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SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended: December 31, 2012
OR
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Commission File Number: 001-14733

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

Oregon 93-0572810
(State or other jurisdiction of incorporation oganization) (I.R.S. Employer Identification No.)
150 N. Bartlett Street, Medford, Oregon 97501
(Address of principal executive offices) (Zip Code)
5417766401

(Registrant’s telephone number including area code)
Securities registered pursuant to Section 12(bhefAct:

Title of each class Name of each exchange on which registered
Class A common stock, without par value New York Stock Exchange
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PART |
ltem 1. Business

Forward-Looking Statements

Certain statements under the sections entitledk*Réctors,” “Management’s Discussion and Analys$igioancial Condition and Results of Operations”
and “Business” and elsewhere in this Form 10-K tituie forwardiooking statements within the meaning of the Pav@aécurities Litigation Reform A

of 1995. Generally, you can identify forward-loogirstatements by terms such as “may,” “will,” “shahlil “expect,” “plan,” “intend,” “forecast,”
“anticipate,” “believe,” “estimate,” “predict,” “pential,” and “continue” or the negative of thesents or other comparable terminology. The forward-
looking statements contained in this FormKL@volve known and unknown risks, uncertainties aituations that may cause our actual resultg| lef
activity, performance or achievements to be madtgriifferent from any future results, levels oftiaity, performance or achievements expresse
implied by these statements. Some of the impoftators that could cause actual results to diffemfour expectations are discussed in Item 1Ahis
Form 10-K.

By their nature, forwardeoking statements involve risks and uncertaintiesause they relate to events that depend on ctemees that may or
not occur in the future. While we believe that theectations reflected in the forwdambking statements are reasonable, we cannot giegrdntur
results, levels of activity, performance or achieeats, and our actual results of operations, firdroondition and liquidity and development of
industries in which we operate may differ mateyidibm those made in or suggested by the forwaottitgy statements in this Form X0-You shoulc
not place undue reliance on these forward-lookitatements. Any forwartboking statement speaks only as of the date oclwihis made. We assui
no obligation to update or revise any forward-lomkstatement.

Overview

We are a leading operator of automotive franchésesa retailer of new and used vehicles and sexvike of February 22, 2013, we offered 27 bran
new vehicles and all brands of used vehicles irst®res in the United States and online_at LithimcoNe sell new and used cars and trucks
replacement parts; provide vehicle maintenancetamgy, paint and repair services; and arrangeeelfihancing, service contracts, protection prog
and credit insurance.

Our dealerships are primarily located throughowt Western and Midwestern regions of the UnitedeStaiVe target midized regional markets 1
domestic and import franchises and metropolitanketarfor luxury franchises. We believe this strgtegables brand exclusivity with insulation fr
competition with the same franchise in the market.

The following table sets forth information aboudrsts that were part of our continuing operationsfd3ecember 31, 2012:

Number of Percent of
State Stores 2012 Revenue

Texas 15 25%
Oregon 19 20
California 11 10
Montana 8 9
Washington 7 8
Alaska 7 8
Idaho 5 5
lowa 5 5
Nevada 4 5
North Dakote 3 3
New Mexico 3 2

Total 87 100%




Business Strategy and Operations

Our mission statement is: “Driven by our employaed preferred by our customers, Lithia is the leg@iutomotive retailer in each of our markeé
offer customers personal, convenient, flexible htmwa service combined with the large company achges of selection, competitive pricing, br
access to financing, consistent service, competandgyuarantees. We strive for diversification um products, services, brands and geographic mts

to insulate us from market risk and to maintainfipability. We have developed a centralized supmstructure to reduce store level administre
functions. This allows store personnel to focuspooviding a positive customer experience. With management information systems and centrally-
performed administrative functions in Medford, Goagwe seek to gain economies of scale from oued&dp network.

Our overall strategy is to target msized and rural markets for domestic and imporhtisaand metropolitan markets for luxury brands. &¥fer &
variety of luxury, import and domestic new vehitdeands and models, reducing our dependence on r&ymanufacturer and our susceptibilit
changing consumer preferences. Encompassing ecoanchuxury cars, sports utility vehicles (SUVapssovers, minivans and trucks, we believe
brand mix is wellsuited to what customers demand in the marketsemgesOur new vehicle unit mix of 53% domestic, 3ifgport and 10% luxur
aligns similarly with national market share.

We have centralized many administrative functiomstteamline store level operations. Accounts pleyadccounts receivable, credit and collecti
accounting and taxes, payroll and benefits, infagimmatechnology, legal, human resources, persoweskelopment, treasury, cash manager
advertising and marketing are all centralized at cerporate headquarters. The reduction of admnatige functions at our stores allows our I
managers to focus on custoniacing opportunities to generate increased revemmelsgross profit. Our operations are supportecuny dedicate
training and personnel development program, whitdres best practices across our dealership netarmtkseeks to develop our store manage
talent.

Operations are structured to promote an entrepratemvironment at the dealership level. Eachestogeneral manager and department managers
assistance from regional and corporate managementesponsible for developing retail models tleafqym in their communities. They are the lea
in driving dealership operations, personnel devalept, manufacturer relationships, store culturefarahcial performance.

During 2012, we continued to focus on the followargas to achieve our mission:
e increasing revenues in all business lir
e capturing a greater percentage of overall new Velsiales in our local marke!
e increasing sales of manufacturer certified prevedvused vehicles; late model, lower-mileage vehjcnd value autos to reach additional
customers
leveraging our cost structure as vehicle salesass while maintaining fixed cos
diversifying our franchise mix through acquisitio
increasing our return to investors through divideadd strategic share buy bac
utilizing prudent cash management, including inivestapital to produce accretive returns; .
reducing our exposure to pending debt maturitiesebgwing and extending debt instrume

We believe our cost structure is aligned with catriedustry sales levels and is positioned to bergged if vehicle sales levels continue to imprdve!
selling, general and administrative (“SG&Agkpense as a percentage of gross profit improvéd &6 in 2012 compared to 71.1% in 2011. The
results included a $6.3 million gain on the saleafperty in California. Adjusting for this gain duother pro forma items in both 2012 and 2011
adjusted SG&A expense as a percentage of grosi$ ipr@dD12 was 69.4%, compared to 72.5% in 2011.




We also measure the leverage of our cost struttyrevaluating throughput, which is calculated as iticremental percentage of gross profit rete
after deducting SG&A expense. For the years endeceMber 31, 2012 and 2011, our incremental thrautgivas 39.3% and 60.5%, respectiv
Adjusting for the gain on the sale of property iali@rnia and other pro forma items, our adjuste@aighput in 2012 was 45.3% and in 2011 was 5]
See Non-GAAP Reconciliations of Managemeribiscussion and Analysis of Financial Condition &esults of Operations for additional informa
regarding pro forma SG&A expense.

Throughput contributions for newly opened or acedistores are on a "first-dollabasis for the first twelve months of operations aaduce overe
throughput performance. In 2012, we acquired fdares and opened two new stores. In 2011, we adjdour stores and opened one new ¢
Adjusting for these locations, our throughput cilmition on a same store basis was 51.2% and 509%hé years ended December 31, 2012 and
respectively.

We believe we are well positioned to improve ourg@Gxpense leverage if vehicle sales levels comtitaiimprove. As sales volume increases an
gain leverage in our cost structure, we anticigatieieving metrics of SG&A as a percentage of gpséit in the high 60% range depending on ¢
volumes and incremental same store throughput mfoxpmately 50%.

We continuously evaluate our portfolio of franclsisdivesting stores that are not expected to meefimancial return requirements while selecti
acquiring attractive stores in our target markétsthe past three years, we generated $31.4 milliocash by divesting stores that did not mee
financial return expectations. Additionally, in tpast three years, we spent $128.9 million in aaslcquisitions which increase revenue and dive
our portfolio.

New Vehicles

In 2012, we sold 55,666 new vehicles, generatirh 26 our gross profit for the year. New vehicleesablso have the potential to create increm
profit opportunities through manufacturer incensiveesale of trade-in vehicles, sale of ttpatty financing, vehicle service and insurance i@mts$, an
future service and repair work.

In 2012, we represented 27 domestic and importdsraanging from economy to luxury cars, SUVs, avesss, minivans and light trucks.




Percent of Percent of

2012 New 2012 New
Vehicle Vehicle Gross
Manufacturer Revenue Profit

Chrysler, Jeep, Dodge 33.2% 29.7%
Chevrolet, Cadillac, GMC, Buick 15.7 15.¢
Toyota, Scion 12.2 11.7
BMW, Mini 9.8 10.1
Honda, Acura 5.€ 7.1
Ford, Lincoln 5.6 5.1
Hyundai 2.7 4.€
Subaru 5.€ 4.€
Mercedes, smart 8.5 4.€
Nissan 2.2 2.€
Volkswagen, Audi 1.8 1.8
Kia 0.7 0.¢
Porsche 0.€ 0.8
Mazda 0.3 0.t
Mitsubishi 0.1 *
Fiat * *

Total 100.0% 100.0%

* Less than 0.1%

We purchase our new car inventory directly from ofaoturers, who generally allocate new vehiclesttwes based on availability, monthly sales
market area. Accordingly, we rely on the manufaatsito provide us with vehicles that meet consudegnand at suitable locations, with approp
guantities and prices. However, high demand vehiate often in short supply. We exchange vehicliéls ether automotive retailers and between
own stores to accommodate customer demand andaoceanventory.

Used Vehicles
At each new vehicle store, we also sell used vesidh 2012, retail used vehicle sales generatéd&3our gross profit.

Our used vehicle operations give us an opportunity
- generate sales to customers financially unablenailling to purchase a new vehicle;
« generate sales of vehicle brands other than tme’stoew vehicle franchise;
« increase new and used vehicle sales by aggresgiuedyiing customer trade-ins; and
« increase finance and insurance revenues and sexvitparts sales.

Our longerterm strategy is to maintain a ratio of one retigiéd vehicle sale to one retail new vehicle sabe tfve years ended December 31, 201Z
2011, we had a ratio of 0.9:1. In addition, ourasocurrently sell an average of 46 retail usedckelunits per month and our longerm strategy is
increase monthly sales to an average of 75 units.

We strive to achieve this strategy through offeringee categories of used vehicles: manufactungified pre-owned used vehicles; late model, lower-
mileage vehicles; and value autos. We offer manufac certified preswned used vehicles at most of our franchised dggfes. These vehicles unde
additional reconditioning and receive an extendeztdry-provided warranty. Late model, loweileage vehicles are reconditioned and offer aié
certified warranty. Value autos are older, highéleage vehicles that undergo a safety check aresset degree of reconditioning. Value auto:
offered to customers who require a less expenshécie with lower monthly payments.




We acquire our used vehicles through customer figgland at closed auctions. We also purchase eshditectly from customers visiting our sto
private parties advertising through local newspspessmpeting dealers and online.

Wholesale transactions result from vehicles we lmwehased from customers or vehicles we have pteshto sell via retail that we elect to dispos
due to inventory age or other factors. As partwfwsed vehicle strategy, we have concentratedrestihg more lowespriced, older vehicles to ret
sale rather than wholesale disposal.

Vehicle Financing, Service Contracts and Other Practs
As part of the vehicle sales process, we assistrianging customer financing options as well agroéixtended warranties, insurance contract:
vehicle and theft protection products. The salthe$e items generated 21% of our gross profit.

We believe that arranging financing is an imporaautt of our ability to sell vehicles and relatadgucts and services. Our sales personnel andck
and insurance managers receive training in secetstpmer financing and possess extensive knowletigeailable financing alternatives. We atte
to arrange financing for every vehicle we sell areloffer customers financing on a “same dhgsis, giving us an advantage, particularly ovealn
competitors who do not generate enough salesrcatiur breadth of finance sources.

We earn a commission on each finance, servicersance contract we write and subsequently sallttordparty. We normally arrange financing
customers by selling the contracts to outside gsuon a non-recourse basis to avoid the risk afudief

We were able to arrange financing on 76% of theckefwe sold during 2012, compared to 72% in 2@Wr. presence in multiple markets and cha
in technology surrounding the credit applicatiorogass have allowed us to utilize a larger netwdrkenders across a broader geographic
Additionally, we continue to see the availabilifyamnsumer credit expand with lenders increasimgldlan-tovalue amount available to most custon
These shifts afford us the opportunity to sell #ddal or more comprehensive products, while refnginvithin a loan-tovalue framework acceptable
our retail customer lenders. On a same store badigyrime customers, which are defined as customets evédit scores of 620 or less and compi
approximately 11.7% of the financings we compleéted012, continue to experience constraints iniobtg automotive financing. In 2012, we increg
the number of vehicles sold to customers visiting @ealerships with credit scores of 620 or loweBB.8% compared to the prior year. Over our e
customer base, the average credit score in 201272&sWhile the market for sytime customers continued to improve in 2012, wigebe vehicle
sales will increase as these customers are abletén loans at more attractive terms.

We also market thirgharty extended warranty contracts, insurance cotstrand vehicle and theft protection products to austomers. These prodi
and services yield higher profit margins than vihgales and contribute significantly to our prtfitity. Extended warranty contracts for new vedy
provide additional coverage beyond the duratiorsempe of the manufactursrivarranty. We also sell service contracts, whitbvide coverage fi
certain major repairs. We believe the sale of edeédnwarranties and service contracts increaseseruice and parts business as well, linking ft
repair work to our locations.

When customers finance an automobile purchase fisetbem guaranteed auto protection (“gapdyerage that provides protection from loss ina
by the difference in the amount owed and the amreogived under a comprehensive insurance claimrégkive a commission on each gap policy ¢




We offer a lifetime lube, oil and filter (“LOF"$ervice, which, in 2012, was purchased by 35% oftotal new and used vehicle buyers. This ser
where customers prepay for their LOF services,shalpretain customers by building customer loyattg provides opportunities for selling additic
routine maintenance items and generating repewiceebusiness. In 2012, we sold an average of $48lIditional maintenance on each lifetime L
service we performed.

Service, Body and Part

In 2012, our service, body and parts operationeggad 31% of our gross profit. Our service, bodd @arts operations are an integral pa
establishing customer loyalty and contribute sigaifitly to our overall revenue and profits. We pdevparts and service for the new vehicle brandtt
by our stores, as well as service most other makdsnodels.

The service and parts business provides imporegrgat revenues to our stores. In addition to warnavenues associated with new vehicles, we t
growing our service and parts business organic@lilistomer pay revenues represent sales for vahniaietenance and service performed on other n
and models. We believe offering ‘one-stop shoppfog'customers will be an important point of diffatiation as we offer more diversified services
our repeat customers. Our parts wholesale busieess additional source of revenue. We believe baltyps provide an attractive opportunity to g
our business, and we continue to evaluate potdotiations to expand. We currently operate 14 siolti repair centers: four in Texas; three in Ore
two in Idaho; and one each in Alaska, Washingtoantdna, lowa and Nevada.

We focus on growing our customer pay business aaudkeh our parts and service products by notifyingners when their vehicles are due for peri
service. This encourages preventive maintenanberdihan posbreakdown repairs. The number of customers whohase our lifetime LOF servi
helps to improve customer loyalty and provides opputies for repeat parts and service business.

Revenues from the service and parts departmentgaatieularly important during economic downturas,owners tend to repair their existing vehi
rather than buy new vehicles during such periodigs Partially mitigates the effects of a drop inmeehicle sales that may occur in a recessic
economic environment.

Our service, body and parts operations provideruspportunity to build the Lithia Automotive braimtlependent of new vehicle franchises. We

branded our service processes as “Assured Sersstired Service provides customer benefits sudaie day service, upfront price guarantees

three-year/50,000 mile warranty on repairs. We hadge launched “Assured Automotive Producigs’various commodity items such as tires, filtard
batteries. These branded parts provide improvedimaas we procure in bulk directly from the mawtdeer.

Marketing

We emphasize customer satisfaction and we rediatecustomer retention is critical to our succ®¥¥s.want our customergxperiences to be satisfyi
so that they refer us to their families and friendé&e utilize an owner marketing strategy, consgstii email, traditional mail and phone contac
maintain regular communication and solicit feedback

To increase awareness and traffic at our storesemeloy a combination of traditional, digital andc&l media to reach potential customers. 1
advertising expense, net of manufacturer crediés $81.9 million in 2012, $23.9 million in 2011 &@b.4 million in 2010. In 2012, approximately 4
of those funds were spent in traditional media &386 were spent in digital and owner communicatiangl other media outlets. In all of
communications, we seek to differentiate oursefi@®s competitors by conveying price, selection éindnce benefits unique to Lithia.




Certain advertising and marketing expendituresadfget by manufacturer cooperative programs. Adsieig credits not tied to specific vehicles
earned as qualifying expenses are incurred ancestsjor reimbursement are submitted to manufastdoe qualifying advertising expenditures. Tt
reimbursements are recognized as a reduction oértising expense upon manufacturer confirmationsebmitted expenditures. Manufactt
cooperative advertising credits were $9.6 millior2012, $7.8 million in 2011 and $2.5 million in12M

Many people now shop online before visiting ourreso We maintain websites for all of our stores andorporate site (Lithia.com) dedicatec
generating customer leads for our stores. Todaywebsites enable our customers to:
e |ocate our stores and identify the new vehicknds sold at each store;
search new and f-owned vehicle inventory
view current pricing and specia
obtain a value for their vehicle to trade or selus;
submit credit application:
shop for and order manufactur vehicle parts
schedule service appointments; i
provide feedback about their Lithia experier

We also maintain mobile versions of our websited amobile application in anticipation of greatdogtion of mobile technology. Mobile traffic n
accounts for 20% of our web traffic.

We post our inventory on major new and used velisting services (cars.com, autotrader.com, kbih,cedmunds.com, ebay, craigslist, etc.) to r
online shoppers. We also employ search engine @attimn, search engine marketing and online displdwertising to reach more online prospects.

Social influence marketing represents a @ifdetive method to enhance our corporate reputasiod increase vehicle sales and service. W
deploying tools and training to our employees irysvinat will help us listen to our customers arehte more ambassadors for Lithia.

Franchise Agreements
Each of our stores operates under a separate agmeéiRranchise Agreement”) with the manufacturethe new vehicle brand it sells.

Typical automobile Franchise Agreements specifyldications within a designated market area at whiehstore may sell vehicles and related prot
and perform certain approved services. The desanatf such areas and the allocation of new vekielmong stores are at the discretion o
manufacturer. Franchise Agreements do not, howeguarantee exclusivity within a specified territory

A Franchise Agreement may impose requirements e@stibre with respect to:
e facilities and equipment;

inventories of vehicles and parts;

minimum working capital;

training of personnel; and

performance standards for market share and cestsatisfaction.

Each manufacturer closely monitors compliance wltbse requirements and requires each store to subarithly financial statements. Franct
Agreements also grant a store the right to use dispplay manufacturersrademarks, service marks and designs in the maapgmoved by ear
manufacturer.




We have determined the useful life of a FranchigeeAment is indefinite, even though certain Fraseligreements are renewed after one to five y
In our experience, agreements are routinely renemittbut substantial cost and there are legal réese help prevent termination. Certain Franc
Agreements, including those with Ford and Chrydl@re no termination date. In addition, state fréses laws protect franchised automotive retai
Under certain laws, a manufacturer may not termimatfail to renew a franchise without good causgrevent any reasonable changes in the ¢
structure or financing of a store.

The typical Franchise Agreement provides for ettynination or non-renewal by the manufacturer upon

a change of management or ownership without maturiscconsent

insolvency or bankruptcy of the deal

death or incapacity of the dealer/manay

conviction of a dealer/manager or owner of certaimes;

misrepresentation of certain sales or inventorgrimi@ation by the store, dealer/manager or ownengéartanufacture!
failure to adequately operate the stc

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

poor market share; «

low customer satisfaction index scor

Franchise Agreements generally provide for prioittem notice before a franchise may be terminatedeu most circumstances. We also sign m
framework agreements with most manufacturers thpbse additional requirements on our stores. t®ee 1A. “Risk Factors.”

Competition

The retail automotive business is highly competitiCurrently, there are approximately 17,900 deaierthe United States, many of whom
independent stores managed by individuals, famdiesmall retail groups. We compete primarily wither automotive retailers, both publicly i
privately-held.

Vehicle manufacturers have designated specific atandx and sales areas within which only one deafler vehicle brand may operate. In addition,
Franchise Agreements typically limit our ability &oquire multiple dealerships of a given brand imith particular market area. Certain state fram
laws also restrict us from relocating our dealgrshor establishing new dealerships of a partidoland, within any area that is served by anoteate
with the same brand. Accordingly, to the extent #hanarket has multiple dealers of a particulamtraas certain markets we operate in do, w
subject to significant intra-brand competition.

We are larger and have more financial resources ithast private automotive retailers with which werently compete in the majority of our regic
markets. We compete directly with retailers withnigar or greater resources in our metropolitan retgkn Seattle, Washington and Portland, Oregt
we enter other metropolitan markets, we may facepsgitors that are larger or have access to grdiat@ncial resources. We do not have any
advantage in purchasing new vehicles from manufacduWe rely on advertising and merchandisingsipgi, our customer guarantees and sales
our sales expertise, service reputation and thettitmc of our stores to sell new vehicles.

Regulation

Automotive and Other Laws and Regulatio

We operate in a highly regulated industry. A numiiestate and federal laws and regulations affectaisiness. In every state in which we operatt
must obtain various licenses in order to operatebusinesses, including dealer, sales and finandeirsurance licenses issued by state regul
authorities. Numerous laws and regulations govarn aonduct of business, including those relatingotw sales, operations, financing, insura
advertising and employment practices. These lawisragulations include state franchise laws andlegigms, consumer protection laws, privacy le
escheatment laws, antioney laundering laws and other extensive lawsragdlations applicable to new and used motor vetdelalers, as well a:
variety of other laws and regulations. These lalss enclude federal and state wage-hour, anti-digoation and other employment practices laws.




Our financing activities with customers are subjecnhumerous federal, state and local laws andlaggos. Claims arising out of actual or alle
violations of law may be asserted against us orstares by individuals, a class of individuals governmental entities. These claims may expose
significant damages or other penalties, includiexgprcation or suspension of our licenses to constoceé operations and fines.

Our operations are subject to the National Tradfid Motor Vehicle Safety Act, Federal Motor VehiB8afety Standards promulgated by the United
States Department of Transportation, and the maresregulations of various state motor vehicle l&guy agencies.

Environmental, Health, and Safety Laws and Regultatis

Our operations involve the use, handling, storage @ntracting for recycling and/or disposal of emils such as motor oil and filters, transmis
fluids, antifreeze, refrigerants, paints, thinndratteries, cleaning products, lubricants, degngaagents, tires and fuel. Consequently, our basiti
subject to a complex variety of federal, state laedl requirements that regulate the environmedtublic health and safety.

Most of our stores use above ground storage tamids, to a lesser extent, underground storage tgmksarily for petroleunmbased products. Store
tanks are subject to periodic testing, containmepgrading and removal under the Resource Consemvaind Recovery Act and its state

counterparts. Cleaunp or other remedial action may be necessary ieveat of leaks or other discharges from storaglkstar other sources. In additi
water quality protection programs under the fedérater Pollution Control Act (commonly known as tBlean Water Act), the Safe Drinking Water
and comparable state and local programs goveraicettscharges from our operations. Similarly, @@rtair emissions from operations, such as
body painting, may be subject to the federal ClaarAct and related state and local laws. Healtd aafety standards promulgated by the Occupa
Safety and Health Administration of the United 8salDepartment of Labor and related state agenisiespply.

Certain stores may become a party to proceedindsruhe Comprehensive Environmental Response, Gusafien, and Liability Act, or CERCL,
typically in connection with materials that werensd¢o former recycling, treatment and/or disposadilities owned and operated by indepen
businesses. The remediation or clegnef facilities where the release of a regulatedaindous substance occurred is required under CBR@H othe
laws.

We incur certain costs to comply with applicableismnmental, health and safety laws and regulatiorthe ordinary course of our business. We di
anticipate, however, that the costs of such compéawill have a material adverse effect on our fess, results of operations, cash flows or find
condition, although such outcome is possible gitrem nature of our operations and the extensiverenwiental, public health and safety regula
framework. We are aware of minor contaminationeatain of our facilities, and we are in the procefsonducting investigations and/or remediatic
certain properties. In certain cases, the curreptior property owner is conducting the investigatand/or remediation or we have been indemnifig
either the current or prior property owner for swcmtamination. The current level of contaminatisrsuch that we do not expect to incur signifi
costs for the remediation. However, no assuracaede given that material environmental commit:ien contingencies will not arise in the future
that they do not already exist but are unknownsto u
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Employees
As of December 31, 2012, we employed approximd&d3 persons on a full-time equivalent basis.

Available Information and NYSE Compliance

We file annual, quarterly and special reports, pretatements and other information with the Semsriand Exchange Commission (“SEQf)der th:
Securities Exchange Act of 1934 as amended (thelf&xge Act”).You may inspect and copy our reports, proxy statesyend other information fil
with the SEC at the SEC’s Public Reference Roorh0ét F Street, NE, Washington, D.C. 20549. Pleafie¢tea SEC at 1-800-SEQ330 for furthe
information on the Public Reference Room. The SEg&ntains an Internet Web site at http://www.sec.adwere you may access copies of our
filings. We also make available free of charge,oom website at www.lithia.com, our annual repomskorm 10-K, quarterly reports on Form @QQ-
current reports on Form 8; and amendments to those reports filed or fuedshursuant to Section 13(a) or 15(d) of the Exgbafct, as soon
reasonably practicable after they are filed eledt@lly with the SEC. The information found on auebsite is not part of this Form 10-Kou may als
obtain copies of these reports by contacting IroreRelations at 877-331-3084.

Iltem 1A. Risk Factors

You should carefully consider the risks describelbl before making an investment decision. The idglscribed below are not the only ones facing our
company. Additional risks not presently known t@uthat we currently deem immaterial may also impar business operations.

Risks related to our business
Our business will be harmed if overall consumer dand continues to suffer from a severe or sustairdmivnturn.

Our business is heavily dependent on consumer ditraad preferences. A downturn in overall levelscohsumer spending may materially
adversely affect our revenues. Retail vehicle satescyclical and historically have experiencedquic downturns characterized by oversupply
weak demand. These cycles are often dependentra@mrageeconomic conditions and consumer confideaseyell as the level of discretionary pers:
income and credit availability. Economic conditiomsay be anemic for an extended period of time, eteriborate in the future. This would hav
material adverse effect on our retail businesgjqaarly sales of new and used automobiles.

Our business may be adversely affected by unfavt@aonditions in our local markets, even if thoseralitions are not prominent nationally.

Our performance is subject to local economic, cditipe and other conditions prevailing in our varsogeographic areas. Our dealerships are cur
located in limited markets in 11 states, with sdleshe top three states accounting for approxitp@g% of our revenue in 2012. Our result:
operations, therefore, depend substantially on rgrezonomic conditions and consumer spending deirelthose markets and could be mater
adversely affected to the extent these marketsriexmme sustained economic downturns regardlesamfovements in the U.S. economy overall.

Increasing competition among automotive retailersduces our profit margins on vehicle sales and telh businesses. Further, the use of the Intet
in the car purchasing process could materially adsely affect us.

Automobile retailing is a highly competitive busése Our competitors include publicly and privatelyned dealerships, of which certain competitor:
larger and have greater financial and marketingueses than we have. Many of our competitors kellsame or similar makes of new and used vel
that we offer in our markets at competitive pricd& do not have any cost advantage in purchasingvedicles from manufacturers due to econo
of scale or otherwise.
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Our finance and insurance business and other delatsinesses, which have higher margins than sélesw and used vehicles, are subject to s
competition from various financial institutions aother third parties.

The Internet has become a significant part of tlessprocess in our industry. Customers are usiadnternet to compare pricing for vehicles andtez
finance and insurance services, which may furteduce margins for new and used vehicles and prigiitselated finance and insurance service
Internet new vehicle sales are allowed to be cotdwithout the involvement of franchised dealers, business could be materially adversely affe
In addition, other franchise groups have aligneshibelves with services offered on the Internetreriavesting heavily in the development of theim
Internet capabilities, which could materially adsedy affect our business, results of operatiomsftial condition and cash flows.

Our Franchise Agreements do not grant us the exelusght to sell a manufacturer'product within a given geographic area. Our reesno
profitability could be materially adversely affedtd any of our manufacturers award franchisestters in the same markets where we operate
existing franchised dealers increase their matkatesin our markets.

In addition, we may face increasingly significantrpetition as we strive to gain market share thinoaigguisitions or otherwise. Our operating mat
may decline over time as we expand into marketgevive do not have a leading position.

Increasing fuel prices change consumer demand. Sigant increases in fuel prices can be expected¢duce vehicle sale:

Historically, in times of rapid increase in crudéand fuel prices, sales of vehicles have droppedticularly in the short term, as the economywsl|
consumer confidence wanes and fuel costs become prominent to the consumerbuying decision. In sustained periods of highesl fcosts
consumers who do purchase vehicles tend to prefaelier, more fuel efficient vehicles (which typitahave lower margins) or hybrid vehicles (wt
can be in limited supply during these periods).

Additionally, a significant portion of our new vele revenue and gross profit is derived from domestanufacturers. These manufacturers
historically sold a higher percentage of trucks &ub/s than import or luxury brands. They may, thene experience a more significant decline ing
in the event that fuel prices increase.

A decline of available financing in the lending mket has adversely affected, and may continue toeadely affect, our vehicle sales volun

A significant portion of vehicle buyers finance itheurchases of automobiles. Spbme lenders have historically provided financfogconsumers wh
for a variety of reasons, including poor credittiges and lack of down payment, do not have actessore traditional finance sources. Lenders
generally tightened their credit standards. If Emsdmaintain or further tighten their credit stamdaor there is a further decline in the availapitf
credit in the lending market, the ability of thesensumers to purchase vehicles could be limited¢chwbould have a material adverse effect or
business, results of operations, financial condiiad cash flows.
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Adverse conditions affecting one or more key mancttizrers may negatively impact our business, resufoperations, financial condition and ca:
flows.

We depend on our manufacturers to provide a supipiehicles which supports expected sales leveéimahufacturers are unable to supply the ne
level of vehicles, our financial performance mayablersely impacted.

We are subject to a concentration of risk in thentvof financial distress, including potential rgamization or bankruptcy, of a major veh
manufacturer. We purchase substantially all of wew vehicles from various manufacturers or distobsl at the prevailing prices available to
franchised dealers. Our sales volume could be ima#yeadversely impacted by the manufacturers’ istributors’ inability to supply our stores with
adequate supply of vehicles.

In the event of a manufacturer or distributor bapkey, we could be held liable for damages reladeproduct liability claims, intellectual propersyits
or other legal actions. These legal actions arec#yly directed towards the vehicle manufactured @nis customary to indemnify us from expos
related to any judgments associated with the clakhosvever, in the event that damages could notatleated from the manufacturer or distributor,
could be named in lawsuits and judgments coulébied against us.

There can be no assurance that we will be abladoessfully address the risks described aboveosetbf the current economic circumstances and
environment.

Our success depends in large part upon the oveddmand for the particular lines of vehicles that &a of our stores sell and the ability of t
manufacturers to continue to deliver high qualitgefect-free vehicles.

Demand for our primary manufacturexghicles, as well as the financial condition, mamagnt, marketing, production and distribution calfgs of
these manufacturers, can significantly affect ousibess. Events that adversely affect a manufatsuedbility to timely deliver new vehicles
adversely affect us by reducing our supply of papulew vehicles and leading to lower sales in ¢mres during those periods than would other
occur. We depend on our manufacturers to delivgh-guality, defecfree vehicles. If manufacturers experience futunality issues, our financi
performance may be adversely impacted. In additlmdiscontinuance of a particular brand couldatiggly impact our revenues and profitability.

Many new competitors are entering the automotiviistry. New companies have raised capital to predulty electric vehicles or to license batt
technology to existing manufacturers. Foreign maatufrers from China and India are producing sigaiit volumes of new vehicles and are enterin
U.S. and selecting partners to distribute theidpots. Because the automotive market in the U.Raisire and the overall level of new vehicle sates
not increase in the coming years, the successwfaoenpetitors will likely be at the expense of athestablished brands. This could have a ma
adverse impact on our success in the future.

Vehicle manufacturers would be adversely impacteeédonomic downturns or recessions, adverse fltiongin currency exchange rates, signifi
declines in the sales of their new vehicles, ineesan interest rates, declines in their credihgst labor strikes or similar disruptions (incladiwithin
their major suppliers), supply shortages or rigiagyy material costs, rising employee benefit castlverse publicity that may reduce consumer del
for their products, product defects, vehicle recalinpaigns, litigation, poor product mix or unapjpeavehicle design, or other adverse events. T
and other risks could materially adversely affaty emanufacturer and limit its ability to profitabtlesign, market, produce or distribute new vehj
which, in turn, could materially adversely affecir dusiness, results of operations, financial cimdiand cash flows.
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Additionally, federal and certain state laws maadatnimum levels of vehicle fuel economy and essalbdmission standards. These levels and star
could be increased in the future, including theunesl use of renewable energy sources. Such lates ofcrease the costs of new vehicles, which w
be expected to reduce demand. Further, changé®se faws could result in fewer vehicles availdbtesale by manufacturers unwilling or unabl
comply with the higher standards.

If manufacturers or distributors discontinue or chye sales incentives, warranties and other promo#b programs, our business, results
operations, financial condition and cash flows mae materially adversely affected.

We depend upon the manufacturers and distributmrsdles incentives, warranties and other progthatsare intended to promote new vehicle sal

support dealership profitability. Manufacturers ahistributors routinely make changes to their insenprograms. Key incentive programs include:
e customer rebate

dealer incentives on new vehicls

special rates on certified, |Fowned cars

below-market financing on new vehicles and special lgpgmms; ant

sponsorship of used vehicle sales by authorizedvahicle dealers

Our financial condition could be materially advdysienpacted by a discontinuation or change in oanafacturers’ or distributorshcentive program
In addition, certain manufacturers, including BMWdaMercedes, use a dealership’s manufacturer-dietedrcustomer satisfaction index, or “CSI”
score as a factor governing participation in inc@nprograms. To the extent we cannot meet mininsgore requirements, we may be precluded
receiving certain incentives, which could mateyiativersely affect our business, results of opamatifinancial condition and cash flows.

The ability of our stores to make new vehicle sattspends in large part upon the manufacturers arnterefore, any disruption or change in o
relationships with manufacturers may materially aratversely affect our business, results of operasipfinancial condition and cash flows.

We depend on the manufacturers to provide us witesirable mix of new vehicles. The most populdricles usually produce the highest profit mar
and are frequently in short supply. If we canndBabsufficient quantities of the most popular misdeur profitability may be adversely affectedleS
of less desirable models may reduce our profit inarg

Each of our stores operates pursuant to a Franéligissement with each of the respective manufacsui@rwhich it serves as franchisee. Manufactt
exert significant control over our stores throudie terms and conditions of their franchise agreé¢sneBuch agreements contain provisions
termination or nomenewal for a variety of causes, including CSI esand sales and financial performance. From tintienie, certain of our stores h
failed to comply with certain provisions of theiafchise agreements, and we cannot assure yowuhatores will be able to comply with th
provisions in the future. In addition, actions takey a manufacturer to exploit its bargaining gositin negotiating the terms of renewals of frase
agreements or otherwise could also have a matatiadrse effect on our revenues and profitability inanufacturer terminates or fails to renew or
more of our significant franchise agreements oargd number of our franchise agreements, suchractbald have a material adverse effect or
business, results of operations, financial condiiad cash flows.
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Our Franchise Agreements also specify that, exicepértain situations, we cannot operate a framchisanother manufacturer in the same buildir
the manufactures’ franchised store. This may require us to build fecilities at a significant cost. Moreover, ouamufacturers generally require t
the store meet defined image standards. These damnts could require us to make significant cagtqdenditures.

Manufacturer stock ownership restrictions may impaiur ability to maintain or renew franchise agreesnts or issue additional equit

Certain of our Franchise Agreements prohibit trarssbf ownership interests of a store or, in setbctases, its parent. The most prohibitive regiri
which could be imposed by various manufacturerduging Honda/Acura, Hyundai, Mazda and Nissanyioles that, under certain circumstances
may lose a franchise if a person or entity acquinresownership interest in us above a specifiedl Iéamging from 20% to 50% depending on
particular manufactures’restrictions and falling as low as 5% if anothehicle manufacturer is the entity acquiring thenevship interest) without t|
approval of the applicable manufacturer. Otherrigg&ins in certain Franchise Agreements with mantdrers, including Ford, GM, Honda/Acura
Toyota, provide that a change in control in the @any without prior consent is a violation of ouarichise or dealer framework agreement. Transai
in our stock by our stockholders or prospectiveldtolders are generally outside of our control aray result in the termination or noeenewal of on
or more of our franchises or impair our abilityrtegotiate new franchise agreements for dealerstgpdesire to acquire in the future, which may ha
material adverse effect on our business, resultepafrations, financial condition and cash flowsedd restrictions may also prevent or del
prospective acquirer from acquiring control of usotherwise adversely affect the market price of Glass A common stock or limit our ability
restructure our debt obligations.

If state dealer laws are repealed or weakened, dealerships will be more susceptible to terminatioron-renewal or renegotiation of their franchis
agreements. Additionally, federal bankruptcy lawrcaverride protections afforded under state dealaws.

State dealer laws generally provide that a manufacimay not terminate or refuse to renew a frasehigreement unless it has first provided the t
with written notice setting forth good cause aratist the grounds for termination or noenewal. Certain state dealer laws allow dealefdegrotest
or petitions or attempt to comply with the manufiaet’s criteria within the notice period to avoiltettermination or nonenewal. If dealer laws &
repealed in the states in which we operate, maturizrs may be able to terminate our franchisesowitiproviding advance notice, an opportunit
cure or a showing of good cause. Without the ptateoof state dealer laws, it may also be moreidiff for our dealers to renew their franct
agreements upon expiration.

In addition, these laws restrict the ability of @abbile manufacturers to directly enter the retadrket in the future. If manufacturers obtain tbhéity to
directly retail vehicles and do so in our marksisch competition could have a material adversecetie our business, results of operations, find
condition and cash flows.

As evidenced by the bankruptcy proceedings of i@ithysler and GM in 2009, state dealer laws do fforé continued protection from manufactt

terminations or nomenewal of franchise agreements. No assurancebecgiven that a manufacturer will not seek protectinder bankruptcy laws,
that, in this event, they will not seek to terma&ianchise rights held by us.
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Import product restrictions and foreign trade riskeay impair our ability to sell foreign vehicles pfitably.

A significant portion of the vehicles we sell, aglwas certain major components of such vehicles, manufactured outside the United St:
Accordingly, we are affected by import and expestrictions of various jurisdictions and are demendto a certain extent, on general sagonomir
conditions in, and political relations with, a nuentof foreign countries. Additionally, fluctuatioirs currency exchange rates may increase the gric
adversely affect our sales of vehicles producedobgign manufacturers. Imports into the United &atnay also be adversely affected by incre
transportation costs and tariffs, quotas or dutés; of which could have a material adverse effectour business, results of operations, fina
condition and cash flows.

