted-average common shares outstanding – basic
Earnings per share-assuming dilution:
Earnings per share
Weighted-average common shares outstanding – assuming
dilution

$

$

1,381,071
843,687

$

$

3.14
90,030

$

2.69
95,967

$

6.02
91,012

$

5.31
96,554

$

3.10
91,299

$

2.65
97,282

$

5.93
92,347

$

5.24
97,911

See accompanying Notes to condensed consolidated financial statements.
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1,470,607
860,602

O’REILLY AUTOMOTIVE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In thousands)

For the Six Months Ended
June 30,
2017
2016
(As Adjusted, Note)
Operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization of property, equipment and intangibles
Amortization of debt discount and issuance costs
Deferred income taxes
Share-based compensation programs
Other
Changes in operating assets and liabilities:
Accounts receivable
Inventory
Accounts payable
Income taxes payable
Other
Net cash provided by operating activities

$

Investing activities:
Purchases of property and equipment
Proceeds from sale of property and equipment
Payments received on notes receivable
Other
Net cash used in investing activities
Financing activities:
Proceeds from borrowings on revolving credit facility
Payments on revolving credit facility
Proceeds from the issuance of long-term debt
Payment of debt issuance costs
Repurchases of common stock
Net proceeds from issuance of common stock
Other
Net cash used in financing activities
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of the period
Cash and cash equivalents at end of the period

$

Supplemental disclosures of cash flow information:
Income taxes paid
Interest paid, net of capitalized interest

$

547,755

$

513,168

114,959
1,344
8,049
10,353
6,037

106,430
1,173
(6,811)
9,853
2,655

(10,797)
(179,866)
155,124
58,173
(624)
710,507

(28,837)
(110,015)
306,410
25,170
9,538
828,734

(227,506)
752
—
(1,967)
(228,721)

(220,416)
1,971
1,047
—
(217,398)

1,782,000
(1,066,000)
—
(1,827)
(1,342,591)
26,718
(156)
(601,856)

—
—
499,160
(3,784)
(856,845)
32,296
(205)
(329,378)

(120,070)
146,598
26,528

203,780
37,151

$

$

281,958
116,301
398,259

279,099
27,174

Note: Certain prior period amounts have been reclassified to conform to current period presentation. See Note 9 “Recent Accounting
Pronouncements” to the condensed consolidated financial statements in this report for more information.
See accompanying Notes to condensed consolidated financial statements.
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O’REILLY AUTOMOTIVE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
June 30, 2017
NOTE 1 - BASIS OF PRESENTATION
The accompanying unaudited condensed consolidated financial statements of O’Reilly Automotive, Inc. and its subsidiaries (the
“Company” or “O’Reilly”) have been prepared in accordance with United States generally accepted accounting principles (“U.S. GAAP”)
for interim financial information and the instructions to Form 10-Q and Article 10 of Regulation S-X. 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, all
adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation have been included. Operating results
for the three and six months ended June 30, 2017, are not necessarily indicative of the results that may be expected for the year ended
December 31, 2017. For further information, refer to the consolidated financial statements and footnotes thereto included in the Company’s
Annual Report on Form 10-K for the year ended December 31, 2016.
Certain prior period amounts have been reclassified to conform to current period presentation. These reclassifications had no effect on
reported totals for assets, liabilities, shareholders’ equity, cash flows or net income. See Note 9 “Recent Accounting Pronouncements”
to the condensed consolidated financial statements in this report for more information.
NOTE 2 – FAIR VALUE MEASUREMENTS
The Company uses the fair value hierarchy, which prioritizes the inputs used to measure the fair value of certain of its financial instruments.
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurement)
and the lowest priority to unobservable inputs (Level 3 measurement). The Company uses the income and market approaches to determine
the fair value of its assets and liabilities. The three levels of the fair value hierarchy are set forth below:
•
•
•

Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities that the reporting entity can access at
the measurement date.
Level 2 – Inputs other than quoted prices in active markets included within Level 1 that are observable for the asset or liability,
either directly or indirectly.
Level 3 – Unobservable inputs for the asset or liability.

Financial assets and liabilities measured at fair value on a recurring basis:
The Company invests in various marketable securities with the intention of selling these securities to fulfill its future unsecured obligation
under the Company’s nonqualified deferred compensation plan. See Note 6 for further information concerning the Company’s benefit
plans.
The Company’s marketable securities were accounted for as trading securities and the carrying amount of its marketable securities were
included in “Other assets, net” on the accompanying Condensed Consolidated Balance Sheets as of June 30, 2017, and December 31,
2016. The Company recorded an increase in fair value related to its marketable securities in the amounts of $0.7 million and $0.4 million
for the three months ended June 30, 2017 and 2016, respectively, which were included in “Other income (expense)” on the accompanying
Condensed Consolidated Statements of Income. The Company recorded an increase in fair value related to its marketable securities in
the amounts of $1.6 million and $0.5 million for the six months ended June 30, 2017 and 2016, respectively, which were included in
“Other income (expense)” on the accompanying Condensed Consolidated Statements of Income.
The tables below identify the estimated fair value of the Company’s marketable securities, determined by reference to quoted market
prices (Level 1), as of June 30, 2017, and December 31, 2016 (in thousands):
Quoted Prices in Active Markets
for Identical Instruments
(Level 1)
Marketable securities $
23,355

Marketable securities

Quoted Prices in Active Markets
for Identical Instruments
(Level 1)
$
20,462

June 30, 2017
Significant Other
Observable Inputs
(Level 2)
$
—

Significant
Unobservable Inputs
(Level 3)
$
—

December 31, 2016
Significant Other
Significant
Observable Inputs
Unobservable Inputs
(Level 2)
(Level 3)
$
— $
—
5

$

Total
23,355

$

Total
20,462

Non-financial assets and liabilities measured at fair value on a nonrecurring basis:
Certain long-lived non-financial assets and liabilities may be required to be measured at fair value on a nonrecurring basis in certain
circumstances, including when there is evidence of impairment. These non-financial assets and liabilities may include assets acquired
in a business combination or property and equipment that are determined to be impaired. As of June 30, 2017, and December 31, 2016,
the Company did not have any non-financial assets or liabilities that had been measured at fair value subsequent to initial recognition.
Fair value of financial instruments:
The carrying amounts of the Company’s senior notes and unsecured revolving credit facility borrowings are included in “Long-term
debt” on the accompanying Condensed Consolidated Balance Sheets as of June 30, 2017, and December 31, 2016. See Note 3 for further
information concerning the Company’s senior notes and unsecured revolving credit facility.
The table below identifies the estimated fair value of the Company’s senior notes, using the market approach. The fair value as of June 30,
2017, and December 31, 2016, was determined by reference to quoted market prices of the same or similar instruments (Level 2) (in
thousands):

Senior Notes

June 30, 2017
Carrying Amount
Estimated Fair Value
$
1,888,062 $
1,997,080

December 31, 2016
Carrying Amount
Estimated Fair Value
$
1,887,019 $
1,977,510

The carrying amount of the Company’s unsecured revolving credit facility approximates fair value, as borrowings under the facility bear
variable interest at current market rates.
The accompanying Condensed Consolidated Balance Sheets include other financial instruments, including cash and cash equivalents,
accounts receivable, amounts receivable from suppliers and accounts payable. Due to the short-term nature of these financial instruments,
the Company believes that the carrying values of these instruments approximate their fair values.
NOTE 3 – FINANCING
The following table identifies the amounts included in “Long-term debt” on the accompanying Condensed Consolidated Balance Sheets
as of June 30, 2017, and December 31, 2016 (in thousands):
June 30, 2017
Revolving Credit Facility, weighted-average variable interest rate of 2.065%

$

$500 million, 4.875% Senior Notes due 2021(1), effective interest rate of 4.958%

716,000

December 31, 2016
$

—

497,161

496,758

(2)

298,820

298,679

(3)

298,039

297,868

(4)

298,468

298,355

(5)

495,574

495,359

$300 million, 4.625% Senior Notes due 2021 , effective interest rate of 4.646%
$300 million, 3.800% Senior Notes due 2022 , effective interest rate of 3.845%
$300 million, 3.850% Senior Notes due 2023 , effective interest rate of 3.851%
$500 million, 3.550% Senior Notes due 2026 , effective interest rate of 3.570%
$

Long-term debt

2,604,062

$

1,887,019

(1)

Net of unamortized discount of $1.2 million as of June 30, 2017, and $1.4 million as of December 31, 2016, and debt issuance costs of $1.6 million
as of June 30, 2017, and $1.8 million as of December 31, 2016.

(2)

Net of unamortized discount of $0.2 million as of June 30, 2017, and December 31, 2016, and debt issuance costs of $1.0 million as of June 30,
2017, and $1.1 million as of December 31, 2016.

(3)

Net of unamortized discount of $0.6 million as of June 30, 2017, and $0.7 million as of December 31, 2016, and debt issuance costs of $1.3 million
as of June 30, 2017, and $1.5 million as of December 31, 2016.

(4)

Net of unamortized discount of less than $0.1 million as of June 30, 2017, and December 31, 2016, and debt issuance costs of $1.5 million as of
June 30, 2017, and $1.6 million as of December 31, 2016.

(5)

Net of unamortized discount of $0.7 million as of June 30, 2017, and $0.8 million as of December 31, 2016, and debt issuance costs of $3.7 million
as of June 30, 2017, and $3.9 million as of December 31, 2016.

Unsecured revolving credit facility:
On April 5, 2017, the Company entered into a new credit agreement (the “Credit Agreement”). The new Credit Agreement provides for
a $1.2 billion unsecured revolving credit facility (the “Revolving Credit Facility”) arranged by JPMorgan Chase Bank, N.A., which is
scheduled to mature in April 2022. The new Credit Agreement includes a $200 million sub-limit for the issuance of letters of credit and
a $75 million sub-limit for swing line borrowings under the new Revolving Credit Facility. As described in the new Credit Agreement
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governing the new Revolving Credit Facility, the Company may, from time to time, subject to certain conditions, increase the aggregate
commitments under the new Revolving Credit Facility by up to $600 million, provided that the aggregate amount of the commitments
does not exceed $1.8 billion at any time.
In conjunction with the closing of the new Credit Agreement, the Company’s previous credit agreement, which was originally entered
into on January 14, 2011, as amended, was terminated (the “Terminated Credit Agreement”), and all outstanding loans and commitments,
including the guarantees of each of the subsidiary guarantors, under the Terminated Credit Agreement were terminated and replaced by
the loans and commitments under the new Credit Agreement. None of the Company’s subsidiaries are guarantors or obligors under the
new Credit Agreement.
As of June 30, 2017, and December 31, 2016, the Company had outstanding letters of credit, primarily to support obligations related to
workers’ compensation, general liability and other insurance policies, in the amounts of $41.2 million and $38.7 million, respectively,
reducing the aggregate availability under the credit agreements by those amounts.
Borrowings under the new Revolving Credit Facility (other than swing line loans) bear interest, at the Company’s option, at either an
Alternate Base Rate or an Adjusted LIBO Rate (both as defined in the new Credit Agreement) plus an applicable margin. Swing line
loans made under the new Revolving Credit Facility bear interest at an Alternate Base Rate plus the applicable margin for Alternate Base
Rate loans. In addition, the Company pays a facility fee on the aggregate amount of the commitments under the new Credit Agreement
in an amount equal to a percentage of such commitments. The interest rate margins and facility fee are based upon the better of the ratings
assigned to the Company’s debt by Moody’s Investor Service, Inc. and Standard & Poor’s Ratings Services, subject to limited exceptions.
As of June 30, 2017, based upon the Company’s current credit ratings, its margin for Alternate Base Rate loans was 0.000%, its margin
for Eurodollar Revolving Loans was 0.900% and its facility fee was 0.100%.
The new Credit Agreement contains certain covenants, including limitations on subsidiary indebtedness, a minimum consolidated fixed
charge coverage ratio of 2.50:1.00 and a maximum consolidated leverage ratio of 3.50:1.00. The consolidated fixed charge coverage
ratio includes a calculation of earnings before interest, taxes, depreciation, amortization, rent and non-cash share-based compensation
expense to fixed charges. Fixed charges include interest expense, capitalized interest and rent expense. The consolidated leverage ratio
includes a calculation of adjusted debt to earnings before interest, taxes, depreciation, amortization, rent and non-cash share-based
compensation expense. Adjusted debt includes outstanding debt, outstanding stand-by letters of credit and similar instruments, fivetimes rent expense and excludes any premium or discount recorded in conjunction with the issuance of long-term debt. In the event that
the Company should default on any covenant (subject to customary grace periods, cure rights and materiality thresholds) contained in
the new Credit Agreement, certain actions may be taken, including, but not limited to, possible termination of commitments, immediate
payment of outstanding principal amounts plus accrued interest and other amounts payable under the new Credit Agreement and litigation
from lenders. As of June 30, 2017, the Company remained in compliance with all covenants under the new Credit Agreement.
Senior notes:
The Company has issued a cumulative $1.9 billion aggregate principal amount of unsecured senior notes, which are due between
January 2021 and March 2026, with United Missouri Bank as trustee. Interest on the senior notes, ranging from 3.550% to 4.875%, is
payable semi-annually and is computed on the basis of a 360-day year. Each of the senior notes is subject to certain customary covenants,
with which the Company complied as of June 30, 2017.
In connection with entering into the new Credit Agreement (under which none of the Company’s subsidiaries are guarantors or obligors),
and upon termination of the Terminated Credit Agreement, the guarantees by the Company’s subsidiary guarantors with respect to all of
the Company’s outstanding senior notes were automatically released in accordance with the terms of the respective indentures governing
the senior notes.
NOTE 4 – WARRANTIES
The Company provides warranties on certain merchandise it sells with warranty periods ranging from 30 days to limited lifetime warranties.
The risk of loss arising from warranty claims is typically the obligation of the Company’s suppliers. Certain suppliers provide upfront
allowances to the Company in lieu of accepting the obligation for warranty claims. For this merchandise, when sold, the Company bears
the risk of loss associated with the cost of warranty claims. Differences between supplier allowances received by the Company, in lieu
of warranty obligations and estimated warranty expense, are recorded as an adjustment to cost of sales. Estimated warranty costs, which
are recorded as obligations at the time of sale, are based on the historical failure rate of each individual product line. The Company’s
historical experience has been that failure rates are relatively consistent over time and that the ultimate cost of warranty claims to the
Company has been driven by volume of units sold as opposed to fluctuations in failure rates or the variation of the cost of individual
claims.
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The Company’s product warranty liabilities are included in “Other current liabilities” on the accompanying Condensed Consolidated
Balance Sheets as of June 30, 2017, and December 31, 2016. The following table identifies the changes in the Company’s aggregate
product warranty liabilities for the six months ended June 30, 2017 (in thousands):
Warranty liabilities, balance at December 31, 2016
Warranty claims
Warranty accruals
Warranty liabilities, balance at June 30, 2017

