












































Selected Consolidated Financial Data

We acquired four automobile dealership groups on November 3, 1997 (the “founding groups”). For financial statement
presentation purposes, however, the Howard Group, cne of the founding groups, has been identified as the accounting
acquirer. As such, the financial data as of December 31, 1996 and 1995, and for each of the two years in the period ended
December 31, 1996 represent the historical financial data of the Howard Group on a stand-alone basis. The financial data as
of and for the year ended December 31, 1997, includes the operations of Group | Automotive, Inc., the parent company, and
the founding groups, excluding the Howard Group, beginning Ocrober 31, 1997, the effective closing date of the acquisitions
for accounting purposes. The Howard Group is included for the entire year ended December 31, 1997. The financial data as
of and for the years ended December 31, 1999 and 1998, includes the operations of Group 1 and the founding groups from
January 1, 1998 and the dealerships acquired since January 1, 1998, from the effective dates of the acquisitions. The
following selected historical financial data as of December 31, 1999, 1998, 1997, 1996 and 1995, and for each of the five
years in the period ended December 31, 1999, have been derived from audited financial statements.

YEAR ENDED DECEMBER 31, 1999 1998 1997 1996 1995
(dollars in thousands, excepe per shire amonunts)

INCOME STATEMENT DATA:

Revenues $ 2,508,324 % 1,630,057 $ 403,967 $ 281492 § 254,003
Cost of sales 2,131,967 1,393,547 349366 241,898 219,907

Gross profit 176,357 236,510 54,601 39,594 34,096
Selling, general and

administrative expenses 279,791 178,038 43,360 30,027 25,628
Depreciation and amortization 10,616 6,426 1,020 741 538

Income from operations 85,950 52,046 10,221 8,626 7,930
Other income (expense):

Floorplan interest expense (20,395) (12,837) (3,810} (3,112) {3,410)

Other interest expense, net (10,052) (4,027) (176) (56) (61)

Other income (expense), net 186 39 156 (69) (80)

Income before income taxes 55,689 35,221 6,391 5,589 4,379
Provision for income taxes 22,174 14,502 573 382 T44

Net income $ 33,515 % 20,719 % 5618 5% 5207 % 3,635
Earnings per share:

Basic § 162 % 1.20 - - -

Diluted 3 1.55 % 1.16 - - -
Weighted average shares outstanding:

Basic 20,683,308 17,281,165 - - -

Dilured 21,558,920 17,904,878 - - -

A5 OF DECEMBER 31, 1999 1998 1997 1996 1995
{inr thousands)

BALANCE SHEET DATA:

Working capiral $ 80,128 § 48,251 § 55475 % 9327 § 7,538
Inventories 386,255 219,176 105,421 47,674 39,573
Toral assets 842,910 477,710 213,149 72,874 61,641
Total long-term debt, including current portion 114,250 45,787 9,369 344 284
Stockholders' equity 232,029 136,184 89,372 12,210 8,620



Management’s Discussion and Analysis of
Financial Condition and Results of Operations

OVERVIEW

We are a leading operator and consolidator in the highly fragmented automotive retailing industry. We own automobile
dealership franchises located in Texas, Oklahoma, Florida, New Mexico, Georgia, Colorado, Louisiana and Massachuserts.
Through our dealerships and Interner sires, we sell new and used cars and light trucks, provide maintenance and repair
services ar all of our dealerships, and operate 19 collision service centers. We expect a significant portion of our future

growth to come from acquisitions of additional dealerships.

We have diverse sources of revenues, including: new car sales, new truck sales, used car sales, used truck sales,
manufacturer remarketed vehicle sales, parts sales, service sales, collision repair services, finance fees, insurance
commissions, vehicle service conrract commissions, documentary fees and after-market product sales. Sales revenues from
new and used vehicle sales and parts and service sales include sales to retail customers, other dealerships and wholesalers.
Other dealership revenue includes revenues from arranging financing, insurance and vehicle service contracts, net of a

provision for anticipated chargebacks, and documentary fees,

Owr rotal gross margin varies as our merchandise mix (the mix berween new vehicle sales, used vehicle sales, parts and
service sales, collision repair services and other dealership revenues) changes. Our gross margin on the sale of products and
services generally varies berween approximately 7.0% and 85.0%, with new vehicle sales generally resulting in the lowest
gross margin and other dealership revenue sales generally resulting in the highest gross margin. When our new vehicle sales
increase or decrease at a rate greater than our other revenue sources, our gross margin responds inversely. Factors such as
seasonality, weather, cyclicality and manufacturers’ advertising and incentives may impact our merchandise mix, and

therefore influence our gross margin.