Environmental, health or safety regulations couldalie a material adverse effect on our business, tessaf operations, financial condition and ca:
flows or cause us to incur significant expenditure

We are subject to various federal, state and leogironmental, health and safety regulations whgolhiern items such as the generation, sto
handling, use, treatment, recycling, transportattbgposal and remediation of hazardous materidlthe emission and discharge of hazardous me
into the environment. Under certain environmenggjutations or pursuant to signed private contragescould be held responsible for all of the ¢
relating to any contamination at our present, or previously owned, facilities, and at third pamaste disposal sites. We are aware of n
contamination at certain of our facilities, and ave in the process of conducting investigationd@mn@mediation at certain properties. The curlewn|
of contamination is such that we do not expectnmui significant costs for the remediation. In aertcases, the current or prior property own
conducting the investigation and/or remediationverhave been indemnified by either the currentrir property owner for such contamination. Tt
can be no assurance that these owners will renggdiatontinue to remediate, these properties pr gracontinue to pay, pursuant to these indens
We are also required to obtain permits from govesmtal authorities for certain operations. If welaie or fail to fully comply with these regulations
permits, we could be fined or otherwise sanctiomgdegulators.

Environmental, health and safety regulations amoimng increasingly stringent. There can be norasme that the cost of compliance with t
regulations will not result in a material adverdée@ on our results of operations or financial dition. Further, no assurances can be given
additional environmental, health or safety matteils not arise or new conditions or facts will ndevelop in the future at our currently or form
owned or operated facilities, or at sites that vay mcquire in the future, which will require usinour significant expenditures.

With the breadth of our operations and volume ofr@umer and financing transactions, compliance withe many applicable federal and state le
and regulations cannot be assured. New regulaticar® enacted on an ongoing basis. These regulatiomsy impact our profitability and requir
continuous training and vigilance. Fines, judgmengnd administrative sanctions can be severe.

We are subject to federal, state and local lawsragdlations in each of the 11 states in which aeehstores. New laws and regulations are enact
an ongoing basis. With the number of stores weaipethe number of personnel we employ and thes laodume of transactions we handle, it is lil
that technical mistakes will be made. It is al&elly that these regulations may impact our profitigband require ongoing training. Current praescir
stores may become prohibited. We are responsiblerfsuring that continued compliance with laws &ntained. If there are unauthorized activitie
serious magnitude, the state and federal authetiizae the power to impose civil penalties and tiamg; suspend or withdraw dealer licenses or
other actions. These actions could materially impar activities or our ability to acquire new gerin those states where violations occurred. Ey
private causes of action on behalf of individuala @lass of individuals could result in signifit@amages or injunctive relief.
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Compliance with the variety of federal, state anacél advertising related regulations cannot be assil These regulations, which impact varic
forms of advertising including print, media, textna Internet, could have a material adverse effect our business, results of operations, financ
condition and cash flows.

Advertising in our business is subject to numerfaderal, state and local laws and regulations. @Haws and regulations address unfair, dece
and/or fraudulent trade practices. Claims arisingad actual or alleged violations of law may bsexted against us or any of our dealers by indalie
either individually or through class actions, ordywvernmental entities in civil or criminal invegitions and proceedings. Such actions may expos
substantial monetary damages and legal defensg, aasinctive relief and criminal and civil fines@penalties.

Governmental regulations related to fuel economyarsiards and greenhouse gases may have an adverggdmon the ability of vehicl
manufacturers to coseffectively produce vehicles or design vehiclesiggsby customers. These regulations may also intpag ability to sell thes
vehicles at affordable prices.

Federal regulations around fuel economy standards‘greenhouse gag€missions have continued to increase. New requintstraay adversely affe
any manufactures' ability to profitably design, market, produce adidtribute vehicles that comply with such reguat. We could be advers
impacted in our ability to market and sell theshigles at affordable prices and in our ability itwahce these inventories. These regulations coaNe k
material adverse effect on our business, resultgpefations, financial condition and cash flows.

Failure of our information technology systems to fjerm adequately or data protection breaches andey attacks could disrupt our operations
result in the loss or misuse of customefwoprietary information. These disruptions could ke a material adverse effect on our business, finet
results and reputation.

Our information technology systems are importarggerating our business efficiently. We employ eyt and websites that allow for the secure st
and transmission of customegg’oprietary information. The failure of our infortien technology systems to perform as we anticigatdd disrupt ot
business and could expose us to a risk of lossisurga of this information, litigation and potentiability.

Our information technology systems may be vulnerabl data protection breaches and cyber attacksnidegur control and we may not have
resources or technical sophistication to anticippatprevent rapidly evolving types of cyber attadk&e invest in security technology to protect oate
and business processes against these risks. Wpualdtase insurance to mitigate the potential firglnmpact of these risks. Despite these precas
we cannot assure that a breach will not occur aydeeach or successful attack could have a negatipact on our operations or business reputation.

Our ability to increase revenues through acquisiti® depends on our ability to acquire and successfuttegrate additional stores.
General
The U.S. automobile industry is considered a mataastry in which minimal growth is expected inittsales of new vehicles. Accordingly, a princ

component of our growth in sales is to make actiois in our existing markets and in new geographarkets. To complete the acquisitior
additional stores, we need to successfully addrask of the following challenges.
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Limitations on our capital resource
The acquisition of additional stores will requingbstantial capital investment. Limitations on oapital resources would restrict our ability to cdete
new acquisitions.

We have financed our past acquisitions from a coatin of the cash flow from our operations, boiirayg under our credit arrangements, issuanc
our common stock and proceeds from private delefriofjs. The use of any of these financing souroetdchave the effect of reducing our earnings
share. We may not be able to obtain financing im fiture due to the market price of our Class A mam stock and overall market conditic
Furthermore, using cash to complete acquisitiongdcsubstantially limit our operating or financfxibility.

Substantially all of the assets of our dealerskipes pledged to secure the indebtedness under edit dacility and our other floor plan financi
indebtedness. These pledges may limit our abiitydrrow from other sources in order to fund ouguasitions.

Manufacturers

We are required to obtain consent from the applécatanufacturer prior to the acquisition of a friaised store. In determining whether to approv
acquisition, a manufacturer considers many factaduding our financial condition, ownership sture, the number of stores currently owned anc
performance with those stores. Obtaining manufactapproval of acquisitions also takes a signifiGamount of time, typically 60 to 90 days.
cannot assure you that manufacturers will approveré acquisitions timely, if at all, which coul@ysificantly impair the execution of our acquisit
strategy.

Most major manufacturers have now establishedditioihs or guidelines on the:

e number of such manufactur’ stores that may be acquired by a single ow
number of stores that may be acquired in any mamkeggion;
percentage of market share that may be controlfezhke automotive retailer grou
ownership of stores in contiguous marki
performance requirements for existing stores;
frequency of acquisition:

In addition, such manufacturers generally requisg ho other manufacturengtands be sold from the same store location, amg/meanufacturers ha
site control agreements in place that limit outigbio change the use of the facility without thapproval.

A manufacturer also considers our past performaseneasured by the Minimum Sales Responsibility SR scores, CSI scores and S
Satisfaction Index (“SSI”) scores at our existitgras. At any point in time, certain stores mayehawores below the manufacturesales zone averag
or have achieved sales below the targets manu@sthave set. Our failure to maintain satisfactmgres and to achieve market share performance
could restrict our ability to complete future staguisitions.

Acquisition risks

We will face risks commonly encountered with growhlhough acquisitions. These risks include, withauitation:
e failing to assimilate the operations and persbofacquired dealerships;

failing to achieve predicted sales levels;

incurring significantly higher capital expendiggrand operating expenses;

entering new markets with which we are unfamiliar

encountering undiscovered liabilities and operal difficulties at acquired dealerships;
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disrupting our ongoing business;

diverting our management resources;

failing to maintain uniform standards, contratglgolicies;

impairing relationships with employees, manufastsi and customers as a result of changes in maresnge

incurring increased expenses for accounting angpciter systems, as well as integration difficsltie

failing to obtain a manufacturertonsent to the acquisition of one or more ofi@alership franchises or renew the franchise ageaeon term
acceptable to us; and

e incorrectly valuing entities to be acquired.

In addition, we may not adequately anticipate ithe demands that growth will impose on our systgmnocedures and structures.

Consummation and competition

We may not be able to consummate any future adiuisi at acceptable prices and terms or identifyable candidates. In addition, increa
competition in the future for acquisition candidat®uld result in fewer acquisition opportunities &is and higher acquisition prices. The magnii
timing, pricing and nature of future acquisition#l @epend upon various factors, including:

the availability of suitable acquisition candiesit

competition with other dealer groups for suitadbguisitions;

the negotiation of acceptable terms with theesalhd with the manufacturer;

our financial capabilities and ability to obtdinancing on acceptable terms;

our stock price;

our ability to maintain required financial covenevels after the acquisition; and

the availability of skilled employees to manalge &cquired businesses.

Financial condition

The operating and financial condition of acquireibesses cannot be determined accurately untdsgsame control. Although we conduct what
believe to be a prudent level of investigation rdgay the operating and financial condition of thesinesses we purchase, in light of the circumss
of each transaction, an unavoidable level of reskains regarding the actual operating conditiothe$e businesses. Similarly, many of the deales
we acquire do not have financial statements auditgarepared in accordance with U.S. generally gteckaccounting principles. We may not hav
accurate understanding of the historical financa@idition and performance of our acquired busireeddatil we actually assume control of the busi
assets and their operations, we may not be abdsdertain the actual value or understand the patdiabilities of the acquired businesses andr
earnings potential.

Indefinite-lived intangible assets, which consist of goodwvélid franchise value, comprise a meaningful portiaf our total assets ($94.5 millic
at December 31, 2012). We must assess our indefilvied intangible assets for impairment at leastraually, which may result in a non-cash write-
down of franchise rights or goodwill and could hawe material adverse impact on our business, reswtoperations, financial condition and ca:
flows and impair our ability to comply with loan e@nants.

Indefinitedived intangible assets are subject to impairmeseasments at least annually (or more frequentBnvetvents or circumstances indicate
an impairment may have occurred) by applying aalue based test. Our principal intangible assetsgaodwill and our rights under our Francl
Agreements with vehicle manufacturers. The riskiropairment charges associated with goodwill incesag there are declines in our ma
capitalization, profitability or cash flows. Theskiof impairment charges associated with franchédee increases if operating losses are sufferdiubat
stores, if a manufacturer files for bankruptcy fothie stores are closed. Impairment charges résuibn-cash writedowns of the affected franch
values or goodwill. Furthermore, impairment chargesld have an adverse impact on our ability tisBathe financial ratios or other covenants ui
our debt agreements and could have a material sel#@pact on our business, results of operatiémsnéial condition and cash flows.
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A net deferred tax asset position comprises a maghil portion of our total assets (approximately $® million at December 31, 2012). We
required to assess the recoverability of this asseian ongoing basis. Future negative operating flemance or other unfavorable developments r
result in a valuation allowance being recorded agat part or all of this amount. This could have aaterial adverse impact on our business, result
operations, financial condition and cash flows arighpair our ability to comply with loan covenants.

Deferred tax assets are evaluated periodicallyeterchine if they are expected to be recoverablihénfuture. This evaluation considers positive
negative evidence in order to assess whethemitise likely than not that a portion of the assdt mot be realized. The risk of a valuation allowe
increases if continuing operating losses are imclrA valuation allowance on our deferred tax assedd have an adverse impact on our abilit
satisfy financial ratios or other covenants under @ebt agreements and could have a material aglwensact on our business, results of operat
financial condition and cash flows.

Our indebtedness and lease obligations could mathyi adversely affect our financial health, limitwr ability to finance future acquisitions an
capital expenditures and prevent us from fulfillingur financial obligations. Much of our debt has &ariable interest rate component that
significantly increase our interest costs in a nigj rate environment.

Our indebtedness and lease obligations could lhaperitant consequences to us, including the follgwin
e limitations on our ability to make acquisitions;
e impaired ability to obtain additional financingrfacquisitions, capital expenditures, working tamr general corporate purposes;
e reduced funds available for our operations andrgtheposes, as a portion of our current cash flmmnfoperations would be dedicated to
payment of principal and interest on our indebtsdnand
e exposure to the risk of increasing interest ratesertain borrowings are, and will continue tpdievariable rates of interest.

In addition, our loan agreements contain coven#ms limit our discretion with respect to businessatters, including incurring additional de
acquisition activity or disposing of assets. Otbevenants are financial in nature, including curmetio, fixed charge coverage and leverage rat
breach of any of these covenants could result default under the applicable agreement. In addittodefault under one agreement could resuli
default and acceleration of our repayment obligetionder the other agreements under the crossitdpfauvisions in such other agreements.

Certain debt agreements contain subjective act®larelauses based on a lender deeming itself insaar if a “material adverse changa”our busines
has occurred. If these clauses are implicated tlamdender declares that an event of default hasroed, the outstanding indebtedness would like
immediately due and owing.

If these events were to occur, we may not be abjgay our debts or borrow sufficient funds to rafine them. Even if new financing were availab

may not be on terms acceptable to us. As a rebthiorisk, we could be forced to take actiong tha otherwise would not take, or not take actitiras
we otherwise might take, in order to comply witkgk agreements.

20




Additionally, our real estate debt generally hdive-year term, after which the debt needs to be renewxeeplaced. A decline in the appraised valt
real estate or a reduction in the loanstdue lending ratios for new or renewed real edtadas could result in our inability to renew méngrreal estal
loans at the debt level existing at maturity, otemns acceptable to us, requiring us to find regieent lenders or to refinance at lower loan amount

As of December 31, 2012, including the effect aéiast rate swaps, approximately 74% of our totait dvas variable rate. The majority of our vari
rate debt is indexed to the onenth LIBOR rate. The current interest rate envinent is at historically low levels, and interegesawill likely increas
in the future. In the event interest rates increasg borrowing costs may increase substantiallgdifonally, fixed rate debt that matures may
renewed at interest rates significantly higher ticarrent levels. As a result, this could have aeamal adverse impact on our business, resul
operations, financial condition and cash flows.

We have a significant relationship with a third-par warranty insurer and administrator. This thirgharty is the obligor of service warranty polici
sold to our customers. Additionally, we have agresits in place that allow for future income based time claims experience on policies sold to
customers. If the insurer should be unable to honour customers’policies or has a decline in their financial healttsuch events could negativi
impact our business and reputation, results of opgons, financial condition and cash flows.

We sell service warranty policies to our customisssied by a thirgharty obligor. We receive additional fee incomeadtual claims are less tt
the amounts reserved for anticipated claims andalsts of administration and administrator profit.

A decline in the financial health of the thipdty insurer could jeopardize the claims resehadd by the administrator, and prevent us fromembihc
the experience payments anticipated to be earnédure years. While the amount we receive varigsually, the loss of this income could negati
impact our business, results of operations, firlrmndition and cash flows. Further, the inabitifythe insurer to honor service warranty claimsila
likely result in reputational risk to us and migasult in claims to cover any default by the insure

The loss of key personnel or the failure to attraadditional qualified management personnel couldvamtsely affect our operations and growth.

Our success depends to a significant degree oaftbes and abilities of our senior managementtigalarly Bryan B. DeBoer, our Director, Presid
and Chief Executive Officer, and Christopher S.zdbl, our Senior Vice President and Chief FinarOificer. Further, we have identified Sidney
DeBoer, our Executive Chairman of the Board, an@&igran B. DeBoer in most of our store franchiseeagnents as the individuals who control
franchises and upon whose financial resources aammthgement expertise the manufacturers may rely \ahemding or approving the transfer of
franchise. If we lose these key personnel, ourrtassi may suffer.

In addition, as we expand, we may need to hiretadil managers. The market for qualified employieethe industry and in the regions in which
operate, particularly for general managers andssalel service personnel, is highly competitive era/ subject us to increased labor costs di
periods of low unemployment. The loss of the sewiof key employees or the inability to attractinddal qualified managers could have a mat
adverse effect on our business, results of opergtifinancial condition and cash flows. In addititine lack of qualified management or emplo
employed by potential acquisition candidates miaytlour ability to consummate future acquisitions.
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The sole voting control of our company is currentheld by Sidney B. DeBoer, who may have interestfecent from our other shareholders. Furthe
2.8 million shares of our Class B common stock hddg Lithia Holding Company, LLC (“Lithia Holding”) are pledged, with other assets, to sec
personal indebtedness of Mr. DeBoer. The failurergpay the indebtedness could result in the salesoth shares and the loss of such control, wt
may violate agreements with certain manufacturers.

Sidney B. DeBoer, our Founder and Executive Chairnsthe sole managing member of Lithia Holdinghkich holds all of the outstanding share
our Class B common stock. A holder of Class B comrstock is entitled to ten votes for each sharée,hghile a holder of Class A common stoc
entitled to one vote per share held. On most ngttee Class A and Class B common stock vote tegeth a single class. As of February 22, 2
Lithia Holding controlled, and Mr. DeBoer had thetteority to vote, approximately 55% of the aggregatimber of votes eligible to be cast
shareholders for the election of directors and notis¢r shareholder actions. In addition, Mr. DeBaety prevent a change in control of our Comj
and make certain transactions more difficult or asgible. The interest of Mr. DeBoer may not alwegcide with our interests as a Company o
interest of other shareholders. Accordingly, MrBDer could cause us to enter into transactiongmeanent that other shareholders would not apj
of or make decisions with which other shareholaesy disagree.

Lithia Holding has pledged 2.8 million shares of @lass B common stock, together with other persassets of Mr. DeBoer, to secure a personal
to Mr. DeBoer from U.S. Bank National Associatidhhe is unable to repay the loan, the bank cool@dlose on the Class B common stock, w
would result in the automatic conversion of sucareh to Class A common stock and a change in daftour Company. If this change is not conse
to by the manufacturers, we would have a technimdation under most of the dealer sales and seragreements held by us. In addition, the m.
price of our Class A common stock could declinearially if the bank foreclosed on such pledged lstacd subsequently sold such stock in the
market.

Risks related to investing in our Class A common stk
Future sales of our Class A common stock in the fialmarket could adversely impact the market prickour Class A common stock.

As of February 22, 2013, we had 2,183,114 shar€das¥fs A common stock reserved for issuance ungleequity plans (including our employee st
purchase plan). As of February 22, 2013, a toté688,463 shares related to outstanding restridimck srestricted stock units and options (with
options having a weighted average exercise pric86027 per share and options to purchase 250,48@stbeing exercisable). In addition, we
2,762,261 shares of Class B common stock outstgradinvertible into 2,762,261 shares of Class A comstock.

In the future, we may issue additional shares of@ass A common stock to raise capital or effecfugsitions. We cannot predict the size of futuakes
or issuance or the effect, if any, they may havehenmarket price of our Class A common stock. $ale of substantial amounts of Class A com
stock, or the perception that such sales may ocowudd adversely affect the market price of oursSla common stock and impair our ability to r.
capital through the sale of additional equity sé@s, or to sell equity at a price acceptabledo u
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Volatility in the market price and trading volumef@ur Class A common stock could adversely impdu talue of the shares of our Class A comn
stock.

The stock market in recent years has experienggdfisant price and volume fluctuations that haftem been unrelated or disproportionate tc
operating performance of companies like ours. Tha®sad market factors may materially reduce theketaprice of our Class A common stc
regardless of our operating performance. The manke¢ of our Class A common stock, which has eigpeed large price and volume fluctuations
the last five years, could continue to fluctuagngicantly for many reasons, including in respotws¢he risks described herein or for reasons atedlt
our operations, such as:

e reports by industry analysi

e changes in financial estimates by securitiesystabr us, or our inability to meet or exceed séies analysts’, investors’ or our own estimates
or expectations
actual or anticipated sales of common stock bytiexjshareholders
capital commitments
additions or departures of key personi
developments in our business or in our indus
a prolonged downturn in our indust
general market conditions, such as interestr@ida exchange rates, commodity and equity prigesilability of credit, asset valuations and
volatility;
changes in global financial and economic mark
armed conflict, war or terrorisn
regulatory changes affecting our industry generatlgur business and operations in partict
changes in market valuations of other companieaiinindustry;
the operating and securities price performanceofpanies that investors consider to be comparahls;tanc
announcements of strategic developments, acquisiad other material events by us, our competitoir suppliers

Oregon law and our Restated Articles of Incorporati may impede or discourage a takeover, which coulgpair the market price of our Class
common stock.

We are an Oregon corporation, and certain provisimnOregon law and our Restated Articles of Inooagion may have antakeover effects. The
provisions could delay, defer or prevent a tendéroor takeover attempt that a shareholder mightsaer to be in his or her best interest. T
provisions may also affect attempts that might ltdata premium over the market price for the skdreld by shareholders, and may make removal
incumbent management and directors more diffigutich, under certain circumstances, could reduearthrket price of our Class A common stock.

Our issuance of preferred stock could adverselyeatfholders of Class A common stock.

Our Board of Directors is authorized to issue aeseof preferred stock without any action on thet jp& our holders of Class A common stock.
Board of Directors also has the power, without ehalder approval, to set the terms of any sucteseri preferred stock that may be issued, inclt
voting powers, preferences over our Class A comatock with respect to dividends or if we voluntadlr involuntarily dissolve or distribute our ass
and other terms. If we issue preferred stock inftihere that has preference over our Class A comstock with respect to the payment of dividenc
upon our liquidation, dissolution or winding up, ibwe issue preferred stock with voting rightsttiilute the voting power of our Class A comr
stock, the rights of holders of our Class A comrstarck or the price of our Class A common stock ddad adversely affected.

Our business is seasonal, and events occurring dgrseasons in which revenues are typically higheayrdisproportionately affect our results of
operations and financial condition.

Historically, our sales have been lower during firet and fourth quarters of each year due to coresupurchasing patterns during the holiday se:
inclement weather in certain of our markets andréduziced number of business days during the hokeagon. If conditions occur during the secor
third quarters that weaken automotive sales, sscheaere weather in the geographic areas in whichdealerships operate, war, high fuel c
depressed economic conditions including unemployroemweakened consumer confidence or similar agveosiditions, our revenues for the year
be disproportionately adversely affected.

ltem 1B . Unresolved Staff Comments

None.
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Iltem 2. Properties

Our stores and other facilities consist primarilyaatomobile showrooms, display lots, service fées, collision repair and paint shops, supplyilfées,
automobile storage lots, parking lots and offiamsated in the states listed under the capBerrviewin Item 1. We believe our facilities are currel
adequate for our needs and are in good repair. $roer facilities do not currently meet manufaetuimage or size requirements and we are ac
working to find a mutually acceptable outcome imte of timing and overall cost. We own certain ndies, but also lease certain properties, proyg
future flexibility to relocate our retail stores dsmographics, economics, traffic patterns or salethods change. Most leases provide us the ofi
renew the lease for one or more lease extensioodseWe also hold certain vacant dealerships awigveloped land for future expansion.

ltem 3. Legal Proceedings

We are party to numerous legal proceedings arigirtge normal course of our business. While we oapnedict with certainty the outcomes of tF
matters, we do not anticipate that the resolutiolegal proceedings arising in the normal coursbugiiness or the proceedings described below aile
a material adverse effect on our business, reghitiperations, financial condition, or cash flows.

Alaska Consumer Protection Act Claims

In December 2006, a suit was filed against us {8adkese, et al vs. Lithia Chrysler Jeep of Ancherdnc, et al, Case No. 3AN-U8341 CI, and i
April, 2007, a second case (Jackie Neese, et dlithga Chrysler Jeep of Anchorage, Inc, et al, €&®. 3AN-064815 CI) (now consolidated)), in 1
Superior Court for the State of Alaska, Third Jiai®istrict at Anchorage. In the suits, plaintifidleged that we, through our Alaska dealers
engaged in three practices that purportedly viofdtesska consumer protection laws: (i) charging ocostrs dealer fees and costs (including docu
preparation fees) not disclosed in the advertises®p(ii) failing to disclose the acquisition, niamical and accident history of used vehicles oetivh
the vehicles were originally manufactured for salea foreign country, and (iii) engaging in decepti misrepresentation and fraud by providin
customers financing from third parties without tiising that we receive a fee or discount for plgcihat loan (a “dealer reserve™he suit seel
statutory damages of $500 for each violation (ce¢Himes plaintifs actual damages, whichever is greater), and aydaes and costs and the plain
sought class action certification. Before and miyithe pendency of these suits, we engaged iesitit discussions with the State of Alaska thrats
Office of Attorney General with respect to theffinwo practices enumerated above. As a resultagfeldiscussions, we entered into a Consent Jud
subject to court approval and permitted potentiads members to “opt-outif the proposed settlement. Counsel for the pRsngittempted to interve!
and, after various motions, hearings and an appehe state Court of Appeals, the Consent Judgimecame final.

Plaintiffs then filed a motion in November 2010 ldeg certification of a class (i) for the 339 custers who “opted-outdf the state settlement, (ii) 1
those customers who did not qualify for recovergemthe Consent Judgment but were allegedly eéigibt recovery under the plaintiff§iroade
interpretation of the applicable statutes, and &iguing that since the Stadesuit against our dealerships did not addressotire fee/discount (dea
reserve) claim, for those customers who arrangeid tiehicle financing through us. On June 14, 2@ ,Trial Court granted plaintiffshotion to certify
a class without addressing either the merits ofclagns or the size of the classes. Discovery is tlase is ongoing. We intend to defend the cl
vigorously and do not believe the novel “dealeeres” claim has merit.

The ultimate resolution of these matters cannopiieelicted with certainty, and an unfavorable resofuof any of the matters could have a mat
adverse effect on our results of operations, firdrmondition or cash flows.
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Iltem 4. Mine Safety Disclosure

Not applicable
PART Il

Iltem 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securities

Stock Prices and Dividenc
Our Class A common stock trades on the New YorklStxchange under the symbol LADThe following table presents the high and low galees
for our Class A common stock, as reported on the Merk Stock Exchange Composite Tape for each efirarters in 2011 and 2012:

2011 High Low

First quarter $ 16.07 $ 13.2¢
Second quarter 20.31 14.1:
Third quarter 23.8¢ 13.8(
Fourth quarter 24.8¢ 13.5%
2012

First quarter $ 2751 $ 20.6:
Second quarter 27.9¢ 21.4¢
Third quartel 34.0C 22.0¢
Fourth quarte 37.8( 31.6(

The number of shareholders of record and approeimatnber of beneficial holders of Class A commarlstas of February 22, 2013 was 861
14,072, respectively. All shares of Lithia’s Cl&sommon stock are held by Lithia Holding CompanlyC.

Dividends declared on our Class A and Class B comstock during 2010, 2011 and 2012 were as follows:

Dividend Total amount of

amount per dividend (in
Quarter declared: share thousands)
2010
First quarter $ - $ -
Second quarter 0.0t 1,30(C
Third quarter 0.0k 1,307
Fourth quarter 0.0t 1,312
2011
First quarter $ 0.0t % 1,31¢
Second quarter 0.07 1,851
Third quarter 0.07 1,83¢
Fourth quarter 0.07 1,813
2012
First quarter $ 0.07 $ 1,81¢
Second quarter 0.1C 2,58:
Third quarter 0.1C 2,54t
Fourth quartef) 0.2C 5,12:

(1) In November 2012, we paid dividends of $2.5 milltbat had been declared in October 2012. An additidividend payment of $2.6 million was
declared and paid in December 2012 in lieu of ikieldnd typically declared and paid in March of fbowing year.
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Repurchases of Class A Common Stc

We repurchased the following shares of our Classimon stock during the fourth quarter of 2012:

Total number Maximum
of shares number of
purchased as shares that
part of may yet be
publicly purchased
Total number announced under the
of shares Average price plans or plans or
purchased paid per share ~ programs @ programs ()
October 1 to October 31 - $ - - 1,879,85
November 1 to November ¢ 70,81¢ 34.2¢ 25,00( 1,854,85.
December 1 to December 31 6,69 36.6¢ - 1,854,85:
Total 77,5149 34.4¢ 25,00( 1,854,85.

(1) In August 2011, our Board of Directors authorizkd tepurchase of up to 2,000,000 shares of ours@asommon stock. On July 20, 2012,
Board of Directors authorized the repurchase o0@,@00 additional shares ofir Class A common stock. Through December 31, 2@&2ha
purchased 1,145,147 shares under these prograamsaterage price of $22.33 per share. These plamothave an expiration date and we
continue to repurchase shares from time to timmaslitions warrant.

(2) Includes 52,514 shares repurchased in associattbrtax withholdings on the exercise of stock optic

Equity Compensation Plan Informatiol
Information regarding securities authorized fougsce under equity compensation plans is includégbin 12.

Stock Performance Grap

The following linegraph shows the annual percentage change in thelative total returns for the past five years oraasumed $100 initial investm:
and reinvestment of dividends, on (a) Lithia Motdre.’s Class A common stock; (b) the Russell 2000; ahéi auto peer group index compose
Penske Automotive Group, AutoNation, Sonic AutowetiGroup 1 Automotive and Asbury Automotive Grotipe only other comparable publi
traded automobile dealerships in the United State®f December 31, 2012. The peer group indexzesilithe same methods of presentation
assumptions for the total return calculation assddthia Motors and the Russell 2000. All comparirethe peer group index are weighted in accord
with their market capitalizations.
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Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100
December 2012
$350.00
$300.00
$250.00
$200.00
$150.00
$100.00
$50.00
s_ i i L i I i
2007 2008 2009 2010 2011 2012
= | jthia Motors, Inc. == R ssell 2000 Index = AUto Peer Group
Base
Period Indexed Returns for the Year Ended
Company/Index 12/31/2007 12/31/2008 12/31/2009 12/31/2010 12/31/2011 12/31/2012
Lithia Motors, Inc. $ 100.0( $ 2531 $ 6397 $ 113.07 $ 175.4: $ 305.8¢
Auto Peer Group 100.0( 48.47 100.2( 139.5: 172.6: 214.7¢
Russell 2000 100.0( 66.2( 84.2( 106.8: 102.3: 119.0¢
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Iltem 6. Selected Financial Data

You should read the Selected Financial Data inwg@tjon with Item 7. “Managemesst’Discussion and Analysis of Financial Conditionl &esults ¢
Operations,’our Consolidated Financial Statements and Noteetih@nd other financial information contained elsere in this Annual Report on Fa
10-K. The results of operations for stores clasdifis discontinued operations have been presentad@mparable basis for all periods presented.

(In thousands, except per share amounts) Year Ended December 31
Consolidated Statements of Operations Data: 2012 2011 2010 2009 2008
Revenues:
New vehicle $ 1,847,600 $ 1,391,370 $ 1,020,838 $ 844,29 $ 1,113,47
Used vehicle retail 833,48 678,57 558,10! 455,63! 443,82!
Used vehicle wholesale 139,23° 128,32¢ 103,81° 69,84t 91,26:
Finance and insurance 112,23: 84,13( 64,217 53,89¢ 74,17:
Service, body and parts 347,70 315,95¢ 277,94! 271,72¢ 283,75
Fleet and other 36,22¢ 34,38: 11,65¢ 2,457 4,82¢
Total revenues $ 331648 $ 2,632,74 $ 203662 $ 169785 $ 2,011,3L
Gross Profit:
New vehicle $ 134,447 $ 107,15 $ 83,64t $ 70,97 $ 87,64¢
Used vehicle retail 121,72: 98,21 78,79t 64,167 51,13¢
Used vehicle wholesale 1,41¢ 597 703 507 (2,96))
Finance and insurance 112,23¢ 84,13( 64,217 53,89¢ 74,17:
Service, body and parts 168,07( 152,22( 133,94 129,24: 135,48°
Fleet and other 1,414 2,97 1,64% 1,23 1,53¢
Total gross profit $ 539,30( $ 445,28: $ 362,94t $ 320,01 $ 347,01
Operating income (los$Y $ 148,36¢ $ 110,81t $ 46,47C % 34517 $ (291,414
Income (loss) from continuing operations beforeoine
taxes®) $ 128,45° $ 88,27( $ 22,21: % 11,57¢  $ (322,18)
Income (loss) from continuing operatioés $ 79,398 $ 55,21C $ 13587 $ 6,60¢ $ (218,42()
Basic income (loss) per share from continuing ofena $ 3.0¢ $ 21C $ 05z $ 03C $ (10.89)
Basic income (loss) per share from discontinuedatjmns 0.04 0.14 0.01 0.12 (1.69)
Basic net income (loss) per share $ 3.1 $ 224 $ 05 $ 04z $ (12.5])
Shares used in basic per share 25,69¢ 26,23( 26,06: 22,031 20,19t
Diluted income (loss) per share from continuingragiens  $ 3.0 % 207 $ 05z $ 03C $ (10.82)
Diluted income (loss) per share from discontinupdrations 0.04 0.14 0.0C 0.11 (1.69)
Diluted net income (loss) per share $ 3.07 $ 221 $ 0.5z $ 041 $ (12.5))
Shares used in diluted per share 26,17( 26,66+ 26,72¢ 22,17¢ 20,19
Cash dividends declared per common share $ 047 $ 0.2¢ $ 0.1t % - % 0.47
(In thousands) As of December 31
Consolidated Balance Sheets Data: 2012 2011 2010 2009 2008
Working capital $ 211,90 $ 191,600 $ 162,67! $ 96,88¢ $ 99,52/
Inventories 723,32t 506,48: 415,22¢ 333,62¢ 428,03.
Total assets 1,492,70: 1,146,13. 971,67¢ 895,10( 1,133,45!
Floor plan notes payable 581,58: 343,94( 251,25° 216,08: 343,29(
Long-term debt, including current maturities 295,05¢ 286,87+ 280,77+ 265,77 338,22¢
Total stockholders’ equity 428,10: 367,12: 320,21° 307,03t 248,34

(1) Includes $0.1 million, $1.4 million, $15.3 millio®7.9 million and $330.3 million of nocash charges related to asset impairments andniztex
construction projects for the years ended 20121202010, 2009 and 2008, respectively. See Notesdl4aof Notes to Consolidated Finan
Statements for additional informatic
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ltem 7. Managements Discussion and Analysis of Financial Condition ahResults of Operations

You should read the following discussion in confimt with Item 1. “Business,” ltem 1A. “Risk Factdrand our Consolidated Financial Statements
Notes theretc

Overview

As discussed in Overview in Item 1, “Businesdiove, we are a leading operator of automotivecfremes and retailer of new and used vehicles
services. As of February 22, 2013, we offered 2ahis of new vehicles and all brands of used vehicle87 stores in the United States and onlil
Lithia.com. We sell new and used cars and trucks and replmeparts; provide vehicle maintenance, warrargyntpand repair services; and arra
related financing, service contracts, protectiordpicts and credit insurance.

We continue to believe that the fragmented natdréhe automotive dealership sector provides us with opportunity to achieve growth throi
consolidation. We seek exclusive franchises foruation and target midized and regional markets for domestic and imgf@nchises ar
metropolitan markets for luxury franchises. We hawenpleted over 100 acquisitions since our ingiablic offering in 1996. Our acquisition strat
has been to acquire dealerships at prices that meeinternal investment targets and, through thglieation of our centralized operating struct
leverage costs and improve store profitability. Wédeve the current economic environment providewith attractive acquisition opportunities.

We also believe that we can continue to improveapms at our existing stores. By promoting erreapurial leadership within our general mana
and department managers, we strive for continugkdrement to drive sales and capture market shmaoii local markets. Our goal is to retail
average of 75 used vehicles per store per montlwanidelieve we can make additional improvementsunused vehicle sales performance by offe
lowerpriced value vehicles and selling brands other tiennew vehicle franchise at each location. Ouvise, body and parts operations pro»
important repeat business for our stores. We coetito grow this business through increased maigkedifforts, competitive pricing on routi
maintenance items and diverse commodity produerioffs. In 2012, we continued to experience orggnievth through increasing market share
maintaining a lean cost structure.

We believe our cost structure is aligned with coriedustry sales levels and positioned to be yed if vehicle sales levels continue to improve
target selling, general and administrative (“SG&#&Xpense as a percentage of gross profit in the 608h range as vehicle sales improve. As we 1
on maintaining discipline in controlling costs, wentinue to target retaining, on a same storetgxresasis, 50% of each incremental gross profitac
after deducting SG&A expense.

Critical Accounting Policies and Estimates

The preparation of financial statements in conftymiith U.S. generally accepted accounting priresplequires us to make certain estimates, judgi
and assumptions that affect the reported amoun&sséts and liabilities, the disclosure of contmgessets and liabilities and reported amoun
revenues and expenses at the date of the finastataiments. Certain accounting policies requirmumsake difficult and subjective judgments on nma
that are inherently uncertain. The following acding policies involve critical accounting estimatbscause they are particularly depender
assumptions made by management. While we have madéest estimates based on facts and circumstan@sble to us at the time, differ
estimates could have been used in the currentghe@ibanges in the accounting estimates we userkasenably likely to occur from period to per
which may have a material impact on the presemtatfaur financial condition and results of opevas.
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Our most critical accounting estimates include ¢hadated to goodwill and franchise value, Idivgd assets, deferred tax assets, service costean
other insurance contracts, and lifetime oil changd selfinsurance programs. We also have other key accaumilicies for valuation of accou
receivable, expense accruals and revenue recagnifiovever, these policies either do not meet #fenidion of critical accounting estimates descd
above or are not currently material items in ouaficial statements. We review our estimates, judgsnand assumptions periodically and reflec
effects of revisions in the period that they arerded to be necessary. We believe that these estirae¢ reasonable. However, actual results cofflt
materially from these estimates.

Goodwill and Franchise Value

We are required to test our goodwill and franchigkie for impairment at least annually, or moregérently if conditions indicate that an impairrr
may have occurred. We have determined that we tpers one reporting unit for evaluating goodwille\iiave the option to qualitatively
guantitatively assess goodwill for impairment aimd,2012, evaluated our goodwill using a quantimtassessment process. We test goodwi
impairment using the Adjusted Present Value me(ha&V") to estimate the fair value of our reporting unindgr the APV method, future cash flc
are based on recently prepared budget forecastbuasidess plans and are used to estimate the fatumeomic benefits that the reporting unit
generate. An estimate of the appropriate discaatetis utilized to convert the future economic igneo their present value equivalent.

The quantitative goodwill impairment test is a tatep process. The first step identifies potentigdairments by comparing the calculated fair valua
reporting unit with its book value. If the fair va of the reporting unit exceeds the carrying arhogmodwill is not impaired and the second stepai
necessary. If the carrying value exceeds the faline; the second step includes determining thei@étghir value through further market research.
implied fair value of goodwill is then compared fwvthe carrying amount to determine if an impairmeas should be recorded.

As of December 31, 2012, we had $32.0 million oddwill on our balance sheet. The first step of annual goodwill impairment analysis, which
perform as of October 1 of each year, did not teisuln indication of impairment in 2012, 2011 @&1P. The fair value of the reporting unit a:
December 31, 2012, using the APV method, was 10@%ter than the carrying value at December 31, 2012

We have determined the appropriate unit of accagrfor testing franchise rights for impairment is @an individual store basis. We have the optic
early adopt an amendment that allows us to quiakiigt assess indefinite-lived intangible assetsifopairment. In 2012, we evaluated our indefinite-
lived intangible assets using a quantitative assestprocess. We estimate the fair value of ourchgse rights primarily using the MulReriod Exces
Earnings (“MPEE”)model. The forecasted cash flows used in the MPEBeincontain inherent uncertainties, including Bigant estimates ar
assumptions related to growth rates, margins, gérmgerating expenses, and cost of capital. Wepugearily internallydeveloped forecasts &
business plans to estimate the future cash floatsehch franchise will generate. We have determtingdonly certain cash flows of the store arediy
attributable to the franchise rights. We estiméaie appropriate interest rate to discount futurdn diswvs to their present value equivalent taking
consideration factors such as a risk-free ratees group average beta, an equity risk premiumeagmall stock risk premium.