$

$

36,623
(37,600)
42,718
41,741

NOTE 5 – SHARE REPURCHASE PROGRAM
In January of 2011, the Company’s Board of Directors approved a share repurchase program. Under the program, the Company may,
from time to time, repurchase shares of its common stock, solely through open market purchases effected through a broker dealer at
prevailing market prices, based on a variety of factors such as price, corporate trading policy requirements and overall market conditions.
The Company’s Board of Directors may increase or otherwise modify, renew, suspend or terminate the share repurchase program at any
time, without prior notice. As announced on May 10, 2017, the Company’s Board of Directors approved a resolution to increase the
authorization amount under the share repurchase program by an additional $1.0 billion, resulting in a cumulative authorization of $8.8
billion. The additional $1.0 billion authorization is effective for a three-year period, beginning on its announcement date.
The following table identifies shares of the Company’s common stock that have been repurchased as part of the Company’s publicly
announced share repurchase program (in thousands, except per share data):

Shares repurchased
Average price per share
Total investment

For the Three Months Ended
June 30,
2017
2016
3,475
2,075
$
245.26
$
262.17
$
852,226
$
544,165

$
$

For the Six Months Ended
June 30,
2017
2016
5,304
3,306
253.13
$
259.14
1,342,538
$
856,802

As of June 30, 2017, the Company had $545.3 million remaining under its share repurchase program. Subsequent to the end of the second
quarter and through August 7, 2017, the Company repurchased an additional 0.2 million shares of its common stock under its share
repurchase program, at an average price of $207.21, for a total investment of $35.0 million. The Company has repurchased a total of
62.4 million shares of its common stock under its share repurchase program since the inception of the program in January of 2011 and
through August 7, 2017, at an average price of $132.00, for a total aggregate investment of $8.2 billion.
NOTE 6 – SHARE-BASED COMPENSATION AND BENEFIT PLANS
The Company recognizes share-based compensation expense based on the fair value of the grants, awards or shares at the time of the
grant, award or issuance. Share-based compensation includes stock option awards issued under the Company’s employee incentive plans
and director stock plan, restricted stock awarded under the Company’s employee incentive plans and director stock plan and stock issued
through the Company’s employee stock purchase plan.
Stock options:
The Company’s stock-based incentive plans provide for the granting of stock options for the purchase of common stock of the Company
to directors and certain key employees of the Company. Options are granted at an exercise price that is equal to the closing market price
of the Company’s common stock on the date of the grant. Director options granted under the plans expire after seven years and are fully
vested after six months. Employee options granted under the plans expire after ten years and typically vest 25% per year, over four years.
The Company records compensation expense for the grant-date fair value of the option awards evenly over the vesting period or the
minimum required service period.
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The table below identifies stock option activity under these plans during the six months ended June 30, 2017 (in thousands, except per
share data):
Weighted-Average
Exercise Price

Shares
Outstanding at December 31, 2016
Granted
Exercised
Forfeited
Outstanding at June 30, 2017
Exercisable at June 30, 2017

2,800
209
(418)
(16)

$

2,575
1,761

$
$

104.90
264.45
48.77
203.83
126.41
75.20

The fair value of each stock option award is estimated on the date of the grant using the Black-Scholes option pricing model. The BlackScholes model requires the use of assumptions, including the risk free rate, expected life, expected volatility and expected dividend yield.
•
•

•
•
•

Risk-free interest rate – The United States Treasury rates in effect at the time the options are granted for the options’ expected
life.
Expected life – Represents the period of time that options granted are expected to be outstanding. The Company uses historical
experience to estimate the expected life of options granted.
Expected volatility – Measure of the amount, by which the Company’s stock price is expected to fluctuate, based on a historical
trend.
Expected dividend yield – The Company has not paid, nor does it have plans in the foreseeable future to pay, any dividends.

The table below identifies the weighted-average assumptions used for grants awarded during the six months ended June 30, 2017 and
2016:
For the Six Months Ended
June 30,
2017
2016
2.02%
1.52%
5.6 Years
5.7 Years
22.3%
22.4%
—%
—%

Risk free interest rate
Expected life
Expected volatility
Expected dividend yield

The following table summarizes activity related to stock options awarded by the Company for the three and six months ended June 30,
2017 and 2016 (in thousands, except per share data):
For the Three Months Ended
June 30,
2017
2016
$
3,938
$
3,804

Compensation expense for stock options awarded
Income tax benefit from compensation expense related to stock
options

1,500

1,421

For the Six Months Ended
June 30,
2017
2016
$
8,147
$
8,140
3,103

3,040

The weighted-average grant-date fair value of options granted during the six months ended June 30, 2017, was $67.43 compared to $65.18
for the six months ended June 30, 2016. The remaining unrecognized compensation expense related to unvested stock option awards at
June 30, 2017, was $31.4 million, and the weighted-average period of time over which this cost will be recognized is 2.8 years.
Other share-based compensation plans:
The Company sponsors other share-based compensation plans: an employee stock purchase plan (the “ESPP”), which permits all eligible
employees to purchase shares of the Company’s common stock at 85% of the fair market value, and a director stock plan, which provides
for the award of shares of restricted stock to the Company’s independent directors, that vest evenly over a three-year period and are held
in escrow until such vesting has occurred. The fair value of shares issued under the ESPP is based on the average of the high and low
market prices of the Company’s common stock during the offering periods, and compensation expense is recognized based on the discount
between the fair value and the employee purchase price for the shares sold to employees. The fair value of shares awarded under the
9

director stock plan is based on the closing market price of the Company’s common stock on the date of the award, and compensation
expense is recorded evenly over the vesting period or the minimum required service period.
The table below summarizes activity related to the Company’s other share-based compensation plans for the three and six months ended
June 30, 2017 and 2016 (in thousands):
For the Three Months Ended
June 30,
2017
2016
$
573
$
549

Compensation expense for shares issued under the ESPP
Income tax benefit from compensation expense related to shares
issued under the ESPP
Compensation expense for restricted shares awarded
Income tax benefit from compensation expense related to restricted
$
awards

218
414
158

For the Six Months Ended
June 30,
2017
2016
$
1,114
$
1,072
424
1,092

205
322
$

120

$

416

400
641
$

239

Profit sharing and savings plan:
The Company sponsors a contributory profit sharing and savings plan (the “401(k) Plan”) that covers substantially all employees who
are at least 21 years of age and have completed one year of service. The Company makes matching contributions equal to 100% of the
first 2% of each employee’s wages that are contributed and 25% of the next 4% of each employee’s wages that are contributed. An
employee generally must be employed on December 31 to receive that year’s Company matching contribution, with the matching
contribution funded annually at the beginning of the subsequent year following the year in which the matching contribution was earned.
The Company may also make additional discretionary profit sharing contributions to the plan on an annual basis as determined by the
Board of Directors. The Company did not make any discretionary contributions to the 401(k) Plan during the three or six months ended
June 30, 2017 or 2016. The Company expensed matching contributions under the 401(k) Plan in the amounts of $5.8 million and $5.5
million for the three months ended June 30, 2017 and 2016, respectively, which were included in “Selling, general and administrative
expenses” on the accompanying Condensed Consolidated Statements of Income. The Company expensed matching contributions under
the 401(k) Plan in the amounts of $11.3 million and $10.5 million for the six months ended June 30, 2017 and 2016, respectively, which
were included in “Selling, general and administrative expense” on the accompanying Condensed Consolidated Statements of Income.
Nonqualified deferred compensation plan:
The Company sponsors a nonqualified deferred compensation plan (the “Deferred Compensation Plan”) for highly compensated
employees whose contributions to the 401(k) Plan are limited due to the application of the annual limitations under the Internal Revenue
Code. The Deferred Compensation Plan provides these employees with the opportunity to defer the full 6% of matched compensation,
including salary and incentive based compensation that was precluded under the Company’s 401(k) Plan, which is then matched by the
Company using the same formula as the 401(k) Plan. An employee generally must be employed on December 31 to receive that year’s
Company matching contribution, with the matching contribution funded annually at the beginning of the subsequent year following the
year in which the matching contribution was earned. In the event of bankruptcy, the assets of this plan are available to satisfy the claims
of general creditors. The Company has an unsecured obligation to pay, in the future, the value of the deferred compensation and Company
match, adjusted to reflect the performance, whether positive or negative, of selected investment measurement options chosen by each
participant during the deferral period. The liability for compensation deferred under the Deferred Compensation Plan was $23.4 million
and $20.5 million as of June 30, 2017, and December 31, 2016, respectively, which was included in “Other liabilities” on the accompanying
Condensed Consolidated Balance Sheets. The Company expensed matching contributions under the Deferred Compensation Plan in the
amount of less than $0.1 million for the three months ended June 30, 2017 and 2016, which were included in “Selling, general and
administrative expenses” on the accompanying Condensed Consolidated Statements of Income. The Company expensed matching
contributions under the Deferred Compensation Plan in the amount of $0.1 million for the six months ended June 30, 2017 and 2016,
which were included in “Selling, general and administrative expenses” on the accompanying Condensed Consolidated Statements of
Income.
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NOTE 7 – EARNINGS PER SHARE
The following table illustrates the computation of basic and diluted earnings per share for the three and six months ended June 30, 2017
and 2016 (in thousands, except per share data):
For the Three Months Ended
June 30,
2017
2016

For the Six Months Ended
June 30,
2017
2016

$

257,794

$ 547,755

$ 513,168

90,030
1,269

95,967
1,315

91,012
1,335

96,554
1,357

91,299

97,282

92,347

97,911

Numerator (basic and diluted):
Net income

282,821

$

Denominator:
Weighted-average common shares outstanding – basic
Effect of stock options (1)
Weighted-average common shares outstanding – assuming
dilution
Earnings per share:
$
$

Earnings per share-basic
Earnings per share-assuming dilution

3.14
3.10

$
$

2.69
2.65

$
$

6.02
5.93

$
$

5.31
5.24

Antidilutive potential common shares not included in the
calculation of diluted earnings per share:
Stock options (1)
Weighted-average exercise price per share of antidilutive stock
options (1)
(1)

581
$

262.25

524

285
$

262.49

$

265.02

312
$

259.46

See Note 6 for further information concerning the terms of the Company’s share-based compensation plans.

For the three and six months ended June 30, 2017 and 2016, the computation of diluted earnings per share did not include certain securities.
These securities represent underlying stock options not included in the computation of diluted earnings per share, because the inclusion
of such equity awards would have been antidilutive.
Subsequent to the end of the second quarter and through August 7, 2017, the Company repurchased an additional 0.2 million shares of
its common stock under its share repurchase program, at an average price of $207.21, for a total investment of $35.0 million.
NOTE 8 – LEGAL MATTERS
O’Reilly is currently involved in litigation incidental to the ordinary conduct of the Company’s business. The Company accrues for
litigation losses in instances where a material adverse outcome is probable and the Company is able to reasonably estimate the probable
loss. The Company accrues for an estimate of material legal costs to be incurred in pending litigation matters. Although the Company
cannot ascertain the amount of liability that it may incur from any of these matters, it does not currently believe that, in the aggregate,
these matters, taking into account applicable insurance and accruals, will have a material adverse effect on its consolidated financial
position, results of operations or cash flows in a particular quarter or annual period.
As previously reported, on June 18, 2015, a jury in Greene County, Missouri, returned an unfavorable verdict in a litigated contract dispute
in the matter Meridian Creative Alliance vs. O’Reilly Automotive Stores, Inc. et. al. in the amount of $12.5 million. The Company has
vigorously challenged the verdict in the Court of Appeals and on March 24, 2017, the Court of Appeals reversed and affirmed the verdict
in part and remanded to the trial court the cause of action that resulted in the $12.5 million verdict. On April 10, 2017, Meridian Creative
Alliance (“Meridian”) filed a motion for rehearing in the Court of Appeals or, in the alternative, to transfer the case to the Missouri
Supreme Court. On April 17, 2017, the Court of Appeals denied Meridian’s motion. On May 2, 2017, Meridian filed an application with
the Missouri Supreme Court to accept transfer of the case, which was refused on June 27, 2017. The matter was remanded to the trial
court by the Court of Appeals the following day to the Circuit Court of Greene Country, Missouri. The Company will continue to
vigorously defend the matter. As of June 30, 2017, the Company had accrued $18.6 million with respect to this matter.

