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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended: December 31, 2001
OR

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

Commission File Number: 000-21789

LITHIA MOTORS, INC.
(Exact name of registrant as specified in its @rart

Oregon 93-0572810
(State or other jurisdiction of incorporation (I.LR.S. Employer
or organization Identification No.)
360 E. Jackson Street, Medford, Orego 97501
(Address of principal executive office (Zip Code)
541-776-6899

(Registrant’s telephone number including area code)
Securities registered pursuant to Section 12(heRct:
Class A Common Stock, without par value
Securities registered pursuant to Section 12(ghe”ct:None
(Title of Class)

Indicate by check mark whether the Registrant éE)filed all reports required to be filed by Seeti® or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the Registrant was reduadile such reports), and (2) has been
subject to such filing requirements for the pastlafs: Yes [X] No[ ]

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K i¢ oontained herein, and will not be
contained, to the best of Registrant’s knowledgeldfinitive proxy or information statements incorgted by reference in Part Il of this
Form 10-K, or any amendment to this Form 10-K] [

The aggregate market value of the voting stock hgldon-affiliates of the Registrant was $80,330,35 of February 14, 2002 based upon
the last sales price ($19.15) as reported by the Xark Stock Exchange for the Company’s Class A @am Stock.

The number of shares outstanding of the Regiss@wmmon Stock as of February 14, 2002 was: Cla8286,701 shares and Class B:
4,039,719 shares.

The number of shares outstanding of the Regissd@referred Stock as of February 14, 2002 wase$S&i2003: 4,499 shares.
Documents Incorporated by Reference

The Registrant has incorporated into Part Il ofrd 0-K, by reference, portions of its Proxy Stagairfor its 2002 Annual Meeting of
Shareholders.







TABLE OF CONTENTS

PART I
Item 1. Busines
Item 2. Propertie
Item 3. Legal Proceeding
Item 4. Submission of Matters to a Vote of Securbiders
PART Il
Item 5. Market for Registra’s Common Equity and Related Stockholder Mai
Item 6. Selected Financial De
Item 7. Manageme’s Discussion and Analysis of Financial Conditiod &esults of Operatior
Item 7A. Quantitative and Qualitative Disclosurdsofit Market Ris}
Item 8. Financial Statements and Supplementaryn€inbData
Item 9. Changes in and Disagreements with Accotsitam Accounting and Financial Disclos!
PART llI
Item 10. Directors and Executive Officers of thegR&ant
Item 11. Executive Compensati
Item 12. Security Ownership of Certain Beneficialii@rs and Manageme
Item 13. Certain Relationships and Related Tramsa
PART IV
Item 14. Exhibits, Financial Statement SchedulesR@ports on Form-K
SIGNATURES
Consolidated Balance She
Consolidated Statements of Operati
Consolidated Statements of Changes in Stockh¢ Equity and Comprehensive Incot
Consolidated Statements of Cash Flc
NOTES TO CONSOLIDATED FINANCIAL STATEMENT
EXHIBIT 10.6.1
EXHIBIT 10.6.2
EXHIBIT 21
EXHIBIT 23
EXHIBIT 99




Table of Contents

PART |
Item 1. Business
Forward Looking Statements and Risk Factors

Some of the statements under the sections entRis#t Factors,” “Management’s Discussion and Anelyaf Financial Condition and Results
of Operations” and “Business” and elsewhere in Btdem 10-K constitute forward-looking statementssbme cases, you can identify
forward-looking statements by terms such as “mayill,” “should,” “expect,” “plan,” “intend,” “forecast,” “anticipate,” “believe,”
“estimate,” “predict,” “potential,” and “continuedr the negative of these terms or other comparebheinology. The forward-looking
statements contained in this Form 10-K involve kn@md unknown risks, uncertainties and situatibas tay cause our actual results, level
of activity, performance or achievements to be migtg different from any future results, levels adtivity, performance or achievements
expressed or implied by these statements. Sonteedftportant factors that could cause actual resaldiffer from our expectations are
discussed in Exhibit 99 to this Form 10-K.

Although we believe that the expectations refledteithe forwardlooking statements are reasonable, we cannot giearéurture results, leve
of activity, performance or achievements. You stmdt place undue reliance on these forward-looktatements.

Overview

We are a leading operator of automotive franchisees in the western United States. We sell newusied cars, light trucks and sport utility
vehicles. We also provide vehicle maintenance, avayrand repair services and arrange finance, detewarranty and insurance contracts
for our customers. We achieve gross margins abwlgsiry averages by selling a higher ratio of retseéd vehicles to new vehicles and by
arranging finance and extended warranty contracta freater percentage of our customers. In 2@achieved a gross margin of 16.4%
compared with the industry average of 13.1%. Weetly offer 24 brands of new vehicles, through f2Bchises in 65 stores. Our core
markets are concentrated in the fastest growinigmegn the United States with 16 stores in Oreddnin California, 10 in Washington, 7 in
Colorado, 7 in Idaho, 5 in Nevada, 4 in Texas, Sauth Dakota and 2 in Alaska. Over 65% of ourest@re located in markets where our
store does not compete directly with any otherdhésed dealer selling the same brand.

We were founded in 1946. Our two senior executhage managed the company for more than 30 yearse Sur initial public offering in
1996, we have grown from 5 to 65 stores primalilptigh an aggressive acquisition program, incrgeaimual revenues from $143 million
in 1996 to $1.87 billion in 2001. We have achiefigd-year compounded annual growth rates througteber 31, 2001 of 67% for
revenues, 53% for net income and 25% for earniegsipare, together with a 5.3% average same site® isicrease.
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The Industry

At approximately $1.0 trillion in annual sales, @ubtive retailing is the largest retail trade seatche United States and comprises roughly
10% of the GDP. The industry is highly fragmentdthwhe 100 largest automotive retailers generagipgroximately 16% of total industry
revenues in 2000. The number of franchised stameglbclined significantly since 1960 from more tB&0D00 stores to approximately 22,(
in 2001. In the U.S., vehicles can be purchaseu fipproximately 22,000 franchised dealers, 53,668pendent used vehicle dealers, or
through casual (person to person) transactions. Whicles can only be sold through automotive rstares franchised by auto
manufacturers. These franchise stores have desiiraide territories under state franchise lawegmtain, which limits the number of new
stores that can be opened in any given area.

Consolidation is expected to continue as many &malitomotive retailers are now being forced tos@ar selling or joining forces with

larger retailer groups, given the large capitalirements necessary to operate in today’s retair@mment. With many owners reaching
retirement age, often without clear successionglimnger, well-capitalized automotive retailerevpde an attractive exit strategy. We believe
these factors, in conjunction with an uncertainneeoic forecast, provide an attractive environmenicbntinuing consolidation.

Unlike other retailing segments, automotive manuifiars provide unparalleled support to the autoveatetailer. Manufacturers often bear
the burden of markdown risks on slow-moving inveptas they provide aggressive dealer incentivedear aged inventory in order to free
the inventory pipeline for new purchases. In additian automotive retailer’'s net inventory investirie relatively small, given floorplan
financing from manufacturers. Furthermore, manui@gs provide low-cost financing for working capiad acquisitions and credit to
consumers to finance vehicle purchases, as welhgsetail prices to their dealers for servicin@iees under manufacturers’ warranties.

Sales in the automotive sector are affected byrgéereonomic conditions including rates of employimécome growth, interest rates and
general consumer sentiment. Since 1990, new velggknues have grown at a 5.3% compound annuahnatesed vehicles at a 4.7%
compound annual rate. New and used unit sales,eweave increased at slower compound annual 0&d28% and 0.6%, respectively.
Slower unit volume growth over this time period bagn offset by rising prices associated with nehiales as a result of a mix shift in the
marketplace to the higher-priced light trucks aktl/S and the higher prices paid for later model uagicles, which now comprise a
growing portion of the used vehicle market. Newigkhsales usually decline during a weak econorowdver, the higher margin service i
parts business typically benefits in the same enwvitrent because consumers tend to keep their veliciger. Strong sales of new vehicles in
recent years have provided a population of vehidefuture service and parts revenues. Automatitailers benefit from their designation
an exclusive warranty and recall service providex manufacturer. For the typical manufacturer’sramaty, this provides an automotive
retailer with a period of at least 3 years of réfesiness for service covered by warranty. Extdnwarranties can add two or more years to
this repeat servicing period.

Automotive retailers’ profitability varies widelynd depends in part on product mix, effective maneage of inventory, marketing, quality
control and responsiveness to customers. New \eshaxtcount for an estimated 60% of industry reveriugt only 35% of gross profits.
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The remaining 40% of revenues are derived from usbitles sales (26%), service and parts (10%Y¥iaadce and insurance (4%), which
combine to contribute 65% of the sector’s grosditsrdsross margins on new vehicles typically agerapproximately 8.5%, versus 11.3%
for retail used vehicles. The difference is priryaa function of the non-comparability among usethieles and lack of standardized pricing.

Automotive retailers have much lower fixed overheadts than automobile manufacturers, parts supied most specialty retailers.
Variable and discretionary costs, such as salesrissions and personnel, advertising and inventognte expenses, can be adjusted to
match new vehicle sales. Variable and discretiosasis account for an estimated 60-65% of the iingggotal expenses. Moreover, an
automotive retailer can enhance its profitabilitgni sales of higher margin products and servicess$margins for the parts and service
business are significantly higher at approxima#96, given the labor-intensive nature of the prodategory. Gross margins for finance and
insurance are virtually 100%. These supplemenigh margin products and services provide substantieemental revenue and net income,
decreasing the reliance on the highly competitew mehicle sales.

Store Operations

Each store is its own profit center and is mandnedn experienced general manager who has prireaponsibility for inventory,
advertising, pricing and personnel. In order tove additional support for improving performanees make available to each store a tea
specialists in new vehicle sales, used vehiclesséileance and insurance, service and parts, atiddiffice administration. The following
tables set forth information about our stores:

Percent of
Number of Number of Total Revenue
State Stores Franchises in 2001
California 11 15 23%
Oregon 16 36 22*
Colorado 7 15 18
Washingtor 10 16 13
Idaho 7 12 10
Nevada 5 8 7
South Dakot: 3 3 5
Alaska 2 4 2
Texas 4 14 o*
Total 65 12¢ 10C%
| [ | [ |

* The Texas stores and one of the Oregon storesaggréred after December 31, 20
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Year Opened
Location Store Franchises Acquired
CALIFORNIA
Concorc Lithia Dodge of Concor: Dodge, Dodge Truc 1997
Lithia Ford of Concort Ford 1997
Lithia Volkswagen of Concor Volkswagen 1997
Fresnc Lithia Ford of Fresnt Ford 1997
Lithia Hyundai of Fresn Hyundai 1998
Lithia Mazda Suzuki of Fresr Mazda, Suzuk 1997
Lithia Nissan of Fresn Nissan 1998
Napa Lithia Ford Lincoln Mercury of Nap Ford, Lincoln, Mercury 1997
Redding Lithia Chevrolet of Reddin Chevrolet 1998
Lithia Toyota of Reddiny Toyota 1998
Vacaville Lithia Toyota of Vacaville Toyota 1996
OREGON
Eugene Lithia Dodge of Eugen Dodge, Dodge Truc 1996
Lithia Nissan of Eugen Nissan 1998
Saturn of Eugen Saturn 2000
Grants Pas Lithia's Grants Pass Auto Cen Dodge, Dodge Truck, Chrysler, Je Pre-IPO
Klamath Falls Lithia Klamath Falls Auto Center Toyota, Dodge, Dodge Truck, Chrys 1999
Jeer
Medford Lithia Dodge Chrysler Jee Dodge, Dodge Truck, Chrysler, Je Pre-IPO
Lithia Honda Honda Pre-IPO
Lithia Lincoln Mercury Suzuki Mazd Lincoln, Mercury, Mazda, Suzu Pre-IPO
Lithia Nissan BMW Nissan, BMW 1998
Lithia Toyota Toyota Pre-IPO
1)
Lithia Volkswagen Volkswagen Pre-IPO
2)
Saturn of Southwest Oreg: Saturn Pre-IPO
Oregon City Lithia Subaru of Oregon City Subaru 2002
(Portland)
Rosebur¢ Lithia Ford Lincoln Mercury of Rosebul Ford, Lincoln, Mercury 1999
Lithia Dodge Chrysler Jeep of Rosebi Dodge, Dodge Truck, Chrysler, Je 1999
Springfield (Eugene Lithia Toyota of Springfielc Toyota 1998
COLORADO
Aurora (Denver Lithia Cherry Creek Dodg Dodge, Dodge Truc 1999
Lithia Colorado Chrysler Ki Chrysler, Kia 1999
Lithia Colorado Jee Jeer 1999
Colorado Spring Lithia Colorado Springs Jeep Chrys Jeep, Chrysle 1999
Englewood (Denvel Lithia Centennial Chrysler Je« Chrysler, Jeg| 1999
Lithia Cherry Creek Kit Kia 1999
Fort Collins Lithia Foothills Chrysler Hyundai Dodge, Dodge Truck, Chrysler, 1999
Hyundai, Jee|
WASHINGTON
Bellevue (Seattle Chevrolet of Bellevu Chevrolet 2001
Issaquah (Seattl Chevrolet of Issaqua Chevrolet 2001
Kennewick Honda of Tr-Cities Honda 2000
Lithia Dodge of Tr-Cities Dodge, Dodge Truc 1999
Renton Lithia Chrysler Jeep of Rentc Chrysler, Jeg| 2000
Lithia Dodge of Rentol Dodge, Dodge Truc 2000
Richland Lithia Ford of Tr-Cities Ford 2000
Seattle BMW of Seattle BMW 2001
Spokane Lithia Camp Chevrole Chevrolet, Cadillas 1998
Lithia Camp Imports Subaru, BMW, Volvc 1998
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Year Opened
Location Store Franchises Acquired
IDAHO
Boise Lithia Ford of Boise Ford 2000
Chevrolet of Boist Chevrolet 1999
Lithia Daewoo of Boist Daewoa 1999
Lincoln-Mercury Isuzu of Boisi Lincoln, Mercury, Isuzt 1999
Caldwell Chevrolet of Caldwel Chevrolet 2001
Pocatellc Honda of Pocatell Honda 2001
Lithia Chrysler Dodge Chrysler, Dodge, Dodge Truc 2001
Hyundai of Pocatell Hyundai
NEVADA
Reno Lithia Reno Suzuki, Audi, Lincoln 1997
Mercury, Isuzt
Lithia Reno Hyunda Hyundai 1997
Lithia Reno Subar Subart 1999
Lithia Volkswagen of Ren Volkswagen 1998
Sparks Lithia Sparks (satellite of Lithia Ren (Suzuki, Lincoln, Mercury, Isuzt 1997
SOUTH DAKOTA
Sioux Falls Chevrolet of Sioux Fall Chevrolet 2000
Lithia Dodge of Sioux Fall Dodge 2001
Lithia Subaru of Sioux Fall Subaru 2000
ALASKA
Anchorage Lithia Chrysler Jeep of Anchoray Chrysler, Jeg| 2001
Lithia Dodge of South Anchorag Dodge, Dodge Truc 2001
TEXAS
Big Spring All American Chryslel Dodge, Dodge Truck, Jeep, Chrys 2002
Jeep Dodge of Big Sprit
San Angelc All American Chryslel Dodge, Dodge Truck, Jeep, Chrys 2002
Jeep Dodge of San Ange
All American Chevrole Chevrolet, Daewo 2002
Daewoo of San Ange
Odess: All American Chrysler Jeep Dodge of Ode Dodge, Dodge Truck, Jeep, Chrys 2002

(1) Prior to moving to its own store in 2001, Lithiaylwa was part of the Lithia Lincoln Mercury storeNledford.
(2) Prior to moving to its own store in 2000, LithialMewagen was part of the Lithia Honda store in Nedf
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New Vehicle Sales

In 2001, we sold 24 domestic and imported brandging from economy to luxury cars, sport utilityhiges, minivans and light trucks.

Percent of
New Vehicle Percent of
Manufacturer Sales in 2001  Total Revenue

DaimlerChrysler (Chrysler, Dodge, Jeep, Dodge Ts) 36.1% 19.1%
Ford (Ford, Lincoln, Mercury 16.2 8.€
General Motors (Chevrolet, Satul 13.t 7.2
Toyota 8.4 4.5
Volkswagen, Aud 5.1 2.7
Nissan 3.8 2.C
Subaru 3.7 2.C
BMW 3.€ 1.6
Honda (Acura, Honde 34 1.8
Hyundai 2.5 1.3
Mazda 1.C 0.5
Isuzu 0.8 0.4
Kia 0.8 0.4
Suzuki 0.7 0.4
Volvo 0.2 0.1
Daewoa 0.1 0.C

100.(% 52.¢%
| |

Our unit and dollar sales of new vehicles wereciews:

Year Ended December 31,

1997 1998 1999 2000 2001
New vehicle unit: 7,49: 17,70¢ 28,64 37,23( 39,87¢
New vehicle sales (in thousant $161,29: $388,43: $673,33¢ $898,01¢ $990,61!
Average selling pric $ 21,52¢ $ 21,93t $ 23,50¢ $ 24,12: $ 24,84

We purchase our new car inventory directly from ofanturers, who allocate new vehicles to storesdas the number of vehicles sold by
the store on a monthly basis and by the store’«etarea. We attempt to exchange vehicles withr@b®motive retailers to accommodate
customer demand and to balance inventory.

We post the manufacturer’s suggested retail pmcevery vehicle, as required by law. We negotiagsfinal sales price of a new vehicle
individually with the customer except at our Satstores, where the final sales price does not tkeffiam the posted price.
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Used Vehicle Sales
At each new vehicle store, we also sell used vebidNe employ a used vehicle manager at eachdocati

Retail used vehicle sales are an important pastiobverall profitability. In 2001, retail used vele sales generated a gross margin of 12.7%
compared with a gross margin of 8.7% for new vehéales. Our used vehicle operation gives us aartappty to:

 generate sales to customers financially unablewilling to purchase a new vehicl
« increase new and used vehicle sales by aggresgiuedying customer tra-ins; and

« increase service contract sales and provide fingrtci used vehicle purchase

We currently sell approximately 0.93 retail usetliekes for every new vehicle sold, compared toititeistry average ratio of approximately
0.77 to 1.

In addition to selling late model used cars, astih@r new vehicle dealers, our stores emphasies sélused vehicles three to ten years old.
These vehicles sell for lower prices, but genegadater margins. Selling a larger number of usédiicles makes us less susceptible to the
effects of changes in the volume of new vehicles#hat result from economic conditions.

We acquire most of our used vehicles through custdrade-ins, but we also buy them at “closed” ianst attended only by new vehicle
automotive retailers with franchises for the braaofisred. These auctions offer off-lease, rental fiet vehicles. We also buy used vehicles
at “open” auctions of repossessed vehicles andle=hbeing sold by other automotive retailers.

In addition to selling used vehicles to retail cusers, we sell vehicles in poor condition and vielsithat have not sold promptly to other
automotive retailers and to wholesalers.

Our used vehicle sales are as follows:

Year Ended December 31,

1997 1998 1999 2000 2001
Retail used vehicle 7,14¢ 13,64t 23,84( 30,89¢ 36,96(
Retail used vehicle sales (in thousar $ 88,577 $174,220 $313,44¢ $406,24: $494,57¢
Average selling pric $ 12,39: $ 12,76¢ $ 13,14¢ $ 13,14¢ $ 13,38
Wholesale used vehicli 4,99( 9,532 13,42« 16,75 18,91¢
Wholesale used vehicle sales (in thousa $ 24,52¢ $ 46,32. $62,11: $ 74,60 $ 87,98%
Average selling pric $ 491t $ 486( $ 4627 $ 445 $ 4,651
Total used vehicle 12,13¢ 23,177 37,26« 47,64 55,87¢
Total used vehicle sales (in thousar $113,09¢ $220,54« $375,56: $480,84t $582,56!

Vehicle Financing, Extended Warranty and I nsurance

We believe that arranging financing is criticabtar ability to sell vehicles and related productd aervices. We provide a variety of financ
and leasing alternatives to meet customer needeti@f customer financing on a “same day” basiggius an advantage, particularly over
smaller competitors who do not generate enougls salattract our breadth of financing sources.
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Because of greater profit margins from sales @rfoe and insurance products, we try to arrangeding for every vehicle we sell. Our
finance and insurance managers possess extensiwdedye of available financing alternatives anceiee training in determining each
customer’s financing needs so that the customepuasashase or lease a vehicle. The finance andansarmanagers work closely with
financing sources to quickly determine a customereslit status and to confirm the type and amo#fihancing available to each customer.

In 2001, we arranged financing for 77% of our nehkicle sales and 74% of our retail used vehiclessalompared to the industry average
55% and 59%, respectively. Our average financemsutance revenue per vehicle totaled $933 in 2@@dipared to the industry average of
$438.

We receive a portion of the financing charge asrieeme for each sale we finance. In 2001 and 280&mobile manufacturers have offered
zero percent financing as sales incentives to rahvicle purchasers. Zero percent financing redungsjoes not eliminate, our per unit fee
income from arranging financing, as we receive yamEnt from the manufacturers in connection withhsfigancing. Many customers do not
qualify for zero percent financing, either becaoktheir credit standing or because they requingés financing terms than offered for zero
percent financing. Incentive financing programs)juding zero percent programs, usually offer cadtates as an alternative to reduced
interest rates. A majority of eligible customersatito receive cash rebates instead of incenthantiing, usually using the cash rebate as a
down payment to complete the purchase of a newcleehith little or no cash out of pocket.

We usually arrange financing for customers fronsiulg sources on a non-recourse basis to avoidskefrdefault. During 2001, we directly
financed less than 0.01% of our vehicle sales.

Our finance and insurance managers also marketplairty extended warranty contracts and insuraooéacts to our new and used vehicle
buyers. These products and services yield higtaditpnargins than vehicle sales and contributeificantly to our profitability. Extended
warranty contracts provide additional coveragenaw vehicles beyond the duration or scope of theufaturer’'s warranty. The service
contracts we sell to used vehicle buyers providerage for certain major repairs.

We also offer our customers credit life, and heatil accident insurance when they finance an alidenpurchase and receive a commiss
on each policy sold. We also offer other produstish as protective coatings and automobile alarms.

Service, Body and Parts

Our automotive service, body and parts operatioasa integral part of establishing customer Igyatid contribute significantly to our
overall revenue and profits. We provide parts adise primarily for the new vehicle brands soldduwy stores, but we also service other
vehicles. In 2001, our service, body and partsatp@rs generated $187.7 million in revenues, 00%0of total revenues. We set prices to
reflect the difficulty of the types of repair arftetcost and availability of parts.
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The service, body and parts businesses providertaniaepeat revenues to the stores. We markgiants and service products by notifying
the owners of vehicles purchased at our stores wWianvehicles are due for periodic service. Tgnisourages preventive maintenance rather
than post-breakdown repairs. We offer a lifetimleaad filter service, which in 2001 was purchasg®0% of our new and used vehicle
buyers. This service helps us retain customerspamddes opportunities for repeat parts and serbigsiness. Revenues from the service,
body and parts departments are important duringao@ downturns as owners tend to repair existsggwehicles rather than buy new
vehicles during such periods. This limits the efeaf a drop in new vehicle sales.