We also may use a market approach to determintaihealue of our franchise rights. These markdadaoints include our acquisition and divesti
experience and third-party broker estimates.

As of December 31, 2012, we had $62.4 million ahfthise value on our balance sheet. Our impairtesting of franchise value did not indicate
impairment in 2012, 2011 or 2010.

We are subject to financial statement risk to tkierd that our goodwill or franchise rights becoimgaired due to decreases in the fair value. Aré
decline in performance, decreases in projected tromtes or margin assumptions or changes in digo@tes could result in a potential impairm
which could have a material adverse impact on mantial position and results of operations. Furtigre, in the event that a manufacturer is unat
remain solvent, we may be required to record dgant total impairment on the remaining franchisdue related to that manufacturer.
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See Notes 1 and 5 of Notes to Consolidated Finb8taégements for additional information.

Long-Lived Assets
We estimate the depreciable lives of our propeny equipment, including leasehold improvements, @view them for impairment when event:
circumstances indicate that their carrying amoumdy not be recoverable.

We determine a triggering event has occurred bievang store forecasted and historical financiaf@enance. A store is evaluated for recoverabifi
it has an operating loss in the current year amddfithe prior three years. Additionally, we maggmentally evaluate a store if its financial pemf@anct
indicates it may not support the carrying amourtheflonglived assets. If a store meets these criteria, stimate the projected undiscounted cash f
for each asset group based on internally develdpextasts. If the undiscounted cash flows are lotlvan the carrying value of the asset group
determine the fair value of the asset group baseatditional market data, including recent expergeim selling similar assets.

We hold certain property for future developmenimmestment purposes. If a triggering event is dektoehave occurred, we evaluate the propert
impairment by comparing its estimated fair valusdzhon listing price less costs to sell and otharket data, including similar property that is fade
or has been recently sold, to the current carryalge. If the carrying value is more than the eatid fair value, an impairment is recorded.

Although we believe our property and equipment asskts held and used are appropriately value@gsthiemptions and estimates used may chanc
we may be required to record impairment chargeedace the value of these assets. A future detliséore performance, decrease in projected gt
rates or changes in other operating assumptionlsl cesult in an impairment of lonlj+ed asset groups, which could have a materiabesb/impact c
our financial position and results of operations.

Due to the adverse change in the business clinmatelee commercial real estate market, we perforimgxhirment testing on lonlijved assets, main
related to certain property held for future develemt or investment purposes in 2012, 2011 and 284 result, we recorded impairments relate
long-lived assets of $0.1 million, $1.4 million afil5.3 million in 2012, 2011 and 2010, respectively

See Notes 1 and 4 of Notes to Consolidated Finb8taégements for additional information.

Deferred Tax Asse

As of December 31, 2012, we had deferred tax assfetpproximately $61.1 million and deferred taabilities of $28.5 million. The princip
components of our deferred tax assets are relatepbadwill, allowances and accruals, capital losgyforwards, deferred revenue and cancelli
reserves. The principal components of our defeiardiabilities are related to depreciation on gdp and equipment and inventories.

We consider whether it is more likely than not thatne portion or all of the deferred tax assetswait be realized. The ultimate realization of defe
tax assets is dependent upon future taxable inctumimg the periods in which those temporary diffees become deductible. We consider
scheduled reversal of deferred tax liabilities I{iding the impact of available carryback and camyiard periods), projected future taxable inconme
tax-planning strategies in making this assessment.
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Based upon the scheduled reversal of deferredahitities, and our projections of future taxabheome over the periods in which the deferred taet
are deductible, we believe it is more likely than that we will realize the benefits of the unreser deductible differences.

As of December 31, 2012, we had an $11.6 millioluaton allowance against our deferred tax asdéts valuation allowance was associated
losses from the sale of corporate entities. Asetf@aounts are characterized as capital lossesyakeated the availability of projected capital gaamnc
determined that it would be unlikely these amowmtsild be fully utilized. If we are unable to mebetprojected taxable income levels utilized in
analysis, and depending on the availability of ifglastax planning strategies, we might record agitazhal valuation allowance on a portion or allafi
deferred tax assets in the future. In the evertahaanufacturer is unable to remain solvent, qerations may be impacted and we might rect
valuation allowance on a portion or all of the defd tax assets, which could have a material advienpact on our financial position and result
operations.

Service Contracts and Other Insurance Contracts

We receive commissions from the sale of vehicleisercontracts and certain other insurance corgradte contracts are sold through unrelated
parties, but we may be charged back for a portioth® commissions in the event of early terminatidrthe contracts by customers. We sell tl
contracts on a straight commission basis; in amlditwe may also participate in future underwritipgfit pursuant to retrospective commiss
arrangements, which are recognized as income Lgumipt.

We record commissions at the time of sale of thieickes, net of an estimated liability for futureacbebacks. We have established a reserv:
estimated future charge-backs based on an analf/$istorical chargdsacks in conjunction with estimated lives of thelagable contracts. If futu
cancellations are different than expected, we ctalde additional expense related to the cancefigtio future periods, which could have a mat
adverse impact on our financial position and resoftoperations.

At December 31, 2012 and 2011, the reserve fordutancellations totaled $13.5 million and $10.4liom, respectively, and is included in accr
liabilities and other longerm liabilities on our Consolidated Balance SheAtd0% increase in expected cancellations wouldiltean an additioni
reserve of approximately $1.3 million.

Lifetime Oil Change Selnsurance
In March 2009, we assumed from a third party thiggabon to provide future lifetime oil service farpool of existing contracts and began to swlie
the majority of the lifetime oil contracts we sell.

Payments we receive upon sale of the lifetime ailtacts are deferred and recognized in revenuetbeeexpected life of the service agreement td
match the expected timing of the costs to be imgluno perform the service. We estimate the timind amount of future costs for claims
cancellations related to our lifetime oil contragséng historical experience rates and estimateddwcosts.

If our estimates of future costs to perform undher ¢ontracts exceed the existing deferred revemeeecord a charge in the Consolidated Statemé
Operations. We perform our loss contingency anslgsparately for the pool of assumed contractsttamgool of selfinsured contracts sold starting
March 2009. We recorded a charge of $1.0 milliobath 2011 and 2010 for expected costs in excessvehue deferred related to the pool of assi
contracts. We did not record an additional charg2d12. The analysis on our s@lsured sold contracts did not indicate a lossrvesevas needed
2012, 2011 and 2010.
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We believe the new vehicle purchase cycle has tekxyed for many buyers. If the ownership cyclesdoat accelerate towards pesession levels, o
estimate of the number of oil changes to be perédriover a vehicla' life may increase, which would adversely affaat financial position and resu
of operations. In addition, other changes in assiomp about future costs expected to be incurresktuice contracts could result in the recogniti
additional charges, which could have a materiabaslyimpact on our financial position and resultsperations.

A 10% change in expected claims costs per confoathe assumed pool of contracts would resultnradditional reserve of approximately $0.7 mill
A 10% change in expected claims per contract fersifinsured sold contracts would not require any addél reserve. At December 31, 2012,
remaining deferred revenue related to the assurbléghtion and the self-insured sold contracts wa® $illion and $33.9 million, respectively.

Self Insurance Programs

We self-insure a portion of our property and cauiglsurance, medical insurance and workers’ corsgion insurance. Thirgarties are engaged
estimate the loss exposure related to thersédiined portion of the risk associated with theserances. Additionally, we analyze our historicels an
claims experience to estimate the loss exposurmeciassd with these programs. Any changes in assampbr claims experience could result in
recognition of additional charges, which could havaaterial adverse impact on our financial positiad results of operations.

At December 31, 2012 and 2011, the total resersecisted with these programs was $12.4 million $b@.4 million, respectively, and is includec
accrued liabilities and other lortgrm liabilities on our Consolidated Balance Sheat40% increase in claims experience would reisuén additionz
reserve of approximately $4.5 million.

Results of Continuing Operations

For the year ended December 31, 2012, we repantamrie from continuing operations, net of tax, 09.&7million, or $3.03 per diluted share. For
years ended December 31, 2011 and 2010, we repoadernhe from continuing operations, net of tax$66.2 million, or $2.07 per diluted share,
$13.6 million, or $0.52 per diluted share, respedyi.

Discontinued Operations

Results for sold or closed stores, qualifying feclassification under the applicable accountinglgnce, have their results presented as discon
operations in our Consolidated Statements of OperstAs a result, our results from continuing apiens are presented on a comparable basis -
periods. Within discontinued operations, we reaiaegain, net of tax, of $1.0 million, $3.7 milli@amd $0.1 million for the years ended Decembe
2012, 2011 and 2010, respectively. See Notes L&rmd Notes to Consolidated Financial Statementadalitional information.
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Key Performance Metrics

Certain key performance metrics for revenue andgpoofit were as follows for 2012, 2011 and 20ddll&rs in thousands):

Percent of Percent of
Total Gross Profit Total
2012 Revenues Revenues Gross Profit Margin Gross Profit
New vehicle $ 1,847,60: 55.1% $ 134,44 7.3% 24.Y
Used vehicle, retail 833,48 25.1 121,72: 14.¢ 22.€
Used vehicle, wholesale 139,23° 4.2 1,41¢ 1.C 0.2
Finance and insuran¢e 112,23¢ 3.4 112,23 100.( 20.€
Service, body and parts 347,70: 10.5 168,07( 48.: 31.1
Fleet and other 36,22¢ 1.1 1,41¢ 3.¢ 0.2
$ 3,316,48 100.% $ 539,30!( 16.2% 100.(%
Percent of Percent of
Total Gross Profit Total
2011 Revenues Revenues Gross Profit Margin Gross Profit
New vehicle $ 1,391,37! 52.¢% $ 107,15( 7.7% 24.1%
Used vehicle, retail 678,57: 25.¢ 98,21+« 14.5 22.1
Used vehicle, wholesale 128,32¢ 4.¢ 597 0.t 0.1
Finance and insuran€®e 84,13( 3.2 84,13( 100.( 18.¢
Service, body and parts 315,95¢ 12.C 152,22( 48.2 34.2
Fleet and other 34,38: 1.2 2,97: 8.€ 0.€
$ 2,632,741 100.% $ 445,28: 16.%9% 100.(%
Percent of Percent of
Total Gross Profit Total
2010 Revenues Revenues Gross Profit Margin Gross Profit
New vehicle $ 1,020,88: 50.1% $ 83,64¢ 8.2% 23.(%
Used vehicle, retail 558,10! 27.4 78,79t 14.1 21.%
Used vehicle, wholesale 103,81° 5.1 702 0.7 0.2
Finance and insuran¢ge 64,217 3.2 64,217 100.( 17.7
Service, body and parts 277,94! 13.€ 133,94: 48.2 36.€
Fleet and other 11,65¢ 0.€ 1,64% 14.1 0.5
$ 2,036,62 100.% $ 362,94t 17.€% 100.(%

(1) Commissions reported net of anticipated canceliati

Same Store Operating Data
We believe that same store sales are a key indichtour financial performance. Same store mettiemonstrate our ability to grow our revenue
profitability in our existing locations. As a resuidame store sales have been integrated intaghession below.

A same store metric represents stores that wematipg during 2012, and only includes the month&€mvbperations occur in both comparable per
For example, a store acquired in August 2011 wdaeldncluded in same store operating data beginimirf@eptember 2012, after its first full comp
comparable month of operation. Thus, operatinglt®$ar same store comparisons would include ohfy period of September through Decemb
both comparable years.
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New Vehicle Revenue

Year Ended

December 31, %
(Dollars in thousands) 2012 2011 Increase Increase
Reported
Revenue $ 184760 $ 139137 $ 456,22¢ 32.8%
Retail units sold 55,66¢ 42,13¢ 13,527 32.1
Average selling price per retail unit $ 33,19. % 33,01¢ % 172 0.t
Same store
Revenue $ 1,776,89 $ 1,367,171 $ 409,72( 30.(%
Retail units sold 53,59( 41,391 12,19¢ 29.t
Average selling price per retail unit $ 33,157 $ 33,03 $ 12€ 0.4

Year Ended

December 31, %
(Dollars in thousands) 2011 2010 Increase Increase
Reported
Revenue $ 1,391,377 $ 102088 $ 370,49: 36.%
Retail units sold 42,13¢ 31,94¢ 10,19¢ 31.¢
Average selling price per retail unit $ 33,01¢ $ 31,95¢ $ 1,061 3.2
Same Store
Revenue $ 1,29500. $ 1,00572 $ 289,28( 28.8%
Retail units sold 39,50¢ 31,46« 8,04 25.¢
Average selling price per retail unit $ 32,780 $ 31,96: $ 81¢€ 2.€

New vehicle sales in 2012 improved compared to 38irbarily due to volume growth as y-overyear same store sales volume increased 29.5¢
25.6%, respectively, in 2012 and 2011.

The number of new vehicles sold in the U.S. in 2@Etined as the seasonally adjusted annual rege; gpproximately 13.4% over 2011. In additio
the overall market recovery, we have increasedshare of vehicle sales in several of our marketsw@ in our domestic and import brand sales

outpaced the growth experienced nationally. Our eiio brand same store sales grew 27.2% in 201a@d to 2011. Same store sales for in
brands grew 38.3% in 2012 compared to 2011. Ceofairur markets have seen an increase in local ehaedes volumes exceeding the national ave
We remain focused on increasing our share of oiveeal vehicle sales within our markets.

New vehicle sales improved throughout 2011 compéwe2D10 due to a recovery in the U.S. economya@mdefforts to increase our share of the

vehicles sold within each local market. Credit &dzlity continued to improve throughout 2011, altigh, within the sulprime market, lendir
remained constrained.
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Used Vehicle Retail Revenues

Year Ended

December 31, %
(Dollars in thousands) 2012 2011 Increase Increase
Reported
Retail revenue $ 833,48: $ 678,57 $ 154,91 22.&%
Retail units sold 47,96¢ 39,43¢ 8,52¢ 21.¢€
Average selling price per retail unit $ 17,377 $ 17,207 $ 17C 1.C
Same store
Retail revenue $ 802,16¢ $ 664,29: $ 137,87 20.£%
Retail units sold 46,17¢ 38,62¢ 7,551 19t
Average selling price per retail unit $ 17,37,  $ 17,197 $ 174 1.C

Year Ended

December 31, %
(Dollars in thousands) 2011 2010 Increase Increase
Reported
Retail revenue $ 678,57 $ 558,10 $ 120,46¢ 21.6%
Retail units sold 39,43¢ 33,241 6,19t 18.€
Average selling price per retail unit $ 17,207 $ 16,79C $ 417 2E
Same store
Retail revenue $ 633,91 $ 543,10t $ 90,80¢ 16.7%
Retail units sold 37,16¢ 32,32t 4,84: 15.C
Average selling price per retail unit $ 17,05 $ 16,801 $ 254 1t

Used vehicle retail sales continue to be a stratémius as we strive for organic growth. Our sggtés to offer three categories of used vehi
manufacturer certified pre-owned used vehicleg; tabdel, lower-mileage vehicles; and value autekjoles with over 80,000 miles.

In 2012, sales increased in all three categoriesefl vehicles compared to 2011.

e Same store unit sales for manufacturer certifieelowned used vehicles increased 22.9%. This catelgasyhigher average sale prices
experiences a lower gross margin than the othegosaes.

e Same store unit sales for the late model, loweeagi¢ vehicle category increased 11.3%. Our perfocean this category is still belc
manageme’s expectation and we continue to focus on improengresults

e Same store unit sales for the value auto categuneased 36.9%. Value auto vehicles have loweragesselling prices and experience a hi
gross margin than our other used vehicle categofdditionally, value autos provide an organic ogipnity to convert vehicles acquired
trade-in to retail used vehicle sale

Our retail used to new vehicle sales ratio waslOfiér. the year ended December 31, 2012 compar8d®t in 2011 and 1.0:1 in 2010. On average,
of our stores currently sells 46 retail used vehiaiits per month and we target increasing sal@s tnits per month.

Used vehicle retail unit sales increased in 20ITrhpared to 2010 as consumers elected to purchasevebéles instead of new vehicles, and a
increased the number of lower-price, higher-margider used vehicles we sell. We also increaseddales of brands other than the stereéw vehicl
franchise. We focused our store personnel on makigniretail used vehicle sales and reducing thebmrmof used vehicles we wholesale after acqu
them via trade-in.
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Used Vehicle Wholesale Revenues

(Dollars in thousands)

Reported

Wholesale revenue

Wholesale units sold

Average selling price per wholesale unit

Same store

Wholesale revenue

Wholesale units sold

Average selling price per wholesale unit

(Dollars in thousands)

Reported

Wholesale revenue

Wholesale units sold

Average selling price per wholesale unit

Same store

Wholesale revenue

Wholesale units sold

Average selling price per wholesale unit

Year Ended %
December 31, Increase Increase
2012 2011 (Decrease) (Decrease)
$ 139,237 $ 128,32¢ $ 10,90¢ 8.5%
19,14« 16,08t 3,05¢ 19.C
$ 727 $ 7,97¢ $ (70E) (8.)
$ 132,72: $ 123,04¢ $ 9,67¢ 7.%
18,38: 15,61: 2,77C 17.7
$ 722C $ 7,881 $ (661) (8.9)
Year Ended
December 31, %
2011 2010 Increase Increase
$ 128,32¢ $ 103,817 $ 24,51: 23.6%
16,08¢ 13,59¢ 2,491 18.:
$ 7,97¢ $ 76371 $ 341 4.5
$ 118,59: $ 100,77¢ $ 17,821 17.%%
15,17: 13,23¢ 1,93¢ 14.¢
$ 78171 $ 761z $ 20E 2.7

Wholesale transactions are vehicles we have puediiism customers or vehicles we have attemptexiiovia retail that we elect to dispose of du
inventory age or other factors. Wholesale vehielestypically sold at or near inventory cost andndb comprise a meaningful component of our ¢
profit. We generated wholesale gross profit of $tidion, $0.6 million and $0.7 million in 2012, 2@ and 2010, respectively.

Finance and Insurance

(Dollars in thousands)

Reported
Revenue

Same store
Revenue
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Year Ended
December 31, %
2012 2011 Increase Increase
$ 112,23 % 84,13( $ 28,10¢ 33.%%
$ 107,37¢ $ 81,058 $ 26,321 32.5%




Year Ended %

December 31, Increase Increase
(Dollars in thousands) 2011 2010 (Decrease) (Decrease)
Reported
Revenue $ 84,13( $ 64,217 $ 19,91: 31.(%
Same store
Revenue $ 78,61¢ $ 60,44C $ 18,17¢ 30.1%

The increases in finance and insurance sales i@ 206thpared to 2011 and 2011 compared to 2010 wearendby increased vehicle sales volume.
availability of consumer credit has expanded si2020 with lenders increasing the loanviue amount available to most customers. Additigr
competition continued to increase among lendersvemdaw an increase in finance reserves. As dtrese experienced annual improvement in
average amount of revenue per unit. These shiibsdEfd us the opportunity to sell additional or meomprehensive products, while remaining witf
loan-to-value framework acceptable to our retaditomer lenders.

Penetration rates for certain products were asval

Finance and insurance
Service contracts
Lifetime oil change and filter

Service, Body and Parts Reven

(Dollars in thousands)
Reported

Customer pay

Warranty

Wholesale parts

Body shop

Total service, body and parts

Same store

Customer pay

Warranty

Wholesale parts

Body shop

Total service, body and parts
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2012 2011 2010
76% 72% 68%
41 41 41
35 3€ 34
Year Ended %
December 31, Increase Increase
2012 2011 (Decrease) (Decrease)
196,077 $ 176,87¢ $ 19,19¢ 10.9%
52,71 52,041 672 1.2
64,13¢ 56,82¢ 7,31: 12.¢
34,77« 30,21: 4,562 15.1
347,70 $ 315,95¢ $ 31,74¢ 10.(%
185,04 $ 173,07« $ 11,97: 6.€%
49,05¢ 50,40¢ (2,359 2.7
60,93: 56,111 4,82( 8.€
34,76¢ 30,21- 4,557 15.1
329,80 $ 309,80 $ 19,99¢ 6.5%




Year Ended %

December 31, Increase Increase
(Dollars in thousands) 2011 2010 (Decrease) (Decrease)
Reported
Customer pay $ 176,87¢ $ 155,56¢ $ 21,31( 13.7%
Warranty 52,04: 48,63: 3,40¢ 7.C
Wholesale parts 56,82¢ 47,67( 9,15¢ 19.2
Body shop 30,21: 26,07 4,13¢ 15.¢
Total service, body and parts $ 315,95¢ $ 277,94 % 38,01 13.7%
Same store
Customer pay $ 158,45: $ 152,45: $ 6,00( 3.8%
Warranty 45,41 47,397 (1,98¢) (4.2)
Wholesale parts 51,89« 47,07 4,822 10.z
Body shop 29,68¢ 26,04( 3,64¢ 14.C
Total service, body and parts $ 285,44! $ 272,96( $ 12,48¢ 4.%

Our service, body and parts business improved 2 2@mpared to 2011 and in 2011 compared to 20t c@stomer pay business has increased
maintained our focus on retaining customers throzgyhpetitivelypriced routine maintenance offerings and increasarketing efforts. The same st
customer pay service and parts business represégtéd and 55.9% of the total same store serviody land parts business in 2012 and 2
respectively. As a result of our increased focus @marketing efforts, same store customer pay basiirereased 6.9% in 2012 compared to 201:
3.9% in 2011 compared to 2010.

Warranty work accounted for approximately 14.9%wof same store service, body and parts sales ia @hpared to 16.3% in 2011. In 2012 comp
to 2011, same store warranty sales decreased D@frtestic brand warranty work decreased by 3.7%lewhiport/luxury warranty work decreased
1.8% in 2012 compared to 2011. Same store warraotk declined 4.2% in 2011 compared to 2010. Wayravork continues to be impacted
declining units in operation from 2008, 2009 and@@nd increased vehicle reliability, particularydomestic brands.

We continued to grow our wholesale parts and bdayp sales in 2012, which represented 29.0% of anresstore service, body and parts revenu
in 2012 and grew 10.9% on a same store basis i @0hpared to 2011. These categories allow foeimental organic growth. Because both whole
parts and body shop margins are lower than sewir&, we expect gross margins may modestly de@ménese areas of the business comprise a
portion of the total.

Gross Profit
Gross profit increased $94.0 million in 2012 congoato 2011 and increased $82.3 million in 2011 canegh to 2010. The increases in 2012 and
were primarily due to increased revenues, partigiiget by declines in our overall gross profit giar

Our gross profit margins by business line wereoflews:

Basis
Point
Year Ended December 31, Change*
2012 2011

New vehicle 7.3% 7. 1% (40)bp
Retail used vehicle 14.€ 14.¢ 10
Wholesale used vehicle il {0 0.t 50
Finance and insurance 100.( 100.( -
Service, body and parts 48.F 48.2 10
Fleet and other 3.8 8.€ 470
Overall 16.2% 16.9% (60)
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Basis

Point
Year Ended December 31, Change*
2011 2010
New vehicle 7.7% 8.2% (50)bp
Retail used vehicle 14.t 14.1 40
Wholesale used vehicle 0.5 0.7 (20)
Finance and insurance 100.( 100.( -
Service, body and parts 48.2 48.2 -
Fleet and other 8.€ 14.1 (550)
Overall 16.% 17.8% (90)

* A basis point is equal to 1/1000f one percent.

Our overall gross profit margin decreased 60 bpsists in 2012 compared to 2011. New vehicle margiacreased compared to 2011. This dec
was due to higher gross margins in 2011 as newcleebupply had been limited due to the earthquakktsunami in Japan. Additionally, in 2012
gain market share in certain markets, we pricedcleh lower, negatively impacting margins. Usedigkshmargins and service, body and parts ma
were relatively unchanged in 2012 compared to 2@ik.overall gross profit margin decreased prigadile to a mix shift as we sold a greater nut
of new vehicles, which have lower margins thanatbher businesses.

Asset Impairment Charge
Asset impairments recorded as a component of agntiroperations consist of the following (in thonds):

Year Ended December 31, 2012 2011 2010
Asset Impairments
Long-lived assets $ 11t $ 1,37¢ $ 15,30:

During 2012 and 2011, we recorded impairment cleaggsociated with certain properties. As the exgkfitture use of these facilities changed
long-ived assets were tested for recoverability. Assult, we determined the carrying value exceededfdir value of these properties and &
impairment charges were recorded.

During 2010, we believed events and circumstanugisated the carrying amount of our non-operatidoraddived assets may no longer be recover:
triggering interim impairment tests. We determietiggering event had occurred based on the fatigactors:
e slower industry recovery for retail vehicle saleart originally projected at the end of 20

e oversupply of vacant dealership properties duééoeconomic downturn and bankruptcy proceeding€foysler and GM; an
e the broader economic recovery, including the abdity of credit, remained gradual, limiting thetpatial buyers of these types of propert

Based on the results of those tests, we recordel mspairment charges associated with certainegptigs during 2010.

See Notes 1 and 4 of Notes to Consolidated Finb8tagements for additional information.
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Selling, General and Administrative Expens‘SG&A”)
SG&A includes salaries and related personnel exgeradvertising (net of manufacturer cooperativeedising credits), rent, facility costs, and o
general corporate expenses.

Year Ended

December 31, %
(Dollars in thousands) 2012 2011 Increase Increase
Personnel 243,24¢ % 210,99¢ $ 32,25:¢ 15.2%
Advertising 31,91: 23,87t 8,03¢ 33.7
Rent 15,16: 13,25¢ 1,90¢ 14.¢
Facility costs 24,17: 17,26( 6,91: 40.C
Other 59,19: 51,27¢ 7,91¢ 15.4
Total SG&A 373,68t $ 316,66: $ 57,02¢ 18.C

Year Ended

December 31, Increase
As a % of gross profit 2012 2011 (Decrease)
Personnel 45.1% 47.2% (230)bps
Advertising 5.¢ 5.4 50
Rent 2.8 3.C (20)
Facility costs 4.t 3.8 70
Other 11.C 11.5 (5C)
Total SG&A 69.2% 71.1% (180)bps

Year Ended %

December 31, Increase Increase
(Dollars in thousands) 2011 2010 (Decrease) (Decrease)
Personnel 210,99t $ 176,93t $ 34,05¢ 19.2%
Advertising 23,87¢ 25,39¢ (1,529 (6.0)
Rent 13,25¢ 12,56¢ 687 5.2
Facility costs 17,26( 22,33t (5,07%) (22.7)
Other 51,27¢ 46,92! 4,35:% 9.3
Total SG&A 316,66 $ 284,16. $ 32,50( 11.¢

Year Ended

December 31, Increase
As a % of gross profit 2011 2010 (Decrease’
Personnel 47.2% 48.8% (140bps
Advertising 5.4 7.C (260
Rent 3.C 3.t (50)
Facility costs 3.8 6.1 (230
Other 11.5 12.€ (140)
Total SG&A 71.1% 78.5% (720)bps

SG&A expense increased $57.0 million in 2012 coragdo 2011, and $32.5 million in 2011 compared@&@ These increases were primarily dr
by increased variable costs associated with imgteades and an increase in advertising as we fdaus@aining market share. These increases in
were offset by a continued focus to reduce or maiinfixed costs and effectively manage variabletxols 2011, a $6.3 million gain on the sal
property in California was recorded as a componoéfdcility costs.

SG&A as a percentage of gross profit was 69.3%0it?2compared to 71.1% in 2011 and 78.3% in 201Qugtishg for the gain on the sale of propert
California and other pro forma items, our adjusi#&&A expense as a percentage of gross profit w6 2012 compared to 72.5% in 2011
77.8% in 2010. See Non-GAAP Reconciliations in Mgaraents Discussion and Analysis of Financial Conditiord a@Results of Operations 1
additional information regarding pro forma SG&A exse. As sales volume increases and we gain ley@ragur cost structure, we anticipate achie
metrics of SG&A as a percentage of gross profthanhigh 60% range with improved sales volumes.
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We also measure the leverage of our cost strublyievaluating throughput, which is the incremepiicentage of gross profit retained after dedu
SG&A expense.

Year Ended % of
December 31, Change in
(Dollars in thousands) 2012 2011 Change Gross Profit
Gross profit $ 539,30( $ 44528 $ 94,01¢ 100.(%
SG&A expense (373,689 (316,66 (57,02 (60.7)
Throughput contribution $ 36,99! 39.2%
Year Ended % of Change
December 31, in
(Dollars in thousands) 2011 2010 Change Gross Profit
Gross profit $ 44528: $ 362,94t $ 82,33¢ 100.(%
SG&A expense (316,66 (284,16 (32,500 (39.5)
Throughput contribution $ 49,83¢ 60.5%

Throughput contributions for newly opened or acedistores are on a "first dollabasis for the first twelve months of operations. ¥éguired fou
stores and opened two new stores in 2012 and,tadjuer these locations, our throughput contribntion a same store basis was 51.2% for the
ended December 31, 2012 compared to 2011. Ourghpui contribution on a same store basis for 2@tpared to 2010 was 59.9%. We contint
target a same store throughput contribution of axprately 50%.

Depreciation and Amortizatior
Depreciation and amortization is comprised of dejateon expense related to buildings, significarhodels or betterments, furniture, tools, equip!
and signage and amortization of certain intanglisieets, including customer lists and non-compeateagents.

Year Ended

December 31, %
(Dollars in thousands) 2012 2011 Increase Increase
Depreciation and amortization $ 17,12¢  $ 16,427 $ 701 4.2%

Year Ended

December 31, %
(Dollars in thousands) 2011 2010 Decrease Decrease
Depreciation and amortization $ 16,427 $ 17,01 $ (58%) (3.9%

Depreciation and amortization increased $0.7 millio 2012 compared to 2011 due to increased cagi@enditures of $32.9 million in 2012. Th
expenditures were for the improvement of storelifeed, purchases of new store locations, replacgnoé equipment and construction of a 1
headquarters building.

Depreciation and amortization decreased $0.6 milin2011 compared to 2010. The decrease in 204ibamed to 2010 was due primarily to the sa
facilities in the second half of 2010 and early 201

Operating Income
Operating income was 4.5%, 4.2% and 2.3% of reveragpectively, in 2012, 2011 and 2010. The in@eadns 2012 compared to 2011, and -
compared to 2010 were primarily due to improve@salnd continued cost control.

Floor Plan Interest Expense and Floor Plan Assistem

Floor plan interest expense increased $2.5 millibA012 compared to 2011. This increase is duddbeh inventory levels compared to the prior y
Floor plan interest expense increased $0.2 millio2011 compared to 2010.
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Floor plan assistance is provided by manufactuesipport store financing of new vehicle inventdgypder accounting standards, floor plan assis
is recorded as a component of new vehicle grod#t prben the specific vehicle is sold. However, #@se manufacturers provide this assistance tot
inventory carrying costs, we believe a comparisbfioor plan interest expense to floor plan assistais a useful measure of the efficiency of ow
vehicle sales relative to stocking levels.

The following tables detail the carrying costsriew vehicles and include new vehicle floor plariast net of floor plan assistance earned.

Year Ended

December 31, %
(Dollars in thousands) 2012 2011 Increase Increase
Floor plan interest expense (new vehicles) $ 12,81¢ $ 10,36« $ 2,452 23.1%
Floor plan assistance (included as an offset to aiosales) (16,637) (12,587) 4,051 32.2
Net new vehicle carrying costs (bene $ (3,81) $ (2,219 ¢ 1,59¢ 72.1%

Year Ended

December 31, %
(Dollars in thousands) 2011 2010 Increase Increase
Floor plan interest expense (new vehicles) $ 10,36« $ 10,15 $ 20¢ 2.1%
Floor plan assistance (included as an offset to aiosales) (12,587) (9,362) 3,22( 34.£
Net new vehicle carrying costs (bene $ (2,218 $ 792 ¢ 3,011 379.1%

Other Interest Expense
Other interest expense includes interest on dehiriad related to acquisitions, real estate moagaand our working capital, acquisition and 1
vehicle credit facility.

Year Ended %
December 31, Increase Increase
(Dollars in thousands) 2012 2011 (Decrease) (Decrease)
Mortgage interest $ 8,14¢ % 11,39F % (3,247 (28.5%
Other interest 1,767 1,64¢ 121 7.4
Capitalized interest (299 (169) 131 80.4
Total other interest expense $ 9,621 $ 12,87t ¢ (3,257 (25.9%
Year Ended %
December 31, Increase Increase
(Dollars in thousands) 2011 2010 (Decrease) (Decrease)
Mortgage interest $ 11,398 $ 13,59: $ (2,199 (16.2)%
Other interest 1,64¢ 93C 71€ 77.C
Capitalized interest (16%) - (1639) -
Total other interest expense $ 12,87¢ $ 14,52; ¢ (1,645 (11.9%

For 2012 compared to 2011, other interest decred3&dmillion primarily due to the retirement ofpapximately $36.4 million in mortgages mainly
the first half of 2012. We also refinanced mortgagesulting in reduced interest rates. We had $a#ll®n in mortgage issuances, mainly occurrin
the fourth quarter of 2012, which had minimal imipaw interest expense for the full year. This daseerelated to mortgage interest was offset byer
volumes of borrowing on our credit facility.

Other interest expense decreased $1.6 million Il2bmpared to 2010 primarily due to decreasesutstanding real estate mortgage debt, par
offset by an increase in interest on our workingited, acquisition and used vehicle credit facilitye to a higher volume of borrowing compare
2010. Additionally, we recorded $0.2 million inpitalized interest in 2011 associated with congioucprojects, further reducing our overall inte
expense.
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Other Income, net
Other income, net primarily includes interest ineoand, beginning in 2012, the gains related to ity investment. Other income, net was !
million, $0.7 million and $0.4 million for 2012, 2@ and 2010, respectively.

Income Tax Expens

Our effective income tax rate was 38.2% in 20125%in 2011 and 38.8% in 2010. Our federal incoaxerite is 35.0% and our state income tax ri
currently 3.4%, which varies with the mix of statelsere our stores are located. We also have cartaimleductible expenses and other adjustment
impact our effective rate.

Non-GAAP Reconciliations

We believe each of the ndBAAP financial measures below improves the trarspar of our disclosures, provides a meaningful gmegion of oL
results from the core business operations exclu@idigstments for items not related to our ongoingecbusiness operations or other rast
adjustments, and improves the perioghtsiod comparability of our results from the coresiness operations. Our management uses these nee#
conjunction with GAAP financial measures as parbwf assessment of our business, including our Garmge with covenants in our credit facility ant
communications with our board of directors conasgnfinancial performance. These measures shouldbaotonsidered an alternative to GA
measures.
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The following tables reconcile certain nGAAP measures to the most comparable GAAP measane 6ur Consolidated Statements of Opera
(dollars in thousands, except per share amounts):

Year Ended December 31, 2012

Asset
impairment
and disposal Equity
As reported gain investment Tax attribute Adjusted

Asset impairments $ 115 $ (115 $ - % - $ -
Selling, general and administrative $ 373,68t $ 73¢ $ - 3 - $ 374,42
Income from operations $ 148,36¢ $ (629 $ - 3 - % 147,74!
Other income, net $ 2,52t % - $ (244 $ - $ 2,281
Income from continuing operations before incomeesax  $ 128,45° $ 6249 $ (249 $ - $ 127,58¢
Income tax provision (49,067) 24¢ 97 (1,447) (50,167
Income from continuing operations, net of income ta $ 79,398 $ (375) $ (147) $ (1,447 $ 77,42¢
Income from discontinued operations, net of incaaxe $ 967 $ (172) $ - 3 - 3 795
Net income $ 80,36: $ 547 $ 147 $ (1447 $ 78,22
Diluted income (loss) per share from continuingragiens  $ 3.0 $ 0.0y $ 0.0) $ (0.05) % 2.9¢
Diluted income (loss) per share from discontinupdrations $ 0.04 $ (0.0)) $ - $ - 3 0.0
Diluted net income per share $ 3.07 $ (0.02) $ (0.0) $ (0.05) $ 2.9¢
Diluted share count 26,17(
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Cost of Sales — service, body and parts
Gross Profit

Asset impairments

Selling, general and administrative
Income from operations

Income from continuing operations before incomeax
Income tax provision

Income from continuing operations, net of income ta
Income from discontinued operations, net of incdene
Net income

Diluted income per share from continuing operations
Diluted income per share from discontinued openatio

Diluted net income per share
Diluted share count

Gross Profit
Asset impairments
Selling, general and administrative

Income from operations

Income from continuing operations before incomefax
Income tax provision

Income from continuing operations, net of income ta
Income from discontinued operations, net of incdene
Income from continuing operations, net of income ta

Diluted income (loss) per share from continuingragiens

Diluted income (loss) per share from discontinupdrations

Diluted net income per share
Diluted share count

Year Ended December 31, 201

Asset
impairment
and disposal Reserve
As reported gain adjustments Adjusted
$ 163,73¢ $ - % (950 $ 162,78t
$ 44528: $ - 3 95C $ 446,23¢
$ 1,37¢  $ (1,37 $ - $ -
$ 316,66 $ 6,881 $ - $ 323,54
$ 110,81¢ $ (5,508 % 95C $ 106,26:
$ 88,27( $ (5,505 $ 95C $ 83,71
(33,060) 1,724 (360) (31,69¢)
$ 55,21( (3,78) $ 59C 52,01¢
$ 3,65( $ (2,616) $ - $ 1,03¢
$ 58,86( (6,397) $ 59C $ 53,05:
$ 207 $ 019 $ 0.0z $ 1.95
$ 0.14 $ (0.10 $ - 3 0.04
$ 221 $ 029 $ 0.0z $ 1.9¢
26,66
Year Ended December 31, 2010
Asset
impairment
and disposal Reserve
As reported gain adjustment Adjusted

$ 362,94t $ - $ 1,04C $ 363,98t
$ 15,30 % (15,30) $ - $ -
$ 284,16 $ 41¢ % (1,239 $ 283,34«
$ 46,47C  $ 14,88: $ 2,27t $ 63,63(
$ 22,21 % 14,88: $ 2,27t $ 39,37:
(8,62%) (5,716 (782) (15,129
$ 13,587 $ 9,16¢ $ 1,49¢ $ 24,24¢
$ 13z $ 181 $ - $ 31z
$ 13,71¢ $ 9,347 $ 1,49 $ 24,56:
$ 05z $ 0.3t % 0.0t 0.92
$ - $ 0.01 $ - $ 0.01
$ 0.5z $ 0.3 $ 0.0t $ 0.9

26,27¢




Liquidity and Capital Resources
We manage our liquidity and capital resources t@lde to fund future capital expenditures, work@apital requirements and contractual obligati
Additionally, we use capital resources to fund cdisidend payments, share repurchases and acqusiti

Available Source:

We have relied primarily on cash flows from operyasi, borrowings under our credit agreements, fimanof real estate and the proceeds from e
and debt offerings to finance operations and expan®ased on these factors and our normal opeaticash flow, we believe we have suffic
availability to accommodate both our short- andgléerm capital needs.