11

NOTE 9 - RECENT ACCOUNTING PRONOUNCEMENTS
In May of 2014, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standard Update (“ASU”) No. 2014-09,
“Revenue from Contracts with Customers (Topic 606)” (“ASU 2014-09”). Under ASU 2014-09, an entity is required to follow a fivestep process to determine the amount of revenue to recognize when promised goods or services are transferred to customers. ASU 2014-09
offers specific accounting guidance for costs to obtain or fulfill a contract with a customer. In addition, an entity is required to disclose
sufficient information to understand the nature, amount, timing, and uncertainty of revenue and cash flows arising from contracts with
customers. In August of 2015, the FASB issued ASU No. 2015-14, “Revenue from Contracts with Customers (Topic 606): Deferral of
the Effective Date” (“ASU 2015-14”), to defer the effective date of ASU 2014-09 by one year. For public companies, ASU 2015-14
changes ASU 2014-09 to be effective for annual reporting periods beginning after December 15, 2017, including interim periods within
that reporting period. These ASUs can be adopted retrospectively or as a cumulative-effective adjustment at the date of adoption, with
early adoption allowed, but not before December 15, 2016. The Company will adopt this guidance beginning with its first quarter ending
March 31, 2018. The Company has established a task force, composed of multiple functional groups inside of the Company, which is
currently in the process of evaluating critical components of this new guidance and the potential impact of the guidance on the Company’s
financial position, results of operations and cash flows. Based on the preliminary work completed, the Company is considering the
potential implications of the new standard on the Company’s recognition of customer related accounts receivable, warranty costs that are
not the responsibility of the Company’s suppliers, the application of the Company’s retail O’Rewards loyalty program and all applicable
financial statement disclosures required by the new guidance. At this time, the task force has not completed its evaluation of the impact
or means of adoption.
In February of 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842)” (“ASU 2016-02”). Under ASU 2016-02, an entity will
be required to recognize right-of-use assets and lease liabilities on its balance sheet and disclose key information about leasing
arrangements. ASU 2016-02 offers specific accounting guidance for a lessee, a lessor and sale and leaseback transactions. Lessees and
lessors are required to disclose qualitative and quantitative information about leasing arrangements to enable a user of the financial
statements to assess the amount, timing and uncertainty of cash flows arising from leases. For public companies, ASU 2016-02 is effective
for annual reporting periods beginning after December 15, 2018, including interim periods within that reporting period, and requires a
modified retrospective adoption, with early adoption permitted. The Company will adopt this guidance beginning with its first quarter
ending March 31, 2019. The Company has established a task force, composed of multiple functional groups inside of the Company,
which is currently in the process of evaluating critical components of this new guidance and the potential impact of the guidance on the
Company’s financial position, results of operations and cash flows. Based on the preliminary work completed, the Company is considering
the potential implications of the new standard on determining the discount rate to be used in valuing new and existing leases, the treatment
of existing favorable and unfavorable lease agreements acquired in connection with previous acquisitions, procedural and operational
changes that may be necessary to comply with the provisions of the guidance and all applicable financial statement disclosures required
by the new guidance, all of which are areas that could potentially be impacted by adoption of the guidance. At this time, the task force
has not completed its full evaluation; however, the Company believes the adoption of the new guidance will have a material impact on
the total assets and total liabilities reported on the Company’s consolidated balance sheets.
In March of 2016, the FASB issued ASU 2016-09, “Compensation - Stock Compensation (Topic 718): Improvements to Employee
Share-Based Payment Accounting” (“ASU 2016-09”). Under ASU 2016-09, several aspects of the accounting for share-based payment
transactions, including tax consequence, classification of awards as equity or liabilities, and classification on the statement of cash flows,
were changed. The Company adopted this guidance with its first quarter ending March 31, 2017. Upon adoption of ASU 2016-09, the
Company elected to change its accounting policy to account for forfeitures as they occur; this change was applied using the modified
retrospective transition method with a cumulative effect adjustment of $0.3 million to opening “Retained earnings” on the accompanying
Condensed Consolidated Balance Sheet as of June 30, 2017. The Company applied the amendments related to the presentation of tax
withholdings on the statements of cash flows using the retrospective transition method, which resulted in $0.2 million of tax withholdings
being reclassified from “Net cash provided by operating activities” to “Net cash used in financing activities” on the accompanying
Condensed Consolidated Statement of Cash Flows for the six months ended June 30, 2016. The Company elected to apply the amendments
related to the presentation of excess tax benefits on the statements of cash flows using the retrospective transition method, which resulted
in $30.1 million of excess tax benefits related to share-based compensation being reclassified from “Net cash used in financing activities”
to “Net cash provided by operating activities” in the accompanying Condensed Consolidated Statement of Cash Flows for the six months
ended June 30, 2016. ASU 2016-09 amendments related to accounting for excess tax benefits in the income statement have been adopted
prospectively, resulting in the recognition of $9.2 million and $32.5 million in “Provision for income taxes” in the accompanying Condensed
Consolidated Statement of Income for the three and six months ended June 30, 2017, respectively, which lowered the Company’s effective
tax rate, increased dilutive shares outstanding and increased diluted earnings per share for the three and six months ended June 30, 2017,
by $0.09 and $0.32, respectively.
In June of 2016, the FASB issued ASU No. 2016-13, “Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses
on Financial Instruments” (“ASU 2016-13”). Under ASU 2016-13, businesses and other organizations are required to present financial
assets, measured at amortized costs basis, at the net amount expected to be collected. The allowance for credit losses is a valuation
account that is deducted from the amortized cost basis, such as trade receivables. The measurement of expected credit loss will be based
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on historical experience, current conditions, and reasonable and supportable forecasts that affect the collectibility of the reported amount.
For public companies, ASU 2016-13 is effective for annual reporting periods beginning after December 15, 2019, including interim
periods within that reporting period, and requires a modified retrospective adoption, with early adoption permitted. The Company will
adopt this guidance beginning with its first quarter ending March 31, 2020. The application of this new guidance is not expected to have
a material impact on the Company’s consolidated financial condition, results of operations or cash flows.
In August of 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts
and Cash Payments (a consensus of the FASB Emerging Issues Task Force)” (“ASU 2016-15”). ASU 2016-15 reduces the existing
diversity in practice for eight specific parts on cash flow statement presentation and classification: debt prepayment or debt extinguishment
costs; settlement of zero-coupon debt instruments; contingent consideration payments made after a business combination; proceeds from
the settlement of insurance claims; proceeds from the settlement of corporate-owned life insurance (COLI) policies; distributions received
from equity method investments; beneficial interests in securitization transactions; and separately identifiable cash flows and application
of the predominance principle. For public companies, ASU 2016-15 is effective for annual reporting periods beginning after December
15, 2017, including interim periods within that reporting period, and requires retrospective adoption, with early adoption permitted. The
Company will adopt this guidance beginning with its first quarter ending March 31, 2018. The application of this new guidance is not
expected to have a material impact on the Company’s consolidated financial condition, results of operations or cash flows.
In January of 2017, the FASB issued ASU No. 2017-01, “Business Combinations (Topic 805): Clarifying the Definition of a
Business” (“ASU 2017-01”). ASU 2017-01 revises the definition of a business in the Accounting Standards Codification and clarifies
the guidance for determining whether the purchase or disposal of an asset or group of assets qualifies as the purchase or disposal of a
business. For public companies, ASU 2017-01 is effective for annual reporting periods beginning after December 15, 2017, including
interim periods within that reporting period, and requires prospective adoption, with early adoption permitted with certain conditions.
The Company will adopt this guidance beginning with its first quarter ending March 31, 2018. The application of this new guidance is
not expected to have a material impact on the Company’s consolidated financial condition, results of operations or cash flows.
In January of 2017, the FASB issued ASU No. 2017-04, “Intangibles - Goodwill and Other (Topic 350): Simplifying the Test for Goodwill
Impairment” (“ASU 2017-04”). ASU 2017-04 eliminates the second step in the previous process for goodwill impairment testing; instead,
the test is now a one-step process that calls for goodwill impairment loss to be measured as the excess of the reporting unit’s carrying
amount over its fair value. For public companies, ASU 2017-04 is effective for annual reporting periods beginning after December 15,
2019, including interim periods within that reporting period, and requires prospective adoption, with early adoption after January 1, 2017.
The Company will adopt this guidance beginning with its first quarter ending March 31, 2019. The application of this new guidance is
not expected to have a material impact on the Company’s consolidated financial condition, results of operations or cash flows.
In May of 2017, the FASB issued ASU No. 2017-09, “Compensation - Stock Compensation (Topic 718): Scope of Modification
Accounting” (“ASU 2017-09”). ASU 2017-09 provides clarity and reduces both the diversity in practice and cost and complexity when
applying stock compensation guidance to a change to the terms or conditions of a share-based payment award. For public companies,
ASU 2017-09 is effective for annual reporting periods beginning after December 15, 2017, including interim periods within that reporting
period, and requires prospective adoption, with early adoption permitted. The Company will adopt this guidance beginning with its first
quarter ending March 31, 2018. The application of this new guidance is not expected to have a material impact on the Company’s
consolidated financial condition, results of operations or cash flows.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Unless otherwise indicated, “we,” “us,” “our” and similar terms, as well as references to the “Company” or “O’Reilly,” refer to O’Reilly
Automotive, Inc. and its subsidiaries.
In Management’s Discussion and Analysis, we provide a historical and prospective narrative of our general financial condition, results
of operations, liquidity and certain other factors that may affect our future results, including
•
•
•
•
•
•
•

an overview of the key drivers of the automotive aftermarket industry;
our results of operations for the three and six months ended June 30, 2017 and 2016;
our liquidity and capital resources;
any contractual obligations, to which we are committed;
our critical accounting estimates;
the inflation and seasonality of our business; and
recent accounting pronouncements that may affect our Company.

The review of Management’s Discussion and Analysis should be made in conjunction with our condensed consolidated financial
statements, related notes and other financial information, forward-looking statements and other risk factors included elsewhere in this
quarterly report.
FORWARD-LOOKING STATEMENTS
We claim the protection of the safe-harbor for forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995. You can identify these statements by forward-looking words such as “estimate,” “may,” “could,” “will,” “believe,” “expect,”
“would,” “consider,” “should,” “anticipate,” “project,” “plan,” “intend” or similar words. In addition, statements contained within this
quarterly report that are not historical facts are forward-looking statements, such as statements discussing, among other things, expected
growth, store development, integration and expansion strategy, business strategies, future revenues and future performance. These
forward-looking statements are based on estimates, projections, beliefs and assumptions and are not guarantees of future events and
results. Such statements are subject to risks, uncertainties and assumptions, including, but not limited to, the economy in general, inflation,
product demand, the market for auto parts, competition, weather, risks associated with the performance of acquired businesses, our ability
to hire and retain qualified employees, consumer debt levels, our increased debt levels, credit ratings on public debt, governmental
regulations, terrorist activities, war and the threat of war. Actual results may materially differ from anticipated results described or implied
in these forward-looking statements. Please refer to the “Risk Factors” section of our annual report on Form 10-K for the year ended
December 31, 2016, for additional factors that could materially affect our financial performance. Forward-looking statements speak only
as of the date they were made, and we undertake no obligation to publicly update any forward-looking statements, whether as a result of
new information, future events or otherwise, except as required by applicable law.
OVERVIEW
We are a specialty retailer of automotive aftermarket parts, tools, supplies, equipment and accessories in the United States. We are one
of the largest U.S. automotive aftermarket specialty retailers, selling our products to both do-it-yourself (“DIY”) customers and professional
service providers – our “dual market strategy.” Our stores carry an extensive product line consisting of new and remanufactured automotive
hard parts, maintenance items, accessories, a complete line of auto body paint and related materials, automotive tools and professional
service provider service equipment. Our extensive product line includes an assortment of products that are differentiated by quality and
price for most of the product lines we offer. For many of our product offerings, this quality differentiation reflects “good,” “better,” and
“best” alternatives. Our sales and total gross margin dollars are highest for the “best” quality category of products. Consumers’ willingness
to select products at a higher point on the value spectrum is a driver of sales and profitability in our industry. Our stores also offer
enhanced services and programs to our customers, including used oil, oil filter and battery recycling; battery, wiper and bulb replacement;
battery diagnostic testing; electrical and module testing; check engine light code extraction; loaner tool program; drum and rotor
resurfacing; custom hydraulic hoses; professional paint shop mixing and related materials; and machine shops.
Our strategy is to open new stores to achieve greater penetration into existing markets and expansion into new, contiguous markets. We
typically open new stores either by (i) constructing a new facility or renovating an existing one on property we purchase or lease and
stocking the new store with fixtures and inventory; (ii) acquiring an independently owned auto parts store, typically by the purchase of
substantially all of the inventory and other assets (other than realty) of such store; or (iii) purchasing multi-store chains. We plan to open
190 net, new stores in 2017, in addition to the conversion of 48 stores acquired from Bond Auto Parts (“Bond”) in December 2016, as
previously announced. We believe our investment in store growth will be funded with the cash flows expected to be generated by our
existing operations and through available borrowings under our existing unsecured revolving credit facility. During the three months
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ended June 30, 2017, we opened 50 stores and closed four stores. During the six months ended June 30, 2017, we opened 110 stores and
closed five stores and, as of that date, operated 4,934 stores in 47 states.
Operating within the retail industry, we are influenced by a number of general macroeconomic factors including, but not limited to, fuel
costs, unemployment rates, consumer preferences and spending habits, and competition. We have ongoing initiatives aimed at tailoring
our product offering to adjust to customers’ changing preferences, and we also have initiatives focused on marketing and training to
educate customers on the advantages of ongoing vehicle maintenance, as well as “purchasing up” on the value spectrum.
We believe the key drivers of current and future demand for the products sold within the automotive aftermarket include the number of
U.S. miles driven, number of U.S. registered vehicles, new light vehicle registrations, average vehicle age and unemployment.
•