We operate twelve collision repair centers: twoheacOregon, Idaho and South Dakota and one eaClalifornia, Washington, Colorado,
Nevada, Texas and Alaska. We work closely withattmobile insurance companies to provide collisepair services on claims
preferred rates based on the high volume of busirgsour Medford, Oregon body shop, we providécefspace to casualty insurers to
process automobile claims. This helps generatbdurepair business.

Marketing

We market ourselves as “America’s Car & Truck Stovée use most types of advertising, including v&d®n, newspaper, radio and direct
mail, and an Internet web site. We advertise tetigvour image as a reputable automotive retafégring quality service, affordable
automobiles and financing for all buyers. The awbite manufacturers pay for many of our advertiang marketing expenditures. The
manufacturers also provide us with market reseavbich assists us in developing our own advertisind marketing campaigns. In addition,
our stores advertise discounts or other promotioragtract customers. By owning a cluster of stames particular market, we save money
from volume discounts and other media concessiesalso participate as a member of advertising eriwes and associations, whose
members pool their resources and expertise withufaaturers to develop advertising campaigns.

We maintain a web site (www.lithia.com) that getesdeads and provides information for our cust@m@fe use the Internet site as a
marketing tool to familiarize customers with usr etores and the products we sell, rather thahoptete purchases. Although many
customers use the Internet to research informatimut new vehicles, nearly all ultimately visittare to complete the sale and take delivery
of the vehicle. Our web site enables a customer to:

« locate our stores and identify the new vehicle tsasold at each stor

* view new and used vehicle invento

schedule service appointmer
« view Kelley Blue Book values
* visit our investor relations site; al

 view employment opportunitie

We emphasize customer satisfaction and strive ¥eldp a reputation for quality and fairness. Wéntiaur sales personnel to identify an
appropriate vehicle for each of our customers atfeordable price.

10
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We believe that our “Priority You” customer-oriedtplan differentiates us from other automotiveitetares. “Priority You” commits us to
provide:

» a complimentary credit chec

< a complimentary used vehicle apprait

a 6(-day/3,000 mile warranty on all used vehicles salt

* a community donation for every vehicle sc
Management Information System

We consolidate, process and maintain financialrimédion, operational and accounting data, and otfated statistical information on
computers at our headquarters. Our systems ard basgn ADP platform for the main database, anorinétion is processed and analyzed
utilizing customized financial reporting softwarerh Hyperion Solutions. Senior management can aaetsiled information from all of our
locations regarding:

* inventory;

« cash balance:

total unit sales and mix of new and used vehidiess

lease and finance transactio

« sales of ancillary products and servic

« key cost items and profit margins; a

the relative performance of the stor

Each store’s general manager has access to thesiafammation. With this information, we can quigkinalyze the results of operations,
identify trends and focus on areas that requienéitin or improvement. Our management informatisiesn also allows our general
managers to respond quickly to changes in conspneégrences and purchasing patterns, maximizingnsentory turnover.

Our management information system is particularipartant to successfully operating new stores.okeflg each acquisition, we
immediately install our management information sgsit each location. This quickly makes finan@atounting and other operational data
easily available throughout the company. With thfermation, we can more efficiently execute ouergiing strategy at the new store.

Franchise Agreements
Each of our store subsidiaries signs a franchiskeater sales and service agreement with each metnuér of the new vehicles it sells.

The typical automobile franchise agreement spexctfie locations within a designated market areehath the store may sell vehicles and
related products and perform certain approved sesviThe designation of such areas and the aldlwcafinew vehicles among stores are at
the discretion of the manufacturer. Except for 8aftanchises, franchise agreements do not guaraxielusivity within a specified territory.

11
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A franchise agreement may impose requirements @sttire with respect to:

» the showroom

service facilities and equipmel
« inventories of vehicles and par

* minimum working capital

training of personnel; ar

« performance standards for sales volume and custsatisfaction

Each manufacturer closely monitors compliance #itse requirements and requires each store to soonthly and annual financial
statements. Franchise agreements also grant atlséoright to use and display manufacturers’ traaids) service marks and designs in the
manner approved by each manufacturer.

Most franchise agreements expire after one toyfears. However, all of our agreements have beeswet and we expect that manufacturers
will continue to renew them in the future. In adudit state franchise laws limit the ability of méacturers to terminate or fail to renew
automotive franchises. Some franchise agreemerdsiding those with DaimlerChrysler, have no temtiion date. Each franchise agreement
authorizes at least one person to manage the staperations. The typical franchise agreement gesvor early termination or non-renewal
by the manufacturer upon:

« a change of management or ownership without maturizrcconsent

« insolvency or bankruptcy of the deal

« death or incapacity of the dealer/mana

* conviction of a dealer/manager or owner of certaimes;

* misrepresentation of certain information by theetdealer/manager or owner to the manufact
- failure to adequately operate the st

- failure to maintain any license, permit or authatian required for the conduct of business

* poor sales performance or low customer satisfadtidex scores

We sign master framework agreements with most nzemuifers that impose additional requirements orstares. See Exhibit 99 “Risk
Factors” for further details.

Competition

The retail automotive business is highly competitisonsisting of a large number of independentaipes, many of whom are individuals,
families and small retail groups. We compete pritpavith other automotive retailers, both publi@nd privately-held, near our store
locations. In addition, regional and national eartal companies operate retail used car lots fmodis of their used rental cars.

We are larger and have more financial resourcastti@mother automotive retailers with which we euntly compete in most markets. As we
enter other markets, we may face competitors ttealaager or have access to greater financial reesuWe do not have any cost advanta
purchasing new vehicles from manufacturers. We galpdvertising and merchandising, sales expedéw®jce reputation and location of our
stores to sell new vehicles.
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In addition to competition for the sale of vehicle® expect increased competition for the acqoisitif other stores. We have faced only
limited competition with respect to our acquisitaio date, primarily from privately-held automotretailers. Other publicly-owned
automotive retailers with significant capital resms may enter our current and targeted markes amehe future.

Regulation

Our business is subject to extensive regulatiopesusion and licensing under federal, state andlllaws, ordinances and regulations. State
and federal regulatory agencies, such as the OtionpaSafety and Health Administration and the UESvironmental Protection Agency,
have jurisdiction over the operation of our stosesyice centers, collision repair shops and abperations. They regulate matters such as
consumer protection, workers’ safety and air antenguality.

Laws also protect franchised automotive retailesmfthe unequal bargaining power held by the mantufars. Under those laws, a
manufacturer may not:

« terminate or fail to renew a franchise without goadse; o

* prevent any reasonable changes in the capitaltsteuor financing of a stor

Manufacturers may object to a sale of a store angh of management based on character, finandidy alp business experience of the
proposed new operator.

Automotive retailers and manufacturers are alsgestito laws to protect consumers, including sdecbfLemon Laws.”A manufacturer mu:
replace a new vehicle or accept it for a full refumithin one year after initial purchase if:

« the vehicle does not conform to the manufac’s express warranties; a

« the automotive retailer or manufacturer, afterasomable number of attempts, is unable to cormeetpair the defec

We must provide written disclosures on new vehiofesileage and pricing information. Financing ansurance activities are subject to
credit reporting, debt collection, and insuranaustry regulation.

Our business, particularly parts, service and sioli repair operations, involves hazardous or temlastances or wastes, such as motor oil,
waste motor oil and filters, transmission fluidtitreze, freon, waste paint and lacquer thinnattebies, solvents, lubricants, degreasing
agents, gasoline and diesel fuels. Federal, statéogal authorities establishing health and emvitental quality standards regulate the
handling, storage, treatment, recycling and dislpafsiaazardous substances and wastes and remedidttmntaminated sites, both at our
facilities and at sites to which we send hazardwuexic substances or wastes for treatment, reaydr disposal. We are aware of
contamination at certain of our current and forfaeilities, and we are in the process of conducivgstigations and/or remediation at some
of these properties. Based on our current informmatiny costs or liabilities relating to such comitaation, other environmental matters or
compliance with environmental regulations are npeeted to have a material adverse effect on aultseof operations or financial
condition. There can be no assurances, howeveradaitional environmental matters will not arigetleat new
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conditions or facts will not develop in the futweour current or formerly owned or operated ftiesi, or at sites that we may acquire in the
future, or that these matters, conditions or fadlisnot result in a material adverse effect on oesults of operations or financial condition.

Employees

As of December 31, 2001, we employed approxim&¢@0 persons on a full-time equivalent basis. §émwice department employees at our
Dodge, Ford and Volkswagen stores in Concord, @ali& are unionized. We believe we have good miatips with our employees.

Item 2. Properties

Our stores and other facilities consist primarilyaotomobile showrooms, display lots, service ftes, twelve collision repair and paint
shops, rental agencies, supply facilities, autoteddibrage lots, parking lots and offices. We bhieur facilities are currently adequate for
our needs and are in good repair. We own somergbraperties, but also lease many properties, ghogifuture flexibility to relocate our
retail stores as demographics change. Most leagesig the option to renew the lease for one orentesse extension periods. We also hold
some undeveloped land for future expansion.

Item 3. Legal Proceedings

We are a party to litigation that arises in themnalrcourse of our business operations. We do ri@Mveethat we are presently a party to
litigation that will have a material adverse effeatour business or operations.

Item 4. Submission of Matters to a Vote of Securitydolders

No matters were submitted to a vote of our shadshelduring the quarter ended December 31, 2
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PART Il
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matter:

Our Class A Common Stock trades on the New YorklSExchange under the symbol LAD. The followingléapresents the high and low
sale prices for our Class A common stock, as redarh the New York Stock Exchange Composite Tapedoh of the quarters in 2000 and
2001:

2000 High Low
Quarter 1 $18.1¢ $13.0C
Quarter 2 17.13 11.6:
Quarter & 13.5( 11.7¢
Quatrter 4 14.1: 11.3¢
2001

Quarter 1 $15.0¢ $12.0¢
Quarter 2 21.3¢ 14.0(
Quarter & 19.0¢ 12.5(
Quatrter 4 20.7(¢ 11.8¢

The number of shareholders of record and approeimaiber of beneficial holders of Class A Commatistat February 14, 2002 was
1,692 and 4,300, respectively. All shares of Lithi@dlass B Common Stock are held by Lithia Hold@gmpany LLC.

Dividends

We have never declared or paid any cash dividendsiocommon stock and do not anticipate payingddivds for the foreseeable future."
intend to retain future earnings for acquisitiond aperations. Our credit agreement with Ford M@adit Company precludes the payment
of cash dividends without its prior consent. Thgmant of future dividends is also subject to thecdition of our Board of Directors.
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Iltem 6. Selected Financial Data

Year Ended December 31,

(In thousands, except per share amot 1997 1998 1999 2000 2001

Consolidated Statement of Operations D

Revenues
New vehicles $161,29:  $388,43: $ 673,33 $ 898,01t $ 990,61!
Used vehicle: 113,09¢ 220,54« 375,56 480,84t 582,56!
Service, body and par 29,82¢ 72,21¢ 120,72. 164,00: 187,72
Finance and insuran: 13,61« 25,73¢ 46,42: 58,02¢ 71,68¢
Fleet and othe 1,96( 7,814 26,61« 57,72 40,59¢
Total revenue 319,79! 714,74 1,242,65! 1,658,61 1,873,18
Cost of sale: 265,04¢ 599,37¢ 1,043,37. 1,391,04. 1,566,71.
Gross profit 54,74¢ 115,36: 199,28t 267,56¢ 306,47!
Selling, general and administrati 40,62¢ 85,18¢ 146,38: 195,50( 239,04:
Depreciation and amortizatic 2,48: 3,46¢ 5,57: 7,60¢ 9,27¢
Income from operatior 11,63¢ 26,704 47,33: 64,46 58,15¢
Floorplaninterest expens (2,17¢ (7,109 (11,10¢ (17,729 (14,499
Other interest expen: (829 (2,73¢ (4,250 (7,919 (7,827)
Other income, ne 862 921 74 71€ (410)
Income before income tax 9,497 17,78: 32,05 39,53t 35,42¢
Income tax expens (3,539 (6,999 (12,877 (15,227 (13,67%)
Net income $ 5,95¢ $ 10,78¢ $ 19,17¢ $ 24,31 $ 21,75¢
| | | | ]
Basic net income per share $ o8 $ 118 $ 1.67 $ 1.7¢ $ 1.6%
I I | | |
Shares used in basic net income per s 6,98¢ 9,147 11,50¢ 13,65 13,37:
| | | | ]
Diluted net income per sha $ 08z $ 1.1¢ $ 1.6C $ 1.7¢ $ 1.6C
I I | | |
Shares used in diluted net income per s 7,30: 9,47( 11,99¢ 13,80« 13,61:
| | | | ]
As of December 31,
(In thousands) 1997 1998 1999 2000 2001

Consolidated Balance Sheet Dat¢

Working capital $ 23,87( $ 5355 $74,99¢ $ 98,917 $104,83¢
Inventories 89,84 157,45} 268,28 314,29( 275,39¢
Total asset 166,52¢ 294,39¢ 506,43: 628,00: 662,94-
Flooring notes payab 82,59¢ 129,16° 243,90: 314,13 280,94°
Current maturities of lor-term debi 2,78 3,14: 7,132 5,342 10,20:
Long-term debt, less current maturiti 26,55¢ 41,42( 38,41 72,58¢ 95,83(
Total stockholder equity 37,87 91,511 155,63t 181,77 203,49°

(1) Based on an April 2001 Financial Accounting Stadddoard announcement, we restated basic incomshpeg for the 1999 and 2C
periods to include the Series M preferred stockcesmon stock on an as if converted be
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ltem 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Overview

We are a leading operator of automotive franchésekretailer of new and used vehicles and servikesf February 22, 2002, we offered 24
brands of new vehicles through 123 franchises ist6Ees in the western United States and oventieeriet. As of February 22, 2002, we
operate 16 stores in Oregon, 11 in California,Ml@/&shington, 7 in Colorado, 7 in Idaho, 5 in Nevadlin Texas, 3 in South Dakota and 2 in
Alaska. We sell new and used cars and light trusédreplacement parts; provide vehicle mainteean@arranty, paint and repair services;
and arrange related financing and insurance foaatomotive customers.

During an economic downturn, customers tend ta shifards the purchase of more reasonably pricedvahicle models or used vehicles.
Many customers decide to delay purchasing a nevchestind instead repair existing vehicles. In dddjitmanufacturers typically offer
increased dealer and customer incentives durirecanomic downturn in order to support new vehiales volume. These factors lead to |
volatility in earnings for automobile retailers théor automobile manufacturers.

Historically, new vehicle sales account for appnaiely 50% of our total revenues but less than 80%tal gross profit. We emphasize s¢
of higher margin products, which generate over ®%ur gross profits. Our revenues and gross pbgfiproduct line were as follows for
2001:

Percent of Gross  Percent of Total
Total Revenues Margin Gross Profit
New vehicles 52.% 8.7% 28.2%
Retail used vehicles(: 26.4 12.7 20.4
Service, body and par 10.C 46.5 28.t
Finance and insurance( 3.8 99.C 23.2
Fleet and othe 2.2 2.8 0.4

(1) Excludes wholesale used vehicle sales, represeiit¥g of total revenues and a reduction in grosgimaf 0.7%.
(2) Reported net of administration fees and anticipatattellations
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The following table sets forth selected condengsahtial data for Lithia expressed as a percent@gmtal revenues for the periods indicated
below.

Lithia Motors, Inc. Year Ended December 31,
1999 2000 2001
Revenues
New vehicles 54.2% 54.1% 52.%
Used vehicle: 30.z 29.C 31.1
Service, body and par 9.7 9.¢ 10.C
Finance and insurant 3.7 3.t 3.8
Fleet and othe 2.2 3.5 2.2
Total revenue 100.% 100.%  100.(%
Gross profit 16.C 16.1 16.4
Selling, general and administrative exper 11.¢ 11.¢ 12.¢
Depreciation and amortizatic 0.4 0.5 0.t
Income from operatior 3.8 3.6 3.1
Floorplan interest expen: 0.¢ 1.1 0.8
Other interest expen: 0.3 0.t 0.4
Other income, ne 0.C 0.C 0.C
Income before income te 2.€ 2.4 1.8
Income tax expens 1.C 0.¢ 0.7
Net income 1.t 1.t 1.2

Results of Operations — 2000 Compared to 2001

Year Ended
December 31, %
Increase Increase
2000 2001 (Decrease) (Decrease)
Revenues
New vehicle sale $ 898,01t $ 990,61! $ 92,59¢ 10.2%
Used vehicle sale 480,84t 582,56! 101,71¢ 21.2
Service, body and par 164,00: 187,72! 23,72 14.t
Finance and insuran: 58,02t 71,68¢ 13,66( 23.t
Fleet and othe 57,72 40,59¢ (17,129 (29.7)
Total revenue 1,658,61. 1,873,18: 214,57 12.€
Cost of sale: 1,391,04. 1,566,71. 175,67: 12.€
Gross profit 267,56 306,47! 38,90¢ 14.F
Selling, general and administrati 195,50( 239,04. 43,54: 22.%
Depreciation and amortizatic 7,60t 9,27 1,67(C 22.C
Income from operatior 64,46 58,15¢ (6,306 (9.9
Floorplan interest expen: (17,729 (14,49 (3,23)) (18.2)
Other interest expen: (7,917 (7,822 (95) (1.2
Other income (expense), r 71€ (410 (1,126 (157.9)
Income before income tax 39,53t 35,42¢ (4,106 (10.9
Income tax expens (15,227 (13,67Y (1,549 (10.2)
Net income $ 24,31 $ 21,75¢ $ (2,559 (10.5%
| | | |
New units solc 37,23( 39,87t 2,64t 7.1%
Average selling price per new vehir $ 24,121 $ 24,84 $ 72z 3.C%
Used units sol— retail 30,89¢ 36,96( 6,06¢ 19.€%
Average selling price per retail used veh $ 13,14¢ $ 13,38 $ 232 1.8%
Used units sol— wholesale 16,751 18,91¢ 2,167 12.%

Average selling price per wholesale used vet $ 4,45¢ $ 4,657 $ 197 4.4%
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Revenues. Total revenues increased 12.9% to record level2006d compared to 2000 due to acquisitions, whiehevpartially offset by same
store retail sales decreasing 0.9%. The decreasmne store retail sales was due to a slower nbiglgesales environment in the first three
quarters of 2001, offset in part by same storeciases in used vehicle and finance and insuranes. $aliring the fourth quarter of 2001,
manufacturers offered, and are continuing to dffehe first quarter of 2002, incentives, includiogv interest rates and rebates, in order to
attract new vehicle buyers. These incentives, alitlyimprovements in our core operations, contilduo same store sales growth of 11.4%
in the fourth quarter of 2001 compared to the fogaarter of 2000. The availability of cash rebated zero percent and low interest rate
financing have also enhanced our ability to salhfice, warranty and insurance products and services

Other revenues include sales of finance, extendedanty and insurance contracts, presented netrofréstration fees and anticipated
cancellations. It also includes fleet sales gehepaksented on a net basis.

Gross profit. Gross profit increased primarily due to increasgdltrevenues and increased used vehicle and sebady and parts revenues
as a percentage of total revenues. Incentivesebates, including floorplan interest credits, reedifrom manufacturers are recorded as a

reduction to cost of goods sold. Gross margin egjoanis common in the automotive retailing industsynew vehicle sales slow and higher
margin product lines become a larger percentagetaf revenues. Gross profit margins achieved ®028nd 2001 were as follows:

Year Ended December 31,

Lithia
2000 2001 Margin Change*
New vehicles 9.C% 8.7% -30 bp
Retail used vehicle 13.€ 12.7 -90
Service and pari 44.¢ 46.5 +16(
Overall 16.1 16.4 +3C

* “pp” stands for basis points (one hundred basis podnutale one percent

The increase in the overall gross profit margiprisnarily a result of a shift in mix to the moreofitable used vehicle, service, body and parts
and finance and insurance product lines.

Selling, general and administrative expense. Selling, general and administrative expense indwdgaries and related personnel expenses,
facility lease expense, advertising, legal, accogniprofessional services and general corporgbereses. Selling, general and administrative
expense increased due to increased selling, axblariexpenses related to the increase in revemgkethe number of locations. As a
percentage of revenue, selling, general and adtratiiee expense increased in 2001 compared to 806Qo continued investments in
acquisition integration and operational suppontte#n preparation for continued growth and a shiftards our service and parts business,
which has a higher selling, general and adminisgatomponent than our other business lines.

Depreciation and amortization. Depreciation and amortization expense increasedapily as a result of increased property and eqaigm
and intangible assets related to acquisitions.fA3ezember 31, 2001, we expect a reduction in drenaartization expense of approximately
$3.7 million in 2002 based upon the adoption of SA¥o. 142, which relates to the accounting for gatbénd other intangible assets.

19




Table of Contents

Income from operations. Operating margins decreased 80 basis points, bt-t8gths of one percent, in 2001 compared to 20@0to the
increased operating expenses as a percentageeniueas discussed above, partially offset by highass margins as a percentage of
revenue.

Floorplan interest expense. The decrease in floorplan interest expense is pilyrdue to approximately $4.1 million in savings @ result of
recent decreases in the effective interest ratébefloating rate credit lines, offset in partdny approximately $800,000 increase in interest
expense as a result of higher average outstaniiogrfg debt. Floorplan interest expense includiesimterest expense related to our current
interest rate swaps. We were able to decreaseoamtory levels despite the acquisition of sevstales during 2001.

Other interest expense. Other interest expense includes interest on debtiied related to acquisitions, real estate moggagur used vehicle
line of credit and equipment related notes.

Income tax expense. Our effective tax rate was 38.6 percent in 2001 gam@d to 38.5 percent in 2000. Our effective ta® naay be affected
in the future by the mix of asset acquisitions caneg to corporate acquisitions, as well as by theaistates where our stores are located.

Net income. Net income decreased to $21.8 million, a 10.5%etex®, for 2001 compared to 2000 as a result afaheffect of the changes
discussed above.