Below is a summary and discussion of our availéloels (in thousands):

%

As of December 31, Increase Increase
2012 2011 (Decrease) (Decrease)
Cash and cash equivalents $ 42,83¢ $ 20,85. $ 21,98t 105.2%
Available credit on the Credit Facility 120,53t 10,44¢ 110,08 1,053.¢
Unfinanced new vehicles - 65,85’ (65,857) (200.0)
Total available funds $ 163,37! $ 97,15° $ 66,21¢ 68.2%

Historically, we have raised capital through thée st assets, sale of stores, issuance of stocklanissuance of debt. We may strategically use
excess cash to reduce the amount of debt outstamdien appropriate. During 2012, 2011 and 2010raisged $14.2 million, $23.5 million and
$18.3 million, respectively, through the sale adets and stores and the issuance of long-term(gebtarily related to the financing of certain real
estate), net of debt repayments in excess of stdedmounts.

We have the ability to raise funds through theriting of owned real estate. As of December 31, 20&2had a book value of $102.1 million in
unfinanced owned real estate. Assuming we can mkfaancing on 75% of this value, we estimate welldoobtain additional funds of
approximately $76.6 million; however, no assurancas be provided that this capital source will bailable in sufficient amounts or with terms
acceptable to us.

While we have no immediate plans to access sucdtisfume have an effective shelf registration statemeth the SEC that allows us to offer for
sale, from time to time and as the capital margetsnit, up to $100 million in various forms of defstequity securities.

In addition to the above sources of liquidity, puatal sources include the placement of subordindigaentures or loans, additional store sales or
additional other asset sales. We will evaluateofthese options and may select one or more of thepending on overall capital needs and the
availability and cost of capital, although no asswes can be provided that these capital sourdeBenavailable in sufficient amounts or with terms
acceptable to us.
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Summary of Outstanding Balances on Credit Facilgi@nd Lon¢-term Debt
Below is a summary of our outstanding balancesreditfacilities and long-term debt (in thousands):

Remaining
Outstanding as of Available as of
December 31, 201 December 31, 201

New vehicle floor plan commitme $ 568,13( $ - (0@
Floor plan notes payable 13,45« - @
Used vehicle inventory financing facility 78,30¢ -0
Revolving line of credit 21,04t 120,536 .6
Real estate mortgages 192,92¢ =
Other debt 2,77¢ -
Liabilities related to assets held for sale 8,341 -@
Total debt $ 884,98¢ $ 120,53

(1) We have a $575 million new vehicle floor plan cortim@nt as part of our credit facilit

(2) Available credit is based on the borrowing basewameffective as of December 31, 2012. This am@urgduced by $3.4 million for outstanding
letters of credit

(3) The amount available on the credit facility is lied based on a borrowing base calculation anduaies monthly

(4) At December 31, 2012, an additional $6.9 milliorflobr plan notes payable outstanding on our nelicke floor plan commitment and $1.4 milli
of floor plan notes payable on vehicles designatedervice loaners are recorded as liabilitiedaelto assets held for sa

Credit Facility

On April 17, 2012, we executed a new five-year $6%lion credit facility with a syndicate of 10 fmcial institutions, including four manufacturer-
affiliated finance companies. On December 19, 20&Zntered into an amendment to the loan agreetnenexpanded the available loan commitr

to $800 million. The amendment to loan agreemergratad the allocation of the financing commitmen$5@5 million in new vehicle inventory flo
plan financing, $80 million in used vehicle inventdloor plan financing and $145 million in a reviig line of credit for general corporate purpo
including acquisitions and working capital. All bowings from, and repayments to, our syndicatedliteq group are presented in the Consolid
Statements of Cash Flows as financing activities.

The interest rate on the credit facility variesdzhon the type of debt with the rate ranging fréva dne-month LIBOR plus 1.50% to the amentl
LIBOR plus 2.0%. The interest rates on the creatiility at December 31, 2012 ranged from 1.7% 89%2.Our financial covenants related to this ci
facility include maintaining a current ratio of rless than 1.20x, a fixed charge coverage ratimobfess than 1.20x and a leverage ratio of noentiet
5.0x.

New Vehicle Lines

We finance substantially all of our new vehiclesotigh the new vehicle floor plan commitment compureg our credit facility. We also have additio
floor plan agreements with manufactuedfiliated finance companies for vehicles that designated for use as service loaners. Borrowirgs,fanc
repayments to, manufacturer-affiliated finance canigs are classified as operating activities ortbesolidated Statements of Cash Flows.

Real Estate Mortgages and Other De

We have mortgages associated with our owned ré¢ateeand leasehold improvements. Interest ratesecklto this debt ranged from 1.8% to 5.9¢
December 31, 2012. The mortgages are payable iouginstallments through May 2031. As of Decener2012, we had fixed interest rates on
of our outstanding mortgages.

Our other debt includes various notes, capitaldeamnd obligations assumed as a result of acquisitind other agreements and had interest rat

ranged from 2.0% to 9.0% at December 31, 2012. d&ii, which totaled $2.8 million at December 3112, is due in various installments through |
2019.
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Debt Covenant:

Under the terms of our credit facility and othebtagreements, we are subject to financial covenand restrictive covenarttsat limit or restrict oL
incurring additional indebtedness, making investiseselling or acquiring assets and granting sgcumerests in our assets.

Under our credit facility, we are required to maintthe ratios detailed in the following table:

As of December 31,

Debt Covenant Ratio Requirement 2012
Not less tha
Current ratio 1.2Cto 1 14:t0 1
Not less tha
Fixed charge coverage ratio 12Cto 1 23%t0 1
Not more tha
Liabilities to tangible net worth ratio 50Cto 1 20&to 1
Not to exceed $37
Funded debt restriction million $195.7 millior

We expect to remain in compliance with the finahaiad restrictive covenants in our credit facilétyd other debt agreements. However, no assut
can be provided that we will continue to remaircégmpliance with the financial and restrictive coapts.

If we do not meet the financial and restrictive eoants and are unable to remediate or cure thdtmndr obtain a waiver from our lenders, a bre
would give rise to remedies under the agreemeatirtbst severe of which is the termination of theeament and acceleration of the amounts owec
also would trigger cross-defaults under other dgjpeements.

Inventories

We calculate days supply of inventory based onecurinventory levels, excluding in-transit vehiclasd a 30day historical cost of sales level. As
December 31, 2012, our new vehicle days supply®6asr 14 days higher than our days supply as eeBwer 31, 2011. The increase in our 2012
vehicle inventory levels is partly related to thelting of certain truck models prior to manufaeuplanned platform changes, when production itet
and additional vehicles will not be available fewvsral months. Additionally, 2011 new vehicle iniey levels were lower than normal as inven
supply was recovering from the effects of the eprétke and tsunami in Japan in the last half of 2QLt days supply of used vehicles was 56 day$
December 31, 2012, or 4 days higher than our dagplg as of December 31, 2011. We have continudddas on managing our mix and maintair
an appropriate level of used vehicle inventory.
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Contractual Payment Obligations
A summary of our contractual commitments and obilkgs as of December 31, 2012, was as followsh@usands):

Payments Due By Period

2014 and 2016 and 2018 and
Contractual Obligation Total 2013 2015 2017 beyond

New vehicle floor plan commitme (@) $ 568,13( $ 568,13( $ - % - $ -
Floor plan notes payab(® 13,45¢ 13,45¢ - - -
Used vehicle inventory financing facility 78,30¢ - - 78,30¢ -
Revolving line of credit 21,04¢ - - 21,04¢ -
Liabilities related to assets held for sale 8,341 8,341 - - -
Real estate debt, including interest 230,85« 14,46: 28,90: 52,20 135,28:
Other debt, including capital leases and interest 3,871 25¢€ 50¢& 40¢ 2,701
Charge-backs on various contracts 13,50« 7,54( 5,34¢ 60¢ 10
Operating lease® 139,96! 16,93( 29,56 23,20t 70,26¢
Fixed rate payments on interest rate swaps 5,511 2,08t 2,83: 594 -

$ 1,08299 $ 631,200 $ 67,14¢ $ 176,37¢ $ 208,26

(@M Amounts for floor plan notes payable, the used slehinventory financing facility and the revolvidige of credit do not include estima
interest payments. See Notes 1 and 6 in the Not€smsolidated Financial Statemer

@  Amounts for operating lease commitments do notitkelsublease income, and certain operating expsustsas maintenance, insurance
real estate taxes. See Note 7 in the Notes todlidaged Financial Statemen

Capital Expenditures

Capital expenditures were $64.6 million, $31.7 imilland $7.6 million for 2012, 2011 and 2010, resipely. The increase in capital expenditure
2012 compared to 2011 was mainly related to thédimgi of facilities for an awarded open point, therchase of previously leased facilities, inm
improvements and the construction of, and relooatio, a new headquarters building. The increas@Ghl compared to 2010 was relates
improvements at certain of our store facilitie® fhurchase of new store locations, replacementjoipenent and construction of a new headque
building.

Many manufacturers provide assistance in the fdradditional vehicle incentives if facilities mdetage standards and requirements. We believeait
attractive time to invest in certain facility updess and remodels that will generate additional faturer incentive payments. Also, recently enatie
law changes that accelerate deductions for capitanditures have accelerated project timelinenhsure completion before the law expires.

In the event we undertake a significant capital eatment in the future, we expect to pay for the agtment out of existing cash balances, constru
financing and borrowings on our credit facility. &fp completion of the projects, we would anticipagruring longerm financing and gene
borrowings from third party lenders for 70% to 9@¥fothe amounts expended, although no assurancebecgnovided that these financings will
available to us in sufficient amounts or on terrmseptable to us.
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Dividends
Our Board of Directors paid dividends on our Clasand Class B common stock in 2012 as follows:

Dividend Total amount of
amount per dividend

Dividend paid: share (in thousands)
March 2012 $ 0.07 $ 1,81t
May 2012 0.1c 2,58:¢
August 2012 0.1C 2,54t
November 201! 0.1C 2,55¢
December 2012 0.1C 2,567

Management evaluates performance and makes a rezudation to the Board of Directors on dividend peyts on a quarterly basis. An additic
dividend payment was paid in December 2012 indietne dividend typically declared and paid in Magf the following year.

Share Repurchase Progral
In June 2000, our Board of Directors authorizedréprchase of up to 1,000,000 shares of our GQlassmmon stock. As of December 31, 2011
had purchased all available shares under this pnog419,376 of which were purchased during 20Hhatverage price of $17.92 per share.

In August 2011, our Board of Directors authorizied tepurchase of up to 2,000,000 shares of ous@aommon stock. On July 20, 2012, our Boal
Directors authorized the repurchase of 1,000,0Gftiadal shares of our Class A common stocKRhrough December 31, 2012, we had purch
1,145,147 shares under these programs at an avaiiagef $22.33 per share.

As of December 31, 2012, 1,854,853 shares remaanadable for repurchase. These plans do not havexpiration date and we may continu
repurchase shares from time to time as conditicarsamt.
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Selected Consolidated Quarterly Financial Data

The following tables set forth our unaudited qudytéinancial datd®) @,

2012 (in thousands, except per share data )

Revenues:
New vehicle
Used vehicle retail
Used vehicle wholesale
Finance and insurance
Service, body and parts
Fleet and other
Total revenues
Cost of sales
Gross profit
Asset impairments
Selling, general and administrative
Depreciation and amortization
Operating income
Floor plan interest expense
Other interest expense
Other, net

Income from continuing operations before incomefax
Income tax provision

Income before discontinued operations

Discontinued operations, net of tax

Net income

Basic income per share from continuing operations
Basic income per share from discontinued operations

Basic net income per share

Diluted income per share from continuing operations
Diluted income per share from discontinued openatio
Diluted net income per share
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Three Months Ended,

March 31 June 30 September 3(  December 31

$ 392,94¢ 455,93¢ $ 491,84 $ 506,87
190,61¢ 207,34: 227,15’ 208,36°
33,351 35,10¢ 35,00¢ 35,76¢

24,871 27,18: 30,93( 29,24¢

83,54« 85,45¢ 89,03¢ 89,66¢

12,90: 11,311 4,54¢ 7,45¢
738,24t 822,34 878,52t 877,37
613,91: 688,24t 736,01t 739,01:
124,33: 134,09¢ 142,51( 138,36(

11F - - -

88,44( 92,99( 95,13: 97,12¢

4,13¢ 4,19¢ 4,351 4,441

31,64 36,90¢ 43,027 36,79:

(2,902 (3,059 (3,370 (3,490

(2,726 (2,537 (2,125 (2,239

49¢ 82C 452 754

26,51: 32,14: 37,98t 31,81¢

(9,877 (12,13%) (14,8979 (12,154

16,63¢ 20,00t 23,09: 19,66

162 48€ 15C 16¢

$ 16,79¢ 20,49 $ 23,24: $ 19,83:¢
$ 0.64 0.7¢ % 091 $ 0.77
0.01 0.0z - -

$ 0.6 0.8C $ 091 $ 0.77
$ 0.63 0.7¢ $ 09C $ 0.7€
- 0.0z - -

$ 0.65 0.7¢ $ 09C $ 0.7€




2011 (in thousands, except per share data) T hree Months Ended,

March 31 June 30 September 3(  December 31

Revenues
New vehicle $ 29553 $ 339,370 $ 374,46( $ 382,00-
Used vehicle retail 153,80: 172,28 182,43: 170,05:
Used vehicle wholesale 29,32: 28,85 35,28¢ 34,86:
Finance and insurance 18,93¢ 20,49: 22,30z 22,39
Service, body and parts 72,19¢ 78,41( 83,29¢ 82,05
Fleet and other 3,12¢ 17,16¢ 10,10¢ 3,97¢
Total revenues 572,92¢ 656,58 707,88t 695, 34¢
Cost of sales 473,27( 542,60° 589,08 582,49t
Gross profit 99,65¢ 113,97¢ 118,79 112,85
Asset impairments 383 48¢ - 504
Selling, general and administrative 75,29¢ 79,90: 83,13t 78,33
Depreciation and amortization 4,05¢ 4.17( 4,10: 4,09t
Operating income 19,92: 29,41+ 31,55¢ 29,92:
Floor plan interest expense (2,427) (3,28)) (1,959 (2,70¢)
Other interest expense (3,289 (2,999 (3,069) (3,539
Other, net 76 171 214 232
Income from continuing operations before income$ax 14,29: 23,30¢ 26,75¢ 23,917
Income tax provision (5,919 (8,716 (10,539 (7,89¢6)
Income before discontinued operations 8,37¢ 14,58¢ 16,22: 16,02:
Discontinued operations, net of tax 327 237 341 2,74
Net income $ 8,70t % 14,82¢ $ 16,56 $ 18,76¢
Basic income per share from continuing operations $ 03z $ 05t % 06z $ 0.62
Basic income per share from discontinued operations 0.01 0.01 0.01 0.1C
Basic net income per share $ 0.3t $ 0.5¢€ $ 0.6 $ 0.72
Diluted income per share from continuing operations $ 031 $ 054 $ 061 $ 0.61
Diluted income per share from discontinued operatio 0.0Z 0.01 0.01 0.1C
Diluted net income per share $ 0.3t $ 0.5 § 06z $ 0.71

(1) Quarterly data may not add to yearly totals turounding.
(2) Certain reclassifications of amounts previouslyorégd have been made to the quarterly financiad tatmaintain consistency and comparat
between periods presented.

Seasonality and Quarterly Fluctuations

Historically, our sales have been lower in thetfaad fourth quarters of each year due to conswuerhasing patterns during the holiday see
inclement weather in certain of our markets andrétkiced number of business days during the holggagon. As a result, financial performanc
expected to be lower during the first and fourtlrers than during the second and third quarteesofi fiscal year. We believe that interest rdéls
of consumer debt, consumer confidence and manuécsales incentives, as well as general econoaridittons, also contribute to fluctuations in s
and operating results.

Off-Balance Sheet Arrangements
We do not have any offalance sheet arrangements that have or are rédgdikaly to have a material current or futureeff on our financial conditio
changes in financial condition, revenues or expgnssults of operations, liquidity, capital expiumeks or capital resources.

Inflation
The effects of inflation were insignificant in thears ended December 31, 2012, 2011 and 2010.
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ltem 7A. Quantitative and Qualitative Disclosures About Market Risk

Variable Rate Debt
Our credit facility, other floor plan notes payalled certain real estate mortgages are structwedréable rate debt. The interest rates on ouabkz
rate debt are tied to either the one- or thremith LIBOR or the prime rate. These debt obligagidherefore, expose us to variability in intepstment
due to changes in these rates. Certain floor péit i based on opemded lines of credit tied to each individual stivean the various manufactu
finance companies.

Our variablerate floor plan notes payable, variable rate mgegaotes payable and other credit line borrowinggest us to market risk exposure.
December 31, 2012, we had $746.2 million outstapdinder such agreements at a weighted averageshtate of 1.9% per annum. A 10% increa:
interest rates would increase annual interest esgpby approximately $1.4 million, net of tax, basedamounts outstanding at December 31, 2012.

Fixed Rate Debt

The fair value of our longerm fixed interest rate debt is subject to interate risk. Generally, the fair value of fixedenst rate debt will increase
interest rates fall because we would expect tolbe @ refinance for a lower rate. Conversely, fiéie value of fixed interest rate debt will decreas
interest rates rise. The interest rate changestdffe fair value but do not impact earnings ohdésws.

At December 31, 2012, we had $130.5 million of ktegn fixed interest rate debt outstanding and ietron the balance sheet, with maturity ¢
between November 2016 and May 2031. Based on disedwcash flows using current interest rates fongarable debt, we have determined that th:
value of this long-term fixed interest rate debswagproximately $134.7 million at December 31, 2012

Hedging Strategie!
We believe it is prudent to limit the variability a portion of our interest payments. Accordinglie have entered into interest rate swaps to matha
variability of our interest rate exposure, thuseliévg a portion of our interest expense in a risindalling rate environment.

We have effectively changed the variable-rate dkst exposure on a portion of our floor plan debffixed-rate cash flows by entering into receive-
variable, payfixed interest rate swaps. Under the interest sataps, we receive variable interest rate paymerdsnzake fixed interest rate payme
thereby creating fixed rate floor plan debt.

We do not enter into derivative instruments for guypose other than to manage interest rate expo3imat is, we do not engage in interest
speculation using derivative instruments. Typicallg designate all interest rate swaps as cashHexlges.

As of December 31, 2012, we had outstanding tHevidhg interest rate swaps with U.S. Bank Dealem@wrcial Services:
e $25 million interest rate swap at a fixed rate @P%% per annum, variable rate adjusted on ttth of each month, matures January 25, 2!
e  $25 million interest rate swap at a fixed rat8@95% per annum, variable rate adjusted on fihantl 16" of each month, matures April 30,

2013;

e  $25 million interest rate swap at a fixed rat8@f95% per annum, variable rate adjusted on thant 16 of each month, matures April 3
2013 anc

e  $25 million interest rate swap at a fixed rat&&87% per annum, variable rate adjusted on thantl 16" of each month, matures June 15,
2016.
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We receive interest on all of the interest ratepsat the one-month LIBOR rate. The one-month LIB@R at December 31, 2012 was 0.21% per
annum, as reported in the Wall Street Journal.

The fair value of our interest rate swap agreemesgisesents the estimated receipts or paymentsviiadt! be made to terminate the agreements. -
amounts related to our cash flow hedges are redoadedeferred gains or losses in our Consolida@idre Sheets with the offset recorde
accumulated other comprehensive income, net of @panges to the fair value of discontinued castv fledges are recognized into earnings
component of floor plan interest expense. At Decem81, 2012, the fair value of all of our agreemsemas a liability of $4.7 million. The estima
amount expected to be reclassified into earningsinvthe next twelve months was $1.9 million at Baber 31, 2012.

Risk Management Policie

We assess interest rate cash flow risk by contipu@éntifying and monitoring changes in intereater exposures that may adversely impact exp
future cash flows and by evaluating hedging opputies. Our policy is to manage this risk throughix of fixed rate and variable rate debt struct
and interest rate swaps.

We maintain risk management control systems to tapiiterest rate cash flow attributable to botl outstanding and forecasted debt obligation
well as our offsetting hedge positions. The risknagement control systems involve the use of amalytechniques, including cash flow sensiti
analysis, to estimate the expected impact of ctemgmterest rates on our future cash flows.

Iltem 8. Financial Statements and Supplementary Financial »a

The financial statements and notes thereto requiyethis item begin on page Fas listed in Item 15 of Part IV of this documeQuarterly financie
data for each of the eight quarters in the two-yeargeeended December 31, 2012 is included in Item 7.

Iltem 9. Changes in and Disagreements with Accountants on Agunting and Financial Disclosure

None.

Iltem 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedur

Our management evaluated, with the participatiahwarder the supervision of our Chief Executive €ffiand Chief Financial Officer, the effectiver
of our disclosure controls and procedures as oktiteof the period covered by this Annual ReporfForm 10K. Based on this evaluation, our Ct
Executive Officer and our Chief Financial Officesncluded that our disclosure controls and procedare effective to ensure that information we
required to disclose in reports that we file orrsitbunder the Securities Exchange Act of 1934 uawlated and communicated to our managel
including our Chief Executive Officer and our Chiehancial Officer, as appropriate to allow timelgcisions regarding required disclosure and
such information is recorded, processed, summawredreported within the time periods specifiedecurities and Exchange Commission rules
forms.

Changes in Internal Control Over Financial Reportm

There was no change in our internal control ovwsaricial reporting that occurred during our lastdisquarter that has materially affected or is oeably
likely to materially affect our internal control evfinancial reporting .
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Managemen’s Report on Internal Control Over Financial Repadrtg
Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting.

Our management assessed the effectiveness ofteunahcontrol over financial reporting as of Det®m31, 2012. In making this assessment, we
the criteria set forth imnternal Control — Integrated Framewoiksued by the Committee of Sponsoring Organizatafnthe Treadway Commissic
Based on our assessment using those criteria, anagement concluded that, as of December 31, 2Qt2nternal control over financial reporting v
effective.

KPMG LLP, our Independent Registered Public AccougnFirm, has issued an attestation report on oi@rmal control over financial reporting as
December 31, 2012, which is included in Item 8hi§ Form 10-K.

Iltem 9B. Other Information

None.

PART Il

Item 10. Directors, Executive Officers and Corporate Govenance

Information required by this item will be includechder the captionElection of Directors, Committees of the Board afebtors, Audit Committe
Independence and Financial Exp, Code of Business Conduct and Ethics, Named ExecDfficersandSection 16(a) Beneficial Ownership Repor
Compliancen our Proxy Statement for our 2013 Annual Meetifighareholders and, upon filing, is incorporatedein by reference.

ltem 11. Executive Compensation

The information required by this item will be inded under the captior@ompensation of Directors, Compensation CommittegoR, Compensatic
Discussion and AnalysiExecutive Compensation, Potential Payments Upomihation or Change-irGontrol, Company Compensation Policies
Practices, Risk Analysiand Compensation Committee Interlocks and Insider Rgudition in our Proxy Statement for our 2013 Annual Meetof
Shareholders and, upon filing, is incorporated inog reference.
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Iltem 12. Security Ownership of Certain Beneficial Ownersand Management

Equity Compensation Plan Information

The following table summarizes equity securitiethatized for issuance as of December 31, 2012.

Plan Category

Number of
securities to be
issued upon
exercise of
outstanding
options, warrants
and rights (a)

Weighted average
exercise price of
outstanding
options, warrants
and rights (b)

Number of
securities
remaining
available for
future issuance
under equity
compensation
plans (excluding
securities reflectec
in column (a)) (c)
(2)

Equity compensation plans approved by shareholders
Options
Restricted stock u nits

Equity compensation plans not approved by shareinsld
Total

1,349,15.
253,49¢ $ 6.2¢€
583,46: NA @
836,96. $ 6.2€1) 1,349,15.

(1) There is no exercise price associated with ouricéstl stock unitsThe total weighted average exercise price is sheitmrespect to options onl

(2) Includes 667,859 shares available pursuant to @08 Stock Incentive Plan and 681,293 shares avaifabsuant to our Employee Stock Purchase

Plan.

The additional information required by this itemivae included under the capti@ecurity Ownership of Certain Beneficial Owners dfahagemenin
our Proxy Statement for our 2013 Annual Meetingbéreholders and, upon filing, is incorporated ineog reference.

Iltem 13. Certain Relationships and Related Transactionsand Director Independence

The information required by this item will be indied under the captiorertain Relationships and Related TransactiandDirector Independenci
our Proxy Statement for our 2013 Annual Meetingbéreholders and, upon filing, is incorporated inelog reference.

Iltem 14. Principal Accountant Fees and Services

Information required by this item will be includedder the captiofRees Paid to KPMG LLP Related to Fiscal 2012 an#l’28nd PreApproval Policie
in our Proxy Statement for our 2013 Annual Meetighareholders and, upon filing, is incorporatedein by reference.
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PART IV

Iltem 15. Exhibits and Financial Statement Schedules

Financial Statements and Schedules
The Consolidated Financial Statements, togethdr thi¢ report thereon of KPMG LLP, Independent Regésl Public Accounting Firm, are includec
the pages indicated below:

Page
Reports of Independent Registered Public Accourfing F-1, F-2
Consolidated Balance Sheets as of December 31,&912011 F-3
Consolidated Statements of Operations for the yeaded December 31, 2012, 2011 and 2010 F-4
Consolidated Statements of Comprehensive Incoméhéoyears ended December 31, 2012, 2011 and 2010 F-5
Consolidated Statements of Changes in Stockhol&eysity for the years ended December 31, 2012, 20112010 F-6
Consolidated Statements of Cash Flows for the yerasied December 31, 2012, 2011 and 2010 F-7
Notes to Consolidated Financial Stateme F-8

There are no schedules required to be filed hehnewit

Exhibits
The following exhibits are filed herewith and thist is intended to constitute the exhibit index Asterisk (*) beside the exhibit number indicate
exhibits containing a management contract, comgensgalan or arrangement, which are required tdeatified in this report.

Exhibit Description
3.1 Restated Articles of Incorporation of Lithia Motpisic., as amended May 13, 1999 (incorporated ligreace to exhibit 3.1 to t

Company’s Form 10-K for the year ended Decembed 939)

3.2 Amended and Restated Bylaws of Lithia Motams, (Corrected) (incorporated by reference to kitl8.2 to the Company’s Form 10-
for the year ended December 31, 2008)

10.1* 2009 Employee Stock Purchase Plan (incotpdrhy reference to Appendix A to the Company’sxiprStatement for its 2009 annual
meeting of shareholders filed on March 20, 2009)

10.2* Lithia Motors, Inc. 2001 Stock Option Plandorporated by reference to Appendix B to the Canyps Proxy Statement for its 2001
annual meeting of shareholders filed on May 8, 2001

10.2.1* Form of Incentive Stock Option Agreement 2001 Stock Option Plan (incorporated by refeeetmcexhibit 10.6.1 to the Company’s
Form 10-K for the year ended December 31, 2001)

10.2.2* Form of Non-Qualified Stock Option Agreembdor 2001 Stock Option Plan (incorporated by refiee to exhibit 10.6.2 to the
Company’s Form 10-K for the year ended Decembe801)

10.3 Lithia Motors, Inc. Amended and Restated 2868k Incentive Plan (incorporated by referencexioibit 10.1 to the Company’s Form
10-Q for the quarter ended March 31, 2011)

10.3.1 RSU Deferral Plan (incorporated by refeeeiocexhibit 10.3.1 to the Company’s Form 10-Ktfue year ended December 31, 2011)

10.4* Form of Restricted Stock Unit Agreement &amnior Executives (incorporated by reference taléixh0.4 to the Company’s Form 10-K
for the year ended December 31, 2010)

10.4.1* Form of Restricted Stock Unit Agreement for Non-&ixtive Officers (incorporated by reference to eithi.4.1 to the Company’s Form
10-K for the year ended December 31, 2010)

10.4.2* Form of Restricted Stock Unit Agreement for Non-Eixiéve Directors (incorporated by reference to bithi0.4.2 to the Company’s
Form 10-K for the year ended December 31, 2010)

10.5* Written description of Discretionary Supp8ervices Variable Performance Compensation Praxoiporated by reference from the
Company’s Proxy Statement for the 2013 Annual Megtinder the captioBompensation Discussion and Analysis - Elements of
Compensation Program

10.6 Chrysler Corporation Sales and Service AgezgrAdditional Terms and Provisions (incorporatgddference to exhibit 10.3.2 to the
Company’s Registration Statement on Form S-1, Regisn Statement No. 333-14031, as declared éfebly the Securities Exchange
Commission on December 18, 1996)
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Exhibit
10.6.1

10.7

10.7.1

10.7.2

10.8

10.8.1

10.9

10.9.1

10.9.2

10.10

10.10.1

10.11

10.11.1

10.11.2

10.12

10.13*

10.13.1*

10.14*

10.15

10.15.1*

Description

Chrysler Corporation Chrysler Sales and Servicee@grent, dated September 28, 1999, between Chrg¢slgsoration and Lithi
Chrysler Plymouth Jeep Eagle, Inc. (incorporatedrdfgrence to exhibit 10.15.1 to the Company's FAdK for the year ende
December 31, 1999 (Additional Terms and Provistorthe Sales and Service Agreements are in Exhih) (1))

Mercury Sales and Service Agreement Geneoaigtons (incorporated by reference to exhibitl®to the Company’s Registration
Statement on Form S-1, Reg. No. 333-14031)

Supplemental Terms and Conditions agreebetnteen Ford Motor Company and Lithia Motors, khated June 12, 1997 (incorporated
by reference to exhibit 10.7.2 to the Company'snr@0-K for the year ended December 31, 1997)

Mercury Sales and Service Agreement, datad 1, 1997, between Ford Motor Company and Lithisl, LLC dba Lithia Lincoln
Mercury (incorporated by reference to exhibit 106 the Company’s Form 10-K for the year endedddauer 31, 1997) (general
provisions are in Exhibit 10.10) (2)

Volkswagen Dealer Agreement Standard Prawss{incorporated by reference to exhibit 10.16.theoCompany’s Form 10-K for the
year ended December 31, 1997)

Volkswagen Dealer Agreement dated Septefihet998, between Volkswagen of America, Inc. kititia HPI, Inc. dba Lithia
Volkswagen (incorporated by reference to exhibitl¥CL to the Company’s Form 10-K for the year endedember 31, 1999 (standard
provisions are in Exhibit 10.11) (3)

General Motors Dealer Sales and Service Ageee Standard Provisions (incorporated by referémexhibit 10.7.2 to the Company’s
Registration Statement on Form S-1, Reg. No. 33R1}

Supplemental Agreement to General Motors Corpanaflealer Sales and Service Agreement dated Jariar¥998 (incorporated
reference to exhibit 10.18.1 to the Company’s Faf¥K for the year ended December 31, 1999)

Chevrolet Dealer Sales and Service Agreement dagtdber 13, 1998 between General Motors Corpora@revrolet Motor Divisio
and Camp Automotive, Inc. (incorporated by refeeet@ exhibit 10.31 to the Company’s Form K@er the year ended December
1998) (4)

Toyota Dealer Agreement Standard Provis{ore®rporated by reference to exhibit 10.10.2 ® @ompanys Registration Statement
Form S-1, Reg. No. 333-14031)

Toyota Dealer Agreement, between Toyota Motor S&A, Inc. and Lithia Motors, Inc., dba Lithia Tata, dated February 15, 1¢
(incorporated by reference to exhibit 10.20.1 ®@ompany’s Form 10-K for the year ended Decemlhet 399) (5)

Nissan Standard Provisions (incorporated by referen exhibit 10.15.2 to the Compis Form 10K for the year ended December
1997)

Nissan Public Ownership Addendum dated August 3091(incorporated by reference to exhibit 10.22.1he Compar’s Form 10K
for the year ended December 31, 1999) (6)

Nissan Dealer Term Sales and Service Agreementdeetwithia Motors, Inc., Lithia NF, Inc., and théssban Division of Nissan Mot
Corporation In USA dated January 2, 1998 (incorfemtdy reference to exhibit 10.15.1 to the Compsugrm 10K for the year ende
December 31, 1997) (standard provisions are inltixihd.14) (7)

Lease Agreement between CAR LIT, LLC and Lithia REatate, Inc. relating to properties in Medfordre@on (incorporated |
reference to exhibit 10.36 to the Company’s ForaKlfor the year ended December 31, 1999) (8)

Non Employee Director Compensation Plan 2010/20r¥i€e Year (incorporated by reference to exhibitlB to the Compar's Form
10-K for the year ended December 31, 2011)

Non Employee Director Compensation Plan 2012/204r8i€e Yeal

Form of Outside Director Nonqualified Dett Compensation Agreement (incorporated by retereéa exhibit 10.20 to the Company’
Form 10-K for the year ended December 31, 2005)

Option Agreement between the Company and M. L. Bleknann dated December 31, 2009 (incorporatecfgyence to exhibit 99.1
the Company’s Form 8-K filed January 5, 2010)

Executive Nonqualified Deferred Compensation Agreetrbetween the Company and M. L. Dick Heimann di&ecember 31, 20
(incorporated by reference to exhibit 99.2 to tleen@any’s Form 8-K filed January 5, 2010)
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Exhibit
10.16

10.16.1

10.17*

10.18*

10.19*

10.20*

10.21*

10.21.1*

10.21.2*

10.22

10.22.1*

10.23*

10.24*

12
21
23
311
31.2

321

32.2

Description

Loan Agreement dated as of April 17, 2012 betweitimid_Motors, Inc., and U.S. Bank National Assoiciaf as agent for the lenders, .
U.S. Bank National Association, JPMorgan Chase Banhlk., Mercede®Benz Financial Services USA LLC, Toyota Motor Ct
Corporation, BMW Financial Services N.A., LLC, Nigs Motor Acceptance Corporation, Bank of AmericaANWells Fargo Banl
N.A., Bank of the West and Key Bank National Asstion, as lenders (incorporated by reference tabé®9.1 to the Compar's Forn
8-K filed April 20, 2012)

Amendment to Loan Agreement dated December 19, 20ttPU.S. Bank National Association as agent for tenders, and U.S. Be
National Association, JPMorgan Chase Bank, N.A.rddde-Benz Financial Services USA LLC, Toyota Motor Cte@orporatior
BMW Financial Services N.A., LLC, Nissan Motor Agtance Corporation, Bank of America, N.A., Wellsg@aBank, N.A., Bank ¢
the West and KeyBank National Association, as lendmcorporated by reference to exhibit 10.1 te @ompany’s Form & filed
December 24, 2012)

Amended and Restated Split-Dollar Agreement

Terms of Amended Employment and Change in ContgseAment between Lithia Motors, Inc. and SidneypBBoer dated January :
2009 (incorporated by reference to exhibit 10.2theCompany’s Form 10-K for the year ended Decer@ibe2008) (9)

Form of Indemnity Agreement for each Nanke@cutive Officer (incorporated by reference toibihl0.1 to the Company’s Form8-
filed May 29, 2009)

Form of Indemnity Agreement for each nonaagement Director (incorporated by reference takeixh0.2 to the Company’s Form1g-
filed May 29, 2009)

Executive Management Non-Qualified Defer@mimpensation and LoriBerm Incentive Plan (incorporated by referencextulst 10.22
to the Company’s Form 10-K for the year ended Dduar31, 2010)

Form of Executive Management Non-QualifiBeferred Compensation and Long-Term Incentiven RlaNotice of Discretionar
Contribution Award for Sidney DeBoer (incorporateyl reference to exhibit 10.22.1 to the Company’'smi-a0K for the year ende
December 31, 2010)

Form of Executive Management Non-QualifiBeferred Compensation and Long-Term Incentiven RlaNotice of Discretionar
Contribution Award (incorporated by reference thibit 10.22.2 to the Company’s Form 10-K for thewended December 31, 2010)

Acquisition and Option Termination Agreement withLMDick Heimann dated December 16, 2011 (incorfatdy reference to exhi
99.1 to the Company’s Form 8-K filed December 22,1

Form of Membership Purchase Agreemertt WitL. Dick Heimann (incorporated by reference xbibit 99.2 to the Company’s Form 8-
K filed December 22, 2011)

Employment Agreement with Executive Vice Presid8rad Gray dated March 1, 2012 (incorporated byresfee to exhibit 10.2 to t
Company’s Form 10-Q for the quarter ended March2812)

Form of Amended Employment and Change in ContraeAment dated February 22, 2013 between the Congrahgach of Scott
Hillier, Bryan B. DeBoer, John F. North Il and @GhHolzshu

Ratio of Earnings to Combined Fixed Charges

Subsidiaries of Lithia Motors, Inc.

Consent of KPMG LLP, Independent Registeredi®éecounting Firm

Certification of Chief Executive Officer puent to Rule 13a-14(a) or Rule 15d-14(a) of theuites Exchange Act of 1934.
Certification of Chief Financial Officer puiant to Rule 13a-14(a) or Rule 15d-14(a) of theugiges Exchange Act of 1934.

Certification of Chief Executive Officer puemt to Rule 13a-14(b) or Rule 13d{b) of the Securities Exchange Act of 1934 an
U.S.C. Section 1350.

Certification of Chief Financial Officer puent to Rule 13a-14(b) or Rule 18d{b) of the Securities Exchange Act of 1934 an
U.S.C. Section 1350.
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Exhibit Description
101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema Document.

101.CAL XBRL Taxonomy Extension Calculation LinldeaDocument.
101.DEF XBRL Taxonomy Extension Definition LinklsaBocument.
101.LAB XBRL Taxonomy Extension Label Linkbase Dowent.
101.PRE XBRL Taxonomy Extension Presentation LagédDocument.

@)
)

(3)
(4)

®)
(6)
(7)
®)

)

Substantially identical agreements exist betweemi@aChrysler Motor Company, LLC and those othdvsidiaries operating Dodge, Chrysler,
Plymouth or Jeep dealershi

Substantially identical agreements exist for itedFand Lincoln-Mercury lines between Ford Motor Grany and those other subsidiaries operating
Ford or Lincoli-Mercury dealership:

Substantially identical agreements exist betweelkdeagen of America, Inc. and those subsidiariesrajing Volkswagen dealershiy
Substantially identical agreements exist betweeev@iiet Motor Division, GM Corporation and thos&et subsidiaries operating General Motors
dealerships

Substantially identical agreements exist (exceptieginms are all 2 years) between Toyota Motor S&I8#\, Inc. and those other subsidiaries
operating Toyota dealershi

Substantially identical documents exist with eadshin store

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

Lithia Real Estate, Inc. leases all the propertyadford, Oregon sold to CAR LIT, LLC under subgtalty identical leases covering six separate
blocks of property

Substantially similar agreements exist betweeni&iMotors, Inc. and each of M.L. Dick Heimann, Bny. DeBoer, Christopher S. Holzshu and
John F. North III.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{dhe Securities Exchange Act of 1934, the Regyigthas duly caused this report to be signeds
behalf by the undersigned, thereunto duly authdrize

Date: February 22, 2013 LITHIA MOTORS, INC.