Selling, general and administrative expenses consist primarily of compensation for sales, administrative, finance and general
management personnel, rent, marketing, insurance and utilities. Interest expense consists of interest charges on interest-
bearing debt, including floorplan inventory financing, ner of interest income earned. Until we acquired them, all of the
dealerships had been managed as independent private companies and their results of operations reflect different rax
structures (S Corporations and C Corporations), which influenced, among other things, their historical levels of owners'
compensation. Certain of these owners and key employees agreed to reductions i their compensation and benefirs in

connection with their acquisition by us,

We are inregrating certain funcrions and installing practices that have been successful at other franchises and in other retail
segments (“best practices”). This integration of functions and installation of best pracrices may present opportunities to
increase revenues and reduce costs but may also necessitate additional costs and expenditures for corporate administration,
including expenses necessary to implement our acquisition strategy. These various costs and possible cost-savings and
revenue enhancements may make historical operating results difficult to compare to and not indicative of, future

performance.






YEAR ENDED DECEMBER 31, 1999 COMPARED WITH YEAR ENDED DECEMBER 31, 1998

REVENUES. Revenues increased $878.2 million, or 33.9%, to $2,508.3 million for the year ended December 31, 1999, from
$1,630.1 million for the year ended December 31, 1998. New vehicle revenues increased primarily due to strong customer
acceptance of our products, particularly Chevrolet, Ford, Lexus and Honda, and the acquisitions of additional dealership
aperations during 1998 and 1999. The growth in used vehicle revenues was primarily attributable to an emphasis on used
vehicle sales in the Houston and Oklahoma markets, and the additional dealership operations acquired. The increase in
parts and service revenues was due ro the additional dealership operations acquired, coupled with strong organic growth in
the Denver, Houston and Beaumont markets. Other dealership revenues increased primarily due to the implementation of
our vehicle service conrract and insurance programs, and relared training, which resulted in improved revenues per unit, in

addition to an increase in the number of retail new and used vehicle sales.

Gross ProFIT. Gross profit increased $139.9 million, or 59.2%, to $376.4 million for the year ended December 31, 1999,
from $236.5 million for the year ended December 31, 1998, The increase was attributable to increased revenues and an
increase in gross margin from 14.5% for the year ended December 31, 1998, to 15.0% for the year ended December 31,
1999. The gross margin increased even though lower margin new vehicle revenues increased as a percentage of total
revenues, as improvements in other dealership revenues per unit and increases in the gross margin on new and used vehicle
sales and parts and service sales offset the change in the merchandising mix. The gross margin on new retail vehicle sales
improved to 8.3% from 8.0% due to our dealership managers performing well in a favorable marker and our sales rraining
programs. The increase in gross margin on used retail vehicle sales to 9.8% from 9.3% was primarily attributable to our

dealership managers performing well in a favorable operating environment and our sales training programs.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES. Selling, general and administrative expenses increased $101.8 million,
or 37.2%, to $279.8 million for the year ended December 31, 1999, from $178.0 million for the year ended December 31,
1998, The increase was primarily attributable to the additional dealership operations acquired and increased variable
expenses, particularly incentive pay to employees, which increased as gross profit increased. Selling, general and
administrative expenses decreased as a percentage of gross profit to 74.3% from 75.3% due primarily to increased operaring

leverage.

INTEREST EXPENSE. Floorplan and other interest expense, net, increased $13.5 million, or 79.9%, to $30.4 million for the
year ended December 31, 1999, from $16.9 million for the year ended December 31, 1998, The increase was primarily
attributable to the floorplan interest expense of the additional dealership operations acquired and borrowings to complete
acquisitions. A portion of the increase is due to the completion of our offering of $100 million of senior subordinated notes
during the first quarter of 1999, Partially offsetting the increases was a 40 basis point decline in the weighted average
interest rate on our floorplan notes payable. Contributing to the rate decline was a rate reduction realized from obraining a

lower interest rate on our tloorplan notes payable.