Results of Operations — 1999 Compared to 2000

Year Ended
December 31, %
Increase Increase
1999 2000 (Decrease) (Decrease’
Revenues

New vehicle sale $ 673,33¢ $ 898,01t $224,67" 33.4%
Used vehicle sale 375,56. 480,84t 105,28: 28.C
Service, body and par 120,72. 164,00: 43,28( 35.¢
Finance and insuran 46,42 58,02¢ 11,60: 25.C
Fleet and othe 26,61« 57,72: 31,10¢ 116.¢
Total revenue 1,242,65! 1,658,61. 415,95; 33.t
Cost of sale: 1,043,37. 1,391,04. 347,66¢ 33.2
Gross profit 199,28¢ 267,56 68,28: 34.2
Selling, general and administrati 146,38: 195,50( 49,11¢ 33.€
Depreciation and amortizatic 5,57: 7,60t 2,032 36.t
Income from operatior 47,33: 64,46¢ 17,13: 36.2
Floorplan interest expen: (11,109 (17,729 6,62< 59.¢
Other interest expen: (4,250 (7,917 3,667 86.:2
Other income, ne 74 71€ 64z 867.€
Income before income tax 32,05: 39,53t 7,48¢ 23.4
Income tax expens (12,877 (15,227 2,34¢ 18.2

Net income $ 19,17 $ 24,31 $ 5,13¢ 26.8%
| | | |

New units solc 28,64¢ 37,23( 8,58t 30.(%

Average selling price per new vehis $ 23,50¢ $ 24,12 $ 61t 2.6%

Used units sol— retail 23,84( 30,89¢ 7,05¢€ 29.€%

Average selling price per retail used veh $ 13,14¢ $ 13,14¢ $ 1 0.C%

Used units sol— wholesale 13,42« 16,75. 3,32 24.£%

Average selling price per wholesale used vet $ 4,627 $ 4,45¢ $ (179 (3.7%

20




Table of Contents

Revenues. Same store retail sales increased 1.1% in 2000 a@dgo 1999. The increases in units sold and tevéom all sources are a
result of acquisitions and internal growth.

Gross profit. Gross profit increased primarily due to increassdltrevenues and increased other revenues asenpage of total revenues.
Gross profit margins achieved in 1999 and 2000 \asridllows:

2000 Lithia
Industry Average(1) Lithia 1999 Lithia 2000  Margin Change(2)

New vehicles 6.1% 8.7% 9.C% +3C bp
Retail used vehicle 10.¢ 12.¢ 13.€ +8C
Service and pari n/e 44.¢ 44.¢ +1C
Overall 123 16.C 16.1 +1C

(1) Based on National Automotive Dealer Associatiorac
(2) “bp” stands for basis points (one hundred basis poiniale one perceni

The increases in the gross profit margins are piiyna result of operational improvements at owwheacquired stores, as we implemented
our business model.

Selling, general and administrative expense. Selling, general and administrative expense ineetasie primarily to increased selling, or
variable, expense related to the increase in reeseand the number of total locations. Selling, garend administrative expense, as a
percentage of revenue, remained constant in 200paed to 1999.

Depreciation and amortization. Depreciation and amortization expense increasedapily as a result of increased property and eqeigm
and goodwill related to acquisitions in 1999 an@®0

Income from operations. Operating margins improved ten basis points in 28f¥@pared to 1999. In addition to gaining efficiesaelated to
economies of scale, we have improved the operatimgins at acquired stores that we have operatealfidl year, bringing them more in
line with our pre-existing stores.

Floorplan interest expense. Seventy-five percent of the increase in floorplateiest expense is due to additional flooring nptasble as a
result of higher inventory levels from acquisitiofsventy-five percent of the increase is due t@aerall rise in borrowing rates during 2000.

Other interest expense. Eighty percent of the increase in other interegiease is due to higher debt levels as a resultapfisitions. Twenty
percent of the increase is due to an overall rideorrowing rates during 2000.

Income tax expense. Our effective tax rate declined to 38.5 percer000 from 40.2 percent in 1999 as a result of areimsing mix of asset
acquisitions compared to corporate acquisitionsthadncreased weighting of deductible goodwillweedl as an increase in the mix of states
with lower or no state income taxes.

Net income. Net income increased primarily as a result of iasesl revenues as discussed above.
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Selected Consolidated Quarterly Financial Data

The following tables set forth the company’s ungaiiquarterly financial data for the quarterly pds presented.

Three Months Ended,

March 31 June 30 September 30 December 31

(in thousands except per share data )

1999

Revenues
New vehicle sale $116,85.  $167,22: $199,10° $190,15°
Used vehicle sale 71,80¢ 93,04¢ 105,43: 105,27(
Service, body and par 23,43( 28,47 33,89¢ 34,91%
Finance and insurant 8,421 11,36¢ 12,99¢ 13,64:
Fleet and othe 3,63: 7,641 5,93t 9,40¢€
Total revenue 224,14! 307,75: 357,36¢ 353,39:
Cost of sale: 188,94! 258,96 300,12: 295,33
Gross profit 35,20( 48,78¢ 57,24¢ 58,05¢
Selling, general and administrati 26,64¢ 36,06! 41,56¢ 42,10¢
Depreciation and amortizatic 1,07t 1,36¢ 1,56( 1,57¢
Income from operatior 7,471 11,361 14,12: 14,37:
Flooring interest expen: (2,109 (2,179 (3,090 (3,729
Other interest expense and other, (363) (1,407 (1,10%) (1,309
Income before income tax 5,00¢ 7,77¢ 9,92« 9,34:
Income taxe: (1,97¢) (3,2072) (4,077) (3,629
Net income $ 3,02¢ $ 4,57 $ 5,852 $ 5,71
| | | |
Basic net income per share $ 03C $ 041 $ 0.4¢ $ 0.4¢
| | | |
Diluted net income per sha $ 0.2¢ $ 0.4C $ 047 $ 04:
| | | |

2000

Revenues
New vehicle sale $218,00¢ $222,03¢ $243,16¢ $214,79¢
Used vehicle sale 116,69t 119,27° 128,96( 115,91:
Service, body and par 38,457 40,47¢ 42,33: 42,73t
Finance and insurant 13,45 14,31¢ 15,80« 14,45:
Fleet and othe 8,98¢ 21,741 12,80: 14,19«
Total revenue 395,60: 417,85 443,06¢ 402,09:
Cost of sale: 332,73 350,66 372,14t 335,49(
Gross profit 62,86 67,18¢ 70,92( 66,60:
Selling, general and administrati 47,20: 48,52¢ 51,04: 48,73(
Depreciation and amortizatic 1,72( 1,887 1,932 2,06¢
Income from operatior 13,94: 16,76¢ 17,947 15,80¢
Flooring interest expen: (3,86)) (4,712) (5,32)) (3,839
Other interest expense and other, (1,667%) (1,557 (820) (3,157
Income before income tax 8,41¢ 10,50( 11,80¢ 8,81¢
Income taxe: (3,45)) (4,30€) (4,287%) (3,189
Net income $ 4,96« $ 6,19 $ 7,52t $ 5,632
| | | |
Basic net income per share $ 0.37 $ 04t $ 0.5t $ 041
| | | |
Diluted net income per sha $ 0.37 $ 04t $ 0.5t $ 041
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Three Months Ended,

March 31 June 30 September 30 December 31
(in thousands except per share data )
2001
Revenues
New vehicle sale $214,95° $238,65! $247,48 $289,52(
Used vehicle sale 136,93 142,04: 149,79! 153,78t
Service, body and par 45,14 45,511 47,88 49,18¢
Finance and insurant 15,25 17,85¢ 18,57¢ 19,99¢
Fleet and othe 7,85¢ 17,99 7,57¢ 7,17¢
Total revenue 420,15: 462,05( 471,31¢ 519,66¢
Cost of sale: 351,25 386,84( 391,45( 437,16¢
Gross profit 68,89" 75,21( 79,86¢ 82,50(
Selling, general and administrati 55,03¢ 58,78: 59,69¢ 65,52¢
Depreciation and amortizatic 2,21t 2,22¢ 2,372 2,46:
Income from operatior 11,64« 14,201 17,80( 14,51
Flooring interest expen: (4,655 (3,839 (3,390 (2,620
Other interest expense and other, (2,346 (2,129 (1,849 (1,919
Income before income tax 4,64 8,24¢ 12,56: 9,97¢
Income taxe: (1,78¢) (3,175 (4,86¢ (3,847)
Net income $ 2,85 $ 5,071 $ 7,69¢ $ 6,132
| | | |
Basic net income per share $ 0.21 $ 03¢ $ 0.57 $ 0.4¢
| | | |
Diluted net income per sha $ 021 $ 037 $ 0.5¢€ $ 0.4¢
| | | |

(1) Pursuant to an April 2001 Financial Accountingriétards Board announcement, the company has egtbmasic EPS for the second,
third and fourth quarters of 1999, for each quasfe2000 and for the first quarter of 2001 to irt#uts Series M preferred stock as
common stock on an as if converted be

Liquidity and Capital Resources

Our principal needs for capital resources arertarfce acquisitions and capital expenditures, aksasdbr working capital. We have relied
primarily upon internally generated cash flows froperations, borrowings under our credit agreemamdsthe proceeds from public equity
offerings to finance operations and expansion. lebe that our available cash, cash equivalents|able lines of credit and cash flows
from operations will be sufficient to meet our aigated operating expenses and capital requirenfiengs least twelve months from
December 31, 2001. These resources will be suifiit@fund our anticipated acquisitions through 200

In June 2000, our Board of Directors authorizedréprirchase of up to 1,000,000 shares of our Glassmmon stock. We have purchased
40,000 shares under this program and may contmde o from time to time in the future as condisiavarrant.

We have credit facilities with Ford Motor Credit @pany totaling $530 million, which expire Decemlie2003, with interest due monthly.
The facilities include $250 million for new and gram vehicle flooring, $150 million for used velidlooring and $130 million for store
acquisitions. We also have the option to convertabquisition line into a five-year term loan.

The credit lines with Ford Motor Credit are crosdlateralized and are secured by inventory, aceretteivable, intangible assets and
equipment. We pledged to Ford Motor Credit thelstafcall of our subsidiaries except entities op@@aBMW, Honda, Nissan or Toyota
stores.
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The financial covenants in our agreement with Rdador Credit require us to maintain compliance wamong other things, (1) specified
ratios total debt to tangible base capital; (2)cHfjm ratios of total adjusted debt to tangibledaapital; (3) specific current ratio; (4) spexifi
fixed charge coverage ratio; and (5) positive @etc The Ford Motor Credit agreements also predluel@ayment of cash dividends without
prior consent. We were in compliance with all saokienants at December 31, 2001.

Toyota Financial Services, DaimlerChrysler FinahCiarporation and General Motors Acceptance Cotmanave agreed to floor all of our
new vehicles for their respective brands with Rdi@tor Credit serving as the primary lender foraher brands. These new vehicle lines are
secured by new vehicle inventory of the relevaanis.

We also have a real estate line of credit with Tay&inancial Services totaling $18 million, whickpeges July 2, 2006. This line of credit is
secured by the real estate financed under thisfimeedit. In February 2002, this line of cred@ésvincreased to $40 million.

In addition, U.S. Bank N.A. has extended a $27 lianirevolving line of credit for leased vehiclaad equipment purchases, which expires
January 31, 2004.

Interest rates on all of the above facilities rahffem 3.38% to 4.63% at December 31, 2001. Amoaatstanding on the lines at
December 31, 2001 together with amounts remainiagable under such lines were as follows (in tleows):

Remaining
Outstanding at Availability as of
December 31, 2001 December 31, 2001

New and program vehicle lint $211,94° $ *
Used vehicle line 69,00( 81,00(
Acquisition line 22,00( 108,00(
Real estate line 13,74( 4,26(
Equipment/leased vehicle lit 27,50( 0
$344,18 $193,26(

| |

* There are no formal limits on the new and programicle lines with certain lendel

At December 31, 2001, we had capital commitmentgppfoximately $9.0 million for the constructiontbfee new store facilities and
additions to two existing facilities, all of whid# anticipated to be incurred in 2002. We expegay for the construction out of existing cash
balances until completion of the projects, at whiole we anticipate securing long-term financind general borrowings from third party
lenders for 85% to 100% of the amounts expended.
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Seasonality and Quarterly Fluctuations

Historically, our sales have been lower in thet #nsd fourth quarters of each year due to consymerhasing patterns during the holiday
season, inclement weather and the reduced numlseisofess days during the holiday season. As ét résancial performance may be low
during the first and fourth quarters than during ¢ither quarters of each fiscal year. We beliegeittierest rates, levels of consumer debt,
consumer confidence and buying patterns, as wegeasral economic conditions, also contribute dotflations in sales and operating results.
Historically, the timing and frequency of acquisits has been the largest contributor to fluctuatiarour operating results from quarter to
quarter.

Recent Accounting Pronouncements

In July 2001, the Financial Accounting Standardaifidssued SFAS No. 141, “Business Combinationsi’ 8FAS No. 142, “Goodwill and
Other Intangible Assets.” SFAS No. 141 requires the purchase method of accounting be used fdrugsihess combinations initiated after
June 30, 2001. SFAS No. 142 requires that goodwrdl intangible assets with indefinite useful limeslonger be amortized, but instead te:
for impairment at least annually in accordance whthprovisions of SFAS No. 142. SFAS No. 142 aésquires that intangible assets with
estimable useful lives be amortized over their eespe estimated useful lives to their estimatesidieal values, and reviewed for impairment
in accordance with SFAS No. 121, “Accounting fog tmpairment of Long-Lived Assets and for Long-LdvAssets to Be Disposed Of.”

We adopted the provisions of SFAS No. 141 on JuB0D1, and SFAS No. 142 on January 1, 2002. Gdbadmd intangible assets
determined to have indefinite useful lives acquired purchase business combination completed &titez 30, 2001 but before SFAS No.
was adopted in full, were not amortized, but evi@ddor impairment in accordance with the apprdprire-SFAS No. 142 accounting
literature. Goodwill and intangible assets acquiredusiness combinations completed before JuB0ML continued to be amortized and
tested for impairment in accordance with the appadg pre-SFAS No. 142 accounting requirementsrpoidhe adoption of SFAS No. 142.

SFAS No. 141 requires, upon adoption of SFAS N@, idat we evaluate our existing intangible asartsgoodwill that we acquired in prior
purchase business combinations, and make any regesslassifications in order to conform with thew criteria in SFAS No. 141 for
recognition apart from goodwill. We do not antidpaeclassifying any intangibles to intangibleshadeterminable useful lives. For intangi
assets identified as having indefinite useful ljwes are required to test them for impairment icoadance with the provisions of SFAS

No. 142 within the first interim period and recogmiany impairment losses as the cumulative effeatamange in accounting principle in 1
first interim period. We do not anticipate incugiany impairment loss charges upon adoption of SRAS142.

The adoption of SFAS No. 141 did not have a sigaift impact on our financial condition or result®perations. As of December 31, 2001,
we expect a reduction in annual amortization expaigpproximately $3.7 million in 2002 upon adoptdf SFAS No. 142.
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ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk
Variable Rate Debt

We use variable-rate debt to finance our new andgram vehicle inventory. The interest rate on therfng debt is tied to either the one-
month LIBOR, the three-month LIBOR or the primeerafhese debt obligations therefore expose usrtahility in interest payments due to
changes in these rates. The flooring debt is basexpen-ended lines of credit tied to each indialduore from the various manufacturer
finance companies. If interest rates increaserdsteexpense increases. Conversely, if interess$ dgcrease, interest expense decreases.

Our variable-rate flooring notes payable and otiedit line borrowings subject us to market risp@sure. At December 31, 2001, we had
$344.2 million outstanding under such agreemenitstatest rates ranging from 3.38% to 4.63% peuanm 10% increase in interest rates
would increase interest expense by approximateRp $®0, net of tax, in 2002 based on amounts qudstg on the lines of credit at
December 31, 2001.

Hedging Strategies
We believe it is prudent to limit the variability a portion of our interest payments. Accordinglg have entered into interest rate swaps to

manage the variability of our interest rate expesthus leveling a portion of our interest expeinsrising or falling rate environment. We
currently have hedged approximately 17.8% of cowrihg debt.

The interest rate swaps change the variable-rate ftav exposure on a portion of the flooring dibtixed rate cash flows by entering into
receive-variable, pafixed interest rate swaps. Under the interestsat@ps, we receive variable interest rate paymemtsreake fixed intere:
rate payments, thereby creating fixed rate floodedt.

We have entered into the following interest rataswith U.S. Bank Dealer Commercial Services:

« effective September 1, 20—a five year, $25 million interest rate swap atdi rate of 6.88% per annu

« effective November 1, 20—a three year, $25 million interest rate swap atedfrate of 6.47% per annu

We earn interest on both of the $25 million interase swaps at the one-month LIBOR rate adjustethe first and sixteenth of every month
and we are obligated to pay interest at the fixge set for each swap (6.88% or 6.47% per annurtj@same amount. The difference
between interest earned and the interest obligatiorued is received or paid each month and igdedan the statement of operations as
flooring interest expense. The one-month LIBOR edtBecember 31, 2001 was 1.87% per annum.

We do not enter into derivative instruments for paypose other than to manage interest rate expoghat is, we do not speculate using
derivative instruments.

The fair value of interest rate swap agreementstamdmount of hedging losses deferred on intea¢stswaps was $3.4 million at
December 31, 2001. Changes in the fair value oirttezest rate swaps are reported, net of relatechie taxes, in accumulated other
comprehensive income. These amounts are subseguetidssified into interest expense
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as a yield adjustment in the same period in wHiehrélated interest on the flooring debt affectsiegs. Because the critical terms of the
interest rate swap and the underlying debt obbgadire the same, there was no ineffectivenessdedan interest expense.

Incremental interest expense incurred as a rebthieanterest rate swaps was $1.4 million in 20@ferest expense savings on un-hedged
debt as a result of decreasing interest rates g@001 was approximately $6.4 million.

At current interest rates, we estimate that we wdlur additional interest expense, net of taxambroximately $1.5 million related to our
interest rate swaps during 2002.

Risk Management Policies

We assess interest rate cash flow risk by contiyicdéntifying and monitoring changes in interesterexposures that may adversely impact
expected future cash flows and by evaluating hegdgpportunities.

We maintain risk management control systems to topiniterest rate cash flow attributable to both outstanding and our forecasted debt
obligations as well as our offsetting hedge posgidrhe risk management control systems involveiieeof analytical techniques, including
cash flow sensitivity analysis, to estimate theemtpd impact of changes in interest rates on durdwash flows.

As of December 31, 2001, approximately 80% of otaltdebt outstanding was subject to un-hedgedblarirates of interest. As a result,
interest rate declines during 2001 have resultedriat reduction of our interest expense for 2@0hpared to what it would have been at
similar debt levels with no interest rate declivée intend to continue to gradually hedge our irgerate exposure if market rates continue to
decline.

Item 8. Financial Statements and Supplementary Finacial Data

The financial statements and notes thereto reqbiyefiis item begin on page F-1 as listed in ItehofiPart IV of this document. Quarterly
financial data for each of the eight quarters mtthio-year period ended December 31, 2001 is iledud Item 7.

Item 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure

None.
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PART Il
Item 10. Directors and Executive Officers of the Rgistrant

Information required by this item will be includedder the captionBlection of Directors, Executive Officers andSection 16(a) Beneficial
Ownership Reporting Compliance, respectively, in our Proxy Statement for our 2@@2wual Meeting of Shareholders and is incorporated
herein by reference.

Item 11. Executive Compensation

The information required by this item will be indied under the captidixecutive Compensation in our Proxy Statement for our 2002 Annual
Meeting of Shareholders and is incorporated hdrgireference.

Item 12. Security Ownership of Certain Beneficial Owners andManagement

The information required by this item will be indied under the captidBecurity Ownership of Certain Beneficial Owners and Management in
our Proxy Statement for our 2002 Annual Meetingbéreholders and is incorporated herein by referenc

Item 13. Certain Relationships and Related Transa&ns

The information required by this item will be indied under the capticBertain Relationships and Related Transactionsin our Proxy
Statement for our 2002 Annual Meeting of Sharehsl@ad is incorporated herein by reference.
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PART IV
Item 14. Exhibits, Financial Statement Schedules and Reporizn Form &K
() Financial Statements and Schedules

The Consolidated Financial Statements, togethédr thi report thereon of KPMG LLP, are included lo& pages indicated below:

Page
Independent Audito’ Report F-1
Consolidated Balance Sheets as of December 31,&00200( F-2
Consolidated Statements of Operations for the yemded December 31, 2001, 2000 and 1 F-3
Consolidated Statements of Changes in Stockhol#&epsity and Comprehensive Income —
December 31, 2001, 2000 and 1¢ F-4
Consolidated Statements of Cash Flows for the yeadled December 31, 2001, 2000 and 1 F-5
Notes to Consolidated Financial Stateme F-6

There are no schedules required to be filed hehewit

(b) Reports on Form 8-K

The Company did not file any reports on Form 8-Kimly the quarter ended December 31, 2001.
(c) Exhibits

The following exhibits are filed herewith and tlig is intended to constitute the exhibit index:

Exhibit Description

3.1 (@) Restated Articles of Incorporation of Lithia Motpisc., as amended May 13, 19
3.2 (b) Bylaws of Lithia Motors, Inc

4 (b) Specimen Common Stock certifici

10.1 (b) 1996 Stock Incentive Ple

10.2 (c) Amendment No. 1 to the Lithia Motors, Inc. 1996 &téncentive Plai
10.2.1 (b) Form of Incentive Stock Option Agreement

10.3 (b) Form of Nor-Qualified Stock Option Agreement (

10.4 (d) 1997 Nor-Discretionary Stock Option Plan for N-Employee Director
10.5 (e) Employee Stock Purchase P

10.6 ® Lithia Motors, Inc. 2001 Stock Option Pl

10.6.1 Form of Incentive Stock Option Agreement for 20@&cR Option Plar
10.6.2 Form of Nor-Qualified Stock Option Agreement for 2001 StockiGptPlan
10.7 (@) Chrysler Corporation Sales and Service Agreemene€¢ Provision:
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Exhibit

10.7.1

10.8

10.8.1

10.8.2

10.9

10.9.1

10.10

10.10.1

10.10.2

10.11

10.11.1

10.12

10.12.1

10.12.2

10.13

10.13.1

10.13.2

10.14

10.14.1

(9)

(b)

(€)

(€)

()
(@)

(b)
(@)
(h)

(b)
(@)

(e)
(@)
(€)

(h)

(@)

(h)

(@)

Description

Chrysler Corporation Chrysler Sales and Serviceefgrent, dated September 28, 1999, between ChGsteoratior
and Lithia Chrysler Plymouth Jeep Eagle, Inc. (Aiddial Terms and Provisions to the Sales and Segreements
are in Exhibit 10.7) (2

Mercury Sales and Service Agreement General Pang

Supplemental Terms and Conditions agreement betweshMotor Company and Lithia Motors, Inc. datedd 12,
1997.

Mercury Sales and Service Agreement, dated Jub@9l7, between Ford Motor Company and Lithia TLM Q. tba
Lithia Lincoln Mercury (general provisions are irtbit 10.8) (3)

Volkswagen Dealer Agreement Standard Provisio

Volkswagen Dealer Agreement dated September 18, #3ween Volkswagen of America, Inc. and LithRaIHnc.
dba Lithia Volkswagen. (standard provisions ar&xhibit 10.9) (4)

General Motors Dealer Sales and Service Agreentantdard Provision
Supplemental Agreement to General Motors Corpandliealer Sales and Service Agreement dated Jat6aty998.