By: /s/Bryan B. DeBoer
Bryan B. DeBoe
Director, President ar
Chief Executive Office

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bddgwthe following persons on behalf of
Registrant and in the capacities indicated on Falgra2, 2013:

Signature Title

/sl Bryan B. DeBoer Director, President and Chief Executive Officer
Bryan B. DeBoer (Principal Executive Officer)

Is/ Christopher ¢ Senior Vice President, Chief Financial Officer
Holzshu

Christopher S. Holzshu and Secretary (Principal Financial Officer)
/s/John F. North IlI Vice President and Corporate Controller

John F. North 11l (Principal Accounting Officer)

/s/Thomas Becker Director

Thomas Becke

/s/Susan O. Cain Director
Susan O. Cai
/s/Sidney B. DeBoer Director

Sidney B. DeBoe

/s/IM.L. Dick Heimann Director
M.L. Dick Heimann

/s/Kenneth E. Roberts Director
Kenneth E. Roberl

/s/William J. Young Director
William J. Young
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Report of Independent Registered Public Accountindrirm

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

We have audited the accompanying Consolidated Bel&heets of Lithia Motors, Inc. and subsidiarissohDecember 31, 2012 and 2011, anc
related Consolidated Statements of Operations, Celmepsive Income, Changes in Stockhold&muity, and Cash Flows for each of the years i
three-year period ended December 31, 2012. Thessdlidated Financial Statements are the respoitgituf the Companys management. O
responsibility is to express an opinion on thesagobtdated Financial Statements based on our audits

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighamlo(United States). Those standards re:
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsneee free of material misstatement. An &
includes examining, on a test basis, evidence stipgathe amounts and disclosures in the finansiatements. An audit also includes assessin
accounting principles used and significant estismat@de by management, as well as evaluating thmlbfieancial statement presentation. We bel
that our audits provide a reasonable basis foopurion.

In our opinion, the Consolidated Financial Statetseeferred to above present fairly, in all matenéspects, the financial position of Lithia Motphsc.
and subsidiaries as of December 31, 2012 and 20flthe results of their operations and their ¢lsirs for each of the years in the thrgear perio
ended December 31, 2012, in conformity with U.Shagally accepted accounting principles.

We also have audited, in accordance with the stalsd# the Public Company Accounting Oversight Bo@nited States), Lithia Motors, Ins.interna
control over financial reporting as of December 3012, based on criteria establishedinternal Control — Integrated Frameworissued by th
Committee of Sponsoring Organizations of the Tremd@ommission (COSO), and our report dated Febr22r2013 expressed an unqualified opil
on the effectiveness of the Company’s internal mdmtver financial reporting.

/sl KPMG LLP

Portland, Oregon
February 22, 2013




Report of Independent Registered Public Accountindrirm

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

We have audited Lithia Motors, Inc.’s internal aohbver financial reporting as of December 31, 20ased on criteria establishedriternal Contro
— Integrated Frameworkssued by the Committee of Sponsoring Organizatajrike Treadway Commission (COSO). Lithia Motdrs,.’s manageme
is responsible for maintaining effective internantrol over financial reporting and for its assessinof the effectiveness of internal control ¢
financial reporting, included in the accompanyingidgemens Report on Internal Control Over Financial RepaytiOur responsibility is to express
opinion on the Company’s internal control over fingl reporting based on our audit.

We conducted our audit in accordance with the statslof the Public Company Accounting Oversight iBo@nited States). Those standards ret
that we plan and perform the audit to obtain reabnassurance about whether effective internarabaver financial reporting was maintained in
material respects. Our audit included obtaininguaderstanding of internal control over financighoging, assessing the risk that a material weed
exists, and testing and evaluating the design gedating effectiveness of internal control basedhenassessed risk. Our audit also included peifiy
such other procedures as we considered necesstgy dircumstances. We believe that our audit piewia reasonable basis for our opinion.

A companys internal control over financial reporting is @pess designed to provide reasonable assuranagliregthe reliability of financial reportir
and the preparation of financial statements foeml purposes in accordance with generally acdepbeounting principles. A compamsyinterna
control over financial reporting includes thoseigies and procedures that (1) pertain to the maaree of records that, in reasonable detail, ately
and fairly reflect the transactions and disposgiaf the assets of the company; (2) provide reddenassurance that transactions are record
necessary to permit preparation of financial stateisin accordance with generally accepted acaogiptiinciples, and that receipts and expendituf
the company are being made only in accordance auithorizations of management and directors of tmepany; and (3) provide reasonable assui
regarding prevention or timely detection of unauitted acquisition, use, or disposition of the compa assets that could have a material effect o
financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or detmisstatements. Also, projections of any evadin
of effectiveness to future periods are subjecth® risk that controls may become inadequate becaushanges in conditions, or that the degre
compliance with the policies or procedures may ritatate .

In our opinion, Lithia Motors, Inc. maintained, ali material respects, effective internal contreéofinancial reporting as of December 31, 2013¢ek
on criteria established imternal Control — Integrated Framewoiksued by the Committee of Sponsoring Organizatidrite Treadway Commission.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@united States), the Consolidated Bal:
Sheets of Lithia Motors, Inc. and subsidiaries BBecember 31, 2012 and 2011, and the related didased Statements of Operations, Comprehel

Income, Changes in Stockholders’ Equity, and Cdstv$-for each of the years in the thiygear period ended December 31, 2012, and our relpoet
February 22, 2013 expressed an unqualified opioiothose Consolidated Financial Statements.

/sl KPMG LLP

Portland, Oregon
February 22, 2013
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Assets
Current Assets:
Cash and cash equivalents

LITHIA MOTORS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(In thousands)

Accounts receivable, net of allowance for doub#éfttounts of $336 and $261

Inventories, net
Deferred income taxes
Other current assets
Assets held for sale

Total Current Assets

Property and equipment, net of accumulated degieciaf $97,883 and $99,115

Goodwill

Franchise value

Deferred income taxes

Other non-current assets
Total Assets

Liabilities and Stockholders' Equity
Current Liabilities:
Floor plan notes payable
Floor plan notes payable: non-trade
Current maturities of long-term debt
Trade payables
Accrued liabilities
Liabilities related to assets held for sale

Total Current Liabilities

Long-term debt, less current maturities
Deferred revenue
Other long-term liabilities

Total Liabilities

Stockholders' Equity:

Preferred stock - no par value; authorized 15,0@0es; none outstanding
Class A common stock - no par value; authorizedd@®shares; issued and outstanding 22,916 ant

22,195

Class B common stock - no par value; authorize@@bshares; issued and outstanding 2,762 and 3

Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings

Total Stockholders' Equity

Total Liabilities and Stockholders' Equity

See accompanying notes to consolidated finanasstents.

F-3

December 31

2012 2011
42,83¢ $ 20,85
133,14 99,40;
723,32¢ 506,48
3,83z 4,73(
17,48 16,71¢
12,57¢ -
933,20 648,19
425,08 373,77
32,04 18,95¢
62,42 59,00
17,12t 29,27(
22,80¢ 16,84(
1,492,70. $ 1,146,13:
13,45: $ 114,76
568,13( 229,18
8,18z 8,221
41,58¢ 31,71
81,60: 72,71
8,347 -
721,30 456,58
286,87t 278,65
33,58¢ 25,14¢
22,83 18,62¢
1,064,60. 779,01
268,80 279,36t
342 46¢
12,39¢ 10,91¢
(2,615) (4,509)
149,17 80,87
428,10 367,12
1,492,70. $ 1,146,13;




LITHIA MOTORS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations
(In thousands, except per share amounts)

Revenues:
New vehicle
Used vehicle retail
Used vehicle wholesale
Finance and insurance
Service, body and parts
Fleet and other
Total revenues
Cost of sales:
New vehicle
Used vehicle retail
Used vehicle wholesale
Service, body and parts
Fleet and other
Total cost of sales
Gross profit
Asset impairments
Selling, general and administrative
Depreciation and amortization
Operating income
Floor plan interest expense
Other interest expense
Other income, net
Income from continuing operations before incomes$ax
Income tax provision
Income from continuing operations, net of income ta
Income from discontinued operations, net of incaaxe
Net income

Basic income per share from continuing operations
Basic income per share from discontinued operations
Basic net income per share

Shares used in basic per share calculations

Diluted income per share from continuing operations
Diluted income per share from discontinued openatio

Diluted net income per share

Shares used in diluted per share calculations

Year Ended December 31

2012 2011 2010
1,847,60. $  1,391,37! 1,020,88:
833,48 678,57 558,10
139,23 128,32¢ 103,81
112,23 84,13( 64,21
347,70 315,95¢ 277,94
36,22¢ 34,38: 11,65¢
3,316,48 2,632,741 2,036,62;
1,713,15( 1,284,22! 937,23
711,76 580,35’ 479,31(
137,82: 127,73: 103,11«
179,63 163,73¢ 144,00:
34,81 31,41( 10,01
2,777,18 2,187,46: 1,673,67
539,30 445,28 362,94
115 1,37¢ 15,30:
373,68t 316,66 284,16
17,12¢ 16,42’ 17,01z
148,36¢ 110,81¢ 46,47
(12,816 (10,362 (10,155
(9,621) (12,87%) (14,529
2,52t 694 42C
128,45° 88,27( 22,21:
(49,067) (33,060) (8,625)
79,39 55,21( 13,581
967 3,65( 132
80,36 $ 58,86( 13,71¢
3.0¢ $ 2.1¢ 0.52
0.04 0.14 0.01
3.15 $ 2.2/ 0.5¢
25,60¢ 26,23( 26,06:
3.0 $ 2.07 0.52
0.04 0.14 -
3.00 $ 2.21 0.52
26,17 26,66+ 26,27¢

See accompanying notes to consolidated finanasstents.
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LITHIA MOTORS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income
(In thousands)

Year Ended December 31

2012 2011 2010
Net income $ 80,36: $ 58,86( $ 13,71¢
Other comprehensive income (loss), net of tax:
Gain (loss) on cash flow hedges, net of tax expénseefit) of $1,175, $195 and $(626) 1,89¢ 361 (1,019
Comprehensive income $ 82,25 $ 59,22: $ 12,70(

See accompanying notes to consolidated finanagdistents.

F-5




Balance at December 31, 2009

Net income

Fair value of interest rate swap
agreements, net of tax benefit of $62I

Issuance of stock in connection with
employee stock plans

Shares forfeited by employees

Repurchase of Class A common stock

Compensation for stock and stock optic
issuances and excess tax benefits frc
option exercises

Dividends paid

Balance at December 31, 2010

Net income

Fair value of interest rate swap
agreements, net of tax expense of $1

Issuance of stock in connection with
employee stock plans

Issuance of restricted stock to employe

Shares forfeited by employees

Repurchase of Class A common stock

Compensation for stock and stock optic
issuances and excess tax benefits frc
option exercises

Dividends paid

Balance at December 31, 2011

Net income

Fair value of interest rate swap
agreements, net tdix expense of $1,1

Issuance of stock in connection with
employee stock plans

Issuance of restricted stock to employe

Repurchase of Class A common stock

Class B commons stock converted to C
A common stock

Compensation for stock and stock optic
issuances and excess tax benefits frc
option exercises

Dividends paid

Balance at December 31, 2012

LITHIA MOTORS, INC. AND SUBSIDIARIES
Consolidated Statements of Changes in Stockholdergquity
(In thousands)

Accumulated

Other

Compre- Total

Common Stock Additional hensive Stock-

Class A Class B Paid In Income Retained  holders'

Shares Amount Shares Amount Capital (Loss) Earnings Equity
22,03t $ 280,88( 3,762 $ 46¢ $ 10,500 $ (3,85() $ 19,03¢ $ 307,03¢
- - - - - - 13,71¢ 13,71¢
- - - - - (2,019 - (2,019
65¢ 4,192 - - - - - 4,192
9) - : : - - - -
(162) (1,62¢) - - - - - (1,62¢)
- 1,361 - - 471 - - 1,832
. - - - - - (3,919 (3,919
22,52 284,80 3,762 46¢ 10,97: (4,86%) 28,83¢ 320,21°
- - - - - - 58,86( 58,86(
- - - - - 361 - 361
43¢ 5,65¢ - - - - - 5,65¢
11 - - - - - - -
(5) - : : - - - :
(772) (13,56%) - - - - - (13,56¢)
- 2,47: - - (59 - - 2,41¢
- - - - - - (6,8272) (6,8272)
22,19¢ 279,36¢ 3,762 46¢€ 10,91¢ (4,509 80,87 367,12:
- - - - - - 80,36: 80,36:
- - - - - 1,89: - 1,89:
647 8,652 - - - - - 8,652
3 - - - - - - -
(929) (23,279 - - - - - (23,279
1,00( 12& (2,000) (125 -
- 3,931 - - 1,481 - - 5,41¢
- - - - - - (12,06€) (12,066)
22,91t $ 268,80: 2,762 $ 34z $ 12,39¢ $ (2,615 $ 149,17. $ 428,10:

See accompanying notes to consolidated finanasstents.




LITHIA MOTORS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
(In thousands)

Year Ended December 31

Cash flows from operating activities:

Net income $

Adjustments to reconcile net income to net cashl is@perating activities:
Asset impairments
Depreciation and amortization
Depreciation and amortization within discontinugxb@ations
Stock-based compensation
Gain on disposal of other assets
(Gain) loss from disposal activities within discioned operations
Deferred income taxes
Excess tax benefit from share-based payment amaegs
(Increase) decrease (net of acquisitions and dispos):
Trade receivables, net
Inventories
Other current assets
Other non-current assets
Increase (decrease) (net of acquisitions and dismus):
Floor plan notes payable
Trade payables
Accrued liabilities
Other long-term liabilities and deferred revenue

Net cash used in operating activities

Cash flows from investing activities:
Principal payments received on notes receivable
Capital expenditures
Proceeds from sales of assets
Cash paid for acquisitions, net of cash acquired
Payments for life insurance policies
Proceeds from sales of stores

Net cash used in investing activities

Cash flows from financing activities:
Borrowings on floor plan notes payable: non-trade
Borrowings on lines of credit
Repayments on lines of credit
Principal payments on long-term debt, scheduled
Principal payments on long-term debt and capitadés, other
Proceeds from issuance of long-term debt
Proceeds from issuance of common stock
Repurchase of common stock
Excess tax benefit from share-based payment amaemgs
Decrease (increase) in restricted cash
Dividends paid

Net cash provided by financing activities

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year $

Supplemental disclosure of cash flow information:

Cash paid during the period for interest $

Cash paid during the period for income taxes, net

Supplemental schedule of non-cash activities:

2012 2011 2010
80,36: $ 58,86( $ 13,71¢
115 1,37¢ 15,30:
17,12¢ 16,42’ 17,01z
18€ 521 574
3,11¢ 2,001 2,41¢
(747) (6,495) (107)
621 (4,396) 301
14,17: 8,00z (2,131)
(2,802) (525) (264)
(33,70 (22,50%) (22,887)
(230,44:) (78,20%) (68,30%)
(4,192) (13,117) (1,639
(6,17€) (1,108) (2,029
(82,109 13,51( 10,55(
8,001 5,99¢ 4,96(
10,53¢ 11,60¢ 10,02¢
13,45¢ 7,18: 1,158
(212,47 (76€) (21,330
94€ 121 85
(64,582 (31,679 (7,589)
6,027 29,67 10,28¢
(44,716 (60,48%) (23,697
(3,286 (900) -
6,61¢ 23,83¢ 941
(98,997 (39,427) (19,966
348,47 63,14¢ 24,09(
592,62 56,000 40,00(
(580,26¢) (9,000) (24,000
(8,347 (10,909 (8,245
(40,76%) (55,66¢) (40,14¢)
42,33 25,67« 47,21¢
8,65: 5,65¢ 4,19:
(23,279 (13,56¢) (1,626)
2,80z 52t 264
3,30( (3,300) -
(12,066) (6,827) (3,919)
333,46 51,73: 37,82¢
21,08¢ 11,54 (3,470)
20,85" 9,30¢ 12,77¢
42,83¢ $ 20,85 $ 9,30¢
2297¢ $ 24967 $ 25,357
36,57¢ 33,72 8,00(



Debt issued in connection with acquisitions 2,60¢
Floor plan debt acquired in connection with acdiges -
Acquisition of assets with capital leases 2,60¢
Floor plan debt paid in connection with store disgle 6,71z

See accompanying notes to consolidated finan@gdistents.
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LITHIA MOTORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Q) Summary of Significant Accounting Paties

Organization and Business

We are a leading operator of automotive franchéseba retailer of new and used vehicles and sexvike of December 31, 2012, we offerec
brands of new vehicles and all brands of used lehin 87 stores in the United States and onlingthia.com. We sell new and used cars and trn
and replacement parts; provide vehicle maintenawegtanty, paint and repair services; and arramg@ted financing, service contracts, protec
products and credit insurance.

Our dealerships are primarily located throughoat\Western and Midwestern regions of the UnitedeStat/e target midized regional marke
for domestic and import franchises and metropoliteerkets for luxury franchises. We believe thisatglgy enables brand exclusivity with minii
competition from other dealerships with the saraachise in the market.

Basis of Presentation

The accompanying Consolidated Financial Statemegitsct the results of operations, the financiasipon and the cash flows for Litt
Motors, Inc. and its directly and indirectly wholbwvned subsidiaries. All intercompany balancestaagsactions have been eliminated in consolide
The results of operations of stores classified iasotitinued operations have been presented on parairle basis for all periods presented ir
accompanying Consolidated Statements of OperatiSeg. Note 16.

Cash and Cash Equivalents
Cash and cash equivalents are defined as casmdraha cash in bank accounts without restrictions.

Accounts Receivable

Accounts receivable include amounts due from thewviang:

« various lenders for the financing of vehicles sold;

« customers for vehicles sold and service and paless

« manufacturers for factory rebates, dealer inceatared warranty reimbursement; and
« insurance companies, finance companies, and otiseelianeous receivables.

Receivables are recorded at invoice and do notib&aest until such time as they are 60 days ghast The allowance for doubtful account
estimated based on our historical writié-experience and is reviewed on a monthly basisount balances are charged off against the aliceafter a
appropriate means of collection have been exhawastddhe potential for recovery is considered rem®he annual activity for charges and subset
recoveries are immaterial. See Note 2.

Inventories
Inventories are valued at the lower of market vaueost, using a pooled approach for vehiclesthrdspecific identification method for pa
The cost of new and used vehicle inventories iretuthie cost of any equipment added, reconditioaimbtransportation.

Manufacturers reimburse us for holdbacks, floonplaterest assistance and advertising assistanttiehvare reflected as a reduction in
carrying value of each vehicle purchased. We reieegadvertising assistance, floor plan interesistmsce, holdbacks, cash incentives and otheree
received from manufacturers that are tied to speedhicles as a reduction to cost of sales asdalaged vehicles are sold.

Parts purchase discounts that we receive from teufacturer are reflected as a reduction in theyivey value of the parts purchased from
manufacturer and are recognized as a reductioasioof goods sold as the related inventory is sk Note 3.
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Property and Equipment

Property and equipment are stated at cost andegreciated over their estimated useful lives orstheghtline basis. Leasehold improveme
made at the inception of the lease or during tha @& the lease are amortized on a stralgtg-basis over the shorter of the life of the impment ¢
the remaining term of the lease.

The range of estimated useful lives is as follows:

Buildings and improvements (years) 5 to 40
Service equipment (years) 5to 15
Furniture, office equipment, signs and fixturesa(y 3to 10

The cost for maintenance, repairs and minor rergevgaéxpensed as incurred, while significant rerteded betterments are capitalizec
addition, interest on borrowings for major capftebjects, significant remodels and bettermentsapstalized. Capitalizethterest becomes a part of
cost of the depreciable asset and is depreciatmtding to the estimated useful lives as previossiged. For the years ended December 31, 201
2011, we recorded capitalized interest of $0.3iamlaind $0.2 million, respectively. We recordedcapitalized interest in 2010.

When an asset is retired or otherwise disposethefrelated cost and accumulated depreciationesmeved from the accounts, and any ga
loss is credited or charged to income from contiguaperations.

Leased property meeting certain criteria is caigital and the present value of the related leasm@ats is recorded as a liability. Amortizal
of capitalized leased assets is computed on aybtd@e basis over the term of the lease, unlessahsd transfers title or it contains a bargain s«
option, in which case, it is amortized over theetisuuseful life, and is included in depreciatioqpense.

Longdived assets held and used by us are reviewedrfpairment whenever events or circumstances indibatethe carrying amount of as
may not be recoverable. We consider several fasttwen evaluating whether there are indications a&ptial impairment related to our lotiged
assets, including store profitability, overall ma@stonomic factors and impact of our strategic mamamt decisions. If recoverability testing
performed, we evaluate assets to be held and ysedrbparing the carrying amount of an asset toréuhet undiscounted cash flows associated wit
asset, including its disposition. If such asse¢scansidered to be impaired, the amount by whiehctirrying amount of the assets exceeds the fhie
of the assets is recognized as a charge to incaomedontinuing operations. See Note 4.

Goodwill

Goodwill represents the excess purchase pricethedfair value of net assets acquired which isatlotable to separately identifiable intang
assets. Other identifiable intangible assets, siscfranchise rights, are separately recognizeheifittangible asset is obtained through contraait
other legal right or if the intangible asset carsble, transferred, licensed or exchanged.

Goodwill is not amortized but tested for impairmanteast annually, and more frequently if evemtsicumstances indicate the carrying vi
of the reporting unit more likely than not exceéais value. We have the option to qualitativelyquantitatively assess goodwill for impairment an
2012 evaluated our goodwill using a quantitativeeasment process. We have determined that we epasabne reporting unit for the good
impairment test.

We test our goodwill for impairment on October leaich year. We used an Adjusted Present Value\("ARPethod, a fairvalue based test,
indicate the fair value of our reporting unit. Undliee APV method, future cash flows based on réggmepared operating forecasts and business
are used to estimate the future economic benefiteigted by the reporting unit. Operating forecasts cash flows include estimated revenue gr
rates based on managemsritrecasted sales projections and on U.S. Depattofié.abor, Bureau of Labor Statistics for histaliconsumer price ind
data. A discount rate is utilized to convert theetmsted cash flows to their present value equivaepresenting the indicated fair value of ouroréipg
unit. The discount rate applied to the future démlis factors an equity market risk premium, snsédick risk premium, an average peer group betaa
risk-free interest rate. We compare the indicated falmer of our reporting unit to our market capitdian, including consideration of a control premil
The control premium represents the estimated amauimvestor would pay to obtain a controlling nets. We believe this reconciliation is consis
with a market participant perspective.




The quantitative impairment test of goodwill isveotstep process. The first step identifies poténtipairment by comparing the estimated
value of a reporting unit with its book value. fetfair value of the reporting unit exceeds theytag amount, goodwill is not impaired and the s&
step is not necessary. If the carrying value exedld fair value, the second step includes det@ngnithe implied fair value in the same manner &
amount of goodwill recognized in a business comtinas determined. The implied fair value of godlilvgé then compared with the carrying amour
goodwill to determine if an impairment loss is resary. See Note 5.

Franchise Value
We enter into agreements (“Franchise Agreementsth the manufacturers. Franchise value represantight received under Franct
Agreements with manufacturers and is identifiechnrndividual store basis.

We evaluated the useful lives of our Franchise Agrents based on the following factors:

e certain of our Franchise Agreements continue imitefy by their terms

e certain of our Franchise Agreements have limitech$e but are routinely renewed without substarmiiet to us

e other than franchise terminations related to therecedented reorganizations of Chrysler and Gemdo#adrs, and allowed by bankrup
law, we are not aware of manufacturers terminakirenchise Agreements against the wishes of thelfias@ owners under the ordin
course of business. A manufacturer may pressumarectise owner to sell a franchise when the oweenibreach of the franchi
agreement over an extended period of ti

e state dealership franchise laws typically limit tights of the manufacturer to terminate or noexera franchise

we are not aware of any legislation or other faxctbat would materially change the retail autommfianchise system; ai

e as evidenced by our acquisition and dispositiotohys there is an active market for most automotiealership franchises within the Uni
States. We attribute value to the Franchise Agre¢srecquired with the dealerships we purchase baisetle understanding and indu:
practice that the Franchise Agreements will bewnekindefinitely by the manufacture

Accordingly, we have determined that our Francligeeements will continue to contribute to our célslivs indefinitely and, therefore, he
indefinite lives.

As an indefinitelived intangible asset, franchise value is testedrhpairment at least annually, and more frequeifittvents or circumstanc
indicate the carrying value may exceed fair valliee impairment test for indefinitésed intangible assets requires the comparisorstimated fa
value to carrying value. An impairment charge isorded to the extent the fair value is less thanctirrying value. We have the option to early ado
accounting amendment that allows us to qualitatiesisess indefinite-lived intangible assets forampent. In 2012 we evaluated our indefirliteed
intangible assets using a quantitative assessnmreicess. We have determined the appropriate uniicobunting for testing franchise value
impairment is on an individual store basis.

We test our franchise value for impairment on Oetolh of each year. The quantitative assessment aisasitiperiod excess earnir
("MPEE”) model to estimate the fair value of our franchid®® have determined that only certain cash flowshefstore are directly attributable
franchise rights. Future cash flows are based oantéy prepared operating forecasts and business b estimate the future economic benefits tig
store will generate. Operating forecasts and clastsfinclude estimated revenue growth rates thatalculated based on managenefatecasted sal
projections and on the U.S. Department of LaboreBu of Labor Statistics for historical consumécgindex data. Additionally, we use a contribu
asset charge to represent working capital, pergmoglerty and assembled workforce costs. A discratetis utilized to convert the forecasted castvd
to their present value equivalent. The discoure egiplied to the future cash flows factors an gguitirket risk premium, small stock risk premium
average peer group beta and a risk-free interest$&e Note 5.
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Advertising

We expense production and other costs of advegtagmincurred as a component of selling, generlaaministrative expense. Additiona
manufacturer cooperative advertising credits faalifiying, specificallyidentified advertising expenditures are recogniasd reduction of advertisi
expense.

Advertising expense, net of manufacturer coopegagidvertising credits, was $31.9 million, $23.9liarl and $25.4 million for the years ent
December 31, 2012, 2011 and 2010, respectively.uféaturer cooperative advertising credits were $8il6on in 2012, $7.8 million in 2011 and $:
million in 2010.

Income and Other Taxes

Income taxes are accounted for under the assetialitity method. Deferred tax assets and liakahtiare recognized for the future
consequences attributable to differences betweefirtncial statement carrying amounts of existisgets and liabilities and their respective taxet
and operating loss and tax credit carryforwardsfeBed tax assets and liabilities are measuredgusitacted tax rates expected to apply to ta
income in the years in which those temporary déffices are expected to be recovered or settledefféet on deferred tax assets and liabilities
change in tax rates is recognized in income inp@od that includes the enactment date. A valnagitowance, if needed, reduces deferred tax ¢
when it is more likely than not that some or altloé deferred tax assets will not be realized.

When there are situations with uncertainty as @timing of the deduction, the amount of the deiduactor the validity of the deduction,
adjust our financial statements to reflect onlysedax positions that are more-likely-thaot to be sustained. Positions that meet this roiteare
measured using the largest benefit that is mone H86 likely to be realized. Interest and penaltiessrecorded in the period incurred or accruedn
related to an uncertain tax position. See Note 14.

We account for all taxes assessed by a governmaathority that are directly imposed on a reveptaducing transaction (i.e., sales, |
value-added) on a net (excluded from revenuesybasi

Concentration of Risk and Uncertainties

We purchase substantially all of our new vehicled mventory from various manufacturers at the pilevg prices charged by auto maker
all franchised dealers. Our overall sales coulihiigacted by the auto manufactureirgbility or unwillingness to supply the dealershijth an adequa
supply of popular models.

We depend on our manufacturers to provide a supiplghicles which supports expected sales levelthé event that manufacturers are ur
to supply the needed level of vehicles, our finahgerformance may be adversely impacted.

We depend on our manufacturers to deliver highityyalefectfree vehicles. In the event that manufacturers eapee future quality issue
our financial performance may be adversely impacted

We are subject to a concentration of risk in thengwf financial distress, including potential rg@mization or bankruptcy, of a major veh
manufacturer. Our sales volume could be materiatlyersely impacted by the manufacturers’ or digtdks’ inability to supply the stores with
adequate supply of vehicles. We also receive imesitand rebates from our manufacturers, includiagh allowances, financing programs, disco
holdbacks and other incentives. These incentivesexnorded as receivables on our Consolidated Bal&heets until payment is received. Our fina
condition could be materially adversely impactedtbg manufacturers’ or distributorgiability to continue to offer these incentives amdbates
substantially similar terms, or to pay our outsiagdeceivables.
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We enter into Franchise Agreements with the manufacs. The Franchise Agreements generally limét lication of the dealership ¢
provide the auto manufacturer approval rights ostesinges in dealership management and ownership.ailitte manufacturers are also entitle:
terminate the Franchise Agreement if the dealerghip material breach of the terms. Our abilityetcpand operations depends, in part, on obta
consents of the manufacturers for the acquisitfcadditional dealerships. See also “Goodwill” afidtdnchise Value” above.

We have a credit facility with a syndicate of 10afcial institutions, including four manufactuedfiliated finance companies. Several of tt
financial institutions also provide mortgage finenge This credit facility is the primary source ftdor plan financing for our new vehicle inventoapc
also provides used vehicle financing and a revghline of credit. The term of the facility extenttsough April 2017, which provides a financ
commitment for the next four years. At maturity dimancial condition could be materially adversehpacted if lenders are unable to provide credit
has typically been extended to us or with termsoeptable to us.

Our financial condition could be materially advdysempacted if these providers incur losses in thiire or undergo funding limitatior
Additionally, we exercised an option to increase #iize of the credit facility within the first eigimonths of the agreement. We anticipate conti
organic growth and growth through acquisitions.sTgriowth will require additional credit which mag bnavailable or with terms unacceptable to
these events were to occur, we may not be ablertow sufficient funds to facilitate our growth.

Financial Instruments, Fair Value and Market Risks
The carrying amounts of cash equivalents, accowtsivables, trade payables, accrued liabilitie$ stortterm borrowings approximate f
value because of the short-term nature and cumarket rates of these instruments.

Fair value estimates are made at a specific poititrie, based on relevant market information aloefinancial instrument. These estimate:
subjective in nature and involve uncertainties amatters of significant judgment and, therefore,ncarbe determined with precision. Change
assumptions could significantly affect the estimaee Note 13.

We have variable rate floor plan notes payable tgagies and other credit line borrowings that suhjsdo market risk exposure. At Decen
31, 2012, we had $746.2 million outstanding in &blé rate debt. These borrowings had interest rateging from 1.7% to 3.2% per annum. An incr:
or decrease in the interest rates would affectésteexpense for the period accordingly.

The fair value of londerm, fixed interest rate debt is subject to inderate risk. Generally, the fair value of fixederest rate debt will incree
as interest rates fall because we could refinaoca fower rate. Conversely, the fair value of fixaterest rate debt will decrease as interest nase
The interest rate changes affect the fair valuedbunot impact earnings or cash flows. We moruotar fixed interest rate debt regularly, refinancieb
that is materially above market rates if permitt®ee Note 13.

We are also subject to credit risk and marketliglentering into interest rate swaps. See belowNotd 12. We are generally exposed to ¢
or repayment risk based on our relationship with tdounterparty to the transaction. We minimize ¢hedit or repayment risk on our derival
instruments by entering into transactions withitndbns whose credit rating is Aa or higher.

Derivative Financial Instruments

We enter into interest rate swap agreements toceedur exposure to market risks from changing @sterates on our new vehicle floor
lines of credit. All derivative instruments are oetted on the Consolidated Balance Sheets as ancadsbility at fair value. The related gains aodse
on these instruments are deferred as a componstbakholdersequity, provided specific hedge accounting critari@ met. Recognition of the defer
gains and losses occurs in the period the releast filow item hedged is recognized as a comporiefibar plan interest expense. To the extent
derivative contract is determined to be ineffectie ineffective portion is immediately recognizeaarnings. See Note 12.
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Use of Estimates

The preparation of financial statements in confeymiith U.S. generally accepted accounting priresplequires management to make estir
and assumptions that affect the amounts reportateirConsolidated Financial Statements and relatees to financial statements. Changes in
estimates may affect amounts reported in futuregsr

Estimates are used in the calculation of certasemees maintained for charppacks on estimated cancellations of service cotsréfe, accider
and disability insurance policies; and finance f&esn customer financing contracts. We also usémeses in the calculation of various expen
accruals and reserves, including anticipated losdasted to workers compensation insurance, amtielosses related to s@kurance components
our property and casualty and medical insurandé,irsgured lifetime lube, oil and filter service caats, discretionary employee bonuses, warre
provided on certain products and services and dtasked compensation. We also make certain estimeggasding the assessment of the recoverabil
long-lived assets, indefinite-lived intangible @ssend deferred tax assets.

Revenue Recognition

Revenue from the sale of a vehicle is recognizednavé contract is signed by the customer, finanbtiag been arranged or collectabilit
reasonably assured and the delivery of the vehictbe customer is madeWe do not allow the return of new or used vehictkesept where mandai
by state law.

Revenue from parts and service is recognized uptivedy of the parts or service to the customer.al@w for customer returns on sales of
parts inventory up to 30 days after the sale. Nbasts returns generally occur within one to two keeteom the time of sale, and are not significant.

Finance fees earned for notes placed with finano&tltutions in connection with customer vehicileahcing are recognized, net of estimi
charge-backs, as finance and insurance revenueagoeptance of the credit by the financial ingtiut

Insurance income from third party insurance comgghdr commissions earned on credit life, accidertt disability insurance policies solc
connection with the sale of a vehicle are recoghizet of anticipated cancellations, as finance iasdrance revenue upon execution of the insul
contract.

Commissions from third party service contracts re@gnized, net of anticipated cancellations, aarfte and insurance revenue upon s
the contracts. We also participate in future undgirvg profit, pursuant to retrospective commissimmangements, which is recognized in incom
earned.

Revenue related to selisured lifetime lube, oil and filter service caats is deferred and recognized based on expeuctark fclaims fc
service. The expected future claims experienceatuated periodically to ensure it remains appitprgiven actual claims history.

Asset Impairments
We perform periodic impairment tests for goodwiibafranchise value and recoverability tests foghined assets.

As a result of these tests, we recorded asset impats against long-lived assdtstaling $0.1 million, $1.4 million and $15.3 mdh,
respectively, in 2012, 2011 and 2010.

See Notes 4 and 16.
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Stock-Based Compensation

Compensation costs associated with equity instrisnexchanged for employee and director servicesna@sured at the grant date, base
the fair value of the award, and recognized as»>grerse over the individual' requisite service period (generally the vestiegqu of the equit
award). See Note 11.

Legal Costs
We are a party to numerous legal proceedings grisithe normal course of business. We accrueddaim legal costs, including attorney fé
and potential settlement claims related to varlegal proceedings that are estimable and prob8kle Note 7.

Contract Origination Costs
Contract origination commissions paid to our empky directly related to the sale of our $e#fured lifetime lube, oil and filter serv
contracts are deferred and charged to expensepopion to the associated revenue to be recognized

Segment Reporting

We define an operating segment as a component eft@nprise that meets the following criteria:

» engages in business activities from which it may eavenues and incur expenses;

» operating results are regularly reviewed by themgmise’s chief operating decision maker to makesiens about resources to be allocated
to the segment and assess its performance; and

« discrete financial information is available.

Based on this definition, we believe we operata afgle operating and reporting segment, autoraggtailing. Our chief operating decis
maker (“CODM"), defined to be our executive management group, ateduour performance on a consolidated basis. fitigtoand forecaste
operational performance is evaluated on a condelidhasis by the CODM. Additionally, allocation fature resources is evaluated on a consolic
basis as several of our functions are centralized.

Warranty

We offer a 60-day, 3,000 mile limited warranty & tsale of most retail used vehicles. We also @f8ryear, 50,000 mile warranty on pe
used in our service repair work and gear warranty on tire purchases. The cost that b@aincurred for these warranties is estimated atithe th
related revenue is recorded. A reserve for theseawty liabilities is estimated based on currenésdevels, warranty experience rates and estir
costs per claim. The annual activity for reserveéases and claims are immaterial. As of DecembeP@12 and 2011, the accrued warranty ba
was $0.3 million and $0.5 million, respectively.

2) Accounts Receivable

Accounts receivable consisted of the followingttinousands):

December 31, 2012 2011
Contracts in transit $ 65,597 $ 47,86
Trade receivables 20,93 16,41¢
Vehicle receivables 21,29¢ 15,93(
Manufacturer receivables 25,65¢ 19,45!
133,48! 99,66¢
Less: Allowance (33€) (267)
Total accounts receivables, net $ 133,14¢ $ 99,40

Contracts in transit are receivables from variarglers for the financing of vehicles that we havrargged on behalf of the customer anc
typically received within five to ten days of saelli a vehicle. Trade receivables are comprised ofusts due from customers, lenders for
commissions earned on financing and third partiescbmmissions earned on service contracts andansa products. Vehicle receivables repre
receivables for the portion of the vehicle saléseppaid directly by the customer.
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Manufacturer receivables represent amounts due finamufacturers including holdbacks, rebates, ineestand warranty claims.
3) Inventories

Inventories consisted of the following (in thousghd

December 31, 2012 2011

New vehicles $ 563,27" $ 372,83t

Used vehicles 130,52¢ 106,62:

Parts and accessories 29,52: 27,024
Total inventories $ 723,32t $ 506,48«

The new vehicle inventory cost is generally redubgdnanufacturer holdbacks and incentives, whike rilated floor plan notes payable
reflective of the gross cost of the vehicle. ADeftember 31, 2012 and 2011, the carrying valuexaritory had been reduced by $4.8 million and
million, respectively, for assistance received froranufacturers as discussed in Note 1.

4) Property and Equipment

Property and equipment consisted of the followinglfousands):

December 31, 2012 2011
Land $ 128,65: $ 120,09:
Building and improvements 279,08: 232,47¢
Service equipment 39,37« 36,89
Furniture, office equipment, signs and fixtures 70,08: 71,31
517,19: 460,77¢
Less accumulated depreciation (97,88) (99,119
419,31 361,66:
Construction in progress 5,77¢ 12,11¢
$ 425,08( $ 373,77¢

Long-Lived Asset Impairment Charges

In 2012 and 2011, triggering events were determingthve occurred related to certain propertiestdughanges in the expected future us
2010, we changed our strategy related to realeekeld for future development to focus on more imiae disposition to a broader market of pote
buyers and allowing for the redeployment of theested capital to highegrowth potential opportunities within our busine¥gith this change, w
received offers at prices significantly lower thtae value of these properties from a ldegn income approach at their highest and bestHiseever
given the prospect of accepting these offers arectig a quick sale or alternatively continuinge thapital investment in these noperatione
properties, we decided to accept certain offersraddploy the capital elsewhere.