SELECTED OPERATIONAL AND FINANCIAL DATA FOR THE YEARS ENDED DECEMBER 31, 1998 AND
DECEMBER 31, 1997

NEW VEHICLE DATA
INCREASE/ PERCENT
1998 1997 (DECREASE) CHANGE
{dallars i thetigands, except per wnit amounts)
Retail unit sales 39,822 10,498 29,324 2793 %
Retail sales revenues $ 931,205 § 228,044 $ 703,161 308.3 %
Gross profit $ 74,096 $ 15,695 $ 58,401 3721 %
Average gross profit per retail unit sold 3 1,861 5 1,495 $ 366 245 %
Gross margin 8.0 % 6.9 % 1.1 % .
USED VEHICLE DATA
INCREASE/ PERCENT
1998 1997 (DECREASE) CHANGE
(ol i thowsandy, excepe per yinie amounis)
Retail unit sales 31,248 9,990 21,258 2128 %
Retail sales revenues (1) § 411,065 $ 117,672 $ 293,393 249.3 %
Gross profit $ 38,282 § 11,575 $ 26,707 230.7 %
Average gross profit per retail unit sold b 1,225 $ 1,159 $ 66 5.7 %
Gross margin 9.3 % 9.8 % 0.5 % -
(1) Excludes wholesale tevenies
PARTS AND SERVICE DATA
INCREASE/ PERCENT
1998 1997 (DECREASE) CHANGE
fdollars in thousands)
Sales revenues $ 139,144 $ 30,006 § 109,138 163.7 %
Gross profit $ 74616 5 16,921 5 57695 3410 %
Gross margin 53.6 56,4 % (2.8) % -
OTHER DEALERSHIP REVENUES, NET
INCREASE/ PERCENT
1998 1997 (DECREASE) CHANGE
{edvillars in thowsamds, excepr per wmit amounts)
Retail new and used unit sales 71,070 20,458 50,581 2469 %
Retail sles revenues § 49516 $ 10410 $ 39,106 375.7 %

Net revenues per retatl unit sold $ 697 3 508 § 189 37.2 %



YEAR ENDED DECEMBER 31, 1998 COMPARED WITH YEAR ENDED DECEMBER 31, 1997

REVENUES. Revenues increased $1,226.1 million, or 303.5%, t $1,630.1 million for the vear ended December 31, 1998,
from $404.0 million for the year ended December 31, 1997. The increases in all revenue categories were due primarily to

the inclusion of the dealership operations acquired since October 31, 1997, and our focus on higher margin acrivities.

Gross PrOFIT. Gross profit increased $181.9 million, or 333.2%, to $236.5 million for the year ended December 31, 1998,
from $34.6 million for the year ended December 31, 1997. The increase was attriburable to increased revenues and an
increased gross margin tw 14.5% for the year ended December 31, 1998, from 13.5% for the year ended December 31,
1997. The increase in gross margin was caused primarily by improvements in orher dealership revenues per unir and
increases in the gross margin on new vehicle sales. Additionally, changes in the merchandising mix, higher-margin parts
and service sales and other dealership revenues increased as a percentage of roral revenues, added to the gross margin

improvement.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES. Selling, general and administrarive expenses increased $134.6 million,
or 310.1%, to $178.0 million for the year ended December 31, 1998 from $43.4 million for the year ended December 31,
1997. The increase was primarily attributable to the additional dealership operations acquired and increased variable
expenses, particularly incentive pay to employees, which increased as gross profit increased. Selling, general and
administrative expenses decreased as a percentage of gross profit 1o 73.3% from 79.4% due primarily ro increased operating

leverage.,

INTEREST EXPENSE. Floorplan and other interest expense, net, increased $12.9 million, or 322.5%, to $16.9 million for the
year ended December 31, 1998, from $4.0 million for the year ended December 31, 1997. The increase was primarily
attributable to the floorplan interest expense of the additional dealership operarions acquired and additional inrerest
expense from borrowings to complete acquisitions. Partially offsetring the increases was a cost reduction realized from

obraining a lower interest rate on our floorplan notes payable.
LIQUIDITY AND CAPITAL RESOURCES

Qur principal sources of liquidity are cash on hand, cash from operarions, our credit facility (which includes the floorplan

facility and the acquisition facility) and equity and deht offerings.