Chevrolet Dealer Sales and Service Agreement dastober 13, 1998 between General Motors Corporation
Chevrolet Motor Division and Camp Automotive, 115)

Toyota Dealer Agreement Standard Provisi

Toyota Dealer Agreement, between Toyota Motor S&I&A, Inc. and Lithia Motors, Inc., dba Lithia Tatp, dated
February 15, 1996. (¢

Nissan Standard Provisio
Nissan Public Ownership Addendum dated August 909%identical documents executed by each Nisgar):

Nissan Dealer Term Sales and Service Agreementeetlithia Motors, Inc., Lithia NF, Inc., and thésban
Division of Nissan Motor Corporation In USA datezhdiary 2, 1998. (standard provisions are in ExHiBil.2) (7)

Credit Agreement dated November 23, 1998 betweet Motor Credit Company and Lithia Motors, Inc.
(Acquisition Revolving Line of Credi

Amendment to Credit Agreement dated November 238 I®tween Ford Motor Credit Company and Lithia dist
Inc. (Acquisition Revolving Line of Credit), efféce December 1, 199!

Second Amendment to Credit Agreement dated Nove2®et998 between Ford Motor Credit Company ankdid.it
Motors, Inc. (Acquisition Revolving Line of Credigffective December 1, 200

Credit Agreement dated November 23, 1998 betweeth Motor Credit Company and Lithia Motors, Inc. @ds
Vehicle Revolving Line of Credit

Amendment to Credit Agreement dated November 238 I®tween Ford Motor Credit Company and Lithia dist
Inc. (Used Vehicle Revolving Line of Credit), effere December 1, 199!
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Exhibit Description

10.14.2 0] Second Amendment to Credit Agreement dated Nove2®et998 between Ford Motor Credit Company andid.it
Motors, Inc. (Used Vehicle Revolving Line of Crgdeffective December 1, 20C

10.15 ) $10.0 million vehicle lease line and $15.0 milliequipment line of credit Loan Agreement betweehihiFinancial
Corporation, Lithia Motors, Inc. and Lithia SALMIRc. and U.S. Bank National Associati

10.15.1 0] Amendment No. 1 dated March 6, 2000 to Loan Agregrdated September 20, 1999 between Lithia Financia
Corporation, Lithia Motors, Inc., Lithia SALMIR, tn and Lithia Aircraft, Inc. and U.S. Bank Natiosgsociation

10.15.2 (k) Amendment No. 2 dated July 26, 2000 to Loan Agregrdated September 20, 1999 between Lithia Finhncia
Corporation, Lithia Motors, Inc., Lithia SALMIR, &n and Lithia Aircraft, Inc. and U.S. Bank Natiosedsociation

10.15.3 0] Amendment No. 3 dated November 9, 2000 to Loan é&mgent dated September 20, 1999 between Lithia Ei@an
Corporation, Lithia Motors, Inc., Lithia SALMIR, & and Lithia Aircraft, Inc. and U.S. Bank Natiosedsociation

10.16 (9) $18.0 million revolving note dated July 2, 2001vibetn Toyota Motor Credit Corporation and Lithia Restate, Inc

10.17 €)) Lease Agreement between Moreland Properties, Lld0 #hia Real Estate, Inc., dated May 14, 199%tiey to
properties located at 350 S. Havana, Aurora, C

10.18 €)) Sublease between Moreland Properties, LLC andd_Real Estate, Inc. dated May 14, 1999, relatiny ¢perties
located at 4940 S. Broadway and 50 E. Chenangdettngd, CO. (9

10.19 €)) Lease Agreement between CAR LIT, L.L.C. and LitRizal Estate, Inc. relating to properties in Medf@. (10)

21 Subsidiaries of Lithia Motors, In

23 Consent of KPMG LLF

99 Risk Factors

(&) Incorporated by reference from the Company’s FobaiK Xor the year ended December 31, 1999 as filet thi¢ Securities and Exchai
Commission on March 30, 20C

(b) Incorporated by reference from the Company’s Regfish Statement on Form S-1, Registration Stat¢men333-14031, as declared
effective by the Securities Exchange CommissioDeoember 18, 199!

(c) Incorporated by reference from the Company’s Foba@Qlfor the quarter ended June 30, 1998 as filek thie Securities and Exchange
Commission on August 13, 19¢

(d) Incorporated by reference from the Company’s Reggish Statement on Form S-8, Registration Statémen333-45553, as filed with
the Securities Exchange Commission on Februarf9g..

(e) Incorporated by reference from the Company’s Fo@riKTor the year ended December 31, 1997 as filetl thieé Securities and Exchai
Commission on March 31, 19¢€

(H Incorporated by reference from Appendix B to therpany’s Proxy Statement for its 2001 Annual Meetisdiled with the Securities
and Exchange Commission on May 8, 2(C

(9) Incorporated by reference from the Company’s Foba@Qlfor the quarter ended September 30, 2001 exbfiith the Securities and
Exchange Commission on November 14, 2(

(h) Incorporated by reference from the Company’s FobaiK Xor the year ended December 31, 1998 as filet thi¢ Securities and Exchai
Commission on March 31, 19¢

(i) Incorporated by reference from the Company’s Fo@riKTor the year ended December 31, 2000 as filetl thieé Securities and Exchal
Commission on March 29, 20C

() Incorporated by reference from the Company’s Foba@Qlfor the quarter ended March 31, 2000 as filgH the Securities and Exchange



Commission on May 11, 200

(k) Incorporated by reference from the Company’s FobaQ1for the quarter ended September 30, 2000ex \fiith the Securities and
Exchange Commission on November 14, 2(
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(1)

(2)

(3)

(4)
()

(6)

(7)
(8)

(9)

(10)

The board of directors adopted the new stock oggmeement forms when it adopted the 2001 Stoclo®ptian; and, although no
longer being used to grant new stock options, thesen agreements remain in effect as there atstanding stock options issued un
these stock option agreemer

Substantially identical agreements exist betweemi2aChrysler Motor Company, LLC and those othdvsidiaries operating Dodge,
Chrysler, Plymouth or Jeep dealersh

Substantially identical agreements exist for itsd/and Lincoln-Mercury lines between Ford Motor Gmmy and those other
subsidiaries operating Ford or Linc-Mercury dealership:

Substantially identical agreements exist betweelkd¥eagen of America, Inc. and those subsidiarieraiing Volkswagen dealershij

Substantially identical agreements exist betweeev@het Motor Division, GM Corporation and thoséet subsidiaries operating
General Motors dealershig

Substantially identical agreements exist (exceptéinms are all 2 years) between Toyota Motor Sal84#\, Inc. and those other
subsidiaries operating Toyota dealersh

Substantially identical agreements exist betweess&ti Motor Corporation and those other subsidiapesating Nissan dealershi|

Substantially identical leases of the same dat& éeitween: between Lithia Real Estate, Inc. amigws entities controlled by W.
Douglas Moreland relating to certain owned propsrtissociated with the Moreland acquisi

Substantially identical subleases of the same ekt between Lithia Real Estate, Inc. and varintities controlled by W. Douglas
Moreland relating to certain leased properties @ased with the Moreland acquisitic

Lithia Real Estate, Inc. leases all the propertMiedford, Oregon sold to CAR LIT, LLC under subdtalty identical leases covering ¢
separate blocks of proper
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Regiisthas duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized.

Date: February 22, 20(

LITHIA MOTORS, INC.

By /s/ SIDNEY B. DEBOEF

Sidney B. DeBoer
Chairman of the Board and
Chief Executive Office

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities indicatedatirdary 22, 2002:

Signature

Title

/s/ SIDNEY B. DEBOER

Sidney B. DeBoe

/s/ JEFFREY B. DEBOER

Jeffrey B. DeBoe

/s/ M. L. DICK HEIMANN

M. L. Dick Heimann

/sl R. BRADFORD GRAY

R. Bradford Gray

/sl THOMAS BECKER

Thomas Becke

/s/ W. DOUGLAS MORELAND

W. Douglas Morelan:

/sl GERALD F. TAYLOR

Gerald F. Taylo

/sl WILLIAM J. YOUNG

William J. Young

Chairman of the Board and Chief Executive Officer
(Principal Executive Officer)

Senior Vice President and Chief Financial Officer

(Principal Financial and Accounting Officer)

Director, President and Chief Operating Officer

Director and Executive Vice President

Director

Director

Director

Director

33




Table of Contents
Independent Auditors’ Report

The Board of Directors and Stockholders
Lithia Motors, Inc. and Subsidiaries:

We have audited the accompanying consolidated balsimeets of Lithia Motors, Inc. and SubsidiaresfaDecember 31, 2001 and 2000,
the related consolidated statements of operataras)ges in stockholders’ equity and comprehensieeme, and cash flows for each of the
years in the thre-year period ended December 31, 2001. These cdasedi financial statements are the responsibifithe Company’s
management. Our responsibility is to express aniopion these consolidated financial statementsdas our audits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgd the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenégpects, the consolidated financial posi
of Lithia Motors, Inc. and Subsidiaries as of Debem31, 2001 and 2000, and the consolidated resiulteir operations and their cash flows
for each of the years in the three-year period eémcember 31, 2001, in conformity with accounfimiciples generally accepted in the
United States of America.

As discussed in note 1 to the financial statemeftsctive January 1, 2001, the Company adoptegrtresions of Statement of Financial
Accounting Standards (SFAS) No. 133, "AccountingDerivative Instruments and Hedging Activitiess'@mended. As discussed in note 15
to the financial statements, effective July 1, 2082 Company adopted the provisions of SFAS N, 1Business Combinations," and
certain provisions of SFAS No. 142, "Goodwill anth€r Intangible Assets," as required for goodwiltlantangible assets resulting from
business combinations consummated after June 8Q, 20

KPMG LLP

Portland, Oregon
February 7, 2002
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LITHIA MOTORS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(In thousands)

December 31,

2001 2000
Assets
Current Assets
Cash and cash equivalel $ 59,85t $ 38,78¢
Trade receivables, net of allowance for doubtfloamts of $504 ar
$346 33,19¢ 32,271
Notes receivable, current portion, net of allowafuredoubtful
accounts of $700 and $9 1,361 1,93
Inventories, ne 275,39¢ 314,29(
Vehicles leased to others, current pori 5,55¢ 4,961
Prepaid expenses and ot 3,75¢ 4,27¢
Deferred income taxe 1,28¢ —
Total Current Asset 380,40 396,52:
Land and buildings, net of accumulated depreciatiod2,098 and
$1,261 84,73¢ 60,78¢
Equipment and other, net of accumulated depreciatic9,695 and
$7,173 37,23¢ 29,45:
Notes receivable, less current port 244 1,48¢
Vehicles leased to others, less current pol 122 2,96:
Goodwill, net of accumulated amortization of $9,401 $6,21¢ 149,74. 133,87:
Other intangible asse 7,107 —
Other non-current assets, net of accumulated aratich of $312 and
$182 3,34 2,92¢
Total Assets $662,94- $628,00:
| |
Liabilities and Stockholders’ Equity
Current Liabilities:
Flooring notes payab $211,94° $255,13
Current maturities of lor-term debt 10,20: 5,34z
Trade payable 16,89« 13,65:
Accrued liabilities 36,53 22,08t
Deferred income taxe — 1,38¢
Total Current Liabilities 275,57! 297,60!
Used Vehicle Flooring Facilit 69,00( 59,00(
Real Estate Debt, less current maturi 40,69: 28,89¢
Other Lon¢-Term Debt, less current maturiti 55,137 43,68¢
Deferred Revenu 1,481 1,99:
Other Lon¢-Term Liabilities 8,181 6,90(
Deferred Income Taxe 9,38( 8,14«
Total Liabilities 459,44 446,22
Stockholder Equity:
Preferred stock — no par value; authorized 15,0@0es; 15 shares
designated Series M Preferred; issued and outstgu®dy and 14. 5,80¢ 8,91t
Class A common stock — no par value; authorizedd@Dshares;
issued and outstanding 8,894 and 8, 113,55! 108,56!
Class B common stock authorized 25,000 sharesdsand
outstanding 4,040 and 4,0 502 50¢
Additional paic-in capital 507 30¢€
Accumulated other comprehensive income (1 (2,097 15
Retained earning 85,22( 63,46¢

Total Stockholder Equity 203,49 181,77"




Total Liabilities and Stockholde’ Equity $662,94- $628,00:

See accompanying notes to consolidated financgtstents.
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LITHIA MOTORS, INC. AND SUBSIDIARIES

Revenues
New vehicle sale
Used vehicle sale
Service, body and par
Finance and insurant
Fleet and othe

Total revenue
Cost of sale!

Gross profit

Selling, general and administrati
Depreciatior— buildings
Depreciatior— equipment and oth¢
Amortization

Income from operatior
Other income (expense
Floorplan interest expen:
Other interest expen:
Other income, ne

Income before income tax
Income tax expens

Net income

Basic net income per she

Shares used in basic net income per s

Diluted net income per sha

Consolidated Statements of Operations
(In thousands, except per share amounts)

Year Ended December 31,

Shares used in diluted net income per s ,

2001 2000 1999
$ 990,61 $ 898,01 $ 673,33
582,56t 480,84 375,56
187,72 164,00: 120,72:
71,68t 58,02 46,42:
40,59¢ 57,72: 26,61
1,873,18 1,658,61 1,242,65!
1,566,71; 1,391,04 1,043,37:
306,47 267,56 199,28¢
239,04 195,50( 146,38:
1,261 994 36¢€
4,221 3,42¢ 3,27¢
3,79: 3,18¢ 1,93:
58,15¢ 64,46« 47,33:
(14,497 (17,729 (11,10%)
(7,822) (7,917) (4,250)
(410) 71€ 74
(22,729 (24,929 (15,287)
35,42¢ 39,53t 32,05:
(13,67¢ (15,227) (12,877
$ 21,75 $ 24,31 $ 19,17
| | |
$  1.67 $  1.7¢ $ 167
| | |
13,37: 13,65: 11,50¢
| | |
$  1.6C $ 176 $  1.6C
| | |
13,61: 13,80: 11,99¢
| | |

See accompanying notes to consolidated finanassients.
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LITHIA MOTORS, INC. AND SUBSIDIARIES
Consolidated Statements of Changes in Stockholdergquity and Comprehensive Income

For the years ended December 31, 1999, 2000 and 200
(In thousands, except share data)

Common Stock

Accumulated

Other
Series M Preferred Stock Class A Class B Additional Compre- Total
Paid In hensive Retained Stockholders'
Shares Amount Shares Amount  Shares Amount Capital Income Earnings Equity
Balance at December 31, 1998 — $ — 6,105,23 $ 70,87: 4,110,001 $511 $ 15C $ — $19,97¢ $ 91,51!
Net income — — — — — — — — 19,17¢ 19,17¢
Issuance of Class A Common Stock
in connection with acquisitions — — 1,611,17. 30,63¢ — — 4,50( — — 35,13¢
Issuance of stock in connection with
employee stock plans — — 85,05: 821 821
Compensation for stock option
issuances — — — — — — 78 — — 78
Conversion of Class B Common
Stock into Class A Common Sto — — 23,00( 3 (23,000 ) —
Issuance of Series M Preferred Stock
in connection with acquisition 10,36( 6,21¢ — — — — 2,70 — — 8,91¢
Balance at December 31, 1999 10,36( 6,21¢€ 7,824,46. 102,33. 4,087,001 508 7,42¢ — 39,15: 155,63
Comprehensive income:
Net income — — — — — — — — 24,31 24,31
Unrealized gain on investmer — — — — — — — 15 — 15
Total comprehensive income 24,32¢
Issuance of stock in connection with
acquisitions 4,49¢ 2,69¢ 303,54. 4,50( — — (7,200 — — Q)
Issuance of stock in connection with
employee stock plar — — 324,08. 2,217 — — — — — 2,217
Repurchase of Class A Common
Stock — — (40,000 (481) — — — — — (481)
Compensation for stock option
issuance: — — — — — — 78 — — 78
Balance at December 31, 2000 14,85¢ 8,91¢ 8,412,08° 108,56' 4,087,00! 508 30€ 15 63,46¢ 181,77!
Comprehensive incom:
Net income — — — — — — — — 21,75¢ 21,75¢
Unrealized loss on investments,net — — — — — — — (26) — (26)
Cash flow hedge:
Cumulative effect of adoption of
SFAS 133, net of tax effect of
$594 — — — — — — — (94¢) — (94¢)
Net derivative losses, net of t
effect of $1,237 — — — — — — — (1,963) — (1,963)
Reclassification adjustment, net of
tax effect of $(523 — — — — — — — 831 — 831
Total comprehensive income 19,64¢
Issuance of stock in connection with
employee stock plans — — 169,49: 1,87: — — — — — 1,87:
Conversion of Series M Preferred
Stock (5,189 (3,109 265,24 3,10¢ — — (20 — — (20)
Conversion of Class B Common
Stock — — 47,28 6 (47,28)) (6) — — — —
Compensation for stock option
issuance: — — — — — — 221 — — 221
Balance at December 31, 2001 9,67¢ $ 5,80¢ 8,894,10° $113,55! 4,039,71! $502 $ 507 $(2,09)) $85,22( $203,49°
| [ | | [ & | | | | | |

See accompanying notes to consolidated finanassients.

F-4




Table of Contents

LITHIA MOTORS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

Cash flows from operating activitie

Net income

(In thousands)

Year Ended December 31,

Adjustments to reconcile net income to net caskigea by operating

activities:
Depreciation and amortizatic
Compensation related to stock option issual
(Gain) loss on sale of assi
(Gain) loss on sale of vehicles leased to ot
Gain on sale of franchi
Deferred income taxe
Equity in income of affiliate
(Increase) decrease, net of effect of acquisiti

Trade and installment contract receivables,

Inventories
Prepaid expenses and otl
Other noncurrent asse
Increase (decrease), net of effect of acquisiti
Floorplan notes payab
Trade payable
Accrued liabilities
Other liabilities

Net cash provided by operating activit

Cash flows from investing activitie

Notes receivable issut
Principal payments received on notes receiv
Capital expenditure:

Maintenance

Financeable real estate and ot
Proceeds from sale of ass
Proceeds from sale of vehicles leased to oi
Expenditures for vehicles leased to ott
Cash paid for acquisitions, net of cash acqu
Cash from sale of franchis
Distribution from affiliate

Net cash used in investing activiti

Cash flows from financing activitie

Net borrowings (repayments) on lines of cre
Payments on capital lease obligatii
Principal payments on lo-term deb:
Proceeds from issuance of l--term debi
Repurchase of common sta

Proceeds from issuance of common si

Net cash provided by financing activiti

Increase in cash and cash equival

Cash and cash equivaler

Beginning of yea
End of yeal

Supplemental disclosures of cash flow informat
Cash paid during the period for inter
Cash paid during the period for income ta

2001 2000 1999
$ 21,75« $ 24,31 $19,17¢
9,27t 7,60¢ 5,57:
221 78 78
(43 55 (4)
(20) 13 252
(352) — —
(97) 19¢ (1,679)
87 (30) (61)
(1,007) (3,709 2,94(
64,20( 1,81« (20,099
654 (391 84t
(662) (1,426) (37¢)
(58,32) 7,08¢ 16,01
3,24¢ 814 (13,570
10,95¢ (1,369 4,49;
(630) 1,232 8,79¢
49,25¢ 36,28 22,38:
(902) (734) (80€)
2,71¢ 4,191 6,971
(4,439 (3,599 (1,817
(26,24) (22,389 (12,779
7,63¢ 1,14 1,77¢
4,67t 6,591 7,80¢
(6,229) (9,709 (8,102)
(45,499 (56,660) (35,02()
7,06( 1,281 —
— 38¢ 1,26¢
(61,22) (79,47) (40,689
24,00( 54,12( 31,38(
(132) (107) (1,019
(9,77€) (13,560) (13,179
17,08¢ 9,43( 9,781
— (481) —
1,85: 2,21% 821
33,03 51,61 27,78¢
21,06¢ 8,42t 9,48t
38,78¢ 30,36+ 20,87¢
$ 59,85t $ 38,78¢ $ 30,36
I I L]
$ 23,28: $ 25,58( $ 15,33(
12,65' 15,26¢ 11,46¢

Supplemental schedule of noncash investing andding activities



Stock issued in connection with acquisitic $ — $ — $ 44,05:
Debt assumed/issued in connection with acquisil — 5,97¢ 5,651
Termination of capital leas 58 — 2,431
Assets acquired with de 6,98 — —
Debt extinguished through refinanci 10,84( — —

See accompanying notes to consolidated financitdsients.
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LITHIA MOTORS, INC.
AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2001, 2000 and 1999

(1) Summary of Significant Accounting Policies
Organization and Business

Lithia is a leading operator of automotiveatthises and retailer of new and used vehicles andces through a well-developed franchise
system with its automotive manufacturer partnessoAFebruary 22, 2002, we offered 24 brands of nelicles through 123 franchises in 65
stores in the western United States and over tieenet. As of February 22, 2002, we operate 1@stor Oregon, 11 in California, 10 in
Washington, 7 in Colorado, 7 in Idaho, 5 in Nevatla) Texas, 3 in South Dakota and 2 in Alaskahikisells new and used cars and light
trucks; sells replacement parts; provides vehidntenance, warranty, paint and repair services;aaranges related financing and insurance
for its automotive customers.

Principles of Consolidation

The accompanying financial statements refleetresults of operations, the financial positiamg the cash flows for Lithia Motors, Inc. ¢
its directly and indirectly wholly-owned subsidiesi All significant intercompany accounts and teations, consisting principally of
intercompany sales, have been eliminated upon tidation.

Cash and Cash Equivalents

For purposes of reporting cash flows, the Camypconsiders contracts in transit and all highjuitl debt instruments with a maturity of
three months or less when purchased to be cashadejis.

Inventories

The Company accounts for inventories at tinefoof market value or cost, using the specifimtdization method for vehicles and the
first-in first-out (FIFO) method for parts (colléatly, the FIFO method).

Property, Plant and Equipment

Property, plant and equipment are stated sttared are being depreciated over their estimagetullives, principally on the straight-line
basis. The range of estimated useful lives is ksve:

Building and improvement 40 year
Service equipmer 5to 10 yeat
Furniture, signs and fixture 5to 10 yeat

The cost for maintenance, repairs and minoewals is expensed as incurred, while significanewals and betterments are capitalized.
When an asset is retired or otherwise disposetthefrelated cost and accumulated depreciationeaneved from the accounts, and any gain
or loss is credited or charged to income.

Leased property meeting certain criteria itedized and the present value of the relatedelg@yments is recorded as a liability.
Amortization of capitalized leased assets is coegboin a straight-line basis over the shorter oldeful life or the term of the lease and is
included in depreciation expense.
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Investment in Affiliate

The Company has a 20% interest in Lithia Pritgee LLC, of which the other members are SidneBber (35%), M. L. Dick Heimann
(30%) and three of Mr. DeBoer’s children (5% eadiie investment is accounted for using the equiyhmd, with a carrying value of
$34,000 and $131,000 at December 31, 2001 and 2888ectively.

Environmental Liabilities and Expenditures

Accruals for environmental matters, if anye egcorded in operating expenses when it is prelthldlt a liability has been incurred and the
amount of the liability can be reasonably estimagextrued liabilities are exclusive of claims agaithird parties and are not discounted.