As a result of these events, we tested certain-liopgd assets for recovery. Based on these testsepgrded asset impairment charges of
million, $1.4 million and $15.3 million in 2012, 2@ and 2010, respectively, on our Consolidatede8tants of Operations.
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(5) Goodwill and Franchise Value

The following is a roll-forward of goodwill (in thesands):

Goodwill
Balance as of December, 31, 2010, gross $ 305,45:
Accumulated impairment losses (299,261)
Balance as of December 31, 2010, net 6,18¢
Additions through acquisitions 12,86¢
Goodwill allocation to dispositions (97)
Balance as of December 31, 2011, net 18,95¢
Additions through acquisitions 13,71(
Goodwill allocation to dispositions (627)
Balance as of December 31, 2012, net $ 32,04°
The following is a roll-forward of franchise val(i@ thousands):
Franchise
Value
Balance as of December 31, 2010 $ 45,19:
Additions through acquisitions 14,517
Transfers to discontinued operations (615)
Balance as of December 31, 2011 59,09
Additions through acquisitions 5,17¢
Transfers to discontinued operations (1,840
Balance as of December 31, 2012 $ 62,42¢
(6) Credit Facilities and Long-Term Debt
Below is a summary of our outstanding balancesreditfacilities and long-term debt (in thousands):
December 31 2012 2011
New vehicle floor plan commitme(®) (2) $ 568,13( $ 229,18(
Floor plan notes payab(® 13,45¢ 114,76(
Total floor plan deb 581,58 343,94(
Used vehicle inventory financing facili 78,30¢ -
Revolving line of credi 21,04t 87,00(
Real estate mortgag 192,92¢ 194,40:
Other debt 2,77¢ 5,47(
Total debt $ 876,64: $ 630,81

(1) We have a $575 million new vehicle floor plan cortim@nt as part of our credit facilit
(2) At December 31, 2012, an additional $6.9 milliorflobr plan notes payable outstanding on our nekicke floor plan commitment and $1.4 milli
of floor plan notes payable on vehicles designatedervice loaners are recorded as liabilitiedaelto assets held for sa

Credit Facility

On April 17, 2012, we executed a new fiyear $650 million credit facility with a syndicatef 10 financial institutions, including fo
manufactureiffiliated finance companies. On December 19, 2042 amended the loan agreement to expand the blaltzan commitment to $8
million, allocating the financing commitment to $Tillion in new vehicle inventory floor plan fineimg, $80 million in used vehicle invent
financing and $145 million on a revolving line akdit for general corporate purposes, includinguégitions and working capital. All borrowings fro
and repayments to, our syndicated lending groupr@agented in the Consolidated Statements of Clastskas financing activities.
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The new vehicle floor plan financing commitment@lateralized by our new vehicle inventory. Ouedsehicle inventory financing facility
collateralized by our used vehicle inventory theatess than 180 days old. Our revolving line ofditres collateralized by our outstanding contraal
transit, other eligible receivables, parts and asgges and equipment. If the outstanding princigdhnce on our new vehicle inventory floor |
facility, plus requests on any day, exceeds 95%hefloan commitment, a portion of the revolvingriaeommitment must be reserved. The res
amount is equal to the lesser of $15.0 millionhar tnaximum revolving loan commitment less the autsing balance on the loan less outstanding |
of credit. The reserve amount will decrease thelkéwg loan availability and may be used to repasy mew vehicle floor plan balance.

The interest rate on the credit facility variesdzhen the type of debt with the rate ranging fréva one-month LIBOR plus 1.5% to the one-
month LIBOR plus 2.0%. Our financial covenants tedato this credit facility include maintaining arcent ratio of not less than 1.20x, a fixed ch
coverage ratio of not less than 1.20x and a leweratio of not more than 5.0x.

The interest rate associated with our new vehiolerfplan commitment, excluding the effects of mterest rate swaps, was 1.7% at Dece!
31, 2012.

New Vehicle Floor Plan Lines

We have additional floor plan agreements with maauwireraffiliated finance companies for vehicles that designated for use as sen
loaners. At December 31, 2012, $13.5 million watstanding on these agreements. Borrowings fromrepayments to, manufacturaffiliated financi
companies are classified as operating activitietherConsolidated Statements of Cash Flows.

Real Estate Mortgages and Other Debt
We have mortgages associated with our owned réaleednterest rates related to this debt rangeuh f£.8% to 5.9% at December 31, 2
with fixed interest rates on 66% of our outstandimgrtgages. The mortgages are payable in variataliments through May 2031.

Our other debt includes various notes, capitaldeasd obligations assumed as a result of acquisitind other agreements and had int
rates that ranged from 2.0% to 9.0% at DecembePB12. This debt, which totaled $2.8 million at BPetber 31, 2012, is due in various installm
through May 2019.

Future Principal Payments
The schedule of future principal payments on loergatdebt as of December 31, 2012 was as followth@nsands):

Year Ending December 31,

2013 $ 8,18
2014 8,45¢
2015 8,71:
2016 32,88¢
2017 109,21¢
Thereafter 127,60:
Total principal payments $ 295,05(
) Commitments and Contingencies
Leases

We lease certain facilities under noancelable operating and capital leases. Thesedeagire at various dates through 2066. Certaise
commitments contain fixed payment increases atgteethined intervals over the life of the lease,l&vbiher lease commitments are subject to esca
clauses of an amount equal to the increase in dstaf living based on the “Consumer Price Indd*.S. Cities Average All Items for all Urbai
Consumers’published by the U.S. Department of Labor, or astftially equivalent regional index. Lease experedated to operating leases
recognized on a straight-line basis over the Iffthe lease.
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The minimum lease payments under our operatingcapdal leases after December 31, 2012 are aswsl{;m thousands):

Year Ending December 31,

2013 $ 17,18¢
2014 15,74¢
2015 14,317
2016 12,94¢
2017 10,66¢
Thereafter 72,96¢
Total minimum lease payments 143,83¢
Less: sublease rentals (7,785

$ 136,05:

Rent expense, net of sublease income, for all tipgreeases was $15.2 million, $13.3 million and® $Lmillion for the years ended Decernr
31, 2012, 2011 and 2010, respectively. These amanetincluded as a component of selling, genemlagministrative expenses in our Consolid
Statements of Operations.

In connection with dispositions of dealerships, @eeasionally assign or sublet our interests in @&} property leases associated with :
dealerships to the purchaser. We often retain respitity for the performance of certain obligattonnder such leases to the extent that the assig
sublessee does not perform. Additionally, we mayaie subject to the terms of any guarantees and basrelating indemnification rights against
assignee or sublessee in the event of peniermance, as well as certain other defensesméjiealso be called upon to perform other obligationde
these leases, such as environmental remediatitmeqgiremises or repairs upon termination of thede&Ve currently have no reason to believe thi
will be called upon to perform any such servicesyéver, there can be no assurance that any fuarfermance required by us under these lease
not have a material adverse effect on our finaraadition or results of operations.

Certain of our facilities where a lease obligatsiitl exists have been vacated for business readorikese instances, we make efforts to
qualified tenants to sublease the facilities argliaee financial responsibility. However, due to fipecific nature and size of the facilities useaur
dealerships, tenants are not always available.ilitieb have been accrued to reflect our estimdtéuture lease obligations. These amounts wer
material to our Consolidated Statements of Opamatiuring 2012, 2011 and 2010 and the amounts eg@uDecember 31, 2012 and 2011 wert
material.

Capital Expenditures

Capital expenditures were $64.6 million, $31.7 imill and $7.6 million for 2012, 2011 and 2010, resipely. The increase in capi
expenditures in 2012 compared to 2011 and 2011 amedpto 2010 was related to improvements at cedfiour store facilities, the purchase
previously leased facilities, the purchase of néwsveslocations, replacement of equipment and coostm of, and relocation to, a new headqua
building.

Many manufacturers provide assistance in the fofradalitional vehicle incentives if facilities meebage standards and requirements.
believe it is an attractive time to invest in certaternal initiatives that will generate additadrmanufacturer incentive payments, particularbnfroul
domestic partners. Also, recently enacted tax laanges that accelerate deductions for capital elheas have accelerated project timelines to &
completion before the law expires.

In the event we undertake a significant capital edtment in the future, we expect to pay for the agtment out of existing cash balanc
construction financing and borrowings on our crddtility. Upon completion of the projects, we wduhnticipate securing longrm financing an
general borrowings from third party lenders for 76%00% of the amounts expended, although no assesacan be provided that these financings
be available to us in sufficient amounts or on &auoceptable to us.
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Charge-Backs for Various Contracts

We have recorded a liability of $13.5 million aslzécember 31, 2012 for our estimated contractukigations related to potential chargack:
for vehicle service contracts, lifetime oil changmntracts and other various insurance contractsatteaterminated early by the customer. We esti
that the charge-backs will be paid out as folloimglfousands):

Year Ending December 31,

2013 $ 7,54(
2014 3,79:
2015 1,55:
2016 491
2017 118
Thereafter 10
Total $ 13,50«

Lifetime Lube, Oil and Filter Contracts

In March 2009, we entered into a transaction rdlateexisting lifetime lube, oil and filter contta¢in which we assumed the obligatiol
provide future services under the purchased castrds of December 31, 2012, we had a remainingrizal of $4.0 million. We estimate the defe
revenue associated with this assumed obligationbeitecognized as follows (in thousands):

Year Ending December 31,

2013 $ 1,09(C
2014 85C
2015 654
2016 48¢
2017 34¢
Thereafter 55¢
Total $ 3,99(

We periodically evaluate the estimated future co$thiese contracts and record a charge if futupeeted claim and cancellation costs ex:
the deferred revenue to be recognized. In 2011 261d, our analysis indicated expected costs hackased as experience rates changed d
customers retaining their cars for longer periofiSme compared to our historical experience. Weprded a charge of $1.0 million in both 2011
2010, as a component of cost of sales in our Cafetedl Statements of Operations. As of Decembe312, we had a reserve balance of $4.0 m
recorded as a component of accrued liabilitiesathdr long-term liabilities on our Consolidates &ate Sheet.

We retain the obligation for lifetime lube, oil afitter service contracts sold to our customers eexwbrd deferred revenues related to t
contracts. At the time of sale, we defer the fallesprice and recognize the revenue based on thena expect future costs to be incurred. A
December 31, 2012, we had a deferred revenue lmlain$33.9 million associated with these contramid estimate the deferred revenue wil
recognized as follows (in thousands):

Year Ending December 31,

2013 $ 8,44¢
2014 5,83¢
2015 4,541
2016 3,547
2017 2,827
Thereafter 8,721
Total $ 33,92¢

Self-insurance Programs

We self-insure a portion of our property and casualsurance, medical insurance and workers’ corsggon insurance. A thirgarty is
engaged to assist in estimating the loss exposlated to the selfetained portion of the risk associated with theserances. Additionally, we analy
our historical loss and claims experience to edtinthe loss exposure associated with these programef December 31, 2012 and 2011, we
liabilities associated with these programs of $I8idion and $10.4 million, respectively, recordasl a component of accrued liabilities and otheglon
term liabilities on our Consolidated Balance Sheets
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Regulatory Compliance

We are subject to numerous state and federal réggacommon in the automotive sector that covéilréransactions with customers
employment and trade practices. We do not antieipizit compliance with these regulations will haveadverse effect on our business, consoli
results of operations, financial condition or célslws, although such outcome is possible givenrthteire of our operations and the legal and regy
environment affecting our business.

Litigation

We are party to numerous legal proceedings arigirthe normal course of our business. Although wendt anticipate that the resolutior
legal proceedings arising in the normal courseusiress or the proceedings described below wiletematerial adverse effect on our business, B
of operations, financial condition, or cash flows cannot predict this with certainty.

Alaska Consumer Protection Act Claims

In December 2006, a suit was filed against us (@adkese, et al vs. Lithia Chrysler Jeep of Ancgerdnc, et al, Case No. 3AN-U&341 ClI
and in April, 2007, a second case (Jackie Nees# vt Lithia Chrysler Jeep of Anchorage, IncaletCase No. 3AN-08815 CI) (now consolidated)),
the Superior Court for the State of Alaska, Thiudiidial District at Anchorage. In the suits, pléist alleged that we, through our Alaska dealers|
engaged in three practices that purportedly viofdsska consumer protection laws: (i) charging oosrs dealer fees and costs (including docu
preparation fees) not disclosed in the advertisez®p(ii) failing to disclose the acquisition, niamical and accident history of used vehicles oetivh
the vehicles were originally manufactured for salea foreign country, and (iii) engaging in decepti misrepresentation and fraud by providin
customers financing from third parties without tising that we receive a fee or discount for plgcihat loan (a “dealer reserve™he suit seel
statutory damages of $500 for each violation (ce¢htimes plaintifs actual damages, whichever is greater), and atydees and costs and the plain
sought class action certification. Before and miyithe pendency of these suits, we engaged iesettit discussions with the State of Alaska thrats
Office of Attorney General with respect to theffitwo practices enumerated above. As a resultagfaldiscussions, we entered into a Consent Jud
subject to court approval and permitted potenfiaés members to “opt-outif the proposed settlement. Counsel for the pHsngittempted to interve
and, after various motions, hearings and an appehe state Court of Appeals, the Consent Judgimecame final.

Plaintiffs then filed a motion in November 2010 lseg certification of a class (i) for the 339 custers who “opted-outdf the state settleme
(ii) for those customers who did not qualify focozery under the Consent Judgment but were allggdidiible for recovery under the plaintifferoade
interpretation of the applicable statutes, and &iguing that since the StadeSuit against our dealerships did not addressotire fee/discount (dea
reserve) claim, for those customers who arrangeid wiehicle financing through us. On June 14, 2@ ,Trial Court granted plaintiffshotion to certify
a class without addressing either the merits ofclaans or the size of the classes. Discovery is tlase is ongoing. We intend to defend the cl
vigorously and do not believe the novel “dealeeres” claim has merit.

The ultimate resolution of these matters cannopieglicted with certainty, and an unfavorable reotuof any of the matters could hav
material adverse effect on our results of operatifinancial condition or cash flows.

(8) Stockholders’ Equity

Class A and Class B Common Stock

The shares of Class A common stock are not comeritito any other series or class of our secuatititach share of Class B common st
however, is freely convertible into one share cigSIA common stock at the option of the holderef €lass B common stock. All shares of Cla
common stock shall automatically convert to share€lass A common stock (on a share4bare basis, subject to adjustment) on the earkesirc
date for an annual meeting of our stockholders bithvthe number of shares of Class B common statdtanding is less than 1% of the total numb
shares of common stock outstanding. Shares of Glagsmmon stock may not be transferred to thirdigsy except for transfers to certain far
members and in other limited circumstances.
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Holders of Class A common stock are entitled to wote for each share held of record and holdeGlass B common stock are entitled to
votes for each share held of record. The ClassrAnoon stock and Class B common stock vote together single class on all matters submitted
vote of stockholders.

Repurchases of Class A Common Stock
In June 2000, our Board of Directors authorizedregqaurchase of up to 1,000,000 shares of our Glassmmon stock. As of December
2011, we had purchased all available shares uhgeptogram.

In August 2011, our Board of Directors authorizied tepurchase of up to 2,000,000 shares of ous@aommon stock and, on July 20, 2(
our Board of Directors authorized the repurchasé&,000,000 additional shares of our Class A comistock. Through December 31, 2012, we
purchased 1,145,147 shares under these progreansaatrage price of $22.33 per share. As of Deceihe2012, 1,854,853 shares remained ava
for purchase pursuant to these programbese plans do not have an expiration date and ae aontinue to repurchase shares from time to &g
conditions warrant.

The following is a summary of our repurchases aytbars ended December 31, 2012, 2011 and 2010.

Year Ended December 31,

2012 2011 2010
Shares repurchaséd 848,09: 716,43: 100,89:
Total purchase price (in thousands) $ 20,69¢ $ 12,38¢ $ 79t
Average purchase price per share $ 2441 $ 17.2¢ $ 7.8¢

(1) Includes only shares repurchased under repurchase. fAn additional 80,687, 56,012 and 61,153 shamere repurchased in association witt
withholdings on the exercise of stock options in20®011 and 2010, respectively.

Dividends
For the period January 1, 2010 through Decembe2B12, we declared and paid dividends on our Chassid Class B Common Stock
follows:

Dividend

amount per Total amount of

Class A and dividend
Quarter declared Class B share (in thousands)
2010
First quarter $ - $ -
Second quarter 0.0t 1,30C
Third quarter 0.0k 1,307
Fourth quarter 0.0t 1,312
2011
First quarter $ 0.0t $ 1,31¢
Second quarter 0.07 1,851
Third quarter 0.07 1,83¢
Fourth quarter 0.07 1,817
2012
First quarter $ 0.07 $ 1,81t
Second quarter 0.1C 2,58:
Third quarter 0.1C 2,54¢
Fourth quarter 0.2C 5,1241)

(1) In November 2012, we paid dividends of $2.5 millthat had been declared in October 2012. An additidividend payment of $2.6 million w
declared and paid in December 2012 in lieu of ikieldnd typically declared and paid in March of fbowing year.
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9) Net Income Per Share of Class A andas B Common Stock

We compute net income per share of Class A ands@asommon stock using the tvetass method. Under this method, basic net incoer
share is computed using the weighted average nuofbmsmmon shares outstanding during the periodudkty unvested common shares subje
repurchase or cancellation. Diluted net income gherre is computed using the weighted average nuofbymmon shares and, if dilutive, poter
common shares outstanding during the period. Fatestmmon shares consist of the incremental comat@res issuable upon the exercise of ¢
options and unvested restricted shares subjeeptrchase or cancellation. The dilutive effectatistanding stock options and other grants is reftea
diluted earnings per share by application of tleagury stock method. The computation of the dilutedincome per share of Class A common ¢
assumes the conversion of Class B common stocke whe diluted net income per share of Class B comstock does not assume the conversi
those shares.

Except with respect to voting and transfer rigtts, rights of the holders of our Class A and CBsommon stock are identical. Our Rest
Articles of Incorporation require that the ClassaAd Class B common stock must share equally in dimigends, liquidation proceeds or ot
distribution with respect to our common stock almel Articles of Incorporation can only be amendedabyote of the stockholders. Additionally, Ore
law provides that amendments to our Articles ofohporation, which would have the effect of adversdtering the rights, powers or preferences
given class of stock, must be approved by the adéssock adversely affected by the proposed ameminAs a result, the undistributed earnings
each year are allocated based on the contractuédipation rights of the Class A and Class B comnsbares as if the earnings for the year had
distributed. Because the liquidation and divideigits are identical, the undistributed earningsadiecated on a proportionate basis.

Following is a reconciliation of the income fromntimuing operations and weighted average shared fegeour basic earnings per sr
(“EPS”) and diluted EPS for the years ended Decer@be2012, 2011 and 2010 (in thousands, excepshmme amounts):

Year Ended December 31 2012 2011 2010
Basic EPS Class A Class B Class A Class B Class A Class B
Numerator:
Income from continuing operations applicable to own
stockholders $ 69,06¢ $ 10,32¢ $ 47,29 $ 791¢ $ 11.62¢ $ 1,961
Distributed income applicable to common stockhatder (10,497 (1,569 (5,844 (97¢€) (3,359 (56€)
Basic undistributed income from continuing openasio
applicable to common stockholders $ 5857 $ 8,751 $ 4144t $ 6,94C $ 8,27 $ 1,39¢

Denominator:
Weighted average number of shares out-standingtosed

calculate basic income per share 22,35¢ 3,34z 22,46¢ 3,762 22,30( 3,762
Basic income from continuing operations per share

applicable to common stockholders $ 3.0¢ % 3.0¢ $ 21C $ 21C % 052 $ 0.52
Basic distributed income per share applicable taroon

stockholders (0.47) (0.47) (0.26) (0.2€) (0.15) (0.15)
Basic undistributed income from continuing openasiper

share applicable to common stockholders $ 2.6z $ 26z $ 1.8/ $ 184 $ 037 $ 0.37
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Year Ended December 31 2012 2011 2010

Diluted EPS Class A Class B Class A Class B Class A Class B
Numerator:

Distributed income applicable to common stockhadder $ 10,497 $ 1,56¢ $ 584/ % 97¢ % 3,35¢ % 56€
Reallocation of distributed income as a resultafwersion

of dilutive stock options 28 (28) 15 (15) 5 (5)
Reallocation of distributed income due to convarsib Clas:

B to Class A 1,541 - 962 - 561 -
Diluted distributed income applicable to common

stockholders $ 12,066 $ 1541 $ 6,82: $ 96 $ 391¢ $ 561
Undistributed income from continuing operationslagable

to common stockholders $ 5857 $ 8,751 $ 4144t $ 6,94C $ 8,27 $ 1,39¢
Reallocation of undistributed income as a result of

conversion of dilutive stock options 15¢ (159) 113 (113%) 11 (11)
Reallocation of undistributed income due to conegref

Class B to Class A 8,59¢ - 6,827 - 1,38¢ -
Diluted undistributed income from continuing op&as

applicable to common stockholders $ 67,32¢ $ 8,59¢ $ 48,38 $ 6,827 $ 9,66¢ $ 1,38¢

Denominator:
Weighted average number of shares outstandingtosed

calculate basic income per share 22,35¢ 3,34: 22,46¢ 3,762 22,30( 3,762

Weighted average number of shares from stock aption 474 - 434 - 217 -

Conversion of Class B to Class A 3,34: - 3,762 - 3,762 -

Weighted average number of shares outstandingtased

calculate diluted income per share 26,17( 3,34z 26,66¢ 3,762 26,27¢ 3,762
Year Ended December 31 2012 2011 2010

Diluted EPS Class A Class B Class A Class B Class A Class B

Diluted income from continuing operations per share

available to common stockholders $ 3.0 % 3.0: % 207 $ 207 $ 05z $ 0.52Z

Diluted distributed income from continuing operatqer

share applicable to common stockholders (0.47) (0.47) (0.2€) (0.2€) (0.15) (0.15)

Diluted undistributed income from continuing op&as per

share applicable to common stockholders $ 25€ $ 25€ $ 1.81 $ 1.81 $ 037 $ 0.37

Antidilutive Securities:

Shares issuable pursuant to stock options not dedusin
they were antidilutive 45 - 28C = 661 =
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(10) 401(k) Profit Sharing, Deferred Compesation and Long-term Incentive Plans

We have a defined contribution 401(k) plan andttoesering substantially all fulime employees. The annual contribution to the jdaat the
discretion of our Board of Directors. Contributionfs$1.9 million, $1.7 million and $0.6 million werecognized for the years ended December 31,
2011 and 2010, respectively. Employees may cortrituthe plan if they meet certain eligibility tégements.

We offer a deferred compensation and long-termritice plan (the “Plan”}o provide certain employees the ability to accuatailassets f
retirement on a tax deferred basis. We may makaetisnary contributions to the Plan. Discretionaontributions vest between one and seven
based on the employeeage and position. Additionally, participants nufer a portion of their compensation and are fulbgted in their respecti
deferrals.

We made a discretionary contribution of $1.9 milliand $1.3 million in 2012 and 2011, respectivdythe Plan. No discretionary contribut
was made in 2010. Participants received a guarametarn of 5.9% in 2012 and 6.0% in 2011. We reced compensation expense related to the
of $1.2 million and $0.9 million in 2012 and 20t&spectively. We did not recognize any compensaigense in 2010 associated with the Plan. ,
December 31, 2012, the balance due to participaass$3.6 million and was included as a componemtieér longterm liabilities in the Consolidat
Balance Sheets.

(12) Stock Based Compensation

2003 Stock Incentive Plan

Our 2003 Stock Incentive Plan, as amended, (th@32®an”)allows for the granting of up to a total of 2.8 linih nonqualified stock optiol
and shares of restricted stock to our officers, éeployees, directors and consultants. Our pladisinistered by the Compensation Committee ¢
Board of Directors and permit accelerated vestihgutstanding awards upon the occurrence of cedia@mges in control. Options become exercis
over a period of up to five years from the datg@nt with expiration dates up to ten years fromdhate of grant and at exercise prices of nottles:
market value, as determined by the Board of DimsctRestricted stock grants vest over a periodoujive years from the date of grant. Beginnin
2004, the expiration date of options granted wdsced to six years.

At December 31, 2012, 667,859 shares of Class Anommnstock were available for future grants.

Activity under our stock incentive plans was asdwk:

Weighted
average
remaining
Shares Weighted Aggregate contractual
subject average intrinsic value term
to options exercise price (in millions) (in years)
Balance, December 31, 2011 811,17¢ $ 12.6¢
Granted - -
Forfeited (59,799 9.12
Expired (90,000 31.67
Exercised (407,889 13.0z
Balance, December 31, 2012 253,49¢ ¢ 6.2¢ $ 7.9 1.€
Exercisable, December 31, 2012 253,49¢ ¢ 6.2¢ $ 7.9 1.€
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Weighted average

Non-vested grant date fair

stock grants value
Balance, December 31, 2011 590,55( $ 8.7z
Granted 225,66 23.82
Vested (144,59) 11.1¢
Forfeited (19,68() 10.2¢
Balance, December 31, 2012 651,94 ¢ 13.3¢

We estimate the fair value of stock options ushng BlackScholes valuation model. This valuation model takés account the exercise pr
of the award, as well as a variety of significasgéuamptions. We believe that the valuation technaqe the approach utilized to develop the undey
assumptions are appropriate in calculating theviaines of our stock options. Estimates of faiuesdre not intended to predict actual future eventhe
value ultimately realized by persons who receivgitycawards.

Compensation expense related to stock optionsepant2010 is based on values calculated usin@lhek-Scholes valuation model. No st
options were granted in 2011 or 2012. Below arestprificant assumptions used in the Black-Sche#@sation model:

Year Ended December 31, 2010
Risk-free interest raté) 2.52%
Dividend yield® 2.54%
Expected terng) (in years) 4.2
Volatility 4 81.2:%
Discount for post-vesting restrictions 0.C%

(1) The risk-free interest rate for each grant is basethe U.S. Treasury yield curve in effect attihee of grant for a period equal to the expectedhte
of the stock option

(2) The dividend yield is calculated as a ratio of aalined expected dividends per share to the maiderevof our common stock on the date of gr

(3) The expected term is calculated based on the ofd@nvd expected time to p-vesting exercise behavior of identifiable emplogeaups.

(4) The expected volatility is estimated based on akted average of historical volatility of our commstock.

Compensation expense related to non-vested stdidsid on the intrinsic value on the date of gaarif the stock is vested.

We amortize stock-based compensation on a stréightbasis over the vesting period of the individaard with estimated forfeitur
considered. Shares to be issued upon the exeffci$eak options will come from newly issued shares.

As of December 31, 2012, unrecognized stbaked compensation related to outstanding, butstedetock options and stock awards was
million, which will be recognized over the remaigiweighted average vesting period of 2.0 years.

2009 Employee Stock Purchase Plan

The 2009 Employee Stock Purchase Plan (the “200%PE&llows for the issuance of 1,500,000 shares ofGtass A common stock. The 2(
ESPP replaced the 1998 Employee Stock PurchasewMéch was terminated. The 2009 ESPP is intendegualify as an Employee Stock Purche
Plan” under Section 423 of the Internal Revenue Code9861as amended, and is administered by the CormapensCommittee of the Board
Directors.

Eligible employees are entitled to defer up to 18Ptheir base pay for the purchase of stock, up2®,000 of fair market value of our Clas
common stock annually. The purchase price is etqu8b% of the fair market value at the end of thecpase period. During 2012, a total of 143
shares were purchased under the 2009 ESPP at htee@yverage price of $24.28 per share, which septed aveighted average discount from the
market value of $4.29 per share. As of DecembeB12, 681,293 shares remained available for psecbhader the 2009 ESPP.
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Compensation expense related to our 2009 ESPRcidaiad based on the 15% discount from the paresmarket price on the date of grant.

RSU Grants

In the first quarter of 2012, we granted 168,008rieted stock units (“RSUs'tp certain employees, of which grants to executarmss other ke
employees are subject to performance measuressdastibelow. Each grant entitles the holder to vecshares of our Class A common stock t
vesting. A quarter of the RSUs vest on each oktttond and third anniversaries of the grant dadettas remaining RSUs vest on the fourth annive
of the grant date.

Our executives and other key employees receive@8%f the 168,000 RSUs granted based on attamiagget level of earnings per share
2012. The RSUs are subject to forfeiture, in whaldn part, based upon 2012 minimum performancesores and continuation of employmen
minimum performance measures were met, the numbBSts received under these grants was subjecttamment of specific earnings per st
thresholds. Each earnings per share thresholdfiggbain attainment level ranging from 75% to 1500the base number of units identified in the gr.
Failure to achieve the minimum performance thre$mP012 would have resulted in forfeiture of #eire grant. The final attainment was calculat
150% using the 2012 adjusted net income per shane dontinuing operations for a total award of B8®, RSUs. After final attainment, these RSUs
over four years. We initially estimated compensagapense, based on a fair value methodology a88% attainment level, of $4.2 million relatet
the RSUs. We increased the estimated compensagmEnse to $4.6 million based on the final attainnievel of 150%. Total compensation expent
being recognized over the vesting period. Of thi®ant, $1.0 million was recognized in 2012.

In the second quarter of 2012, we granted RSUs rowyel2,870 shares of our Class A common stock smbers of our Board
Directors. These awards vest 25% on the first daaoh month following our quarterly board meetingfe estimated compensation expense, base
fair value methodology, of $0.4 million related tteese RSUs, which is being recognized over theingegteriod. Of this amount, $0.3 million w
recognized in 2012.

Stock-Based Compensation

Certain information regarding our stock-based camsp#on was as follows:

Year Ended December 31, 2012 2011 2010
Weighted average grant-date fair value per shastook options granted $ - % - $ 4.1¢
Per share intrinsic value of non-vested stock gint 23.82 13.5¢ 6.0z
Weighted average per share discount for compemsatipense recognized un

the 2009 ESPP 4.2¢ 2.5¢€ 1.11
Total intrinsic value of stock options exercisad fiillions) 7.2 1.t 1.1
Fair value of non-vested stock that vested dutirgperiod (in millions) 3.t 0.7 0.2

Stockbased compensation recognized in results of opeiatias a component
selling, general and administrative expensexeludes compensation expe

related to an option granted to one of our exeestivSee Note 18. (in millions 3.1 2.2 1.8
Tax benefit recognized in Consolidated Statemeh@perations (in millions) 1.C 0.7 0.t
Cash received from options exercised and shareshased under all shabase

arrangements (in millions) 8.8 5.8 4.2
Tax deduction realized related to stock optiong@ged (in millions) 4.1 0.€ 0.5

(12) Derivative Financial Instruments

We enter into interest rate swaps to manage thiahility of our interest rate exposure, thus fixiagortion of our interest expense in a risin
falling rate environment. We do not enter into dative instruments for any purpose other than toage interest rate exposure of the ammth LIBOF
benchmark. That is, we do not engage in interéstspeculation using derivative instruments.
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Typically, we designate all interest rate swapsash flow hedges and, accordingly, we record tlagé in fair value for the effective port
of these interest rate swaps in comprehensive ira@ther than net income until the underlying hédgansaction affects net income. If a swap i
longer accounted for as a cash flow hedge andotfleedisted transaction remains probable or reasppabkible of occurring, the gain or loss recorii
accumulated other comprehensive loss is recogriizédcome as the forecasted transaction occurthdfforecasted transaction is probable of
occurring, the gain or loss recorded in accumulatedr comprehensive loss is recognized in inconreddiately. See Note 13 .

At December 31, 2012 and 2011, the net fair valuallof our agreements totaled a loss of $4.7iamlland $7.5 million, respectively, whi
was recorded on our Consolidated Balance Sheetsamponent of accrued liabilities and other losgn liabilities. The estimated amount expecte
be reclassified into earnings within the next tveefmonths was $1.9 million at December 31, 2012.

As of December 31, 2012, we had outstanding tHevidhg interest rate swaps with U.S. Bank Dealem@wercial Services:

e  $25 million interest rate swap at a fixed ratet@95% per annum, variable rate adjusted on thedt@ach month, matures January 25,
2013;

e  $25 million interest rate swap at a fixed rat8@f95% per annum, variable rate adjusted on thant 16 of each month, matures April
30, 2013;

e  $25 million interest rate swap at a fixed rat8@f95% per annum, variable rate adjusted on thantl 16 of each month, matures April
30, 2013 ant

e  $25 million interest rate swap at a fixed rat&&87% per annum, variable rate adjusted on thart 16" of each month, matures June
15, 2016

We receive interest on all of the interest ratepsnat the one-month LIBOR rate. The anenth LIBOR rate at December 31, 2012 was 0.
per annum, as reported in the Wall Street Journal.

At December 31, 2012 and 2011, the fair value of drrivative instruments was included in our Coitkied Balance Sheets as follows
thousands):

Balance Sheet Information (in thousands) Fair Value of Liability Derivatives
December 31,
Location in Balance Sheet 2012
Derivatives designated as hedging instruments
Interest rate swap contracts Accrued liabilities $ 1,83¢
Other long-term liabilities 2,84(
$ 4,67¢
Balance Sheet Information (in thousands) Fair Value of Liability Derivatives
December 31,
Location in Balance Sheet 2011
Derivatives designated as hedging instruments
Interest rate swap contracts Accrued liabilities $ 3,52z
Other long-term liabilities 4,00¢
$ 7,53(
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The effect of derivative instruments on our Corgatied Statements of Operations for the years eBeéedmber 31, 2012, 2011 and 2048

as follows (in thousands):

Amount of
gain (loss)
recognized in
Amount of Income on
loss derivative
reclassified (ineffective
Amount of from Location of gain (loss) portion and
gain (loss) Accumulated recognized in Income on amount
recognized in Location of loss OCl into derivative (ineffective excluded
Accumulated reclassified from Income portion and amount from
Derivatives in Cash Flow Hedgin¢ OCI (effective accumulated OCl into (effective excluded from effectiveness
Relationships portion) Income (effective portion) portion) effectiveness testing testing)
For the Year Ended December 3:
2012
Floor plan Floor plan
Interest rate swap contracts $ 1,65¢ Interest expense $ (1,419 Interest expense $ (2,900
For the Year Ended December 3:
2011
Floor plan Floor plan
Interest rate swap contracts $ (1,349 Interest expense $ (1,899 Interest expense $ (1,587)
For the Year Ended December 3:
2010
Floor plan Floor plan
Interest rate swap contracts $ (4,459 Interest expense $ (2,819 Interest expense $ (1,489
(13) Fair Value Measurements

Factors used in determining the fair value of dnaricial assets and liabilities are summarized tintee broad categories:
e Level 1-quoted prices in active markets for identical skies;

Level 2— other significant observable inputs, including eabprices for similar securities, interest ratesppyment spreads, credit risk; ¢

e Level 3- significant unobservable inputs, including our cagsumptions in determining fair valt

The inputs or methodology used for valuing finahelssets and liabilities are not necessarily arcatibn of the risk associated with invest

in them.

We use the income approach to determine the fdirevaf our interest rate swaps using observableeL@market expectations at e
measurement date and an income approach to castémated future cash flows to a single presentevamount (discounted) assuming that partici
are motivated, but not compelled, to transact. L@vaputs for the swap valuations are limited teted prices for similar assets or liabilities otiee
markets (specifically futures contracts on LIBOR fiee first two years) and inputs other than qugiddes that are observable for the asset or iig
(specifically LIBOR cash and swap rates and craslit at commonly quoted intervals). Midarket pricing is used as a practical expedientdinrvalue
measurements. Key inputs, including the cash rfategery short term borrowings, futures rates fprta two years and LIBOR swap rates beyonc
derivative maturity, are used to predict futureeteates to discount those future cash flows tsgmevalue at the measurement date.

Inputs are collected from Bloomberg on the lastkatday of the period. The same methodology is tisetktermine the rate used to disc
the future cash flows. The valuation of the interate swaps also takes into consideration our @smnyell as the counterparty’s, risk of npeformanc

under the contract.
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We estimate the fair value of our assets held & based on a market valuation approach, which pgees and other relevant informas
generated primarily by recent market transactionslving similar or comparable assets or liabifitias well as our historical experience in divestis
acquisitions and real estate transactions. Wheitablea we use inputs from independent valuatiopests, such as brokers and real estate appraig
corroborate our internal estimates. Because thekstions contain unobservable inputs, we claskifie assets held for sale and liabilities reldat
assets held for sale as Level 3.

We estimate the value of lorliged assets that are recorded at fair value basel market valuation approach. We use prices #ret celevar
information generated primarily by recent markangactions involving similar or comparable assetsyell as our historical experience in divesti
acquisitions and real estate transactions. Additlphwe may use a cost valuation approach to velnglived assets when a market valuation appr
is unavailable. Under this approach, we deterniigecbst to replace the service capacity of an aadpisted for physical and economic obsolesc
When available, we use valuation inputs from insdglesit valuation experts, such as real estate a@psaand brokers, to corroborate our estimat
fair value. Real estate appraisers’ and brokeaflations are typically developed using one orenaluation techniques including market, income
replacement cost approaches. As these valuatioriainainobservable inputs, we classified the mesgmsant of fair value of longived assets as Level

There were no changes to our valuation techniquesglthe year ended December 31, 2012.

Assets and Liabilities Measured at Fair Value
Following are the disclosures related to our assedis(liabilities) that are measured at fair vainghousands):

Fair Value at December 31, 2012 Level 1 Level 2 Level 3
Measured on a recurring basis:

Derivative contracts, net $ - % (4,679 $ -
Fair Value at December 31, 2011 Level 1 Level 2 Level 3
Measured on a recurring basis:

Derivative contracts, net $ - % (7,530 $ =

Measured on a non-recurring basis:
Long-lived assets held and used:
Certain buildings and improvements $ - 9 - 9 2,50(

See Note 12 for more details regarding our derreatontracts.

Fair Value Disclosures for Financial Assets and Lidities

We have fixed rate debt and calculate the estinf@iedalue of our fixed rate debt using a disceahtash flow methodology. Using estim:
current interest rates based on a similar riskilerahd duration (Level 2), the fixed cash flows @iscounted and summed to compute the fair vél
the debt. As of December 31, 2012, this debt hatinity dates between November 2016 and May 203dumary of the aggregate carrying values
fair values of our long-term fixed interest ratdodis as follows (in thousands):

December 31, December 31,
2012 2011
Carrying value $ 130,46¢ $ 64,46
Fair value 134,68t 73,55

We believe the carrying value of our variable @bt approximates fair value.
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(14) Income Taxes

Income tax provision (benefit) from continuing ogigons was as follows (in thousands):

Year Ended December 31, 2012 2011 2010
Current:
Federal $ 31,43t $ 21,77¢  $ 9,09:
State 3,62¢ 3,561 1,61¢
35,06¢ 25,34( 10,71:
Deferred:
Federal 10,88¢ 7,04¢ (1,670
State 3,11( 674 (417)
13,99¢ 7,72C (2,087
Total $ 49,06: $ 33,06( $ 8,62¢

At December 31, 2012 and 2011, we had income tee@svable of $7.3 million and $6.2 million, respeely, included as a component
other current assets on the Consolidated BalaneetSh

Individually significant components of the deferted assets and liabilities are presented belowh(nsands):

December 31, 2012 2011
Deferred tax assets:
Deferred revenue and cancellation reserves $ 7597 $ 6,36¢
Allowances and accruals, including state tax camyérd amounts 21,34( 20,23¢
Interest on derivatives 1,79¢ 2,88¢
Goodwill 18,13¢ 26,817
Capital loss carryforward 12,24¢ 12,84
Total deferred tax assets 61,12( 69,15(

Deferred tax liabilities:

Inventories (4,689 (4,35))
Property and equipment, principally due to differesin depreciation (22,489 (16,419
Prepaids and property taxes (1,356 (1,540
Total deferred tax liabilities (28,52¢) (22,309
Valuation allowance (11,647) (12,847
Total $ 20,95 $ 34,00(

We consider whether it is more likely than not thate portion or all of the deferred tax assetswat be realized. The ultimate realizatior
deferred tax assets is dependent upon future &xaddbme during the periods in which those tempodifferences become deductible. We conside
scheduled reversal of deferred tax liabilities Ifiding the impact of available carryback and camyiard periods), projected future taxable incomd
tax-planning strategies in making this assessment.

The change in our valuation allowance was $1.2ionilin 2012. At December 31, 2012, we had an $idiléon valuation allowance record
associated with our deferred tax assets. We reddtds allowance in association with losses from $lale of corporate entities. As these amount
characterized as capital losses, we evaluatedvihigahility of projected capital gains and deteradrthat it would be unlikely these amounts woul
fully utilized. We will continue to evaluate if is more likely than not that we will realize theneéits of these deductible differences. Howe
additional valuation allowance amounts could berged in the future if estimates of taxable incaingng the carryforward period are reduced.