•

•

Number of Miles Driven – The number of total miles driven in the U.S. influences the demand for repair and maintenance
products sold within the automotive aftermarket. In total, vehicles in the U.S. are driven approximately three trillion miles per
year, resulting in ongoing wear and tear and a corresponding continued demand for the repair and maintenance products necessary
to keep these vehicles in operation. According to the Department of Transportation, the number of total miles driven in the U.S.
increased 2.4%, 3.5% and 1.8% in 2016, 2015 and 2014, respectively, and through May of 2017, year-to-date miles driven
increased 1.7%. We would expect to continue to see modest improvements in total miles driven in the U.S., supported by an
increasing number of registered vehicles on the road, resulting in continued demand for automotive aftermarket products.
Number of U.S. Registered Vehicles, New Light Vehicle Registrations and Average Vehicle Age – The total number of
vehicles on the road and the average age of the vehicle population heavily influence the demand for products sold within the
automotive aftermarket industry. As reported by The Auto Care Association, the total number of registered vehicles increased
7% from 2006 to 2016, bringing the number of light vehicles on the road to 264 million by the end of 2016. For the year ended
December 31, 2016, the seasonally adjusted annual rate of light vehicle sales in the U.S. (“SAAR”) was approximately 18.3
million, and for 2017, the SAAR is estimated to be approximately 16.4 million, contributing to the continued growth in the total
number of registered vehicles on the road. In the past decade, vehicle scrappage rates have remained relatively stable, ranging
from 4.3% to 5.7% annually. As a result, over the past decade, the average age of the U.S. vehicle population has increased,
growing 22%, from 9.5 years in 2006 to 11.6 years in 2016. We believe this increase in average age can be attributed to better
engineered and manufactured vehicles, which can be reliably driven at higher mileages due to better quality power trains and
interiors and exteriors, and the consumer’s willingness to invest in maintaining these higher-mileage, better built vehicles. As
the average age of vehicles on the road increases, a larger percentage of miles are being driven by vehicles that are outside of a
manufacturer warranty. These out-of-warranty, older vehicles generate strong demand for automotive aftermarket products as
they go through more routine maintenance cycles, have more frequent mechanical failures and generally require more
maintenance than newer vehicles. We believe consumers will continue to invest in these reliable, higher-quality, higher-mileage
vehicles and these investments, along with an increasing total light vehicle fleet, will support continued demand for automotive
aftermarket products.
Unemployment – Unemployment, underemployment, the threat of future joblessness and the uncertainty surrounding the overall
economic health of the U.S. have a negative impact on consumer confidence and the level of consumer discretionary spending.
Long-term trends of high unemployment have historically impeded the growth of annual miles driven, as well as decrease
consumer discretionary spending, both of which negatively impact demand for products sold in the automotive aftermarket
industry. As of December 31, 2016, the U.S. unemployment rate was 4.7%, and as of June 30, 2017, the U.S. unemployment
rate was 4.4%. We believe total employment should remain at healthy levels with marginal improvements, and we would expect
to see an increase in commuter traffic with a growing work force, further aiding the positive trend of growth of total miles driven
in the U.S. and demand for automotive aftermarket products.

We remain confident in our ability to gain market share in our existing markets and grow our business in new markets by focusing on
our dual market strategy and the core O’Reilly values of hard work and excellent customer service.
RESULTS OF OPERATIONS
Sales:
Sales for the three months ended June 30, 2017, increased $114 million to $2.29 billion from $2.18 billion for the same period one year
ago, representing an increase of 5%. Sales for the six months ended June 30, 2017, increased $174 million to $4.45 billion from $4.27
billion for the same period one year ago, representing an increase of 4%. Comparable store sales for stores open at least one year increased
1.7% and 4.3% for the three months ended June 30, 2017 and 2016, respectively. Comparable store sales for stores open at least one
year increased 1.3% and 5.1% for the six months ended June 30, 2017 and 2016, respectively. Comparable store sales are calculated
based on the change in sales of stores open at least one year and exclude sales of specialty machinery, sales to independent parts stores
and sales to Team Members, as well as sales from Leap Day during the six months ended June 30, 2016.
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The following table presents the components of the increase in sales for the three and six months ended June 30, 2017 (in millions):
Increase in Sales for the
Three Months Ended
June 30, 2017,
Compared to the Same
Period in 2016

Increase in Sales for the
Six Months Ended
June 30, 2017,
Compared to the Same
Period in 2016

Store sales:
Comparable store sales, including sales from the 48 acquired Bond
stores
$
Non-comparable store sales:
Sales for stores opened throughout 2016, excluding stores open at least
one year that are included in comparable store sales
Sales for stores opened throughout 2017
Sales from Leap Day in 2016
Sales in 2016 for stores that have closed
Non-store sales:
Includes sales of machinery and sales to independent parts stores and
Team Members
Total increase in sales

$

54

$

39
21
—
(1)

1
114

87

88
27
(25)
(2)

$

(1)
174

We believe the increased sales achieved by our stores are the result of store growth, sales from the 48 acquired Bond stores and the high
levels of customer service provided by our well-trained and technically proficient Team Members, superior inventory availability, including
same day and over-night access to inventory in our regional distribution centers, enhanced services and programs offered in our stores,
a broader selection of product offerings in most stores with a dynamic catalog system to identify and source parts, a targeted promotional
and advertising effort through a variety of media and localized promotional events, continued improvement in the merchandising and
store layouts of our stores, compensation programs for all store Team Members that provide incentives for performance and our continued
focus on serving both DIY and professional service provider customers.
Our comparable store sales increases for the three and six months ended June 30, 2017, were driven by increases in average ticket values
for both our DIY and professional service provider customers, partially offset by negative customer transaction counts from our DIY and
professional service provider customers. The improvements in average ticket values were the result of the increasing complexity and
cost of replacement parts necessary to maintain the current population of better engineered and more technically advanced vehicles.
These better engineered, more technically advanced vehicles require less frequent repairs, as the component parts are more durable and
last for longer periods of time. When repairs are needed, the cost of replacement parts is, on average, greater, which is a benefit to average
ticket values; however, the decrease in repair frequency creates pressure on customer transaction counts. Customer transaction counts
during the current periods were also negatively impacted by softer industry demand, resulting, in part, from the second consecutive,
unseasonably mild winter weather and a cool, wet start to summer in many of our markets. The mild winter weather did not stress vehicle
components to the degree more typical harsh winter weather would, which resulted in a lower level of automobile parts breakage and
associated demand for our products. The cool, wet start to summer resulted in a lower level of demand, as the absence of typical seasonally
high temperatures resulted in fewer temperature related vehicle repairs.
We opened 46 and 105 net, new stores during the three and six months ended June 30, 2017, respectively, compared to 37 and 89 net,
new stores for the three and six months ended June 30, 2016, respectively. As of June 30, 2017, we operated 4,934 stores in 47 states
compared to 4,660 stores in 44 states at June 30, 2016. We anticipate total new store growth to be 190 net, new store openings in 2017,
slightly below the 2016 net, new store openings due to the resources necessary to convert the 48 Bond stores acquired in December 2016
to our systems, inventory selection and décor packages during 2017.
Gross profit:
Gross profit for the three months ended June 30, 2017, increased to $1.20 billion (or 52.4% of sales) from $1.13 billion (or 51.8% of
sales) for the same period one year ago, representing an increase of 6%. Gross profit for the six months ended June 30, 2017, increased
to $2.33 billion (or 52.4% of sales) from $2.22 billion (or 52.1% of sales) for the same period one year ago, representing an increase of
5%. The increase in gross profit dollars for the three months ended June 30, 2017, was the result of sales from new stores, the increase
in comparable store sales at existing stores and sales from the 48 acquired Bond stores. The increase in gross profit dollars for the six
months ended June 30, 2017, was the result of sales from new stores, the increase in comparable store sales at existing stores and sales
from the 48 acquired Bond stores, partially offset by prior year gross profit dollars generated from one additional day due to Leap Day.
The increases in gross profit as a percentage of sales for the three and six months ended June 30, 2017, were primarily due to a smaller
non-cash last-in, first-out (“LIFO”) impact, which is the result of fewer product acquisition cost improvements during the three and six
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months ended June 30, 2017, as compared to the same periods in the prior year. Our policy is to not write up inventory in excess of
replacement cost, and accordingly, we are effectively valuing our inventory at replacement cost. During the three months ended June
30, 2017 and 2016, our LIFO costs were written down by approximately $10 million and $23 million, respectively, to reflect replacement
cost. During the six months ended June 30, 2017, our LIFO inventory costs were written down by approximately $17 million and $36
million, respectively, to reflect replacement cost.
Selling, general and administrative expenses:
Selling, general and administrative expenses (“SG&A”) for the three months ended June 30, 2017, increased to $743 million (or 32.4%
of sales) from $702 million (or 32.3% of sales) for the same period one year ago, representing an increase of 6%. SG&A for the six
months ended June 30, 2017, increased to $1.47 billion (or 33.1% of sales) from $1.38 billion (or 32.3% of sales) for the same period
one year ago, representing an increase of 6%. The increase in total SG&A dollars for the three months ended June 30, 2017, was primarily
the result of additional Team Members, facilities and vehicles to support our increased sales and store count, partially offset by a $9.1
million benefit from the reduction in our legal accruals following the expiration of the statute of limitations related to a legacy claim.
The increase in total SG&A dollars for the six months ended June 30, 2017, was primarily the result of additional Team Members, facilities
and vehicles to support our increased sales and store count, partially offset by a $9.1 million benefit from the previously mentioned
reduction in legal accruals and prior year incremental SG&A expenses incurred from one additional day due to Leap Day. The increases
in SG&A as a percentage of sales for the three and six months ended June 30, 2017, were primarily due to deleverage of store operating
costs on soft comparable store sales during the current periods.
Operating income:
As a result of the impacts discussed above, operating income for the three months ended June 30, 2017, increased to $457 million (or
20.0% of sales) from $425 million (or 19.5% of sales) for the same period one year ago, representing an increase of 8%. As a result of
the impacts discussed above, operating income for the six months ended June 30, 2017, increased to $861 million (or 19.4% of sales)
from $844 million (or 19.7% of sales) for the same period one year ago, representing an increase of 2%.
Other income and expense:
Total other expense for the three months ended June 30, 2017, increased to $21 million (or 0.9% of sales) from $16 million (or 0.7% of
sales) for the same period one year ago, representing an increase of 30%. Total other expense for the six months ended June 30, 2017,
increased to $39 million (or 0.9% of sales) from $29 million (or 0.7% of sales) for the same period one year ago, representing an increase
of 33%. The increases in total other expense for the three and six months ended June 30, 2017, were primarily the result of increased
interest expense on higher average outstanding borrowings.
Income taxes:
Our provision for income taxes for the three months ended June 30, 2017, increased to $154 million (or 6.7% of sales) from $151 million
(or 6.9% of sales) for the same period one year ago, representing an increase of 2%. Our provision for income taxes for the six months
ended June 30, 2017, decreased to $274 million (or 6.2% of sales) from $301 million (or 7.0% of sales) for the same period one year ago,
representing a decrease of 9%. Our effective tax rate for the three months ended June 30, 2017, was 35.2% of income before income
taxes compared to 36.9% for the same period one year ago. Our effective tax rate for the six months ended June 30, 2017, was 33.3%
of income before income taxes compared to 37.0% for the same period one year ago. The increase in our provision for income taxes for
the three months ended June 30, 2017, was primarily the result of higher taxable income in the three months ended June 30, 2017, partially
offset by the adoption of Accounting Standard Update No. 2016-09, which provided a benefit of $9 million to the provision for income
taxes. The decrease in our provision for income taxes for the six months ended June 30, 2017, was primarily the result of the adoption
of a new accounting standard in 2017, which provided a benefit of $32 million to the provision for income taxes, partially offset by higher
taxable income. The decreases in our effective tax rate for the three and six months ended June 30, 2017, were primarily the result of
the adoption of a new accounting standard in 2017, which provided a benefit of 210 basis points and 400 basis points to the effective tax
rate for the three and six months ended June 30, 2017, respectively.
Net income:
As a result of the impacts discussed above, net income for the three months ended June 30, 2017, increased to $283 million (or 12.3%
of sales) from $258 million (or 11.8% of sales) for the same period one year ago, representing an increase of 10%. As a result of the
impacts discussed above, net income for the six months ended June 30, 2017, increased to $548 million (or 12.3% of sales) from $513
million (or 12.0% of sales) for the same period one year ago, representing an increase of 7%.
Earnings per share:
Our diluted earnings per common share for the three months ended June 30, 2017, increased 17% to $3.10 on 91 million shares from
$2.65 on 97 million shares for the same period one year ago. Our diluted earnings per common share for the six months ended June 30,
2017, increased 13% to $5.93 on 92 million shares from $5.24 on 98 million shares for the same period one year ago. Due to the adoption
of Accounting Standard Update No. 2016-09, our diluted earnings per common share for the three and six months ended June 30, 2017,
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included a benefit of $0.09 and $0.32, respectively, comprised of a $0.10 and $0.35 earnings per share increase, respectively, from a
lower effective tax rate, partially offset by a $0.01 and $0.03, respectively, earnings per share decrease from an increase in the number
of weighted-average common shares outstanding - assuming dilution.
LIQUIDITY AND CAPITAL RESOURCES
Our long-term business strategy requires capital to open new stores, fund strategic acquisitions, expand distribution infrastructure, operate
and maintain existing stores and may include the opportunistic repurchase of shares of our common stock through our Board-approved
share repurchase program. The primary sources of our liquidity are funds generated from operations and borrowed under our unsecured
revolving credit facility. Decreased demand for our products or changes in customer buying patterns could negatively impact our ability
to generate funds from operations. Additionally, decreased demand or changes in buying patterns could impact our ability to meet the
debt covenants of our credit agreement and, therefore, negatively impact the funds available under our unsecured revolving credit facility.
We believe that cash expected to be provided by operating activities and availability under our unsecured revolving credit facility will
be sufficient to fund both our short-term and long-term capital and liquidity needs for the foreseeable future. However, there can be no
assurance that we will continue to generate cash flows at or above recent levels.
The following table identifies cash provided by/(used in) our operating, investing and financing activities for the six months ended June 30,
2017 and 2016 (in thousands):
For the Six Months Ended
June 30,
Liquidity:

2017

Total cash provided by/(used in):
Operating activities (1)
Investing activities
Financing activities (1)
Net (decrease) increase in cash and cash equivalents

$

Capital expenditures
Free cash flow

(2)

2016
$

$

710,507
(228,721)
(601,856)
(120,070)

$

828,734
(217,398)
(329,378)
281,958

$

227,506

$

220,416

$

450,522

$

578,182

(1)

Prior period amount has been reclassified to conform to current period presentation, due to the Company’s adoption of a new accounting standard
during the first quarter ended March 31, 2017.

(2)

Calculated as net cash provided by operating activities, less capital expenditures and excess tax benefit from share-based compensation payments
for the period.

Operating activities:
The decrease in net cash provided by operating activities during the six months ended June 30, 2017, compared to the same period in
2016, was primarily due to an increase in our net inventory investment, partially offset by an increase in net income and income taxes
payable. The increase in our net inventory investment is primarily the result of a slower pace of inventory purchases and a corresponding
decrease in associated accounts payable as a percentage of inventory, due to a softer sales environment, as compared to the same period
in the prior year. The increase in cash provided by income taxes payable in the current period, as compared to the same period in the
prior year, was primarily the result of a prepaid income taxes position at the end of 2016, versus an income taxes payable position at the
end of 2015.
Investing activities:
The increase in net cash used in investing activities during the six months ended June 30, 2017, compared to the same period in 2016,
was primarily the result of an increase in capital expenditures. The increase in capital expenditures was primarily related to the timing
of property acquisitions, closings and construction costs for new stores and our distribution expansion projects during the current period,
as compared to the same period in the prior year.
Financing activities:
The increase in net cash used in financing activities during the six months ended June 30, 2017, compared to the same period in 2016,
was primarily attributable to an increase in repurchases of our common stock during the current period, as compared to the same period
in the prior year, partially offset by a higher level of net borrowings during the current period, as compared to the same period in the prior
year.
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Unsecured revolving credit facility:
On April 5, 2017, the Company entered into a new credit agreement (the “Credit Agreement”). The new Credit Agreement provides for
a five-year $1.2 billion unsecured revolving credit facility (the “Revolving Credit Facility”) arranged by JPMorgan Chase Bank, N.A.,
which is scheduled to mature in April 2022. The new Credit Agreement includes a $200 million sub-limit for the issuance of letters of
credit and a $75 million sub-limit for swing line borrowings. As described in the new Credit Agreement governing the new Revolving
Credit Facility, the Company may, from time to time, subject to certain conditions, increase the aggregate commitments under the new
Revolving Credit Facility by up to $600 million, provided that the aggregate amount of the commitments does not exceed $1.8 billion
at any time.
In conjunction with the closing of the new Credit Agreement, the Company’s previous credit agreement, which was originally entered
into on January 14, 2011, as amended, was terminated (the “Terminated Credit Agreement), and all outstanding loans and commitments,
including the guarantees of each of the subsidiary guarantors, under the Terminated Credit Agreement were terminated and replaced by
the loans and commitments under the new Credit Agreement. None of our subsidiaries are guarantors or obligors under the new Credit
Agreement.
As of June 30, 2017, we had outstanding letters of credit, primarily to support obligations related to workers’ compensation, general
liability and other insurance policies, in the amount of $41 million, reducing the aggregate availability under the new Credit Agreement
by that amount. As of June 30, 2017, we had outstanding borrowings under the new Revolving Credit Facility in the amount of $716
million.
Senior Notes:
We have issued a cumulative $1.90 billion aggregate principal amount of unsecured senior notes, which are due between January 2021
and March 2026, with United Missouri Bank as trustee. Interest on the senior notes, ranging from 3.550% to 4.875%, is payable semiannually and is computed on the basis of a 360-day year.
Debt covenants:
The indentures governing our senior notes contain covenants that limit our ability and the ability of certain of our subsidiaries to, among
other things, create certain liens on assets to secure certain debt and enter into certain sale and leaseback transactions, and limit our ability
to merge or consolidate with another company or transfer all or substantially all of our property, in each case as set forth in the indentures.
These covenants are, however, subject to a number of important limitations and exceptions. As of June 30, 2017, we were in compliance
with the covenants applicable to our senior notes.
The Credit Agreement contains certain covenants, including limitations on indebtedness, a minimum consolidated fixed charge coverage
ratio of 2.50:1.00 and a maximum consolidated leverage ratio of 3.00:1.00. The consolidated fixed charge coverage ratio includes a
calculation of earnings before interest, taxes, depreciation, amortization, rent and non-cash share-based compensation expense to fixed
charges. Fixed charges include interest expense, capitalized interest and rent expense. The consolidated leverage ratio includes a
calculation of adjusted debt to earnings before interest, taxes, depreciation, amortization, rent and non-cash share-based compensation
expense. Adjusted debt includes outstanding debt, outstanding stand-by letters of credit and similar instruments, five-times rent expense
and excludes any premium or discount recorded in conjunction with the issuance of long-term debt. In the event that we should default
on any covenant contained within the new Credit Agreement, certain actions may be taken, including, but not limited to, possible
termination of commitments, immediate payment of outstanding principal amounts plus accrued interest and other amounts payable under
the new Credit Agreement and litigation from our lenders.
We had a consolidated fixed charge coverage ratio of 6.00 times and 6.15 times as of June 30, 2017 and 2016, respectively, and a
consolidated leverage ratio of 1.82 times and 1.56 times as of June 30, 2017 and 2016, respectively, remaining in compliance with all
covenants related to the borrowing arrangements.
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The table below outlines the calculations of the consolidated fixed charge coverage ratio and consolidated leverage ratio covenants, as
defined in the new Credit Agreement governing the new Revolving Credit Facility, for the twelve months ended June 30, 2017 and 2016
(dollars in thousands):

$

GAAP net income
Add: Interest expense
Rent expense
Provision for income taxes
Depreciation expense
Amortization expense
Non-cash share-based compensation
Non-GAAP EBITDAR

$
$

Interest expense
Capitalized interest
Rent expense
Total fixed charges

$

For the Twelve Months Ended
June 30,
2017
2016
1,072,278
$
998,012
77,640
61,930
290,620
277,088
572,095
566,850
225,338
208,782
1,057
1,897
19,359
20,448
2,258,387
$
2,135,007
77,640
8,021
290,620
376,281

$

$

6.00

Consolidated fixed charge coverage ratio
$

GAAP debt
Stand-by letters of credit
Discount on senior notes
Debt issuance costs
Five-times rent expense
Non-GAAP adjusted debt

$

2,604,062
41,196
2,854
9,083
1,453,100
4,110,295
1.82

Consolidated leverage ratio

61,930
7,860
277,088
346,878
6.15

$

$

1,886,324
39,010
3,441
10,235
1,385,440
3,324,450
1.56

The table below outlines the calculation of Free cash flow and reconciles Free cash flow to Net cash provided by operating activities, the
most directly comparable GAAP financial measure, for the six months ended June 30, 2017 and 2016 (in thousands):

Cash provided by operating activities (1)
Less: Capital expenditures
Excess tax benefit from share-based compensation
Free cash flow
(1)

$

$

For the Six Months Ended
June 30,
2017
2016
710,507
$
828,734
227,506
220,416
32,479
30,136
450,522
$
578,182

Prior period amount has been reclassified to conform to current period presentation, due to the Company’s adoption of a new accounting standard
during the first quarter ended March 31, 2017.

Free cash flow, the consolidated fixed charge coverage ratio and the consolidated leverage ratio discussed and presented in the tables
above are not derived in accordance with United States generally accepted accounting principles (“GAAP”). We do not, nor do we
suggest investors should, consider such non-GAAP financial measures in isolation from, or as a substitute for, GAAP financial information.
We believe that the presentation of our free cash flow, consolidated fixed charge coverage ratio and consolidated leverage ratio provides
meaningful supplemental information to both management and investors and reflects the required covenants under the Credit Agreement.
We include these items in judging our performance and believe this non-GAAP information is useful to investors as well. Material
limitations of these non-GAAP measures are that such measures do not reflect actual GAAP amounts. We compensate for such limitations
by presenting, in the tables above, a reconciliation to the most directly comparable GAAP measures.
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Share repurchase program:
In January of 2011, our Board of Directors approved a share repurchase program. Under the program, we may, from time to time,
repurchase shares of our common stock, solely through open market purchases effected through a broker dealer at prevailing market
prices, based on a variety of factors such as price, corporate trading policy requirements and overall market conditions. Our Board of
Directors may increase or otherwise modify, renew, suspend or terminate the share repurchase program at any time, without prior notice.
As announced on May 10, 2017, our Board of Directors approved a resolution to increase the authorization amount under our share
repurchase program by an additional $1.00 billion, resulting in a cumulative authorization amount of $8.75 billion. The additional $1.00
billion authorization is effective for a three-year period, beginning on its announcement date.
The following table identifies shares of our common stock that have been repurchased as part of our publicly announced share repurchase
program (in thousands, except per share data):

Shares repurchased
Average price per share
Total investment

For the Three Months Ended
June 30,
2017
2016
3,475
2,075
$
245.26
$
262.17
$
852,226
$
544,165

$
$

For the Six Months Ended
June 30,
2017
2016
5,304
3,306
253.13
$
259.14
1,342,538
$
856,802