The following table sets forth historical selecred information from our sratements of cash flows:

YEAR ENDED DECEMBER 31, 1999 1998 1997
fm thousands)

Ner cash provided by operating activiries 73224 $ 42T $ 6,921
Net cash provided by (used in) investing activities {126,944) (58,215) 10,661
Net cash pravided by financing activities 106,101 63,199 5,830
Net increase in cash and cash equivalents $ 51,381 $ 31,351 $ 23413
CASH FLOWS

Total cash and cash equivalents at December 31, 1999, were $118.8 million.

OPERATING ACTIVITIES. For the three-year period ended December 31, 1999, we generated $104.4 million in ner cash from
operating activities, primarily driven by net income plus depreciation and amortization. Cash flow provided by operating
activities increased $48.9 million from $24.3 million for the vear ended December 31, 1998, ro $73.2 million for the vear
ended December 31, 1999. Excluding working capital changes, during 1999 cash flows from operating activities increased

$26.1 million over the prior-year period.



INVESTING ACTIVITIES. The $126.9 million of cash used for investing activities during 1999 was primarily attributable to
cash paid in completing acquisitions, net of cash balances obrained in the acquisitions; and purchases of property and
equipment, partially offset by sales of property and equipment. During 1999, we used approximately $27.4 million in
purchasing property and equipment, of which, approximarely $19.6 million was for the purchase of land and construction of
faciliries. Partially offsetting these uses of cash, we received $11.7 million from sales of property and equipment, The
proceeds were received primarily from the sale of dealership properties to a REIT for approximarely $11,2 million, and for

which no gain or loss was recognized.

During 1998, $58.2 million was used in investing acrivities, primarily for acquisitions, net of cash received, and purchases of
property and equipment, net of sales. Of the $9.7 million used in purchasing property and equipmenr during 1998,
approximarely $3.6 million relared to the purchase of land and construction of facilities for new or expanded operations,
During December 1998, we completed the sale and leaseback of six dealership properties and received $20.0 million in

aross proceeds from the sale, for which nio gain or loss was recognized.

FINANCING ACTIVITIES, We obrained approximately $106.1 million, $65.3 million and $5.8 million from financing activities
during the years 1999, 1998 and 1997, respectively. The net cash provided during 1999 was generated primarily from our
March 1999 offerings of 2 million shares of common stock and $100 million of senior subordinared notes. The net proceeds
from these offerings, approximately $137.7 million, were used to repay $59.0 million borrowed under the acquisition
portion of the eredit facility, with the remainder of the proceeds being used in completing acquisitions during 1999,
Additionally, in-connection with the sale of properties to a REIT, we paid off mortgages of approximarely $2.5 million,

The ner cash provided during 1998 was generated primarily from deawings on our credit facility and was utilized in
completing acquisitions and supporting increased sales volumes. Partially offsetting the $75.5 million in borrowings was
$10.0 million in principal payments on long-term debt, of which $6.6 million was related to the payoff of mortgages in

connection with the sale and leaseback ransaction completed in December 1998,

The net cash provided by financing acrivities for 1997 was primarily attributable to the net proceeds of our initial public

offering of approximately $51.8 million, offser primarily by the pay down of floorplan debt in the amount of $33.5 million.

WORKING CAPITAL. At December 31, 1999, we had working capital of $80.1 million. Historically, we have funded our
operations with internally generated cash flow and borrowings. While we cannot guarantee it, based on current facts and
circumstances, management believes we have adequate cash flow coupled with borrowings under our credit facility to fund

Our-current operatons,
ACQUISITION FINANCING

We anricipate that our primary use of cash will be for the completion of acquisitions. We expect the cash needed to
complete our acquisitions will come from the operating cash flows of our existing dealerships, horrowings under our current
credir facilities, other borrowings or equity or debt offerings. Although we believe that we will be able to obtain sufficient
capital w fund acquisitions, we cannot guarantee thar such capital will be available to us at the time it is required or on

terms acceptable to us,
CAPITAL EXPENDITURES

Qur capital expenditures include expenditures to extend the useful life of current facilities and expenditures to start or
expand operations. Historically, our annual capital expenditures exclusive of new or expanded operations have
approximately equaled our annual depreciation charge. Expenditures relating ro the constmucrion or expansion of dealership
faciliries, generally, are driven by new franchises being awarded to us by a manufacturer or significant growth in sales at an
existing facility. Although we believe that we will be able ro obrain sufficient capital to fund capital expenditures, we

cannor guarantee that such capital will be available to us at the time it is required or on terms acceptable to us.