In general, costs related to environmentalediation are charged to expense. Environmentas @stcapitalized if the costs increase the
value of the property and/or mitigate or preventtamination from future operations.

We are aware of contamination at certain ofaaurent and former facilities, and we are in pihecess of conducting investigations and/or
remediation at some of these properties. Basedipowrent information, any costs or liabilitiesating to such contamination, other
environmental matters or compliance with environtakregulations are not expected to have a matedietrse effect on our results of
operations or financial condition. There can bessurances, however, that additional environmemadters will not arise or that new
conditions or facts will not develop in the futwaeour current or formerly owned or operated ftiesi, or at sites that we may acquire in the
future, that will result in a material adverse effen our results of operations or financial coiodit

Income Taxes

Income taxes are accounted for under the asskliability method as prescribed by Statemeriin&ncial Accounting Standards No. 109
“Accounting for Income Taxes.” Deferred tax assatd liabilities are recognized for the future taxsequences attributable to differences
between the financial statement carrying amoungxistting assets and liabilities and their respediaix bases and operating loss and tax
credit carryforwards. Deferred tax assets andllisds are measured using enacted tax rates expaxeggpply to taxable income in the years in
which those temporary differences are expectec teebovered or settled. The effect on deferredismets and liabilities of a change in tax
rates is recognized in income in the period theluides the enactment date.

Computation of Per Share Amounts

Basic earnings per share (EPS) and diluted&® $omputed using the methods prescribed byrBéatieof Financial Accounting
Standards No. 12&arnings per Share (SFAS 128). Following is a reconciliation of ba&iES and diluted EPS (in thousands, except per
amounts):

YEAR ENDED DECEMBER 31, 2001 2000 1999
Per Per Per
Share Share Share
Basic EPS Income Shares Amount Income Shares Amount Income Shares Amount
Income available to Common Stockholders $21,75¢ 13,37: $1.62 $24,31: 13,65: $1.7¢ $19,17¢ 11,50¢ $1.67
Diluted EPS
Stock Options — 241 — 152 — 364
Contingent issuances — — — — — 12¢
Income available to Common Stockhold  $21,75¢ 13,61: $1.6C $24,31: 13,80 $1.7¢ $19,17¢ 11,99¢ $1.6C
| | |
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451,000, 683,000 and 34,000 shares issuabdeigmi to stock options have not been includetiérabove calculations for 2001, 2000 and
1999, respectively, since they would have beerddutive, or “not in the money.”

Advertising

The Company expenses production and othes obstdvertising as incurred. Advertising expenss %15.7 million, $15.3 million and
$11.2 million for the years ended December 31, 20000 and 1999, respectively.

Goodwill

Goodwill represents the excess purchase prieefair value of net assets acquired, which tsatlocable to separately identifiable
intangible assets. Goodwill acquired prior to JLy2001 continued to be amortized on the straiigletthasis over the expected period to be
benefited of forty years. Pursuant to SFAS No. 1&odwill and Other Intangible Assets,” which whlé fully adopted in the first quarter of
2002, goodwill acquired after June 30, 2001 wasanmdrtized, but, instead, will be tested for impant at least annually in accordance with
the provisions of SFAS No. 142. Upon full adoptafrSFAS No. 142, all goodwill will cease to be atim®d. See also Note 15 “Recent
Accounting Pronouncements.”

Other Intangible Assets

Other intangible assets represent the franchafue of stores acquired since July 1, 20010fAthe Companys other intangible assets he
indefinite useful lives and therefore are not amed, but instead will be tested for impairmenaatordance with SFAS No. 142. See also
Note 15“Recent Accounting Pronouncements.”

Concentrations of Credit Risk

Concentrations of credit risk with respectrtale receivables are limited due to the large rarmbcustomers comprising the Company’s
customer base. Receivables from all manufactucasumted for 33.4% and 36.4%, respectively, ofl tataounts receivable at December 31,
2001 and 2000. Included in the 33.4% are two manufars who accounted for 12.6% and 7.4%, respalgtiof the total accounts receivable
balance at December 31, 2001. Included in the 3&A%wo manufacturers who accounted for 12.5%1&n8%, respectively, of the total
accounts receivable balance at December 31, 2000.

Financial instruments, which potentially sulbjine Company to concentrations of credit risksist principally of cash deposits. The
Company generally is exposed to credit risk frodambees on deposit in financial institutions in es<cef the FDIC-insured limit.
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Financial | nstruments and Market Risks

The carrying amount of cash equivalents, tradeivables, trade payables, accrued liabilittesshort term borrowings approximates fair
value because of the short-term nature of thesriments. The fair values of long-term debt angsoeceivable for leased vehicles
accounted for as salégpe leases were estimated by discounting thedutash flows using market interest rates and ddliffer significantly
from that reflected in the financial statements.

Fair value estimates are made at a specifitt potime, based on relevant market informatibow the financial instrument. These
estimates are subjective in nature and involve aicgies and matters of significant judgment amef¢fore cannot be determined with
precision. Changes in assumptions could signiflgaaffect the estimates.

Lithia has variable rate floor plan notes gagaand other credit line borrowings that subjetd imarket risk exposure. At December 31,
2001 Lithia had $344.2 million outstanding undectstacilities at interest rates ranging from 3.38%4.63% per annum. An increase or
decrease in the interest rates would affect intengsense for the period accordingly.

Lithia also subjects itself to credit risk amdrket risk by entering into interest rate sw&ee Note 5. The Company minimizes the credit
or repayment risk in derivative instruments by entginto transactions with high quality instituti®, whose credit rating is higher than Aa.

Derivative Financial | nstruments

Lithia enters into interest rate swap agredamgnreduce its exposure to market risks from ghaninterest rates. The difference between
interest paid and interest received, which may ghas market interest rates change, is accruetkangnized as interest expense. If a swap
is terminated prior to its maturity, the gain osdds recognized over the remaining original lif¢he swap if the item hedged remains
outstanding, or immediately if the item hedged doatsremain outstanding. If the swap is not terr@darior to maturity, but the underlying
hedged item is no longer outstanding, the interstswap is marked to market, and any unrealia@day loss is recognized immediately.

Effective January 1, 2001, Lithia adoptedhavisions of Statement of Financial Accountingrisiards (SFAS) No. 133, “Accounting for
Derivative Instruments and Hedging Activities,”amended by SFAS No. 138, “Accounting for CertaimiZzsive Instruments and Certain
Hedging Activities-an amendment of FASB Statemeot N83” and SFAS No. 137, “Accounting for Derivaiinstruments and Hedging
Activities” (collectively, “the Standards”). The&@tdards require that all derivative instrumentsl(iding certain derivative instruments
embedded in other contracts) be recorded on tlmbalsheet as either an asset or liability measatriésl fair value, and that changes in the
derivatives fair value be recognized currentlyannéngs unless specific hedge accounting critaganzet. Upon adoption of the Standards,
Company recorded a liability of $1.5 million and@responding, net-of-tax, cumulative-effect-typuatment of $948,000 in accumulated
other comprehensive income to recognize, at fdireyaall derivatives that are designated as cashfledging instruments.
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Use of Estimates

The preparation of financial statements infeanity with generally accepted accounting prinegprequires management to make estin
and assumptions that affect the amounts reportdtkigonsolidated financial statements and relatges to financial statements. Changes in
such estimates may affect amounts reported indyteriods.

Revenue Recognition

Revenue from the sale of vehicles is recoghigmn delivery, when the sales contract is sigdedin payment has been received and
funding has been approved from the lending agdeetBales of vehicles whereby the Company doetakettitle are shown on a net basis in
other revenue.

Finance fees represent revenue earned bydimpény for notes placed with financial institutiansonnection with customer vehicle
financing net of estimated chargebacks. Finance dee recognized in income upon acceptance ofrdtit by the financial institution.
Insurance income represents commissions earnerkdit life, accident and disability insurance swladonnection with the vehicle on behalf
of third party insurance companies. Commissionsiftbird party service contracts are recognized wgade. Insurance commissions are
recognized in income upon customer acceptanceedhturance terms as evidenced by contract execiinance fees and service contract
and insurance commissions, net of administraties #nd anticipated cancellations, are classifieutteey operating revenue in the
accompanying consolidated statements of operations.

Comprehensive Income

Comprehensive income includes the unrealizéd gn investments and the fair value of cash th@dging instruments that are reflected in
stockholders’ equity instead of net income.

Major Supplier and Dealer Agreements

The Company purchases substantially all afiéts vehicles and inventory from various manufaaiat the prevailing prices charged by
the auto maker to all franchised dealers. The Caoryipaverall sales could be impacted by the autkeria inability or unwillingness to
supply the dealership with an adequate supply ptifgs models.

The Company enters into agreements (Dealeegkgents) with the manufacturers. The Dealer Agregrgenerally limit the location of
the dealership and provide the auto maker appriyais over changes in dealership management anérmship. The automakers are also
entitled to terminate the Dealer Agreements ifdbalership is in material breach of the terms. Chmpany’s ability to expand operations
depends, in part, on obtaining consents of the fiaaturers for the acquisition of additional deahgps.
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Stock-Based Compensation Plans

The Company accounts for its stock-based casgi®n plans under Accounting Principles Boardn@wpi No. 25, “Accounting for Stock
Issued to Employees” (APB 25). The Company adofitedlisclosure option of Statement of Financial&utting Standards No. 123,
“Accounting for Stock-Based Compensation” (SFAS)1EFAS 123 requires that companies, which do hobse to account for stock-based
compensation as prescribed by this statement, disalbse the pro forma effects on earnings andiegs per share as if SFAS 123 had been
adopted. Additionally, certain other disclosures maquired with respect to stock compensation hadssumptions used to determine the pro
forma effects of SFAS 123.

Segment Reporting

The Company adopted Statement of FinanciabButing Standards No. 131 (SFAS 131), “Disclosatasut Segments of an Enterprise
and Related Information,” for the year ended Decendi, 1998 Based upon definitions contained within SFAS 18&,Eompany has
determined that it operates in one segment, auteendtailing.

Reclassifications
Certain items previously reported in spedifiancial statement captions have been reclasgifi@dnform with the current presentation.
(2) Inventories and Related Notes Payable

The new and used vehicle inventory, collateired related notes payable, and other inventorseves follows (in thousands):

December 31,

2001 2000

Inventory Notes Inventory Notes

Cost Payable Cost Payable

New and program vehicle $191,59¢ $211,94° $239,18! $255,13°
Used vehicle: 67,01¢ 69,00( 58,13¢ 59,00(
Parts and accessori 16,78: — 16,96¢ —
Total inventories $275,39¢ $280,94° $314,29( $314,13
| | | | | | [ |

The inventory balance is generally reducednayufacturer’s purchase discounts. Such reductionsot reflected in the related floor plan
liability.

All new vehicles are pledged to collaterafib®r plan notes payable to financial institutioftie floor plan notes payable bear interest,
payable monthly on the outstanding balance, ateaafainterest determined by the lender, subjeat¢entives. The new vehicle floor plan
notes are due when the related vehicle is solcukh, these floor plan notes payable are showrcagent liability in the accompanying
consolidated balance sheets.

Used vehicles are pledged to collateraliz&z0%million line of credit. The line of credit izid in November 2003.
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(3) Property, Plant and Equipment (in thousands)

December 31, 2001 2000
Buildings and improvemen $ 34,14° $28,36¢
Service equipmer 9,87z 8,527
Furniture, signs and other equipm 31,70: 24,85
75,72( 61,74«
Less accumulated depreciati— buildings (2,099 (1,267
Less accumulated depreciat— equipment and othe (9,695 (7,179
63,92° 53,31(
Land 41,601 28,65¢
Construction in progress, buildin 11,08: 5,02t
Construction in progress, otf 5,361 3,24¢

$121,97 $90,24(

I |
(4) Vehicles Leased to Others and Related Lease Recdiles (in thousands)
December 31, 2001 2000
Vehicles leased to othe $ 6,467 $ 8,68¢
Less accumulated depreciati (797) (767)
5,67¢ 7,92¢
Less current portio (5,559 (4,967
$ 12z $ 2,96:
] |

Vehicles leased to others are stated at caktlapreciated over their estimated useful livege@rs) on a straight-line basis. Lease
receivables result from customer, employee and fidases of vehicles under agreements that quadifyperating leases. Leases are cance
at the option of the lessee after providing 30 dasigen notice.

(5) Derivative Financial Instruments

We believe it is prudent to limit the variatyilof a portion of our interest payments. Accoglin we have entered into interest rate swaps
to manage the variability of our interest rate estype, thus leveling a portion of our interest exggeim a rising or falling rate environment. At
December 31, 2001, we had hedged approximatelyd @f®ur flooring debt.

The interest rate swaps change the variaiteeash flow exposure on a portion of the flopdebt to fixed rate cash flows by entering
receive-variable, pafixed interest rate swaps. Under the interestsat@ps, we receive variable interest rate paymemntsrake fixed intere:
rate payments, thereby creating fixed rate floodeft.

We have entered into the following interes¢ swaps with U.S. Bank Dealer Commercial Services:

« effective September 1, 2C—a five year, $25 million interest rate swap at@di rate of 6.88% per annu

- effective November 1, 20—a three year, $25 million interest rate swap axedfrate of 6.47% per annu

F-12




Table of Contents

We earn interest on both of the $25 millioterest rate swaps at the one-month LIBOR rate tefjusn the first and sixteenth of every
month and we are obligated to pay interest atitteslfrate set for each swap (6.88% or 6.47% peunmjion the same amount. The difference
between interest earned and the interest obligatiorued is received or paid each month and igdedan the statement of operations as
flooring interest expense. The one-month LIBOR etBecember 31, 2001 was 1.87% per annum.

We do not enter into derivative instrumentsdoy purpose other than to manage interest ragesexe. That is, we do not speculate using
derivative instruments.

The fair value of interest rate swap agreemantl the amount of hedging losses deferred orestteate swaps was $3.4 million and $1.5
million, respectively, at December 31, 2001 and®@@@hanges in the fair value of the interest rateps are reported, net of related income
taxes, in accumulated other comprehensive incomnesd amounts are subsequently reclassified irtoeistt expense as a yield adjustment in
the same period in which the related interest erfldoring debt affects earnings. Because thecatiterms of the interest rate swap and the
underlying debt obligation are the same, there neameffectiveness recorded in interest expense.

Incremental interest expense incurred asudtresthe interest rate swaps was $1.4 million &&8,000, respectively in 2001 and 2000.
Interest expense savings on un-hedged debt asilagEdecreasing interest rates during 2001 wasagmately $6.4 million.

At current interest rates, we estimate thatwidieincur additional interest expense, net of,takapproximately $1.5 million related to our
interest rate swaps during 2002.

(6) Notes Receivable Under Sal-Type Leases

At one of its locations, the Company leasdsoles to customers under sales-type leases. Tloaving lists the components of the net
investment in sales-type leases, classified asrgponent of notes receivable in the consolidatedrza sheets (in thousands).

December 31, 2001 2000
Total minimum lease payments to be recei $1,41¢  $3,681
Allowance for uncollectible notes and reposseskieses (431 (599
987 3,08:
Unearned interest incon (11%) (40%)
$ 87z $2,677
| |

Future minimum lease payments to be receivetthe notes receivable after December 31, 200asafellows (in thousands):

Year ending December 31,

2002 $1,09¢
2003 26€
2004 57
Total $1,41¢

[ |
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(7) Lines of Credit and Long-Term Debt

We have credit facilities with Ford Motor Crie@ompany totaling $530 million, which expire Dedeer 1, 2003, with interest due
monthly. The facilities include $250 million for weand program vehicle flooring, $150 million foragsvehicle flooring and $130 million for
store acquisitions. We also have the option to edrihe acquisition line into a five-year term loan

The credit lines with Ford Motor Credit ar@ss-collateralized and are secured by inventoigoaats receivable, intangible assets and

equipment. We pledged to Ford Motor Credit thelstafcall of our subsidiaries except entities op@@BMW, Honda, Nissan or Toyota
stores.

The financial covenants in our agreement Wwithd Motor Credit require us to maintain compliamdth, among other things, (1) specified
ratios total debt to tangible base capital; (2)cHje ratios of total adjusted debt to tangiblsdaapital; (3) specific current ratio; (4) spexifi
fixed charge coverage ratio; and (5) positive @etc The Ford Motor Credit agreements also predluel@ayment of cash dividends without
prior consent. We were in compliance with all saokienants at December 31, 2001.

Toyota Financial Services, DaimlerChryslerdficial Corporation and General Motors Acceptancg@ation have agreed to floor all of
our new vehicles for their respective brands withd@Motor Credit serving as the primary lenderdbrother brands. These new vehicle lines
are secured by new vehicle inventory of the relebaands.

We also have a real estate line of credit Witliota Financial Services totaling $18 million,ialnexpires July 2, 2006. This line of credit
is secured by the real estate financed underiti@sof credit. In February 2002, this line of ctedas increased to $40 million.

In addition, U.S. Bank N.A. has extended a.$2illion revolving line of credit for leased veles and equipment purchases, which
expires January 31, 2004.

Interest rates on all of the above facilitees variable and ranged from 3.38% to 4.63% at Déee 31, 2001. Amounts outstanding on the
lines at December 31, 2001 together with amoumtgiging available under such lines were as foll§iwshousands):

Remaining
Outstanding at Availability as of
December 31, 2001 December 31, 2001

New and Program Vehicle Lin $211,94° $ *
Used Vehicle Line 69,00( 81,00(
Acquisition Line 22,00( 108,00(
Real Estate Line 13,74( 4,26(
Equipment/Leased Vehicle Lir 27,50( 0
$344,18 $193,26(

| |

* There are no formal limits on the new and programiale lines with certain lendel
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Long-term debt consists of the following (in thonds):

December 31, 2001 2000

Equipment & lease vehicle line of cre $ 27,50( $ 27,50(
Acquisition line of credi 22,00( 8,00(
Used vehicle flooring line of crec 69,00( 59,00(

Mortgages payable in monthly installments of $2a@eluding interest

between 3.67% and 9.00%, maturing fully Decembé&©28ecured by lar

and buildings 48,91¢ 30,57:
Notes payable in monthly installments of $21 phisiiest between 5.25

and 8.00%, maturing at various dates through 2886;red by vehicles

leased to othet 1,84¢ 1,81¢
Notes payable related to acquisitions, with interates between 5.50% a
8.50%, maturing at various dates through Decemb& 5,751 9,831
Capital lease obligations, net of interest of $d 82, respectively, with
monthly lease payments of $1 and termination détesigh 200 17 207
175,03: 136,92¢
Less current maturitie (10,209 (5,342

$164,83( $131,58t¢

The schedule of future principal paymentsamgtterm debt after December 31, 2001 is as follpwthousands):

Year ending December 31,

2002 $ 10,20
2003 95,73:
2004 29,18"
2005 3,38¢
2006 16,24.
Thereafte 20,28:
Total principal payment $175,03:

|

(8) Stockholders Equity

The shares of Class A Common Stock are notartible into any other series or class of the Canys securities. However, each share of
Class B Common Stock is freely convertible into ehare of Class A Common Stock at the option othiblder of the Class B Common
Stock. All shares of Class B Common Stock shabmauattically convert to shares of Class A Common IS{oo a share-for-share basis,
subject to the adjustments) on the earliest redatd for an annual meeting of the Company stocldmsldn which the number of shares of
Class B Common Stock outstanding is less than 1#eofotal number of shares of Common Stock oudlitgn Shares of Class B Common
Stock may not be transferred to third parties, pkéar transfers to certain family members andtimeo limited circumstances.

Holders of Class A Common Stock are entittedrie vote for each share held of record, and h®lfeClass B Common Stock are entitled
to ten votes for each share held of record. ThesZdaCommon Stock and Class B Common Stock votetheg as a single class on all
matters submitted to a vote of stockholders.
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In 1999, the Company authorized 15,000 shafrSeries M Redeemable, Convertible Preferred Sftiéries M Preferred Stock” May
1999, in connection with the acquisition of Morelatutomotive Group, the Company issued 10,360 shaff&eries M Preferred Stock. The
Series M Preferred Stock votes with Class A Com@tmtk on an as if converted basis. The Series NeResl Stock is convertible into
Class A Common Stock at the option of the Compdrang time and at the option of the holder undmitéd circumstances. The Series M
Preferred Stock is redeemable at the option oCivapany. The Series M Preferred Stock converts@téiss A Common Stock based on a
formula that divides the average Class A CommoulSpoice for a certain 15-day period into one tlamdsand then multiplies by the number
of Series M Preferred Shares being converted. Ene$SM Preferred Stock does not have a dividertepence, but participates in any
dividends on an as if converted basis. The Seri€&dfierred Stock has a $1,000 per share liquid@tieference.

In the first quarter of 2000, the Company &5803,542 shares of Class A Common Stock and 44&@s of Series M Preferred Stock in
order to satisfy contingent payout requirementated to the Moreland acquisition.

In June 2001, the Company converted 5,183 sharSeries M Preferred Stock with an aggregateasion price of $5.2 million into an
aggregate of 265,247 shares of Class A Common Stock

(9) Income Taxes

Income tax expense for 2001, 2000 and 1999%wdsllows (in thousands):

Year Ended December 3: 2001 2000 1999
Current:
Federal $13,07: $12,70¢ $10,38:
State 2,04( 2,19¢ 1,97¢
15,11« 14,89¢ 12,36:
Deferred:
Federal (1,269 32¢ 411
State (17%) (5) 10¢&
(1,439 32¢ 51¢
Total $13,67¢ $15,22: $12,877
[ | [ | [ |

Individually significant components of the defd tax assets and liabilities are presentedib@fothousands):

December 31, 2001 2000

Deferred tax asset

Allowance and accrua $ 4,00¢ $ 2,16¢
Deferred revenue and cancellation rese 3,38: 2,78¢
Total deferred tax asse 7,38¢ 4,95(
Deferred tax liabilities

LIFO recapture and acquired LIFO inventories défeses (3,779 (7,555
Employee benefit plar (1,729 (1,089
Goodwill (7,197 (4,549

Property and equipment, principally due to differesnin
depreciatior (2,799 (2,300
Total deferred tax liabilitie (15,487 (14,487
Total $ (8,099 $ (9,537)
| |
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The reconciliation between amounts computéauhe federal income tax rate of 35% and the Ganmgjs income tax expense for 2001,
2000 and 1999 is shown in the following tabulation.

For the Year Ended December 31, 2001 2000 1999
Computec“expecte” tax expens: $12,40( $13,83: $11,21¢
State taxes, net of federal income tax bet 1,174 1,464 1,311
Nondeductible goodwil 46¢ 44z 261
Other (367) (522) 87
Income tax expens $13,67¢ $15,22: $12,87"
| | |

(10) Commitments and Contingencies
Recourse Paper
The Company is contingently liable to banksréxourse paper assumed at the time of acquisitiean the Company does a corporate

purchase. Following the acquisition, the Compangsduaot enter into further recourse transactions. cdmtingent liability, net of reserves, at
December 31, 2001 and 2000 was approximately $8220d $907,000, respectively.