As of June 30, 2017, we had $545 million remaining under our share repurchase program. Subsequent to the end of the second quarter
and through August 7, 2017, we repurchased 0.2 million additional shares of our common stock under our share repurchase program, at
an average price of $207.21, for a total investment of $35 million. We have repurchased a total of 62.4 million shares of our common
stock under our share repurchase program since the inception of the program in January of 2011 and through August 7, 2017, at an average
price of $132.00, for a total aggregate investment of $8.24 billion.
CONTRACTUAL OBLIGATIONS
There have been no material changes to the contractual obligations, to which we are committed, since those discussed in our Annual
Report on Form 10-K for the year ended December 31, 2016.
CRITICAL ACCOUNTING ESTIMATES
The preparation of our financial statements in accordance with GAAP requires the application of certain estimates and judgments by
management. Management bases its assumptions, estimates, and adjustments on historical experience, current trends and other factors
believed to be relevant at the time the condensed consolidated financial statements are prepared. There have been no material changes
in the critical accounting estimates since those discussed in our Annual Report on Form 10-K for the year ended December 31, 2016.
INFLATION AND SEASONALITY
We have been successful, in many cases, in reducing the effects of merchandise cost increases principally by taking advantage of supplier
incentive programs, economies of scale resulting from increased volume of purchases and selective forward buying. To the extent our
acquisition costs increased due to base commodity price increases industry-wide, we have typically been able to pass along these increased
costs through higher retail prices for the affected products. As a result, we do not believe inflation has had a material adverse effect on
our operations.
To some extent, our business is seasonal primarily as a result of the impact of weather conditions on customer buying patterns. While
we have historically realized operating profits in each quarter of the year, our store sales and profits have historically been higher in the
second and third quarters (April through September) than in the first and fourth quarters (October through March) of the year.
RECENT ACCOUNTING PRONOUNCEMENTS
In May of 2014, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standard Update (“ASU”) No. 2014-09,
“Revenue from Contracts with Customers (Topic 606)” (“ASU 2014-09”). Under ASU 2014-09, an entity is required to follow a fivestep process to determine the amount of revenue to recognize when promised goods or services are transferred to customers. ASU 2014-09
offers specific accounting guidance for costs to obtain or fulfill a contract with a customer. In addition, an entity is required to disclose
sufficient information to understand the nature, amount, timing, and uncertainty of revenue and cash flows arising from contracts with
customers. In August of 2015, the FASB issued ASU No. 2015-14, “Revenue from Contracts with Customers (Topic 606): Deferral of
the Effective Date” (“ASU 2015-14”), to defer the effective date of ASU 2014-09 by one year. For public companies, ASU 2015-14
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changes ASU 2014-09 to be effective for annual reporting periods beginning after December 15, 2017, including interim periods within
that reporting period. These ASUs can be adopted retrospectively or as a cumulative-effective adjustment at the date of adoption, with
early adoption allowed, but not before December 15, 2016. We will adopt this guidance beginning with our first quarter ending March
31, 2018. We have established a task force, composed of multiple functional groups inside of the Company, which is currently in the
process of evaluating critical components of this new guidance and the potential impact of the guidance on our financial position, results
of operations and cash flows. Based on the preliminary work completed, we are considering the potential implications of the new standard
on our recognition of customer related accounts receivable, warranty costs that are not the responsibility of our suppliers, the application
of the Company’s retail O’Rewards loyalty program and all applicable financial statement disclosures required by the new guidance. At
this time, the task force has not completed its evaluation of the impact or means of adoption.
In February of 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842)” (“ASU 2016-02”). Under ASU 2016-02, an entity will
be required to recognize right-of-use assets and lease liabilities on its balance sheet and disclose key information about leasing
arrangements. ASU 2016-02 offers specific accounting guidance for a lessee, a lessor and sale and leaseback transactions. Lessees and
lessors are required to disclose qualitative and quantitative information about leasing arrangements to enable a user of the financial
statements to assess the amount, timing and uncertainty of cash flows arising from leases. For public companies, ASU 2016-02 is effective
for annual reporting periods beginning after December 15, 2018, including interim periods within that reporting period, and requires a
modified retrospective adoption, with early adoption permitted. We will adopt this guidance beginning with our first quarter ending
March 31, 2019. We have established a task force, composed of multiple functional groups inside of the Company, which is currently
in the process of evaluating critical components of this new guidance and the potential impact of the guidance on our financial position,
results of operations and cash flows. Based on the preliminary work completed, we are considering the potential implications of the new
standard on determining the discount rate to be used in valuing new and existing leases, the treatment of existing favorable and unfavorable
lease agreements acquired in connection with previous acquisitions, procedural and operational changes that may be necessary to comply
with the provisions of the guidance and all applicable financial statement disclosures required by the guidance, all of which are areas that
could potentially be impacted by adoption of the guidance. At this time, the task force has not completed its full evaluation; however,
we believe the adoption of the new guidance will have a material impact on the total assets and total liabilities reported on our consolidated
balance sheets.
In March of 2016, the FASB issued ASU 2016-09, “Compensation - Stock Compensation (Topic 718): Improvements to Employee
Share-Based Payment Accounting” (“ASU 2016-09”). Under ASU 2016-09, several aspects of the accounting for share-based payment
transactions, including tax consequence, classification of awards as equity or liabilities, and classification on the statement of cash flows,
were changed. We adopted this guidance with our first quarter ending March 31, 2017. Upon adoption of ASU 2016-09, we elected to
change our accounting policy to account for forfeitures as they occur; this change was applied using the modified retrospective transition
method with a cumulative effect adjustment of $0.3 million to opening “Retained earnings” on the accompanying Condensed Consolidated
Balance Sheet as of June 30, 2017. We applied the amendments related to the presentation of tax withholdings on the statements of cash
flows using the retrospective transition method, which resulted in $0.2 million of tax withholdings being reclassified from “Net cash
provided by operating activities” to “Net cash used in financing activities” on the accompanying Condensed Consolidated Statement of
Cash Flows for the six months ended June 30, 2016. We elected to apply the amendments related to the presentation of excess tax benefits
on the statements of cash flows using the retrospective transition method, which resulted in $30 million of excess tax benefits related to
share-based compensation being reclassified from “Net cash (used in) provided by financing activities to “Net cash provided by operating
activities” in the accompanying Condensed Consolidated Statement of Cash Flows for the six months ended June 30, 2016. ASU 2016-09
amendments related to accounting for excess tax benefits in the income statement have been adopted prospectively, resulting in the
recognition of $9 million and $32 million in “Provision for income taxes” in the accompanying Condensed Consolidated Statement of
Income for the three and six months ended June 30, 2017, respectively, which lowered our effective tax rate, increased dilutive shares
outstanding and increased diluted earnings per share for the three and six months ended June 30, 2017, by $0.09 and $0.32, respectively.
In June of 2016, the FASB issued ASU No. 2016-13, “Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses
on Financial Instruments” (“ASU 2016-13”). Under ASU 2016-13, businesses and other organizations are required to present financial
assets, measured at amortized costs basis, at the net amount expected to be collected. The allowance for credit losses is a valuation
account that is deducted from the amortized cost basis, such as trade receivables. The measurement of expected credit loss will be based
on historical experience, current conditions, and reasonable and supportable forecasts that affect the collectibility of the reported amount.
For public companies, ASU 2016-13 is effective for annual reporting periods beginning after December 15, 2019, including interim
periods within that reporting period, and requires a modified retrospective adoption, with early adoption permitted. We will adopt this
guidance beginning with our first quarter ending March 31, 2020. The application of this new guidance is not expected to have a material
impact on our consolidated financial condition, results of operations or cash flows.
In August of 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts
and Cash Payments (a consensus of the FASB Emerging Issues Task Force)” (“ASU 2016-15”). ASU 2016-15 reduces the existing
diversity in practice for eight specific parts on cash flow statement presentation and classification: debt prepayment or debt extinguishment
costs; settlement of zero-coupon debt instruments; contingent consideration payments made after a business combination; proceeds from
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the settlement of insurance claims; proceeds from the settlement of corporate-owned life insurance (COLI) policies; distributions received
from equity method investments; beneficial interests in securitization transactions; and separately identifiable cash flows and application
of the predominance principle. For public companies, ASU 2016-15 is effective for annual reporting periods beginning after December
15, 2017, including interim periods within that reporting period, and requires retrospective adoption, with early adoption permitted. We
will adopt this guidance beginning with our first quarter ending March 31, 2018. The application of this new guidance is not expected
to have a material impact on our consolidated financial condition, results of operations or cash flows.
In January of 2017, the FASB issued ASU No. 2017-01, “Business Combinations (Topic 805): Clarifying the Definition of a
Business” (“ASU 2017-01”). ASU 2017-01 revises the definition of a business in the Accounting Standards Codification and clarifies
the guidance for determining whether the purchase or disposal of an asset or group of assets qualifies as the purchase or disposal of a
business. For public companies, ASU 2017-01 is effective for annual reporting periods beginning after December 15, 2017, including
interim periods within that reporting period, and requires prospective adoption, with early adoption permitted with certain conditions.
We will adopt this guidance beginning with our first quarter ending March 31, 2018. The application of this new guidance is not expected
to have a material impact on our consolidated financial condition, results of operations or cash flows.
In January of 2017, the FASB issued ASU No. 2017-04, “Intangibles - Goodwill and Other (Topic 350): Simplifying the Test for Goodwill
Impairment” (“ASU 2017-04”). ASU 2017-04 eliminates the second step in the previous process for goodwill impairment testing; instead,
the test is now a one-step process that calls for goodwill impairment loss to be measured as the excess of the reporting unit’s carrying
amount over its fair value. For public companies, ASU 2017-04 is effective for annual reporting periods beginning after December 15,
2019, including interim periods within that reporting period, and requires prospective adoption, with early adoption after January 1, 2017.
We will adopt this guidance beginning with our first quarter ending March 31, 2019. The application of this new guidance is not expected
to have a material impact on our consolidated financial condition, results of operations or cash flows.
In May of 2017, the FASB issued ASU No. 2017-09, “Compensation - Stock Compensation (Topic 718): Scope of Modification
Accounting” (“ASU 2017-09”). ASU 2017-09 provides clarity and reduces both the diversity in practice and cost and complexity when
applying stock compensation guidance to a change to the terms or conditions of a share-based payment award. For public companies,
ASU 2017-09 is effective for annual reporting periods beginning after December 15, 2017, including interim periods within that reporting
period, and requires prospective adoption, with early adoption permitted. We will adopt this guidance beginning with our first quarter
ending March 31, 2018. The application of this new guidance is not expected to have a material impact on our consolidated financial
condition, results of operations or cash flows.
INTERNET ADDRESS AND ACCESS TO SEC FILINGS
Our Internet address is www.oreillyauto.com. Interested readers can access, free of charge, our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and any amendments to those reports filed or furnished pursuant to Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as amended, through the Securities and Exchange Commission’s (“SEC”) website at
www.sec.gov and searching with our ticker symbol “ORLY.” Such reports are generally available the day they are filed. Upon request,
we will furnish interested readers a paper copy of such reports free of charge.
Item 3. Quantitative and Qualitative Disclosures about Market Risk
Unless otherwise indicated, “we,” “us,” “our” and similar terms, as well as references to the “Company” or “O’Reilly,” refer to O’Reilly
Automotive, Inc. and its subsidiaries.
We are subject to interest rate risk to the extent we borrow against our unsecured revolving credit facility (the “Revolving Credit Facility”)
with variable interest rates based on either a Base Rate or Eurodollar Rate, as defined in the credit agreement governing the Revolving
Credit Facility. As of June 30, 2017, we had outstanding borrowings under our Revolving Credit Facility in the amount of $716 million,
at the weighted-average variable interest rate of 2.065%. At this borrowing level, a 0.25% increase in interest rates would have had an
unfavorable annual impact on our pre-tax earnings and cash flows in the amount of $1.8 million.
We invest certain of our excess cash balances in short-term, highly-liquid instruments with maturities of 90 days or less. We do not expect
any material losses from our invested cash balances and we believe that our interest rate exposure is minimal. As of June 30, 2017, our
cash and cash equivalents totaled $27 million.
Our market risks have not materially changed since those discussed in our Annual Report on Form 10-K for the year ended December 31,
2016.
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Item 4. Controls and Procedures
EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES
As of the end of the period covered by this report, the management of O’Reilly Automotive, Inc. and Subsidiaries (the “Company”),
under the supervision and with the participation of its Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness
of the design and operation of the Company’s disclosure controls and procedures pursuant to Rule 13a-15(b) and as defined in Rule
13a-15(e) of the Securities Exchange Act of 1934, as amended (“the Exchange Act”). Based on that evaluation, the Chief Executive
Officer and the Chief Financial Officer concluded that the Company’s disclosure controls and procedures as of the end of the period
covered by this report are functioning effectively to provide reasonable assurance that the information required to be disclosed by the
Company, including its consolidated subsidiaries, in reports filed under the Exchange Act is recorded, processed, summarized and reported
within the time periods specified in the Securities and Exchange Commission’s rules and forms and is accumulated and communicated
to management, including the Company’s Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions
regarding required disclosure.
CHANGES IN INTERNAL CONTROLS
There were no changes in the Company’s internal control over financial reporting during the fiscal quarter ended June 30, 2017, that have
materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

24

PART II. OTHER INFORMATION
Item 1. Legal Proceedings
O’Reilly Automotive, Inc. and its subsidiaries (the “Company” or “O’Reilly”) is currently involved in litigation incidental to the ordinary
conduct of the Company’s business. The Company accrues for litigation losses in instances where a material adverse outcome is probable
and the Company is able to reasonably estimate the probable loss. The Company accrues for an estimate of material legal costs to be
incurred in pending litigation matters. Although the Company cannot ascertain the amount of liability that it may incur from any of these
matters, it does not currently believe that, in the aggregate, these matters, taking into account applicable insurance and accruals, will have
a material adverse effect on its consolidated financial position, results of operations or cash flows in a particular quarter or annual period.
As previously reported, on June 18, 2015, a jury in Greene County, Missouri, returned an unfavorable verdict in a litigated contract dispute
in the matter Meridian Creative Alliance vs. O’Reilly Automotive Stores, Inc. et. al. in the amount of $12.5 million. The Company has
vigorously challenged the verdict in the Court of Appeals and on March 24, 2017, the Court of Appeals reversed and affirmed the verdict
in part and remanded to the trial court the cause of action that resulted in the $12.5 million verdict. On April 10, 2017, Meridian Creative
Alliance (“Meridian”) filed a motion for rehearing in the Court of Appeals or, in the alternative, to transfer the case to the Missouri
Supreme Court. On April 17, 2017, the Court of Appeals denied Meridian’s motion. On May 2, 2017, Meridian filed an application with
the Missouri Supreme Court to accept transfer of the case, which was refused on June 27, 2017. The matter was remanded to the trial
court by the Court of Appeals the following day to the Circuit Court of Greene Country, Missouri. The Company will continue to
vigorously defend the matter. As of June 30, 2017, the Company had accrued $18.6 million with respect to this matter.
Item 1A. Risk Factors
As of June 30, 2017, there have been no material changes in O’Reilly Automotive, Inc. and its subsidiaries’ risk factors since those
discussed in our Annual Report on Form 10-K for the year ended December 31, 2016.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
O’Reilly Automotive, Inc. and its subsidiaries (the “Company”) had no sales of unregistered securities during the six months ended
June 30, 2017. The following table identifies all repurchases during the three months ended June 30, 2017, of any of the Company’s
securities registered under Section 12 of the Securities Exchange Act of 1934, as amended, by or on behalf of the Company or any
affiliated purchaser (in thousands, except per share data):