CREDIT FACILITY

In Ocrober 1999, we amended our credit facility to increase the commitment from 3500 million to $1 billion and to extend
the term of the credit facility from December 2001 to December 2003. The credir facility provides a floorplan facility of
$780 million for financing vehicle inventories and an acquisition facility of $220 million for financing acquisitions, general
corporate purposes and capital expenditures. Currently, $190 million is available to be drawn under the acquisition facility,
subject to a cash flow caleulation and the maintenance of certain financial ratios and various covenants. The credit facility

also limits the amount we may pay as cash dividends.

In January 1998, we entered into a three-year interest rute swap agreement to hedge our exposure to changes in interest

rates. This swap converts the interest rate on $75 million of debr to a fixed rate of approximarely 6.91%.
SALE OF DEALERSHIP PROPERTIES TO A REIT

During 1998, we entered into an agreement with a REIT to sell certain of our dealership properties. In connecrion wirh the
sale of the properties, we have agreed to leaseback the properties under leases with terms of 30 years, with tenant
termination options after 15, 20 and 23 years. As of December 31, 1998, we had closed rhe sale of six properties ro the
REIT, pursuant to the terms of the agreement, for approximately $20.0 million. During 1999, we sold two additional

properties to the REIT for approximately $11.2 million.

We generally seek ro avoid the ownership of real property. Accordingly we intend to continue to enter into sale and

leaseback transactions in order to minimize our investment in acquired and construcred facilities.
LEASES

We lease various real estare, facilities and equipment under long-term operaring lease agreements, including leases with
related parties. Generally, the related-parry leases have terms of 30 vears and are renewable at our option 15 years from
execution of the lease and at the end of each subsequent five-year period. Typically, the third-party leases also have 30-year

terms, but are cancelable after an initial 15-year period and at the end of each subsequent five-year period.
QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK

The tahle below provides information about our market-sensitive financial instruments and constitutes a “forward-looking
statement”. Our major market-risk exposure is changing interest rates. Qur policy is to manage interest rates through use of
a combination of fixed and floating rate debt. Interest rate swaps may be used to adjust interest rate exposures when
appropriate, based upon market conditions, These swaps are entered into with financial instirurions with invesrmenr grade

credit ratings, thereby minimizing the risk of credit loss. All items described are non-trading,

FAIR VALUE
EXPECTED MATURITY DATE 2000 2001 2002 2003 2004 THEREAFTER TOTAL  DECEMBER 31, 1999
{dollarsm millions)
VARIABLE RATE DEBT
Current $0.4 - - 53635 . . 3363.9 $363.9
Average interest rates 047 % . - 7.72% - -
Non-current - 30.5 0.7 510.6 0.6 $1.4 313.8 §13.8
Average interest rates 9.75% 957% 834% 9096 % 9.96 %
Total variable rate debt $0.4 $0.5 0.7 $5374.1 50.6 $1.4 $377.7
Interest rate swap - $75.0 - - - - $75.0 $(0.3)
Average pay rate (fixed) 6.91 % - -
Average receive rate (variable) - 7.72 % - . .
Net variable rate debt $0.4  3(74.5) $0.7  3374.1 $0.6 $1.4 $302.7




Consolidated Balance Sheets

DECEMBER 31, 1999 1998
{in thewsands)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents 118,824 § 66443
Accounts and notes receivable, net 35,296 21,373
Inventories 386,255 219,176
Deferred income raxes 8,619 11,212
Other assets 4,429 8718
Toral current assets 553,423 326,922
PROPERTY AND EQUIPMENT, net 46,711 21,960
GOODWILL, net 233,312 123,587
OTHER ASSETS 7,464 5,241
Total assets 3 B42,910 5 477,710