At December 31, 2012, we had a number of statedaryforward amounts totaling approximately $0.3lion, tax affected, with expiratic
dates through 2029.
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The reconciliation between amounts computed usiagaderal income tax rate of 35% and our incometavision from continuing operatio

for 2012, 2011 and 2010 is shown in the followiagulation (in thousands):

Year Ended December 31, 2012 2011 2010

Federal tax provision at statutory rate $ 44727 $ 30,89t $ 1,77¢
State taxes, net of federal income tax benefit 4772 3,021 97:
Non-deductible expenses 61€ 20¢ 223
Permanent differences related to the employeek gtochase program 52 10E 164
Release of valuation allowance (1,200 (34¢€) =
Other 97 (829) (509)
Income tax provision $ 49,06: $ 33,06( $ 8,62°F

We did not have any activity during 2012 or 20®&lated to unrecognized tax benefits and did noehaw amounts of unrecognized

benefits as of December 31, 2012 or 2011. No irtayepenalties were included in our results ofrapens during 2012, 2011 or 2010, and we ha
accrued interest or penalties at December 31, 202911.

(15)

Open tax years at December 31, 2012 included fl@viog:

Federal 200¢-2012
13 states 200¢-2012
Acquisitions

We completed the following acquisitions in 2012:

On April 30, 2012, we acquired the inventory, equgmt and intangible assets and assumed certailitiégbof Bellingham Chevrolet ai
Cadillac in Bellingham, Washington from Jerry ChargChevrolet.

On June 12, 2012, we acquired the inventory, eqeifrand intangible assets and assumed certaititiebiof Fairbanks GMC Buick fro
Gene's GMC, LLC.

On August 27, 2012, we acquired the inventory, gapeint and intangible assets and assumed certhilitiés of Killeen Chevrolet in Killeel
Texas from Connell Chevrolet, Inc.

On October 23, 2012, we acquired the inventory,ipgant, real estate and intangible assets of, @asdnaed certain liabilities related
Bitterroot Toyota of Missoula, Montana from Bitteot Motors, Inc.

These acquisitions contributed revenues of $32lomifor the year ended December 31, 2012.

We completed the following acquisitions in 2011

In April 2011, we acquired the inventory, equipieeal estate and intangible assets of, and as$w®rtain liabilities related to, Mercedes-
Benz of Portland, Oregon, Mercedes Benz of WilskgmvOregon and Rasmussen BMW/MINI in Portland, gore from the Don Rasmuss
Group.

In October 2011 we acquired the inventory, equipnreal estate and intangible assets of Fresnor8ditman Herwaldt Automotive Grou

We completed the following acquisitions in 2010:

In July 2010, we acquired the inventory, equiprmeerd intangible assets and assumed certain ligkilittlated to Honda of Bend and agret
the transfer of Chevrolet and Cadillac brands fiob Thomas Chevrolet Cadillac, both located in Be&biggon.
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e In August 2010, we acquired the inventory, equptnreal estate and intangible assets and assteniadh liabilities related to Toyota of

Billings from Prestige Toyota, located in Billingdontana.

The results of operations of the acquired storesrauded in our Consolidated Financial Stateméots the date of acquisition.

Pro forma results of operations are not materidifferent than actual results of operations for #4.0 acquisitions. The following unaudi
pro forma summary presents consolidated informatienf the 2012 and 2011 acquisitions had occuoredanuary 1 of the prior year (in thousa

except for per share amounts):

Year Ended December 31, 2012 2011 2010
Revenue $ 3,386,06! 2,789,431 $ 2,210,07:
Income from continuing operations, net of tax 80,06+ 56,90+ 14,77¢
Basic income per share from continuing operatioe$ of tax 3.12 2.17 0.57
Diluted income per share from continuing operatjamst of

tax 3.0¢ 2.3 0.57

These amounts have been calculated by estimatihg@plying our accounting policies. The resultshefse stores have been adjusted to re
depreciation on a straighite basis over our expected lives for propertygnpland equipment; accounting for inventory on ec#j identificatior
method; and recognition of interest expense fol essate financing related to stores where we msetl the facility. No nonrecurring pro for
adjustments directly attributable to these busiessbinations are included in the reported pro #orevenues and earnings.

All acquisitions were accounted for as businesshinations under the acquisition method of accountio portion of the purchase price \
paid with our equity securities. The following taldummarizes the consideration paid for materiguisitions and the amount of identified as

acquired and liabilities assumed as of the acdaoisiate (in thousands):

Consideration paid for year ended December 31, 2011
Cash paid, net of cash acquired $ 44,71¢ $ 55,36¢
Floor plan financing assumed - 19,34¢
$ 44 71¢ $ 74,71¢

Assets acquired and liabilities assumed for year eled ended December & 2011
Inventories $ 17,54. $ 29,26¢
Franchise value 5,17¢ 14,517
Property, plant and equipment 11,097 17,351
Real estate lease reserves - 32t
Other assets 11C 1,47¢
Reserves - (669
Capital lease obligations (2,609 =
Other liabilities (307) (42€)
31,00¢ 61,841
Goodwill 13,71( 12,86¢
$ 44,71¢ $ 74,71¢

The fair values of assets acquired and liabiliissumed in our 2010 acquisitions are not materiaut Consolidated Balance Sheets.

In July 2011, we were awarded a Ford franchiselant@ath Falls, Oregon which was accounted for agsapt acquisition. Consideration of §

million was paid for the inventory, equipment asg@ciated real estate.

We account for franchise value as an indefifiited intangible asset. We expect the full amourthe goodwill recognized to be deductible

tax purposes. We did not have any material acéurisielated expenses in 2012, 2011 or 2010.
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(16) Discontinued Operations

We classify a store as discontinued operationkédflbcation has been sold, we have ceased opesadiotinat location or if management
committed to a plan to dispose of the store. Adddlly, the store must meet the criteria as regflbby U.S. generally accepted accounting standards:

our management team, possessing the necessaryigytt@mmits to a plan to sell the sto

the store is available for immediate sale in isspnt condition

an active program to locate buyers and other astioat are required to sell the store are initig

a market for the store exists and we believe itsisdikely to be completed within one ye

active marketing of the store commences at a higeis reasonable in relation to the estimatednf@irket value; an

our management team believes it is unlikely thainges will be made to the plan or the plan to diepaf the store will be withdraw

We reclassify the storg’operations to discontinued operations in our Glissted Statements of Operations, on a compatadrés for a
periods presented, provided we do not expect te laay significant continuing involvement in therste operations after its disposal.

At December 31, 2009, two operating stores ancethreperties were classified as held for sale. t®lweoperating stores were under contra
sell at that time.

Based on subsequent negotiations with the buydreirdirst quarter of 2010, management concludetitiveas no longer probable that the :
of the remaining two stores would be effected, ltesp in the determination that these two operatgigres no longer met all of the criteria
classification as held for sale at March 31, 20M@erefore, in the first quarter of 2010, assets @atated liabilities associated with two stores @
reclassified from assets held for sale to assdths dmal used. Their associated results of operaticere retrospectively reclassified from discontit
operations to continuing operations for all peripdssented.

In the second quarter of 2010, we classified theraing results of Fresno Dodge, which was solihduthe quarter, as discontinued operati
Additionally, one of the properties classified addhfor sale as of December 31, 2009 was sold. gemant evaluated the remaining two propertir
determine if classification remained appropriatas®&I on new facts and circumstances previouslyidenes! unlikely, management no longer belie
the sales were probable. As a result the propesés reclassified to assets held and used in 20h@. As of December 31, 2010, we had no stor
properties classified as held for sale.

In 2011, we sold three stores: a Chrysler JeemPatbre in Concord, California; a Volkswagen staréhornton, Colorado and a GMC Bu
and a Kia store in Cedar Rapids, lowa. The asstiagsults of operations for these locations asesdied as discontinued operations. As of Dece
31, 2011, we had no stores and no properties fixbsis held for sale.

In October 2012, we sold two stores: a Chryslep J@edge store and a Hyundai store, both locatel@enton, Washington. The associ:

results of operations for these locations are ifladsas discontinued operations. Additionally Grtober 2012, we determined that one of our storel
the criteria for classification of the assets agldted liabilities as held for sale.
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As of December 31, 2012, we have one store andropepies classified as held for sale. Assets Hieldsale included the following (
thousands):

December 31, 2012
Inventories $ 9,412
Property, plant and equipment 1,102
Intangible assets 2,06t
$ 12,57¢

Liabilities related to assets held for sale inchlithee following (in thousands):

December 31, 2012
Floor plan notes payable $ 8,341

Interest expense is allocated to stores class#d®dliscontinued operations for actual floor platerest expense directly related to the
vehicles in the store. Interest expense relatemitavorking capital, acquisition and used vehigledit facility is allocated based on the amounasdet
pledged towards the total borrowing base. Intezgpense included as a component of discontinuechtipes was as follows (in thousands):

Year Ended December 31, 2012 2011 2010

Floor plan interest $ 217 % 52C $ 492

Other interest 68 10€ 117
Total interest $ 28€ $ 626 $ 61C

Certain financial information related to discongauoperations was as follows (in thousands):

Year Ended December 31, 2012 2011 2010
Revenue $ 82,15( $ 131,38( $ 100,97¢
Gain from discontinued operations $ 2,18¢ $ 151¢ $ 64¢
Net gain (loss) on disposal activiti (621) 4,39¢ (307)
1,56¢ 5,917 347
Income tax expense (59¢) (2,267) (215)
Income from discontinued operations, net of incaaxes $ 967 $ 3,65( $ 132
Goodwill and other intangible assets disposed of $ 16 $ 71z $ -
Cash generated from disposal activities $ 6,61¢ $ 23,83t $ 941
Floor plan debt paid in connection with disposaivaties $ 6,712 $ 1,78/ $ 2,13¢

The net gain (loss) on disposal activities inclutleafollowing charges (in thousands):

Year Ended December 31, 2012 2011 2010
Goodwill and other intangible assets $ 169 $ 3,16¢ $ -
Property, plant and equipment (299) 1,35% (217)
Inventory (82 (88) -
Other (71) (41) (84)
$ (621) $ 4,39¢ $ (301)

17) Recent Accounting Pronouncements

In July 2012, the FASB issued an accounting stahdpdate that amends the accounting guidance tingder impairment on indefinitéved
intangible assets. This amendment allows an entityassess qualitative factors to determine thelitiked of indefinitelived intangible ass
impairments, reducing the cost and complexity affgrening an impairment test. This amendment alsprovies consistency in impairment tes
guidance for londived asset categories. The amendments in thisuatiog standard update are effective for interind @mnual impairment te:
performed for fiscal years beginning after Septemt®e 2012 and could be early adopted. In 2012,used a quantitative assessment to tes
impairment on indefinite-lived intangible assetdhieTaccounting standard update is intended to diynfiie assessment for indefiniiged asse
impairments and will not affect our consolidatehficial position, results of operations, or castwv.
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In December 2011, the FASB issued an accountinglatd update that requires disclosure about offfigetind related arrangements of cel
financial instruments and derivative instrumentse§e disclosures enable users to understand @t effthese arrangements on financial positiore
amendments in this accounting standard updateffaetiee for annual periods beginning on or aftendary 1, 2013, and interim periods within tt
annual periods. The accounting standard updatetaffisclosure requirements only and will not dffear consolidated financial position, result:
operations, or cash flows.

(18) Related Party Transactions

On March 27, 2012, we completed the sale of an &@#rest in our Nissan, Volkswagen and BMW stomesviedford, Oregon to Dic
Heimann, a director and our Vice Chairman. We ramtiproceeds of $9.6 million, of which $2.9 millievas received in cash and $6.7 million
received through the payoff of floor plan financifithe sale of the 80% interest in the stores reduh a gain of $0.7 million and was recorded
component of selling, general and administrativeegse on our Consolidated Statements of Operations.

The Nissan and Volkswagen stores were purchasetthdanook value of the inventory as defined bydhginal terms of an option agreem
provided to Mr. Heimann in 2009. The price of théahgible assets of $1.2 million was based on #irevilue of the intangible assets related tc
BMW store. We corroborated the fair value of the BN\tores intangible assets with independent third parokér opinions and financial projectic
using a fair value income approach.

When we sold the three stores, we entered intoasedhservice agreement with the stores. This agreemllows the stores to lease
employees, use the Lithia name, utilize accourgingport functions and receive consulting servigé® services provided and the costs of the sel
are structured the same as the shared serviceslprtovour wholly owned stores.

We retained a 20% interest in the stores as ofrdmesaction date. We determined that we are noptimeary beneficiary of the stores and
risk and rewards associated with our investmenbased on ownership percentages. As a resultiahessdo not qualify for consolidation and our 2
interest is accounted for under the equity metht@. determined we maintained significant influenaerothe operations. We recorded the ec
investment at fair value of $0.8 million as of thhansaction date that resulted in a gain of $0.Hani The gain was recorded as a component ofr
income on our Consolidated Statements of Operatidfes determined the fair value of our equity invesnt based on independent third party br
opinions and financial projections using a fairueincome approach.

As of December 31, 2012, the carrying value of eguity investment was $1.1 million and was recorded component of other noofren
assets in our Consolidated Balance Sheets.
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Exhibit 10.13.1
NON EMPLOYEE DIRECTOR COMPENSATION PLAN
2012/2013 SERVICE YEAR
Cash Retainer: $ 48,00 (%$4,000 per month paid in twebepial installments subsequent to election by slaédets)

Award of Restricted

Share Units (RSUs)*: $ 80,000 *
Total Compensation $128,000

Mid-Term Appointments

The cash retainer and RSU awards will be proratethe service year with a new director given &u#dit for a partial month's service. The market
value used to calculate the number of shares twaeded to a mid-term appointee will be the avedgging price of Lithia Class A Common Stock
over the 20 trading days prior to the date of apipoeént to the Board of Directors.

* Number of shares is determined by dividing the agerclosing price of Lithia Class A Common Stockrowhe 20 trading days prior to the s
of the service period on April 27, 2012 ($26.08)0i$80,000 (3,073 shares), which RSUs shall V&%t @n the first business day of the month
following each regularly scheduled quarterly ingmar board of directors meeting, commencing with&pal 27, 2012 meeting. On death,
disability, or change in control, the RSUs willljuvest. On a termination prior to completion oé thervice period, the board of directors may
waive all or any portion of the remaining servieguirement to accelerate the vesting of the RSidaldhhe board of directors determine that
the circumstances support such action.

* An award of additional RSUs is made for the Audommittee Chair (value of $6,000, which equé4 8hares), Corporate Governance

Committee Chair (value of $3,000, which equals §i&res), Compensation Committee Chair (value &8,which equals 115 shares) and
Lead Independent Director (value of $3,000, whighads 115 shares).

Adopted April 27, 2012



Exhibit 10.17
AMENDED AND RESTATED
SPLIT-DOLLAR AGREEMENT
(Endorsement Method)

THIS AMENDED AND RESTATED SPLIT-DOLLAR AGREEMENT fiis “Amended and Restated Agreement”) by and betwéhia
Motors, Inc. , an Oregon corporation (“Lithia”), aridney B. DeBoer(“Employee”), is dated effective January 1, 2013.

Recitals

A. Until October 24, 2012 (the “Conversion Datd”jthia owned life insurance Policy Number 56740@8te “Hancock Policy”) issued by
Manufacturers Life Insurance Company (U.S.A.) (timsurer”), on the life of Employee with a face aummb of $37,276,000.

B. Lithia and Employee are parties to (i) the Splbllar Agreement dated effective November 7, 2(& “November 2006 Hancock
Agreement”), which grants Employee the right toigieaste a beneficiary of the Hancock Policy in aroant equal to $7,000,000, and under
which Employee is required to pay to Lithia proararemiums in the amounts specified in the Nover@dB86 Hancock Agreement; and (ii) the
Split-Dollar Agreement dated effective January 28)9 (the “January 2009 Hancock Agreement”), wigints Employee the right to
designate a beneficiary of the Hancock Policy iraamount equal to $6,000,000, and under which Engaldy required to pay Lithia pro-rata
premiums in the amounts specified in the Janua®® 2@ancock Agreement.

C. Lithia is the owner of life insurance Policy iber 18-103-860 issued by The Northwestern Mutifel lnsurance Company (th&lbrthwester|
Mutual Policy”), which provides a $12,000,000 delb¢imefit on the life of Employee, and Employee hitkia are parties to the Spit-Dollar
Insurance Agreement (Endorsement Method) effe@eeember 20, 2007 (the “NWM Split-Dollar Agreemgntinder which Employee has
right to designate the beneficiary of the NorthweastMutual Policy in an amount equal to the deathdfit minus the greater of Lithia’s
cumulative premiums paid or the policy cash vals®fsBEmployee’s death.

D. Effective as of the Conversion Date, the Hakddalicy was converted (the “Conversion”) into I®anpolicies with a face value of $3.7276
million each (each, a “New Policy”), and Employeelanger designated any beneficiary of the Handealicy.

E. Employee desires to swap (the “Swap¥ coverage under the Northwestern Mutual Poliith woverage under four of the New Policies, wt
have the following policy numbers (each, an “Empgleyolicy”): 93027940; 93027932; 93027949; and 3302.

F. Employee and Lithia desire to amend and reghat®&lovember 2006 Hancock Agreement and the Jp2@®9 Hancock Agreement and to
terminate the NWM Split-Dollar Agreement.




In consideration of the premises and of the mytuainises contained herein, the parties agree lsvl
Agreement

Amended and Restated AgreemeTiis Amended and Restated Agreement replacesadablh November 2006 Hancock Agreement and the
January 2009 Hancock Agreement.

Termination of NWM SpliDollar Agreement The NWM Split-Dollar Agreement is terminated efige immediately. Employee irrevocably
waives Employee’s right to purchase the Northweskéuatual Policy from Lithia.

Ownership of New Policied.ithia is the sole and absolute owner of eacthefNew Policies, and Lithia may exercise all ovshgy rights
granted to the owner thereof by the terms of eaelv Rolicy, except as otherwise provided herein.

Employeés Right to Designate BeneficiarieEmployee may designate the beneficiary or beisefes of the death benefit of each of the
Employee Policies, minus the greater of Lithia’selative premiums paid or the policy cash valuefaemployee’s death, by specifying the
beneficiary or beneficiaries in a written noticeLithia. Upon receipt of such notice, Lithia shakecute and deliver to the Insurer the form
necessary to designate the requested persons lasrtbiciaries of the Employee Policies. Lithialshave the right, in its sole discretion, to
designate the beneficiary or beneficiaries of ezdhe six New Policies that are not Employee Redic

Endorsement®Vithin a reasonable time following the Conversibithia shall execute endorsements for the benéfiv® Employee, endorsing
the right to name beneficiaries of the Employeddied death benefit as provided under this Agreerteach an “Endorsement”). Except as
otherwise provided in this Amended and RestatecAgent, each Endorsement shall not be termindteded or amended by Lithia without
the express written consent of the Employee. Thiégsahereto agree to take all action necessacguse all Endorsements to conform to the
provisions of this Agreement.

Premium Paymenitithia shall pay the entire premium on each ofMev Policies as each premium becomes due.

Limitation on Lithias Rights in Employee PoliciesExcept as otherwise provided herein, Lithia shatlsell, assign, transfer, surrender or
cancel the Employee Policies, nor change the baagfidesignation provisions thereof, without, myauch case, the express written conse
the Employee.

Termination; Right to Purchase Employee Pdiicie

(a) This Amended and Restated Agreement sirafiibate upon the earlier to occur of (i) Emplogegeath or (ii) 181 days after the
Employment Termination Date. The “Employment Teration Date” is the date that Employs@mployment with Lithia is terminat
for any reason other than Employee’s death. IntemidiEmployee may terminate this Amended and RedtAgreement, with or
without the consent of Lithia, by giving noticetefmination in writing to Lithia.




10.

11.

12.

(b) If Employee’s employment with Lithia is teinated for any reason other than Employee’s deditbctive immediately Employee shall
have the right to purchase each Employee Poliay frighia as provided in this Section 8(lthe “Purchase Option”). The Purchase
Option shall remain open for 180 days after the Bympent Termination Date, at which time the Pureh@gption shall terminate. The
purchase price of each Employee Policy shall bestime of such policy’s interpolated terminal reseamd any unearned premiums,
plus a pro-rata portion of dividends expected teéie for that policy year, minus any policy anémium loans and any other
indebtedness secured by the policy.

Collection of Death Proceedblpon the death of the Employee, Lithia shall pptiyntake all action necessary to obtain the déathefit
provided under the Employee Policies. When sucletitemas been collected and paid as provided hetgisi Agreement shall thereupon
terminate.

Insurer Not a PartyThe Insurer shall be fully discharged from itdigdtions under each Employee Policy by paymersuzh policy’s death
benefit to the beneficiary or beneficiaries nanrethie policy, subject to the terms and conditiointhe policy. In no event shall the Insurer be
considered a party to this Agreement, or any mealiion or amendment hereof, and none of the prvwisherein shall in any way be construed
as enlarging, changing, varying or in any other atigcting the obligations of the Insurer as exglseprovided in any Employee Policy, except
insofar as the provisions hereof are made a pampEmployee Policy by the beneficiary designagwgacuted by Lithia and filed with the
Insurer in connection herewith.

Assignment by EmployeNotwithstanding any provision hereof to the contréine Employee shall have the right to absolugslgt irrevocably
assign by gift all of the Employee’s right, titledainterest in and to this Amended and Restate@éwgent and under any Endorsement to an
Employee Policy to an assignee. The Employee mascese this right by executing a written documerthie form used by the Insurer for
irrevocable gifts, and delivering this form to LishUpon receipt of such form, executed by the Exygé and duly accepted by the assignee
thereof, Lithia shall consent thereto in writingdashall thereafter treat the Employee’s assigsdbeasole owner of all of the Employseight,
title and interest in and to this Amended and RedtAgreement and in and to any applicable Endoes¢to an Employee Policy. Thereafter,
the Employee shall have no right, title or inteiiesind to this Agreement or any applicable Endoesa, all such rights being vested in and
exercisable only by such assignee.

Named Fiduciary, Claims Procedure and Administre.

€) Named Fiduciaryl.ithia is hereby designated as the named fidudiader this Amended and Restated Agreement. Thechame
fiduciary shall have authority to control and mam#ige operation and administration of this Amenaled Restated Agreement, and it
shall be responsible for establishing and carrginga funding policy and method consistent withabgctives of this Amended and
Restated Agreement.




(b)

(©

(d)

(e)

Claim Proceduré\ person who believes that he or she is being demieenefit to which he or she is entitled under Amended and
Restated Agreement (hereinafter referred to adartant”) may file a written request for such beneith Lithia, setting forth his or
her claim. The request must be addressed to ttstderg, Chief Financial Officer, or Associate Geé&ounsel of Lithia at its then
principal place of business.

Claim DecisionUpon receipt of a claim, Lithia shall advise thai@lant that a reply will be forthcoming within 9@y and shall, in
fact, deliver such reply within such period. Litmeay, however, extend the reply period for an aoid# 90 days for reasonable cause.
If the claim is denied in whole or in part, Lithéhall adopt a written opinion, using language dated to be understood by the
Claimant, setting forth: (i) the specific reasorr@asons for such denial; (ii) the specific referto pertinent provisions of this
Amended and Restated Agreement on which such dertialsed; (iii) a description of any additionalteral or information necessary
for the Claimant to perfect his or her claim andeaplanation why such material or such informai®necessary; (iv) appropriate
information as to the steps to be taken if the @it wishes to submit the claim for review; andtf@ time limits for requesting a
review under Section 12(#ereof and for review under Section 12ejeof.

Request for ReviewVithin 60 days after the receipt by the Claimanthaf written opinion described above, the Claintaay request
in writing that the Secretary of Lithia review tdetermination of Lithia. Such request must be askid to the Secretary of Lithia, a
then principal place of business. The Claimantisioh her duly authorized representative may, leeihnot, review the pertinent
documents and submit issues and comments in wifitingonsideration by the Secretary. If the Claitmdwes not request a review of
Lithia’s determination by the Secretary of Lithiéhin such 60 day period, he or she shall be baaretlestopped from challenging
Lithia's determination.

Review of DecisiotWithin 60 days after the Secretary’s receipt oé@uest for review, he or she will review Lithia'stdrmination.
After considering all materials presented by thai@hant, the Secretary will render a written opiniamitten in a manner calculated to
be understood by the Claimant, setting forth thec#jz reasons for the decision and containing iseeferences to the pertinent
provisions of this Amended and Restated Agreementluich the decision is based. If special circumsts require that the 60 day
time period be extended, the Secretary will sofpttie Claimant and will render the decision asrsas possible, but no later than
120 days after receipt of the request for review.




13.

14.

15.

16.

17.

18.

Economic Benefit Tax Treatmerithis Amended and Restated Agreement shall bepireted and enforced to comply with the split dofiaal
regulations so that it is treated as an econommefiteransaction for tax purposes in which, atiafles, the only economic benefit to Employee
shall be the value of the current life insuranagtgetion attributable to naming one or more beregfies under the Employee

Policies. Employee shall not have any current sete any Employee Policy’s cash values withinntteaning of the split dollar final
regulations or any other economic benefit othen tth& cost of current life insurance protection.

AmendmenfThis Amended and Restated Agreement may not bededealtered or modified, except by a written imstent signed by the
parties hereto, or their respective successorssigms, and may not be otherwise terminated exaseptovided herein.

Binding EffectThis Amended and Restated Agreement shall be lingdon and inure to the benefit of Lithia and ils@essors and assigns,
and upon the Employee, the Employee’s successssigns, heirs, executors, administrators and beagés.

Notices.Any notice, consent or demand required or permiibelse given under the provisions of this Amended Bestated Agreement shall

in writing, and shall be signed by the party givorgmaking the same. If such notice, consent oradehis mailed to a party hereto, it shall be
sent by United States certified mail, postage pgrg@aidressed to such party’s last known addresb@sn on the records of Lithia. The date of
such mailing shall be deemed the date of noticeseat or demand.

Governing LawThis Amended and Restated Agreement, and the rajhite parties hereunder, shall be governed bycandtrued in
accordance with the laws of the State of Oregon.

Effect of Termination; Survivallf any party terminates this Amended and RestAg@ement pursuant to Sectiom&reof, all rights and
obligations of the parties hereunder shall terng@neithout any liability of any party to any othearpy; provided, however, that any provision
that by its terms is intended to survive terminaid this Amended and Restated Agreement, inclydiritihhout limitation,_Sections 214, 15,
16, 17and_18hereof, shall survive termination of this Amended &estated Agreement.

[Remainder of this page left blank intentionally.]




The parties have executed this Amended and ResAatesment as of the day and year first above evritt

CORPORATION: EMPLOYEE:

Lithia Motors, Inc.

Sidney B. DeBoe
By:
Name:
Title:




Exhibit 10.24
AMENDED EMPLOYMENT AND CHANGE IN CONTROL AGREEMENT
This AMENDED EMPLOYMENT AND CHANGE IN CONTROL AGRERENT (“ Agreement”) between Lithia Motors, Inc., an Oregon

corporation (“Employer "), and (Executive”), dated as of February 22, 2013, amends andgegli its entirety the Terms of Amended
Employment and Change in Control Agreement betvigaployer and Executive dated

Employer and Executive agree as follows:

1. Terms of Employment. The employment of Executive by Employer, or bgdoyer’s wholly owned subsidiary, is “at will” artekecutives
employment may be terminated at any time for amgfuareason or for no reason at all.

2. Termination Related to Change in Control.
€) Definitions .

i. “Cause’ for termination of employment means any one orenaf the following: (A) willful misfeasance, groseegligence, or
conduct involving dishonesty in the performanc&wrécutive’s duties, as determined by the boardrettbrs of Employer; (B) conviction of a crime in
connection with Executive’duties, or of any felony; (C) conduct signifidgiritarmful to Employer, as reasonably determinedheyBoards of Director
including but not limited to intentional violatiaf law or of any significant policy or procedure®mployer; (D) refusal or failure to act in accanda
with a stipulation, requirement, or directive oétBoards of Directors (provided such directiveaisful); or (E) failure to faithfully or diligentlyperform
any of the duties of Executive’'s employment whicé specified in this Agreement, articulated byltlard of directors, or are usual and customary
duties of Executive’s employment, if Executive has corrected the problem or formulated a plant®correction with the Board (if such failure istn
susceptible to immediate correction) within 30 daftsr notice to Executive.

ii. A" Change in Control’ occurs on the date: (A) Employer merges or cddatés with another entity and as a result less tha
50% of the combined voting power of the resultingjtg immediately after the merger or consolidatismeld by persons who were the holders of
Employer’s voting securities immediately before therger or consolidation; (B) any person, entitygmup of persons or entities, other than through
merger or consolidation, acquires 50% or more eftttial fair market value or total voting powerkghployer’s outstanding stock (excluding
acquisitions through transfers of Class B CommartiSto a Permitted Transferee as defined in the izmy's Restated Articles of Incorporation) or
acquires substantially all of Employer’s asset3;d@y one person, or more than one person actiagyagup acquires (or has acquired during the 12-
month period ending on the date of the most regeqtiisition by such person or persons) ownershgiaik of Employer possessing 50% or more o
total voting power of the stock of Employer (exéhglacquisitions through transfers of Class B Com8tock to a Permitted Transferee as defined in
the Company’s Restated Articles of Incorporati@n)(D) a majority of Employer’s Board of Directdssremoved from office by a vote of Employer’s
shareholders over the recommendation of the Boardpbtaced during any 12-month period by directeh®se appointment or election is not endorsed
by a majority of Employer’s board of directors beféhe date of the appointment or election.

iii. “ Change in Control Benefit§ means (A) 24 months of base salary, based onEixeds then base salary, (B) continuing he
insurance benefits until the earlier of (1) 24 nisrdfter termination, (2) the full COBRA period uégd by law, or (3) when Executive becomes elig
for employer-sponsored health insurance from aeqent employer and (C) the unvested portion oftamus or award at the “target levef'specifiec
in the award, or at the highest possible awardl iéve target level is specified, including, budtdimited, to an equity award (hcentive
Compensation”) that vests based on Executive’s continued emplayt at the Company or on attainment of specifiiopmance criteria.




iv.  “Good Reasori for Executive's resignation means (A) any onermre of the following occurs without Executigetonsent: (1
a material diminution of Executive’s base compeosafunless consistent with an across the boardgadyction for all senior management and not in
excess of 20%); (2) a material change in the getiecdocation at which Executive must perform seegi for Employer; (3) a material diminution in
Executive’s authority, duties or responsibilities(4) any action or inaction by Employer that dd@nges a material breach of this Agreement; (B)
Executive provides notice to Employer of the exiseof the condition within 90 days of the initéadistence of the condition; (C) Employer has 30sday
following receipt of such notice to remedy the dtind and fails to do so; and (D) Executive resigrithin twelve months of such event occurring.

(b) Payment of Change in Control Benefits After shareholder approval of a Change in Cdranal for a period continuing for one year
following the approved Change in Control, if Emmoyerminates Executive’s employment without CaarsExecutive terminates his employment for
Good Reason, Executive shall receive the Chan@mirirol Benefit, subject to reduction in accordawitth Section 3. Subject to Section 3, any Che
in Control Benefit payable in cash shall be paithstallments over 24 months in accordance with Bygr’s standard payroll procedures and subject to
statutory payroll deductions. Receipt of any ChaimgControl Benefit is conditioned on Executiveving executed the Separation Agreement in
substantially the form attached heretq as Exhikfith& “ Separation Agreement’) and the revocation period specified therein hgwxpired without
Executive having revoked the Separation AgreemBetceipt and continued receipt of the Change intt©bBenefit is further conditioned on Executive
not being in violation of any material term of tiigreement or in violation of any material ternmtloé Separation Agreement. Any non-cash
compensation, including any Incentive Compensatimpayable in cash, shall be paid promptly follogvExecutive’s execution of the Separation
Agreement and expiration of the revocation peripgictfied in the Separation Agreement without Exiseulhaving revoked the Separation
Agreement. Installments of the cash portion of@mange in Control Benefits shall be paid on th&t flay of each month beginning on the first month
following Executive’s execution of the Separatiogréement and expiration of the revocation pericetBi@d in the Separation Agreement without
Executive having revoked the Separation Agreenpntjided that if the period during which Executtan consider or revoke the Separation Agree
spans two taxable years of Executive (i.e., twertdar years), the first installment shall be paithe second taxable year.

3. “Excess Parachute Payment” Restrictions; Limitationon Change in Control Benefits If any benefit payable by Employer to Executive,
including without limitation the Change in Conti®énefits payable under Section 2, either alonegether with other payments or compensation
benefits to which Executive is entitled to recein@m Employer, would constitute an “excess paraelpatyment” as defined in Section 280G of the
Internal Revenue Code of 1986 (th€dde”), those benefits shall be reduced to the largestunt that will result in no portion of the berefieing

subject to the excise tax imposed by Section 4938e0Code. Executive may select which particblemefits will be reduced to comply with this

section. The determination of the amount of reidndn the benefits required pursuant to the foreggrovisions shall be made by mutual agreement of
Employer and Executive or, if no agreement is gmssby Employer’s accountants.

4. 409A. Notwithstanding any provision of this Agreemémthe contrary:

() Specified employeelf, at the time of Executive’s “separation of\gee” with Employer, he or she is a “specified enyde” as such
terms are defined in Section 409A of the Internevéhue Code and regulations promulgated thereuaddrone or more of the payments or benefits
received or to be received by Executive pursuathisoAgreement would constitute “deferred compénsé subject to Section 409A, no such payment
or benefit will be provided under this Agreementiluthe earlier of: (i) the date that is six monfbowing Executive’s termination of employmentttvi
Employer, or (ii) Executive’s death, unless themant or distribution is exempt from the applicatafrSection 409A. If any of Executivebenefits the
are paid in installments under this Agreement algest to the six-month delay set forth in this tBec4, the first installment payment shall be made
the seventh month following termination of employrhand shall equal the aggregate installment pajgrexecutive would have received during the
first six months plus the payment Executive is otlige entitled to receive for the seventh month.




(b) Separation from Service To the extent that any payment or benefit preditbr in this Agreement constitutes a “deferral of
compensation” within the meaning of Section 409Ah&f Code and such payment or benefit is payale &Executive’s termination of employment,
that payment or benefit shall be payable only uprecutive’s “separation from service” within the anéng of Section 409A(a)(2)(A)(i) of the Code.

(c) Separate Payment Each payment of a Change in Control Benefiteighy designated as a separate payment, rathea then of a
larger single payment or one of a series of payment

(d) Administration. The parties intend that this Agreement, to tkterg possible, will be administered in accordawié Section 409A
of the Code and will interpreted in a manner so #ifigpayments hereunder do not constitute a daffefrcompensation or, if so, will constitute aeleél
for which the payment and other terms are compliatit Section 409A of the Code. Employer may amtnisl Agreement, adopt policies and
procedures, or take other actions (including amesds; policies, procedures and actions with retre@aeffect) that Employer determines are necessary
or appropriate to (i) exempt any payment or benafder this Agreement from the application of SEtd09A, or (ii) cause any payment or benefit to
comply with the requirements of Section 409A.

5. Restrictive Covenants

€) The restrictive covenants set fontlthis Section 5(a) shall apply to Executive offiligxecutive receives any Change in Control
Benefits under this Agreement.

0] Non-Solicitation of Lithia Employees Except as may be consented to in writing by By, during the 24 month period
following Executive’s separation of service, Exéeaitwill not, directly or indirectly, employ or aff employment to, or assist or be affiliated witly a
other person in employing, any persons employeHroployer or any of its subsidiaries in a managemesition (Director or higher) on or after the ¢
hereof (“Managers”), and will not, either directly or indirectly, §oit, induce, recruit or encourage any Managereave their employment, attempt to
solicit, induce, recruit or encourage any Managetsave their employment, or cause or encouraggarson to directly or indirectly solicit, induce,
recruit or encourage Managers to leave their enmpéoyt, either for him or herself or for any othergma or entity, unless such person has not been
employed by Employer or any of its subsidiariesgbleast six months.

For purposes of this paragraph, the terms “solinihice, recruit and encourage” means, direct adildct communications of any kind and
nature, directed specifically to an individual fbe purpose of causing the person to leave thgil@ment with Employer, but does not include gehera
advertisement or notice of job opportunities withmindustry. For purposes of this Agreement, ¢ t‘affiliated with” includes Executive’ownershiy
of 3% or more of the equity of any person, lendimgney to any person, or serving as an executiveeoffdirector, manager or consultant to any person

(ii) Non Competition. Executive will not be “affiliated with” (as th&&rm is defined in Section 5(a)(i) above) any parsr
company having a retail automotive location witBhmiles of any dealership of Employer at the toh&xecutives separation of service, for 24 mor
following Executive’s separation of service relatech Change in Control pursuant to which Execusventitled to the severance payments provided in
Section 2.




(i) No Disparagement Executive shall not take any action or make stayement that disparages Employer, its operation,
business, or reputation, or any of its officerslioectors, or their reputation, and shall not emage or induce any third parties to disparage pechons
(“ Disparaging Acts”) for three years following Executive’s separatiafiservice. “Disparaging Acts” means any statetnemmmunication or
publication, oral or written, regardless of whethech statement, communication or publicationus,tmade about such persons or their reputatian, th
is vilifying and/or derogatory in nature and theasonably would be expected to result in a negptveeption of such person, or that otherwise may
have a material adverse effect on such persorearréputation.

(b) The restrictive covenants set fortthis Section 5(b) shall apply to Executive re¢gss of whether Executive receives any Change in
Control Benefits under this Agreement.

0] Disclosure of Confidential Information During Executive’s employment with Employer, Exéve will have access to and
become familiar with certain proprietary and cosfitlal information of Employer and its subsidianeg known to the public generally, or by its attua
or potential competitors (Confidential Information ”). Executive acknowledges that such informationstitutes valuable, special, and unique assets
of Employer’s business, even though such infornmatin@y not be of a technical nature and may notrbeepted under trade secret or related laws.

“Confidential Information” means any company prepary information, technical data, trade secretsnow-how, including, but not limited to
research, strategic and marketing plans, prodactsplproducts, services, markets, processes, gglianancial or other business information disetbs
to, or discovered by, Executive either directlyratirectly, during Executive’s employment with Eropér. Executive further understand that
Confidential Information does not include any of foregoing items which has become publicly knowd made generally available through no
wrongful act or omission of his/her or of othersomkere under confidentiality obligations as to iteen or items involved or improvements or new
versions thereof.

For three years following a separation of employtnErecutive will not, without the prior written ppval from an authorized officer of
Employer, directly or indirectly (i) reveal, repppublish, disclose or transfer any Confidentidbimation, other than information that constituteade
secrets” under applicable state lanwC@@mpany Trade Secrets), to any person, firm, corporation or entity, (@) use any Confidential Information for
any purpose or for the benefit of any person, ficorporation or entity. Further, for so long astsinformation remains Company Trade Secrets under
applicable state laws, Executive shall not, withibiet prior written approval from an authorized oéfi of Employer, directly or indirectly (i) reveal,
report, publish, disclose or transfer any informatihat constitutes Company Trade Secrets to arsppgefirm, corporation or entity, or (ii) use aofy
the Company Trade Secrets for any purpose or &bémefit of any person, firm, corporation or gntit

(ii) Creative Work. Executive agrees that all creative work and wadduct, including but not limited to all techngig
business management tools, processes, softwaeamtparademarks, and copyrights developed by Execduring employment with Employer,
regardless of when or where such work or work pecbeas produced, constitutes work made for hilejgthts of which are owned by
Employer. Executive hereby assigns to Employerigiiits, title, and interest, whether by way of goghts, trade secret, trademark, patent, or ottsen
in all such work or work product, regardless of e the same is subject to protection by patesdeimark, or copyright laws.