The Companyg potential loss is limited to the difference betwehe present value of the installment contratit@tate of the repossess
and the amount for which the vehicle is resold.d8laspon historical loss percentages, an estimatsdréserve of $573,000 and $540,000 is

reflected in the Company’s consolidated balancetshes of December 31, 2001 and 2000, respectiVbfyreserves were established as a
purchase price adjustment as the result of seaerplisitions.

Leases

The Company leases certain of its facilitinder noncancelable operating leases. These leggies at various dates through 2021. Cer
lease commitments are subject to escalation claafs@as amount equal to the cost of living basedhen*Consumer Price Index U.S. Cities
Average — All ltems for all Urban Consumers” puhbsl by the U.S. Department of Labor.

The minimum lease payments under the operétames after December 31, 2001 are as followth¢msands):

Year ending December 31,

2002 $ 16,59¢
2003 15,53(
2004 14,797
2005 14,467
2006 13,44:
Thereafte 51,75¢
Total minimum lease paymer $126,59:

|

Rental expense for all operating leases wasd$illion, $13.8 million and $9.6 million for theears ended December 31, 2001, 2000 and
1999, respectively.
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Capital Commitments

At December 31, 2001, the Company had capitaimitments of approximately $9.0 million for thenstruction of three new store
facilities and additions to two existing facilitiesl of which is anticipated to be incurred in 20Qithia expects to pay for the construction out
of existing cash balances until completion of th@egxcts, at which time Lithia anticipates securiogg-term financing andeneral borrowing
from third party lenders for 85% to 100% of the amis expended.

Litigation

The Company is involved in various claims &ghl actions arising in the ordinary course ofibess. In the opinion of management, the
ultimate disposition of these matters will not hammaterial adverse effect on the Company’s firemmsition, results of operations or
liquidity.

(11) Profit Sharing Plan

The Company has a defined contribution plashtamst covering substantially all fuiltne employees. The annual contribution to the fs:
at the discretion of the Board of Directors of @empany. Contributions of $1.1 million, $166,00@ &591,000 were recognized for the
years ended December 31, 2001, 2000 and 1999 ctasghe. Employees may contribute to the plan urmigtain circumstance

(12) Stock Incentive Plans

The Company’s 2001 Stock Option Plan (‘the22B0an”), which was approved by the stockholderthefCompany in May 2001, allows
for the granting of up to a total of 600,000 indemtand nonqualified stock options to officers, lamployees and consultants of the Company
and its subsidiaries. Upon approval of the 200h lee Company’s 1996 Stock Incentive Plan (the98lBlan”) and its Non-Discretionary
Stock Option Plan for Non-Employee Directors (tlerectors’ Plan”) were terminated. However, optidhen outstanding under the 1996
Plan and the Directors’ Plan remained outstandimbexercisable pursuant to their original termsti@s canceled under the 1996 Plan and
the Directors’ Plan do not return to the pool ofiops to be granted again in the future. All of tpion plans are administered by the
Compensation Committee of the Board and permitlacated vesting of outstanding options upon theigenice of certain changes in control
of the Company. Options become exercisable overiagof up to ten years from the date of grant atneixercise prices as determined by the
Board. At December 31, 2001, 1,697,345 sharesas<CA Common Stock were reserved for issuance thdgrians, of which 287,600 were
available for future grant.
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Activity under the plans is as follows (in tleands):

Shares
Available Shares Subject to Weighted Average
for Grant Options Exercise Price

Balances, December 31, 19¢ 49€ 547 $ 5.8C
Additional shares reserve 61t — —
Options grante: (260) 26C 17.8:
Options cancele 3 ©)] 14.7¢
Options exercise — (35 3.9¢
Balances, December 31, 19¢ 854 76¢ 9.92
Options grante: (66¢) 66¢ 13.1%
Options cancele 58 (58) 13.3¢
Options exercise — (190 3.2C
Balances, December 31, 20( 244 1,18¢ 12.6¢
Additional shares reserve 60C — —

Option shares canceled upon approval of
the 2001 Plai (244 — —
Options grante: (312 312 19.2¢
Options cancele — (64) 16.21
Options exercise — 27 8.7¢
Balances, December 31, 20( 28¢€ 1,41C $14.02
| | |

The Board of Directors approved the issuaricen-qualified options during 2000 to certain memberseasfior management at an exer:
price of $1.00 per share. These options were isaithdive-year cliff vesting as a means to encgeréong-term employment from certain
members of the senior management group. Compengatfense, which is equal to the difference betvileemarket price and the exercise
price, is recognized ratably in accordance withviegting schedules.

In 1998, the Board of Directors of the Company the stockholders approved the implementati@m&mployee Stock Purchase Plan
(the “Purchase Plan”), and reserved a total of @BDshares of Class A Common Stock for issuancentheé Purchase Plan. In 2000, the
stockholders approved an increase in the total murobshares of Class A Common Stock reservedsfuraince under the Purchase Plan to
500,000 shares. The Purchase Plan is intendedatifygas an “Employee Stock Purchase Plan” undeti&@g 423 of the Internal Revenue
Code of 1986, as amended, and is administeredeb@dmpensation Committee of the Board. Eligible leyges are entitled to invest up to
10 percent of their base pay for the purchaseoakstThe purchase price for shares purchased thedturchase Plan is 85 percent of the
lesser of the fair market value at the beginningrat of the purchase period. A total of 142,433,782 and 49,808 shares of the Company’s
Class A Common Stock were issued under the PurdPlaseduring 2001, 2000 and 1999, respectively,18%071 remained available for
issuance at December 31, 2001.

During 1995, the Financial Accounting StandaBoard issued Statement of Financial Accountimgn&irds No. 12Bccounting for Stock-
Based Compensation (SFAS 123), which defines a fair value based metifatcounting for employee stock options and simglquity
instruments. As permitted under SFAS 123, the Caompias elected to continue to account for its stemked compensation plans under
Accounting Principal Board Opinion No. Z&counting for Stock I ssued to Employees (APB 25), and related interpretations. Accordinglg,
compensation expense has been recognized for ghg @ompany’s option plans or for the Purchase Riallectively the “Plans”).
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The Company has computed, for pro forma d&gie purposes, the value of options granted uh@ePlans, using the Black-Scholes
option pricing model as prescribed by SFAS 123)githe weighted average assumptions for grantsliasvk:

For the Year Ended December 31, 2001 2000 1999

Risk-free interest rat 5.0(% 6.5(% 5.5(%
Expected dividend yiel 0.0(% 0.0(% 0.0(%
Expected live: 8.0 years 7.0 year: 7.0 years
Expected volatility 46.7% 47.4% 49.91%

Using the Black-Scholes methodology, the tagdlie of options granted during 2001, 2000 and®198s $3.9 million, $6.5 million and
$2.9 million, respectively, which would be amortizen a pro forma basis over the vesting periodhefaptions, typically four to five years.
The weighted average fair value of options gradigihg 2001, 2000 and 1999 was $8.30, $7.79 art/§®er share, respectively. If the
Company had accounted for its stock-based compengatins in accordance with SFAS 123, the Commangt income and net income per
share would approximate the pro forma disclosuedevio (net income in thousands):

For the Year Ended

December 31, 2001 2000 1999

As Reported Pro Forma As Reported Pro Forma As Reported Pro Forma
Net income $21,75¢ $19,41¢ $24,31: $22,02¢ $19,17- $17,96¢
Basic net income per she $ 1.6 $ 1.4t $ 1.7¢ $ 1.61 $ 1.67 $ 1.5t
Diluted net income per sha $ 1l.6C $ 1.4t $ 1.7¢ $ 1.61] $ 1l.6C $ 1.5z

The following table summarizes stock optionsstanding at December 31, 2001:

Options Outstanding Options Exercisable
Weighted

Average Weighted Number of Weighted
Range of Number Remaining Average Shares Average
Exercise Outstanding Contractual Exercise Exercisable Exercise
Prices at 12/31/01 Life (years) Price at 12/31/01 Price
$1.0C 91,65¢ 7.8 $ 1.0C 22,43( $ 1.0C

$3.0z2 137,35 2.3 $ 3.0Z 137,35 $ 3.0Z
$10.4:-$12.4¢ 235,97t 8.5 $11.72 56,92( $11.5¢
$12.5(-$14.5¢ 47,71( 6.7 $13.4¢ 19,98¢ $13.1¢
$14.5¢-$16.6¢ 241,92: 5.7 $15.7( 63,80¢ $15.7¢
$16.6°-$18.7¢ 264,03( 7.1 $17.0C 68,83( $16.9¢
$18.7:-$20.8: 391,09! 9.2 $19.3¢ 31,20z $20.0¢
$1.0(-$20.8: 1,409,74! 7.2 $14.02 400,53: $10.3¢
— — —_— — — —

At December 31, 2000 and 1999, 245,980 an¢PBB6shares were exercisable at weighted averageise prices of $9.01 and $5.03,
respectively.
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(13) Related Party Transactions

Lithia Properties, LLC, owned certain of tlealrproperty on which the Company’s business iatkst The Company owns a 20% interest
in Lithia Properties, LLC. Through 2000, the Compésased such facilities under various lease ageaésrirom Lithia Properties, LLC.
Selling, general and administrative expense indudatal expense of $0, $19,000, and $706,000a@rtié years ended December 31, 2001,
2000, and 1999 respectively relating to these piigze

In June 1999, Lithia Properties, LLC completsdsale of certain real estate holdings in thetS&rn Oregon region to Capital Automotive
Real Estate Investment Trust (“Capital”), an urtedgparty, for $18.3 million. As a result of theles, the Company received a distribution for
its portion of the realized gain, totaling approately $1.2 million, which will be realized ratabdyer the 12-year life of the new lease. The
Company now leases such properties from Capitafoounts that are not materially different from lgsse amounts under the previous |
agreements.

The Company provides management servicesthialProperties, LLC. Other income includes managgrfees of $1,000, $1,000, and
$7,000 for the years ended December 31, 2001, 2000999, respectively.

During 2001, 2000 and 1999, Lithia Real Esthate. paid Mark DeBoer Construction, Inc. $7.9lioi, $6.8 million, and $2.6 million,
respectively, for remodeling certain of the Comparigcilities. These amounts included $7.1 milli@6,1 million, and $2.3 million,
respectively, paid for subcontractors and mater&il$,000, $32,000 and $171,000, respectively éomits, licenses, travel and various
miscellaneous fees, and $780,000, $624,000, angl®22, respectively, for contractor fee. The Conydaelieves the amount paid is fair in
comparison with fees negotiated with independend tharties.

In May 1999, the Company purchased certaifedssips owned by W. Douglas Moreland for totalsidaration of approximately
$66.0 million, at which time, Mr. Moreland becamemamber of the Company’s Board of Directors. Dutimg normal course of business,
these dealerships paid $2.5 million, $2.8 milliord 672,000 in 2001, 2000 and 1999, respectivelgttier companies owned by
Mr. Moreland for vehicle purchases, recourse paid tinancial lender and management fees. The Coyn@iao paid rental expense of
$3.0 million, $3.2 million and $1.6 million in 2002000 and 1999, respectively, to other companiaged by Mr. Moreland.

The terms of the acquisition agreement with Moreland provided for additional consideratiorbpaid if the acquired entity results of
operations exceeded certain targeted levels in.IB&@eted levels were set substantially abovditterical experience of the acquired en
at the time of acquisition. Such additional consitien was paid in cash and with shares of the Gaoms stock and was recorded when
earned in the fourth quarter of 1999 as additipnathase price. Additional consideration totale8.8million, including $9.0 million in casl
$4.5 million in Class A Common Stock and $4.5 noillin Series M Preferred Stock with a fair valu&af7 million.
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(14) Acquisitions
The following acquisitions were made in 2001:

« In January 2001, Lithia acquired the Johnson Chridep store in Anchorage, Alaska, which had @s&ch2000 revenues of
approximately $35.0 millior

* In February 2001, Lithia acquired two stores indtelto, Idaho with the Honda, Dodge/Chrysler andittyai brands, which had
combined estimated 2000 revenues of approximatydmillion.

« In July 2001, Lithia acquired Barton Cadillac indBgne Washington, which was added to Lithia Camev@iet. Barton Cadillac had
estimated 2000 revenues of approximately $18.0anil

 In August 2001, Lithia acquired the Lanny Berg Qlodat store in Caldwell, Idaho, which had anticggh?001 annual revenues of
approximately $22.0 millior

« In September 2001, Lithia acquired Ted Tuffy DodgS&ioux Falls, South Dakota, which had anticip&2661 annual revenues of
approximately $35.0 millior

« In September 2001, Lithia acquired BMW of Seatti&eattle, Washington, which had anticipated 2001ual revenues of
approximately $60.0 millior

* In November 2001, Lithia acquired Bellevue ChewraieBellevue, Washington, which had anticipate@2@nnual revenues of
approximately $75.0 millior

« In November 2001, Lithia acquired Issaquah Chetinléssaquah, Washington, which had anticipate@il2ennual revenues of
approximately $50.0 millior

The above acquisitions were accounted for utidepurchase method of accounting. Pro formatseetioperations assuming all of the
above acquisitions occurred at the beginning oféispective periods are as follows (in thousandse@t per share amounts):

Year Ended December 31, 2001 2000

Total revenue $2,112,22 $2,043,55
Net income 24,52 27,67¢
Basic earnings per she 1.8: 2.02
Diluted earnings per sha 1.7¢ 2.0C

There are no future contingent payouts reltdeghy of the 2001 acquisitions. The purchaseegoc the 2001 acquisitions was allocated as
follows (in thousands):

Inventory $36,16:
Prepaid expenses and other current a: 21¢
Property and equipme 4,45;
Goodwill 22,82t
Other intangible asse— franchise valux 7,107
Total assets acquire 70,76¢
Flooring notes payabl 25,35!
Other current liabilitie 23t
Total liabilities acquirec 25,58¢
Net assets acquire $45,18(
|

The Company anticipates that approximatelp&@ent of the goodwill acquired in 2001 will beddetible for tax purposes.
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In addition to the above acquisitions, in AsgR001, Lithia completed the construction of apdreed Lithia Dodge of Anchorage.

The Company acquired eight dealerships di2G@, with total estimated 1999 revenues of appnaiely $254 million. None of the
acquisitions were individually significant and aflthem were accounted for as purchase transactions

In May 1999, the Company acquired all of ttexk of seven commonly controlled automotive desdgrs constituting the Moreland
Automotive Group (“Moreland”) for approximately $Z9million in cash (which is net of $16.0 milliori cash acquired), 1,272,919 shares of
the Company’s Class A Common Stock with a valuapgroximately $24.1 million at the time of issuaresed 10,360 shares of Lithia’s
newly created Series M Preferred Stock with a valuegpproximately $6.2 million at the time of issaa. At closing, Moreland had
approximately $18.2 million of used vehicles avaligafor flooring under the Company’s used vehiaie lof credit, reducing the net
investment in the acquired dealerships by that arintmua total of $47.8 million. Based on the Morelalealerships achieving certain
performance targets for 1999, additional considemabtaling $18.0 million, including $9.0 millioim cash, $4.5 million in Class A Common
Stock and $4.5 million in stated value Series Miétred Stock with a fair value of $2.7 million wpaid and recorded as additional purchase
price.

Unaudited pro forma results of operationsudioig Moreland Automotive are as follows. The résof operations for other acquisitions
are not included in the unaudited pro forma infaioraas they are not materially different from adtresults of the Company (in thousands,
except per share amounts).

Year Ended December 31, 1999

Total revenue $1,409,40.
Net income 21,00¢
Basic earnings per she 1.6¢
Diluted earnings per sha 1.6%

The unaudited pro forma results are not necégséndicative of what actually would have ocaetirhad the acquisitions been in effect for

the entire period presented. In addition, theyratentended to be a projection of future resuitg may be achieved from the combined
operations.

(15) Recent Accounting Pronouncements

In July 2001, the Financial Accounting StamigaBoard issued SFAS No. 141, “Business Combingfi@and SFAS No. 142, “Goodwill
and Other Intangible Assets.” SFAS No. 141 requines the purchase method of accounting be usealifbusiness combinations initiated
after June 30, 2001. SFAS No. 142 requires thatlgdlband intangible assets with indefinite usdfués no longer be amortized, but instead
tested for impairment at least annually in accocdanith the provisions of SFAS No. 142. SFAS N2 aso requires that intangible assets
with estimable useful lives be amortized over thespective estimated useful lives to their es@daesidual values, and reviewed for
impairment in accordance with SFAS No. 121, “Acdinupfor the Impairment of Long-Lived Assets and f@mng-Lived Assets to Be
Disposed Of.”
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The Company adopted the provisions of SFASIMA. during 2001, and is adopting SFAS No. 142ctiffe January 1, 2002. Under SFAS
No. 141, goodwill and intangible assets determioedave an indefinite useful life acquired in aghase business combination comple
after June 30, 2001, were not amortized, but caertirto be evaluated for impairment in accordandk thie appropriate pre-SFAS No. 142
accounting literature. Goodwill and intangible assequired in business combinations completedreekaly 1, 2001 continued to be
amortized and tested for impairment in accordaritie thhe appropriate pre-SFAS No. 142 accountingiregnents prior to the adoption of
SFAS No. 142.

SFAS No. 141 requires, upon adoption of SFAS M2, that the Company evaluate its existingnigifale assets and goodwill that were
acquired in prior purchase business combinatiams$ naake any necessary reclassifications in ordeondorm with the new criteria in SFAS
No. 141 for recognition apart from goodwill. Ther@pany does not anticipate reclassifying any intialegito intangibles with determinat
useful lives. For intangible assets identified agiing indefinite useful lives, the Company is reqdito test them for impairment in
accordance with the provisions of SFAS No. 142 wwithe first interim period and recognize any inmpant losses as the cumulative effec
a change in accounting principle in the first iteperiod. Lithia does not anticipate incurring ampairment loss charges upon adoption of
SFAS No. 142.

The adoption of SFAS No. 141 did not havegaificant impact on the financial condition or riéswf operations of the Company. The
amount of goodwill amortization relating to acqtiais after July 1, 2001 that was not recognize?l0@1 as a result of the adoption of SFAS
No. 141 was approximately $130,000. As of Decen3de2001, Lithia expects a reduction in annual aixetion expense of approximate
$3.7 million in 2002 upon adoption of SFAS No. 142.

In August 2001, the FASB approved SFAS No.,1A8counting for Asset Retirement Obligations, hieh became effective beginning in
2002. SFAS No. 143 addresses the financial acaoyiatid reporting for obligations associated with iétirement of tangible long-lived
assets and the associated asset retirement coSistdber 2001, the FASB approved SFAS No. 144ctAnting for the Impairment or
Disposal of Long-Lived Assets,” which supersededSNo. 121, “Accounting for the Impairment of Lohgred Assets and for Long-Lived
Assets to be Disposed Of” and the accounting apdrtieg provisions of APB No. 30, “Reporting thedRéts of Operations — Reporting the
Effects of Disposal of a Segment of a Business,E&tidhordinary, Unusual and Infrequently Occurrifgents and Transactions” for the
disposal of a segment of a business. SFAS No. dtédhs many of the fundamental provisions of SFAS N1, but resolves certain
implementation issues associated with that Stater&&MS No. 144 is effective beginning in 2002 hiatdoes not anticipate that the adop
of SFAS No. 143 and SFAS No. 144 will have a matémpact on its financial condition or resultsapferations.
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(16) Subsequent Event:
Conversion of SeriesM Preferred Stock

In January 2002, 5,177 shares of Series Mebed Stock were converted at a price of $20.7€pammon share into 249,311 shares of the
Company’s Class A Common Stock. After this convmrsi4,499 shares of Series M Preferred Stock readadnitstanding.

Acquisitionsin 2002
The following acquisitions were closed in fhst quarter of 2002 to date:

« In January 2002, Lithia acquired Lynn Alexander &@roup, which is comprised of All American Chrysleep/Dodge and All
American Chevrolet/Daewoo located in San Angelxabeand All American Chrysler/Jeep/Dodge in BigiggprTexas. The stores he
anticipated 2002 annual revenues of $115.0 mil

* In January 2002, Lithia acquired Premier ChryséspiDodge in Odessa, Texas, which has anticip&@® &@nnual revenues of
$33.0 million.

« In February 2002, Lithia acquired Thomason Subar@riegon City, Oregon, which has anticipated 20@#ual revenues of
$20.0 million. The store is being renamed to LitBizbaru of Oregon Cit

None of the above acquisitions were indivitjuaignificant to the Company’s financial positionresults of operations.
Offering of Class A Common Stock

In January 2002, the Company filed a registnastatement on Form S-3 for the registration sedd of 4.0 million (4.5 million with the
underwriters’ over allotment option) newly issué@ues of its Class A Common Stock and 1.0 millib2% million with the underwriters’
over allotment option) shares from existing stodébcs.
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EXHIBIT 10.6.1
INCENTIVE STOCK OPTION AGREEMENT

This Incentive Stock Option Agreement is made amtdred into as of the Date of Grant indicated bgbomsuant to the terms of the Lithia
Motors, Inc. (the "Company") 2001 Stock Option P{the "Plan") by and between the Company and theopenamed below as the Option
Unless otherwise defined herein, capitalized tetefied in this Incentive Stock Option Agreemerdlshave the meanings as defined in the
Plan.

THE "OPTIONEE"

"DATE OF GRANT"

NUMBER OF SHARES OF THE
COMPANY'S CLASS A COMMON STOCK e

"EXERCISE PRICE" PER SHARE $

"EXPIRATION DATE"

"VESTING RATE" % ON

1. TERMS OF THE OPTION.

1.1 Grant of Option. The Company hereby granthéoQptionee and the Optionee hereby accepts,tag &fate of Grant, the right, privilege,
and option (the "Option") to purchase up to the hanof shares of Common Stock indicated above"@Eption Shares") at the Exercise Pi
indicated above, subject to adjustment in accorgavith the terms and conditions of the Plan. Théddmmay only be exercised as to a wt
number of shares of Common Sto



1.2 Status of this Option as an Incentive StockdDpfThe Company intends that this Option will diyahs an incentive stock option within
the meaning of Section 422 of the Internal Reveboée of 1986, as amended. However, if this Opt#lis fn whole or in part to qualify as
incentive stock option for any reason, this Opsball continue to be valid, shall be an incentiwek option to the fullest extent permitted
and otherwise shall be treated as a nonqualifieckstption. The Company shall not have any liapiiit the Optionee for any failure of this
Option to qualify, in whole or in part, as an intea stock option.

1.3 Nontransferability of Option. This Option amettrights of the Optionee under this Incentive Btdption Agreement may not be
transferred in any manner except by will or by lthes of descent and distribution upon the deatheOptionee.

1



1.4 Reservation of Shares. At all times, the Comgsnall have reserved for issuance upon exercii@®oDption such number of shares of its
Common Stock as is required for such issuance.