Period
April 1, 2017, through April 30, 2017
May 1, 2017, through May 31, 2017
June 1, 2017, through June 30, 2017
Total as of June 30, 2017
(1)

Total
Number of
Shares
Purchased

Average
Price Paid
per Share

325
1,575
1,575
3,475

$ 259.93
249.63
237.86
$ 245.26

Total Number of
Shares Purchased as
Part of Publicly
Announced Programs
325
1,575
1,575
3,475

Maximum Dollar Value
of Shares that May Yet
Be Purchased Under
the Programs (1)
$
$

313,056
919,848
545,288

Under the Company’s share repurchase program, as approved by its Board of Directors, the Company may, from time to time, repurchase shares
of its common stock, solely through open market purchases effected through a broker dealer at prevailing market prices, based on a variety of
factors such as price, corporate trading policy requirements and overall market conditions. The Company’s Board of Directors may increase or
otherwise modify, renew, suspend or terminate the share repurchase program at any time, without prior notice. As announced on May 10, 2017,
the Company’s Board of Directors approved a resolution to increase the authorization amount under the share repurchase program by an additional
$1.0 billion, resulting in a cumulative authorization amount of $8.8 billion. The additional $1.0 billion authorization is effective for a three-year
period, beginning on its announcement date. The authorization under the share repurchase program that currently has capacity is scheduled to
expire on May 10, 2020. No other share repurchase programs existed during the six months ended June 30, 2017.

Subsequent to the end of the second quarter and through August 7, 2017, the Company repurchased an additional 0.2 million shares of
its common stock under its share repurchase program, at an average price of $207.21, for a total investment of $35.0 million. The
Company has repurchased a total of 62.4 million shares of its common stock under its share repurchase program since the inception of
the program in January of 2011 and through August 7, 2017, at an average price of $132.00, for a total aggregate investment of $8.2
billion.
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Item 6. Exhibits
Exhibit No.

Description

3.1

Amended and Restated Articles of Incorporation of the Registrant, filed as Exhibit 3.1 to the Registrant’s Current Report
on Form 8-K dated May 9, 2013, is incorporated herein by this reference.

3.2

Amended and Restated Bylaws of the Registrant, filed as Exhibit 3.1 to the Registrant’s Current Report on Form 8-K
dated November 29, 2016, is incorporated herein by this reference.

10.1

Credit Agreement, dated as of April 5, 2017, among O’Reilly Automotive, Inc., as Borrower, JPMorgan Chase Bank,
N.A., as Administrative Agent, Swing Line Lender, Letter of Credit Issuer and a Lender, and other other lenders party
thereto, filed as Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated April 5, 2017, is incorporated herein
by this reference.

10.2

O'Reilly Automotive, Inc. 2017 Incentive Award Plan, filed as Annex A to the Registrant's Proxy Statement for 2017
Annual Meeting of Shareholders on Schedule 14A, is incorporated herein by this reference.

10.3

Form of Stock Option Grant Notice and Agreement, dated as of July 10, 2017, filed herewith.

31.1

Certificate of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed herewith.

31.2

Certificate of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed herewith.

32.1 *

Certificate of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, furnished herewith.

32.2 *

Certificate of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, furnished herewith.

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema

101.CAL

XBRL Taxonomy Extension Calculation Linkbase

101.DEF

XBRL Taxonomy Extension Definition Linkbase

101.LAB

XBRL Taxonomy Extension Label Linkbase

101.PRE

XBRL Taxonomy Extension Presentation Linkbase

*

Furnished (and not filed) herewith pursuant to Item 601(b)(32)(ii) of Regulation S-K.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

O’REILLY AUTOMOTIVE, INC.
August 7, 2017
Date

/s/ Greg L. Henslee
Greg L. Henslee
Chief Executive Officer
(Principal Executive Officer)

August 7, 2017
Date

/s/ Thomas McFall
Thomas McFall
Executive Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
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3.1

Amended and Restated Articles of Incorporation of the Registrant, filed as Exhibit 3.1 to the Registrant’s Current Report
on Form 8-K dated May 9, 2013, is incorporated herein by this reference.

3.2

Amended and Restated Bylaws of the Registrant, filed as Exhibit 3.1 to the Registrant’s Current Report on Form 8-K
dated November 29, 2016, is incorporated herein by this reference.

10.1

Credit Agreement, dated as of April 5, 2017, among O’Reilly Automotive, Inc., as Borrower, JPMorgan Chase Bank,
N.A., as Administrative Agent, Swing Line Lender, Letter of Credit Issuer and a Lender, and other other lenders party
thereto, filed as Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated April 5, 2017, is incorporated herein
by this reference.

10.2

O'Reilly Automotive, Inc. 2017 Incentive Award Plan, filed as Annex A to the Registrant's Proxy Statement for 2017
Annual Meeting of Shareholders on Schedule 14A, is incorporated herein by this reference.

10.3

Form of Stock Option Grant Notice and Agreement, dated as of July 10, 2017, filed herewith.

31.1

Certificate of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed herewith.

31.2

Certificate of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed herewith.

32.1 *

Certificate of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, furnished herewith.

32.2 *

Certificate of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, furnished herewith.

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema

101.CAL

XBRL Taxonomy Extension Calculation Linkbase

101.DEF

XBRL Taxonomy Extension Definition Linkbase

101.LAB

XBRL Taxonomy Extension Label Linkbase

101.PRE

XBRL Taxonomy Extension Presentation Linkbase

*

Furnished (and not filed) herewith pursuant to Item 601(b)(32)(ii) of Regulation S-K.
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Exhibit 10.3
O’REILLY AUTOMOTIVE, INC. 2017 INCENTIVE AWARD PLAN
STOCK OPTION GRANT NOTICE & STOCK OPTION AGREEMENT
O’Reilly Automotive, Inc. (the “Company”), pursuant to its 2017 Incentive Award Plan (the “Plan”), hereby grants to the individual
listed below (the “Optionee”), an option to purchase the number of shares of the common stock of the Company (“Shares”), set
forth below (the “Option”). This Option is subject to all of the terms and conditions set forth herein and in the Agreement attached
hereto as Exhibit A (the “Agreement”) and the Plan, which are incorporated herein by reference. Unless otherwise defined herein,
the terms defined in the Plan shall have the same defined meanings in this Grant Notice and the Agreement.
Optionee: [ ]
Grant Date: [ ]
Vesting Commencement Date: [ ]
Exercise Price per Share: $[ ] /Share
Total Exercise Price: $[ ]
Total Number of Shares Subject to the Option: [
Expiration Date: [ ]
Type of Option:
Incentive Stock Option [ ]
Non-Qualified Stock Option [ ]
Vesting Schedule: [ ]

] shares

Termination: The Option shall terminate on the Expiration Date set forth above or, if earlier, in accordance with the terms of the
Agreement.
By his or her signature, the Optionee agrees to be bound by the terms and conditions of the Plan, the Agreement and this Grant
Notice. The Optionee has reviewed the Agreement, the Plan and this Grant Notice in their entirety, has had an opportunity to obtain
the advice of counsel prior to executing this Grant Notice and fully understands all provisions of this Grant Notice, the Agreement
and the Plan. The Optionee hereby agrees to accept as binding, conclusive and final all decisions or interpretations of the
Administrator upon any questions arising under the Plan or relating to the Option.
O’REILLY AUTOMOTIVE, INC.

OPTIONEE

By:

By:

Print Name:

Print Name:

Title:
Address:

Address:

Exhibit A
STOCK OPTION AGREEMENT
Pursuant to the Stock Option Grant Notice (the “Grant Notice”) to which this Stock Option Agreement (this “Agreement”) is
attached, O’Reilly Automotive, Inc. (the “Company”), has granted to the Optionee an option (the “Option”) under the Company’s
2017 Incentive Award Plan, as amended from time to time (the “Plan”) to purchase the number of shares of common stock of the
Company (“Shares”) indicated in the Grant Notice. Capitalized terms not specifically defined herein shall have the meanings
specified in the Plan and Grant Notice.
GENERAL
Incorporation of Terms of Plan
. The Option is subject to the terms and conditions of the Plan, which are incorporated herein by reference. In the event of any
inconsistency between the Plan and this Agreement, the terms of the Plan shall control.
GRANT OF OPTION
Grant of Option
. In consideration of the Optionee’s past and/or continued employment with or service to the Company or any Affiliate and for
other good and valuable consideration, effective as of the Grant Date set forth in the Grant Notice (the “Grant Date”), the Company
grants to the Optionee the Option to purchase any part or all of the aggregate number of Shares set forth in the Grant Notice, upon
the terms and conditions set forth in the Plan and this Agreement.
Exercise Price
. The exercise price of the Shares subject to the Option shall be as set forth in the Grant Notice, without commission or other
charge; provided, however, that the exercise price per share of the Shares subject to the Option shall not be less than 100% of the
Fair Market Value of a Share on the Grant Date. Notwithstanding the foregoing, if this Option is an Incentive Stock Option and
the Optionee is a Greater Than 10% Stockholder as of the Grant Date, the exercise price per share of the Shares subject to the
Option shall not be less than 110% of the Fair Market Value of a Share on the Grant Date.
Consideration to the Company
. In consideration of the grant of the Option by the Company, the Optionee agrees to render services to the Company or any
Affiliate. Nothing in the Plan or this Agreement shall confer upon the Optionee any right to continue in the employ or service of
the Company or any Affiliate or shall interfere with or restrict in any way the rights of the Company and its Affiliates, which rights
are hereby expressly reserved, to discharge or terminate the services of the Optionee at any time for any reason whatsoever, with
or without Cause, except to the extent expressly provided otherwise in a written agreement between the Company or an Affiliate
and the Optionee.
PERIOD OF EXERCISABILITY
Commencement of Exercisability.
Except as otherwise provided herein, the Option shall become vested and exercisable in such amounts and at such times as are set
forth in the Grant Notice.
No portion of the Option which has not become vested and exercisable as of the date of the Optionee’s Termination of Service
shall thereafter become vested and exercisable, except as may be otherwise provided by the Administrator or as set forth in a
written agreement between the Company and the Optionee.
Duration of Exercisability
. The installments provided for in the vesting schedule set forth in the Grant Notice are cumulative. Each such installment which
becomes vested and exercisable pursuant to the vesting schedule set forth in the Grant Notice shall remain vested and exercisable
until it becomes unexercisable under Section 3.3 hereof.
Expiration of Option
. The Option may not be exercised to any extent by anyone after the first to occur of the following events:
The Expiration Date set forth in the Grant Notice;
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If this Option is designated as an Incentive Stock Option and the Optionee is a Greater Than 10% Stockholder as of the Grant
Date, the expiration of five (5) years from the Grant Date;
The date of the Optionee’s Termination of Service by the Company for any reason (other than due to death or disability);
The expiration of twelve (12) months from the date of the Optionee’s Termination of Service by reason of the Optionee’s death
or disability, but only as to the vested portion of any grant of options at the time of the Optionee’s death or disability;
The expiration of twelve (12) months from the date of the Optionee’s Retirement of Service from the Company; The start of
business on the date of the Optionee’s Termination of Service by the Company for Cause;
The date upon which Optionee is or accepts transfer to a position within the Company that is not eligible for options, as determined
from time to time by the Administrator of the Plan, but only as to the unvested portion of any grant of options at the time of transfer;
or
The date upon which Optionee is demoted to a position within the Company that is not eligible for the number of options granted,
as determined from time to time by the Administrator of the Plan, but only as to the unvested portion of any grant of options at
the time of demotion.
The Optionee acknowledges that an Incentive Stock Option exercised more than three (3) months after the Optionee’s Termination
of Service, other than by reason of death or disability, will be taxed as a Non-Qualified Stock Option.
Special Tax Consequences
. The Optionee acknowledges that, to the extent that the aggregate Fair Market Value (determined as of the time the Option is
granted) of all Shares with respect to which Incentive Stock Options, including the Option, are exercisable for the first time by
the Optionee in any calendar year exceeds $100,000, the Option and such other options shall be Non-Qualified Stock Options to
the extent necessary to comply with the limitations imposed by Section 422(d) of the Code. The Optionee further acknowledges
that the rule set forth in the preceding sentence shall be applied by taking the Option and other “incentive stock options” into
account in the order in which they were granted, as determined under Section 422(d) of the Code and the Treasury Regulations
thereunder.
EXERCISE OF OPTION
Person Eligible to Exercise
. Except as provided in Section 5.2 hereof, during the lifetime of the Optionee, only the Optionee may exercise the Option or any
portion thereof. After the death of the Optionee, any exercisable portion of the Option may, prior to the time when the Option
becomes unexercisable under Section 3.3 hereof, be exercised by the deceased Optionee’s personal representative or by any person
empowered to do so under the deceased Optionee’s will or under the then-applicable laws of descent and distribution.
Partial Exercise
. Any exercisable portion of the Option or the entire Option, if then wholly exercisable, may be exercised in whole or in part at
any time prior to the time when the Option or portion thereof becomes unexercisable under Section 3.3 hereof. However, the
Option shall not be exercisable with respect to fractional shares.
Manner of Exercise
. The Option, or any exercisable portion thereof, may be exercised solely by delivery to the Secretary of the Company (or any
third party administrator or other person or entity designated by the Company) of all of the following prior to the time when the
Option or such portion thereof becomes unexercisable under Section 3.3 hereof:
A written or electronic notice complying with the applicable rules established by the Administrator stating that the Option, or a
portion thereof, is exercised. The notice shall be signed by the Optionee or other person then entitled to exercise the Option or
such portion of the Option;
Full payment of the exercise price and, if applicable, withholding taxes to the stock administrator of the Company for the Shares
with respect to which the Option, or portion thereof, is exercised, in a manner permitted by Section 4.4 hereof;
Any other written representations or documents as may be required in the Administrator’s sole discretion to effect compliance
with all applicable provisions of the Securities Act, the Exchange Act, any other federal, state or foreign securities laws or
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regulations, the rules of any securities exchange or automated quotation system on which the Shares are listed, quoted or traded
or any other applicable law; and
In the event the Option or portion thereof shall be exercised pursuant to Section 4.1 hereof by any person or persons other than
the Optionee, appropriate proof of the right of such person or persons to exercise the Option.
Notwithstanding any of the foregoing, the Company shall have the right to specify all conditions of the manner of exercise, which
conditions may vary by country and which may be subject to change from time to time , and a ny exercise of the Option shall be
contingent upon, and shall not be effective until the determination by the Company that Optionee’s employment status with
the Company is satisfactory to the Company based on, among other things, the status of any pending loss prevention investigation.
Method of Payment
. Payment of the exercise price shall be by any of the following, or a combination thereof, at the election of the Optionee:
Cash;
Check;
With the consent of the Administrator, delivery of a written or electronic notice that the Optionee has placed a market sell order
with a broker with respect to Shares then issuable upon exercise of the Option, and that the broker has been directed to pay a
sufficient portion of the net proceeds of the sale to the Company in satisfaction of the aggregate exercise price; provided, that
payment of such proceeds is then made to the Company upon settlement of such sale;
With the consent of the Administrator, surrender of other Shares which have been held by the Optionee for such period of time as
may be required by the Administrator in order to avoid adverse accounting consequences and having a Fair Market Value on
the date of surrender equal to the aggregate exercise price of the Shares with respect to which the Option or portion thereof is
being exercised;
With the consent of the Administrator, such other form of legal consideration as may be acceptable to the Administrator.
Conditions to Issuance of Stock Certificates
. The Shares deliverable upon the exercise of the Option, or any portion thereof, may be either previously authorized but unissued
Shares, treasury Shares or issued Shares which have then been reacquired by the Company. Such Shares shall be fully paid and
nonassessable. The Company shall not be required to issue or deliver any certificates or make any book entries evidencing Shares
purchased upon the exercise of the Option or portion thereof prior to fulfillment of the conditions set forth in Section 11.4 of the
Plan.
Rights as Stockholder
. The holder of the Option shall not be, nor have any of the rights or privileges of, a stockholder of the Company, including,
without limitation, voting rights and rights to dividends, in respect of any Shares purchasable upon the exercise of any part of the
Option unless and until such Shares shall have been issued by the Company and held of record by such holder (as evidenced by
the appropriate entry on the books of the Company or of a duly authorized transfer agent of the Company). No adjustment will
be made for a dividend or other right for which the record date is prior to the date the Shares are issued, except as provided in
Section 13.2 of the Plan.
OTHER PROVISIONS
Administration
. The Administrator shall have the power to interpret the Plan and this Agreement and to adopt such rules for the administration,
interpretation and application of the Plan as are consistent therewith and to interpret, amend or revoke any such rules. All actions
taken and all interpretations and determinations made by the Administrator in good faith shall be final and binding upon the
Optionee, the Company and all other interested persons. No member of the Administrator or the Board shall be personally liable
for any action, determination or interpretation made in good faith with respect to the Plan, this Agreement or the Option.
Transferability of Option
. Except as otherwise set forth in the Plan:
The Option may not be sold, pledged, assigned or transferred in any manner other than by will or the laws of descent and distribution;
The Option shall not be liable for the debts, contracts or engagements of the Optionee or the Optionee’s successors in interest or
shall be subject to disposition by transfer, alienation, anticipation, pledge, hypothecation, encumbrance, assignment or any other
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means whether such disposition be voluntary or involuntary or by operation of law by judgment, levy, attachment, garnishment
or any other legal or equitable proceedings (including bankruptcy) unless and until the Option has been exercised, and any attempted
disposition thereof prior to exercise shall be null and void and of no effect, except to the extent that such disposition is permitted
by Section 5.2(a) hereof; and
During the lifetime of the Optionee, only the Optionee may exercise the Option (or any portion thereof); after the death of the
Optionee, any exercisable portion of the Option may, prior to the time when such portion becomes unexercisable under the Plan
or this Agreement, be exercised by the Optionee’s personal representative or by any person empowered to do so under the deceased
Optionee’s will or under the then-applicable laws of descent and distribution.
Tax Consultation
. The Optionee represents that the Optionee has consulted with any tax consultants the Optionee deems advisable in connection
with the purchase or disposition of Shares and that the Optionee is not relying on the Company for any tax advice.
Adjustments
. The Optionee acknowledges that the Option is subject to modification and termination in certain events as provided in this
Agreement and Article 13 of the Plan.
Notices
. Any notice to be given under the terms of this Agreement to the Company shall be addressed to the Company in care of the
Secretary of the Company at the at the Company’s principal office, and any notice to be given to the Optionee shall be addressed
to the Optionee’s last address reflected on the Company’s records. Any notice which is required to be given to the Optionee shall,
if the Optionee is then deceased, be given to the person entitled to exercise his or her Option pursuant to Section 4.1 hereof by
written notice under this Section 5.5. Any notice shall be deemed duly given when sent via email or when sent by reputable
overnight courier or by certified mail (return receipt requested) through the United States Postal Service.
Optionee’s Representations
. If the Shares purchasable pursuant to the exercise of this Option have not been registered under the Securities Act or any applicable
state laws on an effective registration statement at the time this Option is exercised, the Optionee shall, if required by the Company,
concurrently with the exercise of all or any portion of this Option, make such written representations as are deemed necessary or
appropriate by the Company and/or its counsel.
Titles
. Titles are provided herein for convenience only and are not to serve as a basis for interpretation or construction of this Agreement.
Governing Law
. The laws of the State of Missouri shall govern the interpretation, validity, administration, enforcement and performance of the
terms of this Agreement regardless of the law that might be applied under principles of conflicts of laws.
Conformity to Securities Laws
. The Optionee acknowledges that the Plan and this Agreement are intended to conform to the extent necessary with all provisions
of the Securities Act and the Exchange Act and any and all regulations and rules promulgated by the Securities and Exchange
Commission thereunder, and state securities laws and regulations. Notwithstanding anything herein to the contrary, the Plan shall
be administered, and the Option is granted and may be exercised, only in such a manner as to conform to such laws, rules and
regulations. To the extent permitted by applicable law, the Plan and this Agreement shall be deemed amended to the extent necessary
to conform to such laws, rules and regulations.
Amendments, Suspension and Termination
. To the extent permitted by the Plan, this Agreement may be wholly or partially amended or otherwise modified, suspended or
terminated at any time or from time to time by the Administrator or the Board, provided, however, that, except as may otherwise
be provided by the Plan, no amendment, modification, suspension or termination of this Agreement shall adversely affect the
Option in any material way without the prior written consent of the Optionee.
Successors and Assigns
. The Company may assign any of its rights under this Agreement to single or multiple assignees, and this Agreement shall inure
to the benefit of the successors and assigns of the Company. Subject to the restrictions on transfer herein set forth in this Article
5, this Agreement shall be binding upon the Optionee and his or her heirs, executors, administrators, successors and assigns.
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Notification of Disposition
. If this Option is designated as an Incentive Stock Option, the Optionee shall give prompt notice to the Company of any disposition
or other transfer of any Shares acquired under this Agreement if such disposition or transfer is made (a) within two (2) years from
the Grant Date with respect to such Shares or (b) within one (1) year after the transfer of such Shares to the Optionee. Such notice
shall specify the date of such disposition or other transfer and the amount realized, in cash, other property, assumption of
indebtedness or other consideration, by the Optionee in such disposition or other transfer.
Limitations Applicable to Section 16 Persons
. Notwithstanding any other provision of the Plan or this Agreement, if the Optionee is subject to Section 16 of the Exchange Act,
then the Plan, the Option and this Agreement shall be subject to any additional limitations set forth in any applicable exemptive
rule under Section 16 of the Exchange Act (including any amendment to Rule 16b-3 of the Exchange Act) that are requirements
for the application of such exemptive rule. To the extent permitted by applicable law, this Agreement shall be deemed amended
to the extent necessary to conform to such applicable exemptive rule.
Not a Contract of Service Relationship
. Nothing in this Agreement or in the Plan shall confer upon the Optionee any right to continue to serve as an Employee or other
service provider of the Company or any of its Affiliates or shall interfere with or restrict in any way the rights of the Company
and its Affiliates, which rights are hereby expressly reserved, to discharge or terminate the services of the Optionee at any time
for any reason whatsoever, with or without Cause, except to the extent expressly provided otherwise in a written agreement between
the Company or an Affiliate and the Optionee.
Entire Agreement
. The Plan, the Grant Notice and this Agreement (including all Exhibits thereto, if any) constitute the entire agreement of the
parties and supersede in their entirety all prior undertakings and agreements of the Company and the Optionee with respect to the
subject matter hereof.
Section 409A
. Notwithstanding any other provision of the Plan, this Agreement or the Grant Notice, the Plan, this Agreement and the Grant
Notice shall be interpreted in accordance with the requirements of Section 409A of the Code. The Administrator may, in its
discretion, adopt such amendments to the Plan, this Agreement or the Grant Notice or adopt other policies and procedures (including
amendments, policies and procedures with retroactive effect), or take any other actions, as the Administrator determines are
necessary or appropriate to comply with the requirements of Section 409A of the Code.
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Exhibit 31.1 - CEO Certification
O’REILLY AUTOMOTIVE, INC. AND SUBSIDIARIES
CERTIFICATIONS
I, Greg L. Henslee, certify that:
1.

I have reviewed this report on Form 10-Q of O’Reilly Automotive, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5.

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or
persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize
and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant's internal control over financial reporting.

Date: August 7, 2017

/s/ Greg L. Henslee
Greg L. Henslee
Chief Executive Officer
(Principal Executive Officer)

Exhibit 31.2 - CFO Certification
O’REILLY AUTOMOTIVE, INC. AND SUBSIDIARIES
CERTIFICATIONS
I, Thomas McFall, certify that:
1.

I have reviewed this report on Form 10-Q of O’Reilly Automotive, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4.

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal control
over financial reporting; and

5.

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or
persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize
and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant's internal control over financial reporting.

Date: August 7, 2017

/s/ Thomas McFall
Thomas McFall
Executive Vice President and
Chief Financial Officer
(Principal Financial and Accounting Officer)

Exhibit 32.1 - CEO Certification
O’REILLY AUTOMOTIVE, INC. AND SUBSIDIARIES
O’REILLY AUTOMOTIVE, INC.
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Report of O’Reilly Automotive, Inc. (the “Company”) on Form 10-Q for the period ended June 30, 2017,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Greg L. Henslee, Chief Executive
Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002, that, to the best of my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as
amended; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.
/s/ Greg L. Henslee
Greg L. Henslee
Chief Executive Officer
August 7, 2017
This certification is made solely for purposes of 18 U.S.C. Section 1350, and not for any other purpose. This certification
accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required
by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act
of 1934, as amended.
A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to the
Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

Exhibit 32.2 - CFO Certification
O’REILLY AUTOMOTIVE, INC. AND SUBSIDIARIES
O’REILLY AUTOMOTIVE, INC.
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Report of O’Reilly Automotive, Inc. (the “Company”) on Form 10-Q for the period ended June 30, 2017,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Thomas McFall, Chief Financial Officer
of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, that, to the best of my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as
amended; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.
/s/ Thomas McFall
Thomas McFall
Chief Financial Officer
August 7, 2017
This certification is made solely for purposes of 18 U.S.C. Section 1350, and not for any other purpose. This certification
accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required
by the Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act
of 1934, as amended.
A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 has been provided to the
Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