(i) Return of Property. If and when Executive ceases for any reasom tenbployed by Employer, Executive must return to
Employer all keys, pass cards, identification camld any other property of Employer. At the saime t Executive also must return to Employer all
originals and copies (whether in hard copy, eledtror other form) of any documents, drawings, spteemoranda, designs, devices, diskettes, tapes,
manuals, and specifications which constitute pedpry information or material of Employer. Theightions in this paragraph include the return of
documents and other materials that may be in Exexsitdesk at work, Executive’s car or place ofdesce, or in any other location under Executive’s
control.

(c) Injunctive Relief. Executive acknowledges that it may be imposdibi@easure in money the damages that will acarisnployer
if Executive fails to observe the covenants in Béstion 5 (the Restrictive Covenants’); therefore, in addition to any action at law ftamages, the
Restrictive Covenants may be enforced by an injandb prohibit the restricted activity. Executiereby waives the claim or defense that an adequat
remedy at law is available to Employer. Nothingfeeth herein shall prohibiEmployer from pursuing all remedies available to it

(d) Reasonableness The parties agree that this Agreement in it8etyt and in particular the Restrictive Covenaigseasonable both
as to time and as to area. The parties additipaattee (i) that the Restrictive Covenants are ssang for the protection of Employer’s business and
goodwill; (ii) that the Restrictive Covenants ai any greater than are reasonably necessary toesEmployer’s business and goodwill; and (iii)ttha
the degree of injury to the public due to the lokthe service and skill of Executive or the redions placed upon Executive’'s opportunity to make
living with Executive’s skills upon enforcementsdid restraints, does not and will not warrant eafercement of said restraints. The parties atjrae
if any portion of the Restrictive Covenants is adjed unreasonably broad, then the parties authsaizecourt or arbitrator to narrow same so asdke
it reasonable, given all relevant circumstanced,tarenforce the same.

(e) Survival. This Section 5 shall survive the terminatiorito$§ Agreement.

6. Dispute Resolution. IF A DISPUTE ARISES PURSUANT TO THIS AGREEMENT, THFARTIES AGREE TO RESOLVE THE
DISPUTES THROUGH BINDING ARBITRATION AS SET FORTHB.OW. THE PARTIES CONFIRM THAT BY AGREEING TO THIS
ALTERNATE DISPUTE RESOLUTION PROCESS, THEY INTENDOTGIVE UP THEIR RIGHT TO HAVE ANY DISPUTE DECIDEDN COURT
BY A JUDGE OR JURY.

Any and all disputes, claims, or controversies leetwthe parties (“parties” specifically includifgit not being limited to, any assignee of a
party) arising out of or relating to this Agreem#mdt are not otherwise resolved by their mutuatagent shall be submitted to final and binding
arbitration before JAMS, or its successor, at JAMfHce in Medford, Oregon (or, if none, at JAMSfioe in the United States which is closest to
Medford, Oregon), pursuant to the United Statestfation Act, 9 U.S.C. Sec. 1, et seq. The disphizl be submitted to one Arbitrator, who shaitda
sole authority to determine procedural questionshss arbitrability, standing, and real partyniterest, as well as the merits of the claim.

Any party may commence the arbitration processlmgfa written demand for arbitration with JAMSthae designated office and concurrently
sending a copy to the other party or parties. arhération will be conducted in accordance wita girovisions of JAMS’ Comprehensive Arbitration
Rules and Procedures in effect when the demanlgds fThe parties to the dispute, claim, or contrsy will cooperate with JAMS and each other in
selecting an arbitrator from JAMS’ panel of newgrahd in scheduling the arbitration proceedingse dosts and fees of JAMS and of the arbitratolt sha
be borne equally by the parties to the disputémclar controversy. The provisions of this pargdrare specifically enforceable by any court with
subject matter jurisdiction sitting in Jackson Ciyu®regon. The prevailing party or parties sbhallentitled to an award of its reasonable attofaey
and costs through every stage of the proceedingraobitaining and enforcing any judgment. Thetaalor shall have sole discretion to determine W
is the prevailing party or parties and the amodmeasonable attorney fees and costs.




7. Notices. Any notice to be delivered under this Agreens#all be given in writing and delivered, personalhyby certified mail, postage
prepaid, addressed to Employer or to Executivieit tast known addresses.

8. Governing Law . The validity, interpretation, construction aretfermance of this Agreement shall be governedchbylaws of the State of
Oregon.
9. Waiver/Amendment . This Agreement may not be amended, releasedhatiged, abandoned, changed, or modified in any eraexcept by

an instrument in writing signed by each of the iparhereto. The failure of any party hereto twecd at any time any of the provisions of this
Agreement shall in no way be construed to be aevai¥ any such provision, nor in any way to affibet validity of this Agreement or any part therec
the right of any party thereafter to enforce eauth @ery such provision. No waiver or any breafcthis Agreement shall be held to be a waiver of an
other or subsequent breach.

10. Severability . If any provision of this Agreement shall be hbida court or arbitrator to be invalid or unenfable, the remaining provisions
shall continue to be fully effective. If any paftthis Agreement is held to be unenforceable asemr, it shall be enforced to the maximum extent
allowed by applicable law.

11. Entire Agreement. This Agreement represents the entire employragregement between the parties regarding the subjgtter hereof and
together with Employer’'s employee handbook and Qidgusiness Conduct, governs the terms of Exeelstiemployment. Where there is a conflict
between this Agreement and the employee handboo&d®, the terms of this Agreement shall goverhis Agreement supersedes any other prior oral
or written employment agreement between the paotiethe subject matter hereof. This Agreement doésupersede any incentive compensation
agreement (including stock option or restrictedslggant agreements) entered into separately byatiges to this Agreement, except as the same may
be impacted by the provisions of Sections 3 or 4.

12. Assignment. Executive shall not assign or transfer any aédttive’s rights pursuant to this Agreement, whollypartially, to any other
person or to delegate the performance of theiedutnder the terms of this Agreement. Upon Exeelstideath, Executive’s rights under this agreement
shall inure to Executive’s heirs, executors, adetiators or assigns. The rights and obligationSroployer under this Agreement shall inure to the
benefit of and be binding in each and every resppon the direct and indirect successors and assigBmployer, regardless of the manner in whie
successors or assigns succeed to the interestsetsaf Employer. This Agreement shall not benitgsited by the voluntary or involuntary dissolution

of Employer, by any merger, consolidation or acigjois where Employer is not the surviving corpooati by any transfer of all or substantially all of
Employer’s assets or by any other change in Emplegéructure or the manner in which Employer’sihass or assets are held. Executive's
employment shall not be deemed terminated upoonc¢herrence of one of the foregoing events. Inethent of any merger, consolidation or transfer of
assets, this Agreement shall be binding upon aafll isiure to the benefit of the surviving corpocetior the corporation to which the assets are
transferred.

13. Survival . If any benefits provided to Executive under thgreement are still owed or claims under the Agreet are still pending, at the
time of termination of this Agreement, this Agreerhghall continue in force with respect to thoségattions or claims, until such benefits are paid i
full or claims are resolved in full. The RestneiCovenants and dispute resolution provisionsisfAgreement shall survive after termination a$ th
Agreement, and shall be enforceable regardlessyotlaim Executive may have against Employer.




14. Advice of Counsel. Executive acknowledges that, executing this Agreement, Executive has had the pprtunity to seek the advice of
independent legal counsel, and has read and undeosd all of the terms and provisions of this Agreenmg. This Agreement shall not be
construed against any party be reason of the draftig or preparation hereof.

IN WITNESS WHEREOF, the parties have signed thiseggnent effective on the day and year first abortem.

EXECUTIVE:

L ]

LITHIAMOTORS, INC.

By:




Exhibit A
EMPLOYMENT SEPARATION AGREEMENT AND RELEASE OF CLAI MS
This is a confidential agreement (the “Separatigne&ment”)between you, Lithia Motors, Inc. and Lithia Supp8#rvices, Inc. (collectivel
“Employer”). This Separation Agreement is datedriference purposes , 20___ [=diviery Date), which is the date we delivered

Separation Agreement to you for your consideration.

1. Termination of Employment. Your employment terminates [or was terminated] on , 20 (th&éparatio
Date”).

2. Payments. In exchange for your agreeing to the release afnslaand other terms in this Separation Agreemeatwill pay you th
Change in Control Benefit, as appropriate, sehfartthe Terms of Employment and Change in Cordgrleement between you and Employer d
, 2008 (th"Change in Control Agreement”)Such provisions of the Change in Control Agreemard incorporated herein
reference. You acknowledge that we are not oldijéd make these payments to you unless you cowifiiythe material terms of the Change in Cor
Agreement and of this Separation Agreement.

3. COBRA Continuation Coverage. Your normal employee participation in Employegroup health coverage will terminate on
Separation Date and continuation of group healteame thereafter will be made available to you gadr dependents pursuant to federal
(COBRA) and, except as provided under Sectionth®@{Change in Control Agreement, at your expenge@sded under COBRA.

4. Termination of Benefits. Except as provided in Section 3 above, your gigdtion in all employee benefit plans and progt
ended on the Separation Date. Your rights undgipansion benefit or other plans in which you mayéparticipated will be determined in accord:
with the written plan documents governing thosagla

5. Full Payment . You acknowledge having received full paymenabfcompensation of any kind (including wages, salaacation
sick leave, commissions, bonuses and incentive easgiion) that you earned as a result of your eynpémt by us.

6. No Further Compensation. Any and all agreements to pay you bonuses or dtimmtive compensation are terminated.
understand and agree that you have no right toiveecany further payments for bonuses or other itieencompensation. We owe no furt
compensation or benefits of any kind, except asrite=d in Section 2 above.

7. Release of Claims.

(a@ You hereby release (i) Employer @&sdsubsidiaries, affiliates, and benefit plang, éach of Employes past and prese
shareholders, executives, directors, agents, erapfyrepresentatives, administrators, fiduciaries attorneys, and (iii) the predecessors, succg
transferees and assigns of each of the personsrditiés described in this sentence, from any dnclams of any kind, known or unknown, that ar
on or before the date you signed this Separatiaeément.




(b) The claims you are releasing includethauit limitation, claims of wrongful terminationlaims of constructive discharg
claims arising out of employment agreements, repradions or policies related to your employmelaines arising under federal, state or local lawn
ordinances prohibiting discrimination or harassmantequiring accommodation on the basis of ageg,reolor, national origin, religion, sex, disatyi
marital status, sexual orientation or any othetustaclaims of failure to accommodate a disabiityreligious practice, claims for violation of pid
policy, claims of retaliation, claims of failure &ssist you in applying for future position opersinglaims of failure to hire you for future posit
openings, claims for wages or compensation of ang including overtime claims), claims of tortioirgerference with contract or expectancy, cle
of fraud or negligent misrepresentation, claim®mfach of privacy, defamation claims, claims oéimional or negligent infliction of emotional disss
claims of unfair labor practices, claims arising ofiany claimed right to stock or stock optionigims for attorneysfees or costs, and any other cla
that are based on any legal obligations that ausef or are related to your employment relatiopstith us.

(c) You release and forever dischargeous,subsidiaries and affiliates, all predecessoi successors for such entities, an
officers, directors, employees, agents, sharehsldepresentatives and insurers of the aforemeedigherein, collectively the “Released Partidsm
any and all liability, damages or causes of acta@ims, charges, judgments, or obligations of what kind or character you have or may have a¢
the Released Parties, and you covenant that ydursitaassist, participate or be represented im,institute, submit or file, or permit to be insti¢éd
submitted or filed on the Released Parties, ndt gba voluntarily participate or cooperate in thesecution of, any lawsuit, charge, claim, commlai
other proceeding against the Released Partiesamiyradministrative agency, court or other forumamany federal, state or local laws or regulati
including, but not limited to, under Title VII ofi¢ Civil Rights Act of 1964, as amended; Title ¥flthe Civil Rights Act of 1964, claims under th&v/iC
Rights Action of 1991, claims under the Age Disdriation in Employment Act of 1967, as amended;nslaunder 42 USC § 1981, 1981a, 1983, 1
or 1988; claims under the Family and Medical LeAet of 1993; claims under the Americans with Didiéies Act of 1990, as amended; claims ur
the Fair Labor Standards Act of 1938 as amendedmsl under the Employee Retirement Income Secuvitlyof 1974, as amended; the Wot
Adjustment and Retraining Notification Act; the EdiPay Act of 1963; the Consolidated Omnibus Budgetonciliation Act of 1985; the applica
Workers’ Compensation statutes; and all amendments to emthAct as well as the regulations issued; or ahgrofederal, state, or local laws, rule
regulations, including any insurance, human rigtits| rights, wagehour, pension, or labor laws, rules or regulatignglic policy, contract or tort law
or any claim of retaliation under any law, or atgirm arising under common law, including, but riotited to, causes of action for wrongful terminat
discrimination on the basis of age, sex, race,ational origin or any other basis; intentional egligent infliction of emotional distress; intenta ol
negligent misrepresentation; fraud; conspiracy dmmit any act mentioned herein; breach of the eympémnt offer letter or of any other contr
(whether express or implied, oral or written); lmieaof the implied covenant of good faith and fa@ating; interference with business advant
interference with prospective economic advantagterference with contractual relationship; defaoratifailure to pay compensation of any kind, ¢
pay equal compensation for equal work; or any o#totion whether cognizable in law or in equity, dzsipon any conduct up to and including the
of this Separation Agreement, and shall not, from source or proceeding, seek or accept any awasdttlement therefrom.

(d) You knowingly and voluntarily agreewaive any rights or claims arising out of or tiglg to the federal Age Discriminati
in Employment Act (29 USC) Section 621 et seq.)¥BA”") and you represent and acknowledge that you have iné@rmed of the following: (i) yc
are waiving any and all rights or claims that yoaynhave arising under the ADEA, (ii) you understémak you are not waiving any rights or claims
may arise after the date this Separation Agreeisegtecuted; (iii) you understand that in exchafogehe waiver and release of your rights undes
Separation Agreement, you are receiving considerdti addition to any consideration to which yoe afready entitled; (iv) you understand that
Separation Agreement does not bar you from bringireggim under ADEA challenging the validity of tA®EA waiver set forth herein; (v) you he
been advised to seek legal counsel regarding thigew; to the extent you deem necessary or ap@teprand you have had ample time to review
analyze this entire Separation Agreement, and staleds its final and binding effect; and (vi) yoavh seven (7) days to revoke this Separ
Agreement after signing and delivering it to us.




(e) You agree not to seek any personal mgoyof money damages, injunctive relief or otheeyifor the claims you &
releasing in this Separation Agreement, eitherufhoany complaint to any governmental agency oemilse. You agree never to start any lawst
arbitration asserting any of the claims you areasing in this Separation Agreement. You represedt warrant that you have not initiated
complaint, charge, lawsuit or arbitration involviagy of the claims you are releasing in this SeapmaraAgreement. Should you apply for fut
employment with Employer, Employer has no obligatio consider you for future employment.

) You represent and warrant that you redvaecessary authority to enter into this Sepanafigreement (including, if you &
married, on behalf of your marital community) ahdttyou have not transferred any interest in aaymd to your spouse or to any third party.

(9) This Separation Agreement does not affeur rights, if any, to receive pension plan H#semedical plan benefil
unemployment compensation benefits or workemmpensation benefits. This Separation Agreemisat does not affect your rights, if any, ur
agreements, bylaw provisions, insurance or otherwis be indemnified, defended or held harmlessonnection with claims that may be asse
against you by third parties.

(h) You understand that you are releasirtgng@lly unknown claims, and that you have limitesbwledge with respect to so
of the claims being released. You acknowledge ttete is a risk that, after signing this Separa#greement, you may learn information that m
have affected your decision to enter into this &&en Agreement. You assume this risk and aleottisks of any mistake in entering into -
Separation Agreement. You agree that this relisafsérly and knowingly made.

0] You are giving up all rights and clainfsany kind, known or unknown, except for the rigpecifically given to you in tr
Separation Agreement.

8. Acceptance and Revocation Period and Effective DateYou shall have twentgne (21) days after the Delivery Date in whic
review this Separation Agreement and deliver thgaBsion Agreement signed by you to us by such. datee signed agreement must be delivert
Lithia Motors, Inc. to the attention of the Chietdeutive Officer, at 360 E. Jackson Street, Medf@degon 97501. You shall have a period of s
(7) days after the date upon which you deliverdigaed Separation Agreement to us in which to rewadur acceptance (the “Revocation Period™his
Separation Agreement shall become effective upiraion of the Revocation Period, provided youédawot delivered a written notice of revocatio
us before such expiration (“Effective Dateln the event of any such revocation of this Sepamafgreement, the obligations contained in
Separation Agreement shall be null and void andwfurther force and effecand there shall be no obligation by us to pay tivess or provide tt
benefits, otherwise provided for in this Separathgreement or the Change in Control Agreement. faposes of this Section, “delivergf the
Separation Agreement will be deemed given as dhé)day the Separation Agreement is deliveragstm person, or by a nationally recognized exj
delivery service (such as Federal Express, UPSHir)[o the above address; (ii) the day the Sepamadigreement is delivered via facsimile to us
(iii) the day the Separation Agreement is depositetie U.S. mail system, postage prepaid, cettifieregistered, return receipt requested, andesde
as set forth above.

9. Non-solicitation; Non Competition. You will comply with Sections 5(a)(i) and (ii) ahe Change in Control Agreeme
incorporated herein by reference, and Employer kélle the right to enforce those provisions unllertérms of Section 5(c) of the Change in Co
Agreement, incorporated herein by reference. Afterrestrictive periods in Sections 5(a)(i) angdf the Change in Control Agreement, you will J
apart from good faith competition, interfere withirgelationships with customers, employees, vendwrsthers.




10. No Disparagement. You may not disparage us, our officers or direcmrur operation as set forth in Section 5(a)(ifi)the
Change in Control Agreement.

11. Nondisclosure Agreement. You will comply with the covenant regarding confidial information as set forth in Section 5(b)(f
the Change in Control Agreement, which covenairtdsrporated herein by reference.

12. Employer Materials. You represent and warrant that you have, or no thtn the Separation Date will have, returneckeyls
credit cards, documents and other materials thlingeto us, in accordance with Section 5(b)(iii) tbe Change in Control Agreement, whicl
incorporated herein by reference.

13. Cooperation Regarding Other Claims. If any claim is asserted by or against us astizh you have relevant knowledge, you"
reasonably cooperate with us in the prosecutiomefense of that claim, including by providing truthinformation and testimony as reason:
requested by us.

14. No Admission of Liability. Neither this Separation Agreement nor the paymemide under this Separation Agreement a
admission of any liability or wrongdoing by us.

15. Independent Legal Counsel. You are advised and encouraged to consult with ttorn@y before signing this Separa
Agreement. You acknowledge that you have had equeate opportunity to do so.

16. Governing Law. This Separation Agreement is governed by the laviiseoState of Oregon that apply to contracts etestand to k
performed entirely within the State of Oregon.

17. Dispute Resolution.

€) Arbitration. In the event a dispute arises pursuant to thg@¢ion Agreement we both agree to resolve apules b
submitting such dispute to binding arbitration esferth below. We confirm that by agreeing tcsthlternate dispute resolution process, we bo#nt
to give up our rights to have any dispute decidedaurt by a judge or jury. Any and all disputelaims, or controversies between us arising oudr
relating to this Separation Agreement shall be stibchto final and binding arbitration before JAM&, its successor, at JAM®ffice in Medford
Oregon (or, if none, at JAMSJffice in the United States which is closest to Kbed, Oregon), pursuant to the United States Aakitin Act, 9 U.S.C
Sec. 1, et seq. The dispute shall be submittezh&Arbitrator, who shall have sole authority tdetlmine procedural questions, such as arbitrat
standing, and real party in interest, as well asntierits of the claim.

Either of us may commence the arbitration procgsdibg a written demand for arbitration with JAMS the designated office and
concurrently sending a copy to the other partyastips. The arbitration will be conducted in adaorce with the provisions of JAMS’ Comprehensive
Arbitration Rules and Procedures in effect whendémand is filed. Each of us will cooperate wi#MB and each other in selecting an arbitrator from
JAMS’ panel of neutrals and in scheduling the aaliibn proceedings. The costs and fees of JAMSoétige arbitrator shall be borne equally by
us. The provisions of this paragraph are spetiyjiemforceable by any court with subject mattaigdiction sitting in Jackson County, Oregon.




(b) Expenses/Attornéyisees. The prevailing party shall be awarded all c@std expenses of the proceeding, including bt
limited to, attorneys’ fees, filing and service dewitness fees and arbitratofees. If arbitration is commenced, the arbitratitl have full authority an
complete discretion to determine the “prevailingtygaand the amount of costs and expenses to bedmaa

18. Saving Provision. If any part of this Separation Agreement is helthe unenforceable, it shall not affect any otheat. If any pa
of this Separation Agreement is held to be uneeiaote as written, it shall be enforced to the maximextent allowed by applicable law.

19. Final and Complete Agreement Except for the Change in Control Agreement @ éxtent it is expressly incorporated hereil
reference, this Separation Agreement is the findl @mplete expression of all agreements betweeamal subjects and supersedes and replac
prior discussions, representations, agreements;igmland practices. You acknowledge you are ignirsg this Separation Agreement relying
anything not set out herein.

Lithia Motors, Inc.

By:

Title:

I, the undersigned, having been advised to consuliith an attorney, hereby agree to be bound by thiSeparation Agreement and confirm that
have read and understood each part of it. | acknoledge that pursuant to Section 8, | have twentpne (21) days after delivery of this Separatic
Agreement within which to review and consider thisagreement, prior to signing and delivering to you.

(Name)

(Signature

Date



EXHIBIT 12
RATIO OF EARNINGS TO COMBINED FIXED CHARGES
The following table shows the ratio of earningsdmbined fixed charges for us and our consolidatdxbidiaries for the dates indicated.

(Dollars in Thousands)
Year Ended December 31,

2012 2011 2010 2009 2008

Earnings

Income (loss) from continuing operations

before income taxes $ 128,45 $ 88,27( $ 22,21 $ 11,57¢ $ (322,18)

Fixed charges 27,38: 26,86¢ 29,40 30,947 45,357

Amortization of capitalized interest 27€ 27C 26¢ 25¢€ 224

Capitalized interest (294) (169) - (916) (1,667)
Total earnings $ 155,82( $ 115,24 $ 51,88. $ 41,86 $  (278,26)
Fixed Charges

Floor plan interest expense $ 12,81¢ $ 10,36¢ $ 10,158 $ 10,58. $ 19,83¢

Other interest expen$e 9,621 12,87¢ 14,52 13,84¢ 17,53¢

Capitalized interest costs 294 163 - 91¢ 1,661

Interest component of rent expense 4,65( 3,461 4,72¢ 5,60t 6,31¢
Total fixed charges $ 27,38. $ 26,86¢ $ 29,40: $ 30,947 $ 45,357
Ratio of earnings to fixed charges 5.7x 4.3 1.8x 1.4x (323,619 @

(1) Other interest expense includes amortizaticshebt issuance costs
(2) Reflects deficiency of earnings available to cdiserd charges. Because of the deficiency, ratiorimiation is not provided.

For purposes of these ratios, “earnings” consish@éme from continuing operations before incomegaand fixed charges, and “fixed chargesiisis
of interest expense on indebtedness and the ihmyagponent of rental expense, and amortizatiatebt discount and issuance expenses.

We did not have any preferred stock outstandingttier periods presented above, and therefore thesrat earnings to combined fixed charges
preferred stock dividends would be the same asdti@s of earnings to combined fixed charges preskabove.



LIST OF SUBSIDIARIES

EXHIBIT 21

STATE OF ASSUMED BUSINESS NAME(S)
NAME OF ENTITY (1) ORIGIN (if different than entity name)
Lithia of Anchorage, Inc. Alaska Lithia Chrysler Jeep Dodge of South Anchorage
Lithia Value Autos
Lithia Imports of Anchorage, Inc. Alaska Lithia Hyundai of Anchorage
Lithia Kia of Anchorage
Lithia Anchorage Auto Body
Lithia of Fairbanks, Inc. Alaska Chevrolet of Fairbanks
Chevrolet Buick GMC of Fairbanks
Lithia NA, Inc. Alaska BMW of Anchorage
Mini of Anchorage
Lithia of South Central AK, Inc. Alaska Chevrolet of South Anchorage
Chevrolet of Wasilla
Saab of South Anchorage
Lithia CIMR, Inc. California Lithia Chevrolet of Redding
Lithia DC, Inc. California
Lithia of Eureka, Inc. California Lithia Chrysler Jeep Dodge of Eureka
Lithia FMF, Inc. California Lithia Ford of Fresno
Lithia Fresno, Inc. California Lithia Subaru of Fresno
Fresno Mitsubishi
Lithia JEF, Inc. California Lithia Hyundai of Fresno
Lithia MMF, Inc. California Lithia Mazda of Fresno
Lithia Suzuki of Fresno
Lithia NF, Inc. California Lithia Nissan of Fresno
Lithia of Santa Rosa, Inc. California Lithia Chrysler Jeep Dodge of Santa Rosa
Lithia Sea P, Inc. California Porsche of Monterey
Lithia Seaside, Inc. California BMW of Monterey
Lithia TR, Inc. California Lithia Toyota of Redding
Lithia Scion of Redding
Lithia Ford of Boise, Inc. Idaho Lithia Ford Lincoln of Boise
Auto Credit of Idaho
Lithia Body & Paint of Boise
Lithia of Pocatello, Inc. Idaho Lithia Chrysler Jeep Dodge of Pocatello
Lithia Hyundai of Pocatello
Lithia Dodge Trucks of Pocatello
Lithia Poca-Hon, Inc. Idaho Honda of Pocatello
Lithia CCTF, Inc. Idaho Chevrolet of Twin Falls
Lithia of TF, Inc. Idaho Lithia Chrysler Jeep Dodge of Twin Falls
Lithia AcDM, Inc. lowa Acura of Johnston
Lithia Body and Paint of Des Moines
Lithia HDM, Inc. lowa Honda of Ames




STATE OF ASSUMED BUSINESS NAME(S)

NAME OF ENTITY (1) ORIGIN (if different than entity name)
Lithia MBDM, Inc. lowa Mercedes Benz of Des Moines

European Motorcars Des Moines
Lithia NDM, Inc. lowa Lithia Nissan of Ames
Lithia of Des Moines, Inc. lowa BMW of Des Moines

European Motorcars Des Moines
Lithia VAUDM, Inc. lowa Audi Des Moines

Lithia Volkswagen of Des Moines
Lithia of Billings, Inc. Montana Lithia Chrysler Jeep Dodge of Billings
Lithia of Billings Il LLC Montana Lithia Toyota of Billings

Lithia Scion of Billings
Lithia of Missoula, Inc. Montana Lithia Chrysler Jeep Dodge of Missoula
Lithia of Missoula Il, LLC Montana Lithia Auto Center of Missoula
Lithia CDH, Inc. Montana Lithia Chrysler Jeep Dodge of Helena
Lithia HGF, Inc. Montana Honda of Great Falls
Lithia of Great Falls, Inc. Montana Lithia Chrysler Jeep Dodge of Great Falls
Lithia of Helena, Inc. Montana Chevrolet of Helena
Lithia SALMIR, Inc. Nevada Lithia Volkswagen of Reno

Lithia Hyundai of Reno

Lithia Chrysler Jeep of Reno
Lithia Reno Sub-Hyun, Inc. Nevada Lithia Reno Subaru
LDLC, LLC New Mexico Lithia Dodge of Las Cruces
Lithia CIDSF, Inc. New Mexico Lithia Chrysler Jeep Dodge of Santa Fe

Lithia's Las Vegas Auto Center

Lithia ND Acquisition Corp. #1

North Dakota

Lithia Ford Lincoln of Grand Forks

Lithia ND Acquisition Corp. #3

North Dakota

Lithia Chrysler Jeep Dodge of Grand Forks

Lithia ND Acquisition Corp. #4

North Dakota

Lithia Toyota of Grand Forks
Lithia Scion of Grand Forks

Lithia Financial Corporation Oregon
Lithia Real Estate, Inc. Oregon
Lithia Motors Support Services, Inc. Oregon
Lithia MTLM, LLC Oregon Lithia Toyota
Lithia Scion
LGPAC, Inc. Oregon Lithia's Grants Pass Auto Center
Lithia DM, Inc. Oregon Lithia Dodge
Lithia Chrysler Jeep Dodge
Xpress Lube
Lithia HPI, Inc. Oregon
Lithia DE, Inc. Oregon Lithia Chrysler Jeep Dodge of Eugene
Lithia BNM, Inc. Oregon




STATE OF ASSUMED BUSINESS NAME(S)
NAME OF ENTITY (1) ORIGIN (if different than entity name)
Hutchins Imported Motors, Inc. Oregon Lithia Toyota of Springfield
Lithia Scion of Springfield
Hutchins Eugene Nissan, Inc. Oregon Lithia Nissan of Eugene
Lithia Klamath, Inc. Oregon Lithia Chrysler Jeep Dodge of Klamath Falls
Lithia Toyota of Klamath Falls
Lithia Scion of Klamath Falls
Lithia Klamath Falls Auto Center
Lithia SOC, Inc. Oregon Lithia Subaru of Oregon City
Lithia of Roseburg, Inc. Oregon Lithia Chrysler Jeep Dodge of Roseburg
Lithia Roseburg Auto Center
Lithia Rose-FT, Inc. Oregon Lithia Ford Lincoln of Roseburg
Lithia Medford Hon, Inc. Oregon Lithia Honda
Lithia of Bend #1, LLC Oregon Bend Honda
Lithia of Bend #2, LLC Oregon Chevrolet Cadillac of Bend
Lithia of Eugene, LLC Oregon Lithia FIAT of Eugene
LMBB, LLC Oregon Mercedes-Benz of Beaverton
LMBP, LLC Oregon Mercedes-Benz of Portland
LMBW, Inc. Oregon Mercedes-Benz of Wilsonville
LMOP, LLC Oregon
LBMP, LLC Oregon BMW Portland
MINI of Portland
LFKF, LLC Oregon Lithia Ford of Klamath Falls
Lithia Bryan Texas, Inc. Texas Lithia Chrysler Jeep Dodge of Bryan College Station
Lithia CIDSA, Inc. Texas All American Chrysler Jeep Dodge of San Angelo
Lithia CSA, Inc. Texas All American Chevrolet of San Angelo
Lithia NSA, Inc. Texas Honda of San Angelo
All American Autoplex
Lithia CJDO, Inc. Texas All American Chrysler Jeep Dodge of Odessa
Lithia DMID, Inc. Texas All American Chrysler Jeep Dodge of Midland
Lithia CO, Inc. Texas All American Chevrolet of Odessa
Lithia CM, Inc. Texas All American Chevrolet of Midland
Lithia HMID, Inc. Texas Hyundai of Odessa
Lithia TO, Inc. Texas Lithia Toyota of Odessa
Lithia Scion of Odessa
Lithia of Abilene, Inc. Texas Honda of Abilene
Lithia of Corpus Christi, Inc. Texas Lithia Chrysler Jeep Dodge of Corpus Christi
Lithia of Killeen, LLC Texas All American Chevrolet of Killeen
Lithia of Midland, Inc. Texas Honda of Midland




STATE OF ASSUMED BUSINESS NAME(S)

NAME OF ENTITY (1) ORIGIN (if different than entity name)
Lithia TA, Inc. Texas Lithia Toyota of Abilene

Lithia Scion of Abilene
Camp Automotive, Inc. Washington Camp BMW

Camp Chevrolet

Subaru of Spokane

Camp Cadillac
Lithia Dodge of Tri-Cities, Inc. Washington Lithia Chrysler Jeep Dodge of Tri-Cities
Lithia DC of Renton, Inc. Washington Lithia Chrysler Jeep Dodge of Renton
Lithia HyR, Inc. Washington Lithia Hyundai of Renton
Lithia of Bellingham, LLC Washington Chambers Chevrolet Cadillac of Bellingham
Lithia of Seattle, Inc. Washington BMW Seattle
Lithia of Spokane, Inc. Washington Mercedes Benz of Spokane

Q) Unless specifically noted to the contrary eaitities are wholly owned subsidiaries of Lithiatdrs, Inc.




EXHIBIT 23

Consent of Independent Registered Public Accountingirm

The Board of Directors
Lithia Motors, Inc.:

We consent to the incorporation by reference inréggstration statement (Nos. 333-43593, 333-69389;156410, 333-39092, 333-61802, 3686
333-116839, 333-116840, 333-135350, 333-161590383d168737) on Forms S-8 and registration staterfiémt 333-182913) on Form 3-of Lithia
Motors, Inc. of our reports dated February 22, 204Bh respect to the Consolidated Balance Shektsitbia Motors, Inc. and subsidiaries as
December 31, 2012 and 2011, and the related Colasetl Statements of Operations, Comprehensive lac@manges in Stockholdeisguity and Cas
Flows for each of the years in the thyesar period ended December 31, 2012, and the ®#eess of internal control over financial repagtias o
December 31, 2012, which reports appear in the idbee 31, 2012 annual report on Form 10-K of Litkiators, Inc.

/sl KPMG LLP

Portland, Oregon
February 22, 2013



EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO RULE 13a-14(a) OR RULE 15d-14(a)
OF THE SECURITIES EXCHANGE ACT OF 1934

I, Bryan B. DeBoer, certify that:

1. | have reviewed this annual report on Forr-K of Lithia Motors, Inc.;
2. Based on my knowledge, this report does notaio any untrue statement of a material fact oit torstate a material fact necessary to make the
statements made, in light of the circumstances uwtieh such statements were made, not misleaditigrespect to the period covered by this
report;
3. Based on my knowledge, the financial statemyemtd other financial information included in theport, fairly present in all material respects th
financial condition, results of operations and cieis of the registrant as of, and for, the pesipdesented in this repo
4. The registrant’s other certifying officer ahare responsible for establishing and maintainiisglosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 15d-15
(f)) for the registrant and hav
(a) Designed such disclosure controls and proceduregused such disclosure controls and proceduras tesigned under our supervision, to
ensure that material information relating to thgiserant, including its consolidated subsidiariesnade known to us by others within those
entities, particularly during the period in whidtig report is being prepare

(b) Designed such internal control over finahmg@orting, or caused such internal control owearicial reporting to be designed under our
supervision, to provide reasonable assurance rizggttte reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principle

(c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimeport our conclusions about the
effectiveness of the disclosure controls and proes] as of the end of the period covered by #psit based on such evaluation; i

(d) Disclosed in this report any change in the registsanternal control over financial reporting thratcurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal gealin the case of an annual report) that has madlieaffected, or is reasonably likely to
materially affect, the registré's internal control over financial reporting; @

5. The registrant’s other certifying officer ahldave disclosed, based on our most recent evaluafiinternal control over financial reporting,ttee
registran’s auditors and the audit committee of the regit's board of directors (or persons performing theéwedent functions)

(a) All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which are reasonably
likely to adversely affect the registr’s ability to record, process, summarize and refieahcial information; ant

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the registrant’s internal control
over financial reporting

Date: February 22, 2013

[s/ Bryan B. DeBoer

Bryan B. DeBoer

President and Chief Executive Officer
Lithia Motors, Inc.




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO RULE 13a-14(a) OR RULE 15d-14(a)
OF THE SECURITIES EXCHANGE ACT OF 1934

I, Christopher S. Holzshu, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Lithia Motors, Inc.;

Based on my knowledge, this report does notaio any untrue statement of a material fact oit torstate a material fact necessary to make the

statements made, in light of the circumstances uwtieh such statements were made, not misleaditigrespect to the period covered by this

report;

Based on my knowledge, the financial statemerid other financial information included in théport, fairly present in all material respects th

financial condition, results of operations and cieis of the registrant as of, and for, the pesipdesented in this repo

The registrant’s other certifying officer ahare responsible for establishing and maintaimisglosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and 15d-15

(f)) for the registrant and hav

(a) Designed such disclosure controls and proceduregused such disclosure controls and proceduras tesigned under our supervision, to
ensure that material information relating to thgiserant, including its consolidated subsidiariesnade known to us by others within those
entities, particularly during the period in whidtig report is being prepare

(b) Designed such internal control over finahmg@orting, or caused such internal control owearicial reporting to be designed under our
supervision, to provide reasonable assurance rizggttte reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principle

(c) Evaluated the effectiveness of the registrantelassire controls and procedures and presentedsimghort our conclusions about the
effectiveness of the disclosure controls and proes] as of the end of the period covered by #psit based on such evaluation; i

(d) Disclosed in this report any change in @gistrant’s internal control over financial repogithat occurred during the registrant's most recen
fiscal quarter (the registrant’s fourth fiscal qealin the case of an annual report) that has madlieaffected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; an

The registrant’s other certifying officer ahldave disclosed, based on our most recent evafuafiinternal control over financial reporting,ttee

registrant's auditors and the audit committee efrdyistrar's board of directors (or persons performing thewedent functions)

(a) All significant deficiencies and materialakmesses in the design or operation of internairobaver financial reporting which are reasonably
likely to adversely affect the registr’s ability to record, process, summarize and refieahcial information; ant

(b) Any fraud, whether or not material, thatalxes management or other employees who have #iség role in the registrant’s internal control
over financial reporting

Date: February 22, 2013

/sl Christopher S. Holzshu

Christopher S. Holzshu

Senior Vice President,

Chief Financial Officer and Secretary
Lithia Motors, Inc.



EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO RULE 13a-14(b) OR RULE 15d-14(b)
OF THE SECURITIES EXCHANGE ACT OF 1934 AND 18 U.S.C SECTION 1350

In connection with the Annual Report of Lithia Maio Inc. (the “Company”) on Form 1K-for the year ended December 31, 2012 as filedh wit
Securities and Exchange Commission on the dateohé@e “Report”),l, Bryan B. DeBoer, President and Chief Executiic®r of the Compan
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 200&:;

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgjeAct of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of the Company.

[s/ Bryan B. DeBoer

Bryan B. DeBoer

President and Chief Executive Officer
Lithia Motors, Inc.

February 22, 2013




EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO RULE 13a-14(b) OR RULE 15d-14(b)
OF THE SECURITIES EXCHANGE ACT OF 1934 AND 18 U.S.C SECTION 1350

In connection with the Annual Report of Lithia Mato Inc. (the “Company”) on Form 10-K for the yearded December 31, 2012s filed with th
Securities and Exchange Commission on the dateohéie “Report”),l, Christopher S. Holzshu, Senior Vice PresidertieCFinancial Officer an
Secretary of the Company, certify, pursuant to 18.0. § 1350, as adopted pursuant to § 906 of éneaBes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgjeAct of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations of the Company.

[s/ Christopher S. Holzshu
Christopher S. Holzshu

Senior Vice President,

Chief Financial Officer and Secretary
Lithia Motors, Inc.

February 22, 2013