2. TIME OF EXERCISE OF OPTION.

2.1 When the Option Becomes Exercisable. This @ptiay only be exercised on or after the Grant Dmthe extent vested. This Option

shall vest on the date or dates indicated in the&tihg Rate as to that number of shares that e¢rumaladed to the nearest whole share) the
number of Option Shares multiplied by the VestirggeRas indicated above. Notwithstanding the fomegdio the extent that this Incentive
Stock Option Agreement (together with other inoemstock options within the meaning of Section 42the Internal Revenue Code held by
the Optionee with an equal or lower exercise ppieeshare) purports to become exercisable foritsietime during any calendar year as to
shares of Class A Common Stock with a Fair Markaiu¥ (determined at the time of grant) in excestl60,000, such excess shares shall be
considered to be covered by a nonqualified stotioo@nd not an incentive stock option within theaming of Section 422 of the Internal
Revenue Code. Under certain circumstances, the auaflshares indicated in the foregoing vestingedake may be adjusted and the vesting
dates may be accelerated in accordance with temchs@nditions of the Plan.

2.2 Effect of Unpaid Leaves of Absence. If at amyetduring the term of this Option, the Optioneerisunpaid leave from the Company or
any Subsidiary, the Option may not be exercisethdwsuch unpaid leave and the dates containeckivésting Rate shall be extended by the
length of such unpaid leave.

2.3 Expiration and Termination of Option. This @ptiwill expire at 5:00pm Pacific Time on the Expioa Date and may terminate earlier
upon certain events as set forth in Section 4isflticentive Stock Option Agreement. To the extbat this Option has not been exercised
prior to the Expiration Date or any earlier terntiom, all further rights to purchase shares purst@this Option will cease and terminate at
such time.

3. OPTION EXERCISE PROCEDURES.

3.1 Who May Exercise the Option. Only the Optiof@e in the case of exercise after death of theddpe, by the executor, administrator,
heir, or legatee of the Optionee, as the case rapynhy exercise this Option.

3.2 Notice of Exercise. A "Notice of Exercise" mbstsigned and delivered to the Company's corp&@ateetary or such other person as the
Company may designate at the Company's principgihbas office of the Company. A copy of the Commuoyrrent form of Notice of
Exercise is attached hereto. The Company, howessgrves the right to revise its form of Noticeegkrcise from time-to-time as it
determines to be appropriate. If, at the time efékercise of this Option, the Company does no¢ laaveffective registration statement on
with the Securities and Exchange Commission thegisothe issuance of shares upon the exercise of
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this Option, the Notice of Exercise will also cdntaertain representations from the Optionee asired under applicable state and federal
securities laws. A copy of the then-current forniNattice of Exercise may be obtained at any timenftbe Company. A notice will only be
effective if submitted on the form in effect at tivae of such exercise.

3.3 Payment of Exercise Price. The Notice of Exseranust indicate the manner of payment of the EseRrice for the number of shares so
purchased. Payment shall be made by cash or lsuthender to the Company for cancellation of shafé&ommon Stock or other securities
of the Company (provided that the surrendered shair€ommon Stock or other securities of the Corgsrall have been held by the
Optionee for not less than six months) or any comtidn of the foregoing.

3.4 Payment of Tax Withholding. The Optionee spail or make adequate provision for payment, of eanyWithholding that may be
required upon exercise of this Option. The notitexarcise shall indicate the method of paymenftat Withholding, which may be
accomplished by payment in cash, the Company widiing other amounts payable by the Company to thigoBee, by the application of
shares to be received upon exercise of this Optiensurrender of shares of Common Stock or othaurgties of the Company (provided that
the surrendered shares of Common Stock or otheritses of the Company shall have been held byGp#@onee for not less than six months)
or any combination of the foregoing.

3.5 Delivery of Shares Following Exercise. The Campwill make delivery of the Option Shares pur@thwithin a reasonable time after it
receives the Notice of Exercise and payment indiithe Exercise Price of the Option Shares beimglmsed. However, if any law or
regulation requires the Company to take any actiithh respect to the issuance of the Option Shamebkjding, without limitation, actions that
may be required for compliance with federal andessecurities laws or the listing requirementsrof stock exchange upon which the
Company's Common Stock is then listed, then the d&tlelivery of such shares may be extended fp#riod necessary to take such action.
The Optionee shall only become the holder of sheties upon the actual issuance of the stock eatifirepresenting such shares.

4. TERMINATION OF THE OPTION

4.1 Effect of the Death of the Optionee. If the iOpée dies while an employee of the Company orSntysidiary, this Option will terminate
12 months following the date of the Optionee's ldeaf if sooner, upon the Expiration Date. In saghnt, this Option may be exercised only
to the extent the Optionee was entitled to exeftigeOption on the date of the Optionee's deathaanly by the person or persons to whom
the Optionee's rights under this Option may pastheéyOptionee's will or by the laws of descent distribution of the state or country of the
Optionee's domicile at the time of death.

4.2 Effect of the Disability of the Optionee. ItiDptionee's employment by the Company terminaesrasult of the Optionee becoming
Disabled (as defined in the Plan) while an emplayfehe Company or any Subsidiary, this Option wé@hminate 12 months following the
date of the Optionee becoming Disabled or, if soomgon the Expiration Date. In such event,
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this Option may be exercised only to the extentQp&onee was entitled to exercise this Optionhendate of such termination.

4.3 Effect of Termination of the Employment of fBptionee for Cause. If the Optionee's employmetti thie Company or any Subsidiary is
terminated for "cause", as defined in the Plars, @ption will terminate on the effective date of termination of Optionee's employment and
shall no longer be exercisable as to any of theaneimg Option Shares.

4.4 Effect of Retirement of the Optionee. If thetiOpee's employment with the Company or any Subsjds terminated as a result of the

Optionee's retirement in accordance with the Coryipahen current retirement policy, this Optionlwerminate three months after the dat
the termination of Optionee's employment by reteatrand shall no longer be exercisable as to atlyeofemaining Option Shares. In such
event, this Option may be exercised only to themixthe Optionee was entitled to exercise this@ptin the date of the Optionee's retiren

4.5 Effect of any other Termination of the Employrhef the Optionee. If the Optionee's employmernhwhe Company or any Subsidiary
terminates for any reason other than the reasdarisrtiein Sections 4.1, 4.2, 4.3 or 4.4 of thistiop, this Option will terminate thirty days
after the date of such termination of employmentfaooner, upon the Expiration Date. In such ¢yvtris Option may be exercised only to
the extent the Optionee was entitled to exerciseQ@iption on the date of such termination. For pegs of this Option, the Optionee's
employment with the Company or any Subsidiary shaltonsidered to have terminated if the Optiooeary reason becomes a "part-time"
employee as such term is defined in the Compahgts ¢xisting employment rules or guidelines.

5. REPRESENTATIONS, WARRANTIES AND COVENANTS OF THEPTIONEE.

5.1. No Effect on Employment. The Optionee underdtaand agrees that nothing contained in this ieestock Option Agreement will be
construed to limit or restrict the rights of therqmany to terminate the employment of the Optiortesng time, with or without cause, to
change the duties of the Optionee or to increaseorease the Optionee's compensation. Withoutiignihe foregoing, the Optionee
understands and agrees that the vesting of shades this Option is subject to and is conditionpdruthe continued employment of the
Optionee by the Company or a Subsidiary and thet smployment can be terminated at any time byCmpany or its Subsidiary.

5.2. Rights Prior to Exercise of This Option. ThetiOnee understands and agrees that the Optiorieeawe no rights as a shareholder in the
Option Shares, including without limitation thehtgo vote or receive dividends, until the issuaoftthe shares is reflected in the Company's
stock transfer records.

5.3. Tax Implications. The Optionee understands tireder federal income tax laws as they curresigt, the exercise of this Option may
result in alternative minimum taxes and that tHe sshares acquired by exercise of this Optitimegiwithin two (2) years of the Grant Date
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or within one (1) year of the date on which thigiOp is exercised (a "Disqualifying Disposition")llwesult in ordinary income to the
Optionee in an amount equal to the difference betvitbe Exercise Price and the lesser of the faik@ebaalue of the shares acquired on the
date of such exercise or the amount realized ifDibgualifying Disposition. If the Optionee makeB&qualifying Disposition, the Optionee
will immmediately notify the Company that such hasurred and will pay to the Company the amountyffaderal, state, or local income
taxes that the Company may be required to withbalter applicable law.

5.4 Underwriter's Lock-up. The Optionee by accepthris Option agrees that whenever the Companyrtaides a firm underwritten public
offering of its securities and if requested by th@naging underwriter in such offering, the Optioméeenter into an agreement not to sell or
dispose of any securities of the Company owneanotrolled by the Optionee provided that such restm will not extend beyond twelve
(12) months from the effective date of the regigirastatement filed in connection with such ofifigri

5.5 Disclosures. The Optionee acknowledges recéiptcopy of the Plan and certain related infororatind represents that Optionee has
reviewed the terms and conditions of the Plan hied@ption and has had opportunity to obtain thecedof counsel prior to executing this
Incentive Stock Option Agreement. The Optioneeasents and warrants that the Optionee is not iglypon any representations, agreen
or understandings of or with the Company excepthHose set forth in this Incentive Stock Option égment.

6. MISCELLANEOUS PROVISIONS

6.1. Binding Effect. This Incentive Stock Optionrégment will be binding upon and inure to the biréfthe parties hereto and their heirs,
executors, administrators, successors, and assigns.

6.2. Notices. All notices to the Optionee or otpersons then entitled to exercise this Option bélldelivered at the address contained in the
records of the Company or such other address admapecified in writing by the Optionee or sudhentperson. All notices to the Company
will be delivered at its principal offices.

6.3. Governing Law and Interpretation. This Inceatbtock Option Agreement and the Option grantedureder will be governed by the la
of the State of Oregon as to all matters, includingnot limited to matters of validity, construanti effect, and performance, without giving
effect to rules of choice of law. This Incentive& Option Agreement hereby incorporates by refezall of the provisions of the Plan and
will in all respects be interpreted and construeduch manner as to effectuate the intent of tha.Rh the event of a conflict between the
terms of this Incentive Stock Option Agreement trelPlan, the terms of the Plan will prevail. Alhtters of interpretation of the Plan and
this Incentive Stock Option Agreement, including #pplicable terms and conditions and the defimgtiof the words, will be determined in
the sole and final discretion of the Committeehar Company's Board of Directors.
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6.4. Attorney Fees. If any suit or action is ingéd in connection with any controversy arising @iuthis Incentive Stock Option Agreemen
the enforcement of any right hereunder, the pringaparty will be entitled to recover, in addititmcosts, such sums as the court may adj
reasonable as attorney fees, including fees orappgal.

LITHIA MOTORS, INC.

By:
Name
Title
OPTIONEE:
Name
Street Address

City, State and Zip Code

Social Security Number
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EXHIBIT 10.6.2
NONQUALIFIED STOCK OPTION AGREEMENT

This Nonqualified Stock Option Agreement is madd antered into as of the Date of Grant indicatddveg@ursuant to the terms of the Litl
Motors, Inc. (the "Company") 2001 Stock Option P(tre "Plan”) by and between the Company and theopenamed below as the Option
Unless otherwise defined herein, capitalized tedefined in this Nonqualified Stock Option Agreemshall have the meanings as defined in
the Plan.

THE "OPTIONEE"

"DATE OF GRANT"

NUMBER OF SHARES OF THE
COMPANY'S CLASS ACOMMON STOCK et

"EXERCISE PRICE" PER SHARE $

"EXPIRATION DATE"

"VESTING RATE" % ON

1. TERMS OF THE OPTION.

1.1 Grant of Option. The Company hereby granthéoQptionee the right, privilege, and option (tgption") to purchase up to the numbe
shares of Common Stock indicated above (the "Offioares") at the Exercise Price indicated abougesuto adjustment in accordance with
the terms and conditions of the Plan. The Optiog ordy be exercised as to a whole number of shar€mmon Stock.

1.2 Status of this Option as a Nonqualified Stogiti@. The Company does not intend this Optionualifly as an incentive stock option
within the meaning of Section 422 of the InternaVBnue Code of 1986, as amended.

1.3 Nontransferability of Option. The Option ane tights of the Optionee under this NonqualifiedcBtOption Agreement may not be
transferred in any manner except by will or by lthes of descent and distribution upon the deatheOptionee.

1.4 Reservation of Shares. At all times, the Comgsnall have reserved for issuance upon exerciieeoDption such number of shares of its
Common Stock as is required for such issuance.



2. TIME OF EXERCISE OF OPTION.

2.1 When the Option Becomes Exercisable. This @ptiay only be exercised on or after the Grant Bathe extent vested. This Option
shall vest on the date or dates indicated in the&tikg Rate as to that number of shares that e¢rmaladed to the nearest whole share) the
number of Option Shares multiplied by the VestirajeRas indicated above. Under certain circumstaticesiumber of shares indicated in
foregoing vesting schedule may be adjusted ansie¢hting dates may be accelerated in accordancedavitts and conditions of the Plan.

2.2 Effect of Unpaid Leaves of Absence. If at ametduring the term of this Option, the Optioneerisunpaid leave from the Company or
any Subsidiary, the Option may not be exercisethdwsuch unpaid leave and the dates containeckivéisting Rate shall be extended by the
length of such unpaid leave.

2.3 Expiration and Termination of Option. This @ptiwill expire at 5:00pm Pacific Time on the Expioa Date and may terminate earlier
upon certain events as set forth in Section 4isfMfonqualified Stock Option Agreement. To the exthat this Option has not been exerc
prior to the Expiration Date or any earlier terntiaa, all further rights to purchase shares purst@mthis Option will cease and terminate at
such time.

3. OPTION EXERCISE PROCEDURES.

3.1 Who May Exercise the Option. Only the Optiof@e in the case of exercise after death of theddpe, by the executor, administrator,
heir, or legatee of the Optionee, as the case mpynhy exercise this Option.

3.2 Notice of Exercise. A "Notice of Exercise" mbstsigned and delivered to the Company's corp&eateetary or such other person as the
Company may designate at the Company's principgihbas office of the Company. A copy of the Commnyrrent form of Notice of
Exercise is attached hereto. The Company, howessgrves the right to revise its form of Noticeeakrcise from time-to-time as it
determines to be appropriate. If, at the time efékercise of this Option, the Company does no¢ laaveffective registration statement on
with the Securities and Exchange Commission thegisothe issuance of shares upon the exercisésddittion, the Notice of Exercise will
also contain certain representations from the @p#aoas required under applicable state and fesecatities laws. A copy of the then-current
form of Notice of Exercise may be obtained at ametfrom the Company. A notice will only be effatiif submitted on the form in effect at
the time of such exercise.

3.3 Payment of Exercise Price. The Notice of Exseranust indicate the manner of payment of the EseRrice for the number of shares so
purchased. Payment shall be made by cash or lsuthender to the Company for cancellation of shafé&ommon Stock or other securities
of the Company (provided that the surrendered shair€ommon Stock or other securities of the Corgsrall have been held by the
Optionee for not less than six months) or any comtidn of the foregoing.
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3.4 Payment of Tax Withholding. The Optionee spail or make adequate provision for payment, of eaxyWithholding that may be
required upon exercise of this Option. The notitexarcise shall indicate the method of paymerftat Withholding, which may be
accomplished by payment in cash, the Company widling other amounts payable by the Company to thigoDee, by the application of
shares to be received upon exercise of this Optiensurrender of shares of Common Stock or othaurgties of the Company (provided that
the surrendered shares of Common Stock or otheritses of the Company shall have been held byGptonee for not less than six months)
or any combination of the foregoing.

3.5 Delivery of Shares Following Exercise. The Campwill make delivery of the Option Shares pur@thwithin a reasonable time after it
receives the Notice of Exercise, payment in fulthaf Exercise Price of the Option Shares beinghased and the payment or adequate
provision for payment of Tax Withholding. Howevérany law or regulation requires the Company teetany action with respect to the
issuance of the Option Shares, including, withonitation, actions that may be required for compti@a with federal and state securities laws
or the listing requirements of any stock exchangenuwhich the Company's Common Stock is then ljgtezh the date of delivery of such
shares may be extended for the period necess#altdcsuch action. The Optionee shall only becoraétider of such shares when the
issuance of the shares is reflected on the Compatock transfer record.

4. TERMINATION OF THE OPTION

4.1 Effect of the Death of the Optionee. If the iOpeée dies while an employee of the Company orSnysidiary, this Option will terminate
12 months following the date of the Optionee's kl@af if sooner, upon the Expiration Date. In sagknt, this Option may be exercised only
to the extent the Optionee was entitled to exelttiseOption on the date of the Optionee's deathaanly by the person or persons to whom
the Optionee's rights under this Option may pasthéyOptionee's will or by the laws of descent distribution of the state or country of the
Optionee's domicile at the time of death.

4.2 Effect of the Disability of the Optionee. ItiDptionee's employment by the Company terminaesrasult of the Optionee becoming
Disabled (as defined in the Plan) while an emplayfethe Company or any Subsidiary, this Option wéhiminate 12 months following the
date of the Optionee becoming Disabled or, if soomgon the Expiration Date. In such event, thisi@pmay be exercised only to the extent
the Optionee was entitled to exercise this Optiothe date of such termination.

4.3 Effect of Termination of the Employment of Bptionee for Cause. If the Optionee's employmettt thie Company or any Subsidiary is
terminated for "cause", as defined in the Plars, @ption will terminate on the effective date of termination of Optionee's employment and
shall no longer be exercisable as to any of theaheimg Option Shares.

4.4 Effect of Retirement of the Optionee. If theti@pee's employment with the Company or any Subsids terminated as a result of the
Optionee's retirement in accordance with the Coryipahen current retirement policy, this Optionlwgrminate three months after
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the date of the termination of Optionee's employbgrretirement and shall no longer be exercisable any of the remaining Option
Shares. In such event, this Option may be exerdsgdto the extent the Optionee was entitled tereise this Option on the date of the
Optionee's retirement.

4.5 Effect of any other Termination of the Employrhef the Optionee. If the Optionee's employmerhilie Company or any Subsidiary
terminates for any reason other than the reasariertie in Sections 4.1, 4.2, 4.3 or 4.4 of thistiop, this Option will terminate thirty days
after the date of such termination of employmenifaooner, upon the Expiration Date. In such ¢veris Option may be exercised only to
the extent the Optionee was entitled to exercige@Iption on the date of such termination. For pags of this Option, the Optionee's
employment with the Company or any Subsidiary shaltonsidered to have terminated if the Optionearfy reason becomes a "part-time"
employee as such term is defined in the Compahgts ¢xisting employment rules or guidelines.

5. REPRESENTATIONS, WARRANTIES AND COVENANTS OF THEPTIONEE.

5.1. No Effect on Employment. The Optionee undedsaand agrees that nothing contained in this Nalifoprd Stock Option Agreement will
be construed to limit or restrict the rights of Bempany to terminate the employment of the Optaaieany time, with or without cause, to
change the duties of the Optionee or to increaskearease the Optionee's compensation. Withoutiignihe foregoing, the Optionee
understands and agrees that the vesting of shades this Option is subject to and is conditionpdruthe continued employment of the
Optionee by the Company or a Subsidiary and thet smployment can be terminated at any time byCirapany or its Subsidiary.

5.2. Rights Prior to Exercise of This Option. ThgtiOnee understands and agrees that the Optiofideawe no rights as a shareholder in the
Option Shares, including without limitation thehitgo vote or receive dividends, until the issuaoftcthe shares is reflected in the Company's
stock transfer records.

5.3. Tax Implications. The Optionee understandg thader federal income tax laws as they currestigt, the exercise of this Option will
result in ordinary income to the Optionee in theoant by which the Fair Market Value (as of the daftexercise) of the shares acquired u
exercise exceeds the Exercise Price.

5.4 Underwriter's Lock-up. The Optionee by acceapthis Option agrees that whenever the Companyrtaddss a firm underwritten public
offering of its securities and if requested by ii@naging underwriter in such offering, the Optioméeenter into an agreement not to sell or
dispose of any securities of the Company owneanotrolled by the Optionee provided that such restm will not extend beyond twelve
(12) months from the effective date of the regtgirastatement filed in connection with such ofifigri

5.5 Disclosures. The Optionee acknowledges recéiptcopy of the Plan and certain related infororatind represents that Optionee has
reviewed the terms and conditions of the



Plan and this Option and has had opportunity taiolihe advice of counsel prior to executing themualified Stock Option Agreement. T
Optionee represents and warrants that the Optienaeat relying upon any representations, agreen@misderstandings of or with the
Company except for those set forth in this NondigaliStock Option Agreement.

6. MISCELLANEOUS PROVISIONS

6.1. Binding Effect. This Nonqualified Stock Optidigreement will be binding upon and inure to thedfé of the parties hereto and their
heirs, executors, administrators, successors, ssigre.

6.2. Notices. All notices to the Optionee or otpersons then entitled to exercise this Option bélldelivered at the address contained in the
records of the Company or such other address adbmapecified in writing by the Optionee or sudhestperson. All notices to the Company
will be delivered at its principal offices.

6.3. Governing Law and Interpretation. This Nondfieal Stock Option Agreement and the Option grariteceunder will be governed by the
laws of the State of Oregon as to all matterspigicig but not limited to matters of validity, consttion, effect, and performance, without
giving effect to rules of choice of law. This Noradjfied Stock Option Agreement hereby incorpordtgseference all of the provisions of the
Plan and will in all respects be interpreted anglstmed in such manner as to effectuate the iwtethte Plan. In the event of a conflict
between the terms of this Nonqualified Stock Op#gmeement and the Plan, the terms of the PlanpréiVail. All matters of interpretation
the Plan and this Nonqualified Stock Option Agreetmimcluding the applicable terms and conditiond the definitions of the words, will be
determined in the sole and final discretion of @@nmittee or the Company's Board of Directors.
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6.4. Attorney Fees. If any suit or action is inggd in connection with any controversy arising @uthis Nonqualified Stock Option
Agreement or the enforcement of any right hereurttierprevailing party will be entitled to recovir,addition to costs, such sums as the
court may adjudge reasonable as attorney feesidimg) fees on any appeal.

LITHIA MOTORS, INC.

By:
Name
Title
OPTIONEE:
Name:
Street Address

City, State and Zip Code

Social Security Number
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NAME OF ENTITY

EXHIBIT 21

LIST OF SUBSIDIARIES

ORI

Lithia Chrysler Jeep of Anchorage, Inc. (1)

Lithia CIMR, Inc. Cal
Lithia DC, Inc. Cal
Lithia FMF, Inc. Cal
Lithia FN, Inc. Cal
Lithia FVHC, Inc. Cal
Lithia JEF, Inc. Cal
Lithia MMF, Inc. Cal
Lithia of Anchorage, Inc. Cal
Lithia NF, Inc. Cal
Lithia TKV, Inc. Cal
Lithia TR, Inc. Cal
Lithia VWC, Inc. Cal

Lithia Centennial Chrysler Plymouth Jeep, Inc. Col

Lithia Cherry Creek Dodge, Inc.

Lithia Colorado Chrysler Plymouth, Inc.

Ala

Col

Col

TEOF  ASSUMED BUSINESS NAME(S)
GIN (IF DIFFERENT THAN ENTITY
NAME)

ska

ifornia  Lithia Chevrolet of Redding

ifornia  Lithia Dodge of Concord

ifornia  Lithia Ford of Fresno

ifornia  Lithia Ford Lincoln Mercury
of Napa

ifornia  Lithia Ford of Concord

ifornia  Lithia Hyundai of Fresno

ifornia  Lithia Mazda of Fresno
Lithia Suzuki of Fresno

ifornia  Lithia Dodge of South
Anchorage

ifornia  Lithia Nissan of Fresno

ifornia  Lithia Toyota of Vacaville

ifornia  Lithia Toyota of Redding

ifornia  Lithia Volkswagen of Concord
Lithia Isuzu of Concord

orado Lithia Centennial Chrysler
Jeep

orado Lithia Cherry Creek Dodge
Lithia Cherry Creek Kia

orado Lithia Colorado Chrysler



Lithia Colorado Kia

Lithia Colorado Jeep, Inc. Col orado Lithia Colorado Jeep
Lithia Colorado Springs Jeep Chrysler Col orado Lithia Colorado Springs Jeep
Plymouth, Inc. Chrysler




STA
NAME OF ENTITY ORI
Lithia Foothills Chrysler, Inc. Col
Lithia 1B, Inc. (2) Ida
Lithia CB, Inc. (2) Ida
Lithia LMB, Inc. (2) Ida
Lithia DB, Inc. (2) Ida
Lithia Ford of Boise, Inc. Ida
Lithia of Pocatello, Inc. Ida
Lithia of Caldwell, Inc. Ida
Lithia Poca-Hon, Inc. Ida
Lithia SALMIR, Inc. Nev
Lithia Reno Sub-Hyun, Inc. Nev
Lithia Financial Corporation Ore
Lithia Real Estate, Inc. Ore
Lithia Motors Support Services, Inc. Ore
Lithia LAC, Inc. Ore
Lithia LP of Texas, LLC Ore

TE OF ASSUMED BUSINESS NAME(S)
GIN (IF DIFFERENT THAN ENTITY NAME)

orado Lithia Foothills Chrysler
Lithia Foothills Hyundai

ho Lithia Isuzu of Boise

ho Chevrolet of Boise

ho Lithia Lincoln-Mercury of Boise

ho Lithia Daewoo

ho Lithia Ford of Boise

ho Lithia Chrysler Dodge of
Pocatello

Lithia Hyundai of Pocatello

ho Chevrolet of Caldwell

ho Honda of Pocatello

ada Lithia Audi of Reno
Lithia Volkswagen of Reno
Lithia Isuzu of Reno
Lithia Lincoln Mercury of Reno
Lithia Suzuki of Sparks
Lithia Hyundai of Reno

ada Lithia Reno Subaru

gon

gon

gon

gon

gon




Lithia TLM, LLC Ore gon Lithia Toyota

LGPAC, Inc. Ore gon Lithia Grants Pass Auto Center

Lithia DM, Inc. Ore gon Lithia Dodge
Lithia Chrysler Jeep Dodge




STA TE OF ASSUMED BUSINESS NAME(S)

NAME OF ENTITY ORI GIN (IF DIFFERENT THAN ENTITY NAME)
Saturn of Southwest Oregon, Inc. Ore gon Saturn of Southwest Oregon

SOE, LLC (3) Ore gon Saturn of Eugene

Lithia HPI, Inc. Ore gon Lithia Isuzu

Lithia Volkswagen

Lithia DE, Inc. O_r(_e gon Lithia Dodge of Eugene
Lithia BNM, Inc. -O“re gon Lithia Nissan

B Lithia BMW
Hutchins Imported Motors, Inc. :: Ore gon Lithia Toyota of Springfield
Hutchins Eugene Nissan, Inc. :: Ore gon Lithia Nissan of Eugene
Lithia Klamath, Inc. "O-re gon Lithia Chrysler Jeep Dodge of

Klamath Falls
Lithia Toyota of Klamath Falls

Lithia SOC, Inc. Ore gon Lithia Subaru of Oregon City

Lithia of Roseburg, Inc. Ore gon Lithia Chrysler Jeep Dodge of
Roseburg

Lithia Rose-FT, Inc. Ore gon Lithia Ford Lincoln Mercury of
Roseburg

Lithia Medford LM, Inc. Ore gon Lithia Lincoln Mercury
Lithia Suzuki
Lithia Mazda

Lithia Medford Hon, Inc. Ore gon Lithia Honda

Lithia of Sioux Falls, Inc. Sou th Dakota Lithia Subaru of Sioux Falls

Lithia Dodge of Sioux Falls

Lithia Automotive, Inc. Sou th Dakota Chevrolet of Sioux Falls
Lithia GP of Texas, LLC Tex as
Lithia CIDSA, L.P. (4) Tex as All American Chrysler Jeep

Dodge of San Angelo

Lithia CSA, L.P. (4) Tex as All American Chevrolet of San



Angelo

Lithia NSA, L.P. (4) Tex as All American Nissan of San
Angelo




STA TE OF ASSUMED BUSINESS NAME(S)

NAME OF ENTITY ORI GIN (IF DIFFERENT THAN ENTITY NAME)
Lithia DSA, L.P. (4) Tex as All American Daewoo of San

Angelo
Lithia CJDBS L.P. (4) Tex as All American Chrysler Jeep

Dodge of Big Spring

Lithia CJDO, L.P. (4) Tex as All American Chrysler Jeep
Dodge of Odessa

Camp Automotive, Inc. Was hington Camp BMW
Camp Chevrolet
Camp Subaru

B Camp Cadillac
Lithia VS, LLC (5) :\:/E/as hington  Camp Volvo
Lithia Dodge of Tri-Cities, Inc. : Was hington  Lithia Dodge of Tri-Cities
Lithia DC of Renton, Inc. h Was hington Lithia Dodge of Renton

Lithia Chrysler Jeep of Renton

Lithia FTC, Inc. V_\{i':ls hington  Lithia Ford of Tri-Cities
TC Hon, Inc. V:\Z::;\s hington  Honda of Tri-Cities

Lithia BC, Inc. V\:/:eis hington  Chevrolet of Bellevue
Lithia IC, Inc. W%\} hington  Chevrolet of Issaquah
Lithia of Seattle, Inc. E\Zas hington BMW Seattle

Lithia LAC of Washington, LLC (6) h Was hington  Lithia Lot-A-Car of Renton

(1) Unless specifically noted to the contrary eattities are wholly owned subsidiaries of Lithia tgls, Inc.

(2) Wholly owned subsidiary of Lithia Boise Holdil@pmpany, Inc., a wholly owned subsidiary of LitMators, Inc. (3) Wholly owned
subsidiary of Lithia SH, LLC, which is owned 80% bi¢hia Motors, Inc. and 20% by Sidney B. DeBoehonserves as its sole manager
(Saturn requires the manager own at least a 208testtin its dealerships).

(4) Limited Partnership with Lithia GP of Texas, Clthe general partner owning 1% interest; and &itt® of Texas, LLC the sole limited
partner owning 99% interest.

(5) Camp Automotive, Inc., is the sole manager agran 80% interest; and Gregory Johnson, is thergemanager of the dealership owr
20% interest (Volvo requires the manager own atla®20% interest in its dealerships).

(6) Wholly owned subsidiary of Lithia LAC, In






EXHIBIT 23
CONSENT OF INDEPENDENT AUDITORS

Board of Directors
Lithia Motors, Inc. and Subsidiaries

We consent to incorporation by reference in théstegfion statements (Nos. 333-45553, 333-43593;6881.69, 333-69225, 333-80459, 333-
39092, 333-61802 and 333-21673) on Form S-8 antktistration statement (No. 333-81424) on Formd{3thia Motors, Inc. of our

report dated February 7, 2002, relating to the clidisted balance sheets of Lithia Motors, Inc. Satbsidiaries as of December 31, 2001 and
2000, and the related consolidated statementsestipns, changes in stockholders' equity and cehgrsive income, and cash flows for
each of the years in the three-year period endegiber 31, 2001, which report appears in the Deeeib, 2001 annual report on Form 10-
K of Lithia Motors, Inc.

KPMG LLP

Portland, Oregon,
February 22, 200



EXHIBIT 99
RISK FACTORS

The risks described below are not the only onesdaour company. Additional risks not presently Wmoto us, or that we currently deem
immaterial, may also impair our business operations

RISKS RELATED TO OUR BUSINESS

OUR ABILITY TO INCREASE REVENUES THROUGH OUR ACQUIS ITION GROWTH STRATEGY DEPENDS ON OUR
ABILITY TO ACQUIRE AND SUCCESSFULLY INTEGRATE ADDIT IONAL STORES.

General. The U.S. automobile industry is considareshture industry in which minimal growth is exigetin unit sales of new vehicles.
Accordingly, a principal component of our growthsales is to make additional acquisitions in oustég markets and in new geographic
markets. To complete the acquisitions of additi@taies, we need to successfully address eacle dbllbwing challenges.

Limitations on our capital resources may preverfras capitalizing on acquisition opportunities.cgsitions of additional stores will
require substantial capital investment. Limitatiemsour capital resources would restrict our aptlit complete new acquisitions. Further, the
use of any financing source could have the effeotducing our earnings per share.

In the past, we have financed our acquisitions feooombination of the cash flow from our operatjdssrowings under our credit
arrangements and issuances of our common stodkoudgh we expect the proceeds from a pending offefr#,000,000 shares of our Class
A common stock, together with our other financiegaurces, to be sufficient for our currently apiéted acquisition program through 2003,
we cannot guarantee that the offering will be sasfié or that additional funds would be availaliéhie future if needed. If we are unable to
obtain financing on acceptable terms, we may beired to slow the pace of our acquisition plansiclvimay materially and adversely affect
our acquisition growth strategy.

On occasion, we finance acquisitions by issuingeshaf our common stock as partial consideratiorméguired stores. Our willingness and
ability to issue our common stock for acquisitiovi depend on the market value of the common stttdke time and the willingness of
potential acquisition candidates to accept our comstock as part of the consideration for the shtaeir businesses. Accordingly, our
ability to make acquisitions could be adverselyetié#d if the price of our common stock declinepaitential acquisition candidates are
unwilling to accept our common stock as partialsideration, we will be forced to rely solely on dable cash from operations or debt
financing, which could limit our acquisition plans.

Manufacturers may restrict our ability to make resguisitions. We are required to obtain consemhftioe applicable manufacturer prior to
the acquisition of a franchised store. The termrfiacturer” in this Form 10-K refers to all of theanufacturers of new vehicles that we sell.
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In determining whether to approve an acquisitiomamufacturer considers many factors, includingfmancial condition, ownership
structure, the number of stores currently ownedanderformance with those stores. Most major rfesturers have now established
limitations or guidelines on the:

- number of such manufacturers' stores that magchaired by a single owner;

- number of stores that may be acquired in any etavkregion;

- percentage of total sales that may be contrdljedne automotive retailer group;

- ownership of stores in contiguous markets;

- frequency of acquisitions; and

- requirement that no other manufacturers brandsoliefrom the same store location.

DaimlerChrysler has issued a policy statementltofats dealers stating that it may disapprove aoguisition if the buyer would own more
than ten stores nationally, six in any Chryslerited sales zone or two in the same market. Althauglturrently own 21 Chrysler stores,
DaimlerChrysler has continued to approve new adipnis; however, no assurance can be given thafigtaye acquisition applications will
be approved. There are approximately 4,300 Chrgstees nationwide.

General Motors currently evaluates our acquisitimih&M stores on a case-by-case basis. GM, howénets the maximum number of GM
stores that we may acquire at any time to 50% ®f3M stores, by franchise line, in a GM-definedgraphic market area. GM has
approximately 7,300 stores nationwide.

Ford currently limits the number of stores thatmay own to the greater of (1) 15 Ford and 15 Linddkrcury stores and (2) that number of
Ford and Lincoln Mercury stores accounting for 58the preceding year's total Ford, Lincoln and Meyaetail sales in the United States. In
addition, Ford limits us to one Ford store in ad-defined market area having two or fewer authariZerd stores and orthird of Ford store

in any Ford-defined market area having three orenamithorized Ford stores. Ford has approximaté@franchised stores nationwide.

Toyota restricts the number of stores that we mvaly and the time frame over which we may acquirenthend imposes specific performance
criteria on existing stores as a condition to artyrie acquisitions. In order for us to acquire ntbian seven stores, we must execute Toyota's
standard Level Two Multiple Ownership Agreementdenthe Level Two Multiple Ownership Agreement, mvay acquire more than seven
stores over a minimum of seven semi-annual perigal$o a maximum number of stores equal to 5% gblals aggregate national annual
retail sale volume. In addition, Toyota restritte humber of Toyota stores that we may acquir@yniayota-defined region and Metro
market, as well as any contiguous market. Toyosaamgroximately 1,200 stores nationwide.

We currently own 21 Chrysler, 8 General Motorso8dand 5 Toyota stores. As noted above, we cuyremin more Chrysler stores than
provided in its policy guidelines and further aitions of Chrysler stores may be prohibited oresely limited. With respect to other
manufacturers, we do not believe existing numetinatations will materially restrict our acquigith program for a number of years.
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A manufacturer also considers our past performasameasured by their customer satisfaction inde®Sd, scores and sales performance at
our existing stores. At any point in time, someof stores may have CSI scores below the manutastwales zone averages or have
achieved sales performances below the targets metouérs have set. Our failure to maintain satisfgcCSI| scores and to achieve sales
performance goals could restrict our ability to gdete future acquisitions. In particular, our catrBlissan and Lincoln/Mercury stores have
not achieved manufacturer established sales godlsva do not believe we would receive approvakiguae any new Nissan or
Lincoln/Mercury stores until our sales levels impgdor a sustained period of time.

We may be unable to improve profitability of nevelgquired stores. We target stores with pretax marg&low our historical pretax margin.
Our ability to improve the profitability of newlycguired stores depends in large part on our aldtitguch stores to:

- increase new vehicle sales;

- improve sales of higher margin used vehiclesfarahce and insurance products;
- train and motivate store management;

- achieve cost savings and realize revenue enhguogiportunities; and

- improve inventory, receivable and other controls.

If we fail to improve the profitability of newly agired stores, we may be unable to maintain odofigzal pretax margin. Further, failure to
improve the performance of under-performing staadd preclude us from receiving manufacturer apgiréor any new acquisitions of that
brand.

Competition with other automotive retailers forattive acquisition targets could restrict our iolo complete new acquisitions. In the
current economic environment, we are presentedamtimcreasing number of attractive acquisitionaspmities. However, we compete with
several other public and private national autoneotetailers, some of which have greater finanaidl managerial resources. Competition \
existing automotive retailers and those formedafuture may result in fewer attractive acquisitapportunities and increased acquisition
costs. If we cannot negotiate acquisitions on dete terms, our future revenue growth will be gigantly limited.

THE LOSS OF KEY PERSONNEL AND THE FAILURE TO ATTRAC T ADDITIONAL PROVEN MANAGEMENT PERSONNEL
COULD ADVERSELY AFFECT OUR OPERATIONS AND GROWTH.

Our success depends to a significant degree oeffities and abilities of our senior managementtipaarly Sidney B. DeBoer, our Chairm
and Chief Executive Officer, M. L. Dick Heimann,rd@resident and Chief Operating Officer, and R.dBved Gray, our Executive Vice
President. Further, we have identified Mr. DeBamd/ar Mr. Heimann in most of our store franchiseeagnents as the individuals who
control the franchises and upon whose financiaueses and management expertise the manufactuesreonsider when awarding or
approving the transfer of any franchise. The |dssitber of those individuals could have a matesiderse effect on our awing relationshi
with the manufacturers.



We place substantial responsibility on our generahagers for the profitability of their stores. Waeve increased our number of stores from 5
in 1996 to 65 as of February 2002. Many storeo#ezed for sale to us to enable the owner/mantmeatire. These potential acquisitions are
viable to us only if we are able to obtain replaesatmmanagement. This has resulted in the needdartany additional managers. As we
continue to expand, the need for additional expegd managers will become even more critical. Thekst for qualified general manager:
highly competitive. The loss of the services of kegnagement personnel or the inability to attrdditaonal qualified general managers co
have a material adverse effect on our businessranexecution of our acquisition growth strategy.

OUR STORES DEPEND ON VEHICLE SALES AND, THEREFOR®E/JR SUCCESS DEPENDS IN LARGE
PART UPON THE OVERALL DEMAND FOR THE PARTICULAR LIES OF VEHICLES THAT EACH OF
OUR STORES SELL.

Our Chrysler, GM, Ford and Toyota stores repreapptoximately three-fourths of our total new vedigttail sales. Demand for our primary
manufacturers' vehicles as well as the financiab@@n, management, marketing, production andidigtion capabilities of these
manufacturers can significantly affect our busin&s&nts that adversely affect a manufacturerigyahs timely deliver new vehicles, such as
labor disputes and other production disruptiondpiting delays that sometimes occur during perafdsgew product introductions, may
adversely affect us by reducing our supply of papakew vehicles and leading to lower sales in tares during those periods than would
otherwise occur. Further, any event that causesrad\publicity involving any of our manufacturersteeir vehicles could reduce sales of
those vehicles and adversely affect our sales esfitg

CYCLICAL DOWNTURNS IN THE AUTOMOBILE INDUSTRY THAT REDUCE OUR VEHICLE SALES MAY ADVERSELY
AFFECT OUR PROFITABILITY.

The automobile industry is cyclical and historigdias experienced downturns characterized by opplgand weak demand. Many factors
affect the industry, including general economicditians, consumer confidence, personal discretypspending levels, interest rates and
credit availability. We cannot guarantee that tiduistry will not experience sustained periods afide in vehicle sales in the future. Any
such decline could have an adverse effect on cginbss.

The automobile industry also experiences seas@rltions in revenue. Demand for automobiles issgaty lower during the winter months
than in other seasons, particularly in our markeds that experience harsh winters. Accordinglyewgect revenues and operating results
generally to be lower in our first and fourth qeastthan in our second and third quarters for iegstores. With respect to our company, the
timing and volume of our acquisitions has had agmeeffect on our revenues than seasonal salegiuas.
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THE ABILITY OF OUR STORES TO MAKE NEW VEHICLE SALE®EPENDS IN LARGE PART UPON THE MANUFACTURERS
AND, THEREFORE, ANY DISRUPTION OR CHANGE IN OUR REBOIONSHIPS WITH MANUFACTURERS MAY MATERIALLY
AND ADVERSELY AFFECT OUR PROFITABILITY.

We depend on the manufacturers to provide us witksirable mix of new vehicles. The most populdricles usually produce the highest
profit margins and are frequently in short supffiyve cannot obtain sufficient quantities of theshpopular models, our profitability may be
adversely affected. Sales of less desirable madaisreduce our profit margins.

We depend on the manufacturers for sales incentindsother programs that are intended to promdés sa support our profitability.
Manufacturers historically have made many changésdir incentive programs during each year. Aalig¢inuation or change in
manufacturers' incentive programs could adverségour business. Moreover, some manufacturezsaugtore's CSl scores as a factor for
participating in incentive programs. Accordinglyrdailure to meet CSI standards at our storesdcbale a material adverse effect on us.

Each of our stores operates pursuant to a franelgissement with each of the respective manufacdioewhich it serves as franchisee.
Manufacturers exert significant control over owrss through the terms and conditions of theirdhégse agreements, including provisions for
termination or non-renewal for a variety of cause@em time-to-time, certain of our stores havesfaito comply with certain provisions of
their franchise agreements. These agreements atedatv, however, generally afford us the oppotjutd cure violations and no
manufacturer has terminated or failed to renewfeanychise agreement with us. If a manufacturer itgates or fails to renew one or more of
our significant franchise agreements, such actmidchave a material adverse effect on us.

Our franchise agreements also specify that, iragesituations, we cannot operate a franchise byha&n manufacturer in the same building as
the manufacturer's franchised store. This may requs to build new facilities at a significant cdstaddition, some manufacturers are in the
process of realigning their stores along defineahalels, such as combining Chrysler and Jeep iomadgion. As a result, manufacturers may
require us to move or sell certain stores. Moreower manufacturers generally require that theestoeet defined image standards. All of
these commitments could require us to make sigmficapital expenditures.

Some of our franchise agreements prohibit transfeosvnership interests of a store or, in somegdseparent. The most prohibitive
restriction, which has been imposed by various rfearturers, provides that, under certain circumstanwe may lose a franchise if a person
or entity acquires an ownership interest in us atmepecified level (ranging from 20% to 50% dejpemadn the particular manufacturer's
restrictions and falling as low as 5% if anothehnieke manufacturer is the entity acquiring the omghé interest) without the approval of the
applicable manufacturer. Violations by our stockleos or prospective stockholders are generallyigeitsf our control and may result in the
termination or non-renewal of one or more of oanthises, which may have a material adverse affeas.
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IMPORT PRODUCT RESTRICTIONS AND FOREIGN TRADE RISKS MAY IMPAIR OUR ABILITY TO SELL FOREIGN
VEHICLES PROFITABLY.

Certain vehicles we sell, as well as certain megonponents of vehicles we sell, are manufacturdésidrithe United States. Accordingly, we
are subject to import and export restrictions ofauss jurisdictions and are dependent to some éxteigeneral economic conditions in, and
political relations with, a number of foreign cores. Additionally, fluctuations in currency exclggnrates may adversely affect our sales of
vehicles produced by foreign manufacturers. Impiotts the United States may also be adversely t#ieby increased transportation costs
and tariffs, quotas or duties, any of which coudatdna material adverse effect on us.

THE SOLE VOTING CONTROL OF OUR COMPANY IS HELD BY S IDNEY B. DEBOER, WHO MAY HAVE INTERESTS
DIFFERENT FROM YOUR INTERESTS.

Lithia Holding Company, LLC, of which Sidney B. Deé&r, our Chairman and Chief Executive Officerhis sole managing member, holds
all of the outstanding shares of Class B commocksta holder of Class B common stock is entitleden votes for each share held, while a
holder of Class A common stock is entitled to onteper share held. On most matters, the ClassiACtass B common stock vote together
as a single class. Even if we sell all of the shafeClass A common stock being offered in the pemg@ublic offering and the over-allotment
is exercised in full, Lithia Holding will controiver 74.0% of the aggregate number of votes eligiblee cast by stockholders for the election
of directors and most other stockholder actionr&fore, Lithia Holding will control the electiori our Board of Directors and will be in a
position to control the policies and operationshaf company. In addition, because Mr. DeBoer istheaging member of Lithia Holding, he
currently controls and will continue to controll af the outstanding Class B common stock, thedlwing him to control the company. So
long as at least 16 2/3% of the total number ofeshautstanding are shares of Class B common dtoekolders of Class B common stock
will be able to control all matters requiring apypaibof 66 2/3% or less of the aggregate numbetés. Absent a significant increase in the
number of shares of Class A common stock outstagnalirtonversion of Class B common stock into ClRRg®mmon stock, the holders of
shares of Class B common stock will be entitledlézt all members of the Board of Directors andi@rall matters subject to stockholder
approval that do not require a class vote.
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