LIABILITIES AND STOCKHOLDERS'" EQUITY

CURRENT LIABILITIES:
Floorplan notes payable 3 363,489 $ 193,405
Current maturities of long-term debt 1,076 2,966
Accounts pﬂvab]ﬂ and scerued expenses 108,730 82,300
Toral current liabilities 473,295 278,671
DERT, net of current maturities 15,285 41,821
SENIOR SUBORDINATED NOTES 97,889 .
DEFERRED INCOME TAXES 3,217 -
OTHER LIABILITIES 21,195 20,034

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY:
Preferred stock, 1,000,000 shares authorized, none
issued or outstanding .
Common stock, $.01 par value, 50,000,000 shares

authorized, 21,801,367 and 18,267,515 issued 218 183
Additional paid-in capital 181,398 118,469
Retained earnings 51,705 18,190
Treasury stock, at cost, 78,609 and 37,366 shares (1,292) (658)

Toral stockholders' equity 232,029 136,184

Total lisbilities and stockholders” equity 5 842,910 3 477,710

The accompanying notes are an integral part of these consolidared financial statements.




Consolidated Statements of Operations

YEAR ENDED DECEMBER 31, 1999 ‘IWH_ o 1997
{detlars in thousinds, excepe per share amowrits)
REVENUES:
New vehicle sales $ 1,465,759 § 931,205 228,044
Used vehicle sales 750,807 510,192 135,507
Parts and service sales 212,970 139,144 30,006
Other dealership revenues, net 78,788 49516 10,410
Total revenues 1,508,324 1,630,057 403,967
COST OF SALES:
New vehicle sales 1,344,120 857,109 212,349
Used vehicle sales 691,499 471910 123,932
Pares and service sales 96,348 64,528 13,083
Total cost of sales 2,131,967 1,393,547 149,366
GROSS PROFIT 376,357 236,510 34,601
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 279,791 178,038 43,360
DEPRECIATION EXPENSE 4,853 3,783 850
AMORTIZATION EXPENSE 5,763 2,643 170
Income from operations 85,950 52,046 10,221

OTHER INCOME AND (EXPENSES):

Floorplan interest expense (20,395) (12,537) (3.810)

Other interest expense, net (10,052) (4,027) (176)

Other income, net 186 39 156
INCOME BEFORE INCOME TAXES 55,689 35,221 6,391
PROVISION FOR INCOME TAXES 22,174 14,502 573
NET INCOME § 33515 s 20,719 $ 5,818
S Corporation pro forma income taxes (unaudited) 1,465
Pro forma net income (unaudited) $ 4,353

Earnings per share:

Basic $ 1.62 3 1.20

Diluted 5 1,55 3 1.16
Weighted average shares outstanding:

Basic 20,683,308 17,281,165

Dilured 21,558,920 17,904,878

The accompanying notes are an integral part of these consolidated financial statements.




Consolidated Statements of Stockholders’ Equity

ADDITIONAL RETAINED
COMMON STOCK PAID-IN EARNINGS TREASURY
SHARES AMOUNT CAPITAL (DEFICIT) STOCK TOTAL

{dollars i thoysands)

BALANCE, December 31, 1996 3,570,302 § 36 § 6270 $ 5,904 $ - 3 12,210
Net income - - - 5,818 - 5,818
Acquisition of founding companies 5,934,613 60 33,294 - - 33,354
Initial public offering, net 5,148,136 31 51,707 . - 51,758
Purchuse of treasury stock (92) (92)
Stock transfer by shareholder,

net of tax - - 575 - - 375
Dividends, prior to the initial
public offering - - (14,251) - (14,251)

BALANCE, December 31, 1997 14,673,051 147 91,546 (2,519) {92) 89,372
Net Income 20,719 - 20,719
Issuance of common

stock in acquisitions 3,516,805 33 26,770 - - 26,805
P]'l‘Ct_‘l:L'l.‘i Iﬂn.)m SEIIES Ur

common stock under

employee benelfit plans 234,650 2,063 - 1,064
Issuance of treasury stock

to employee benefit plan (156;,991) (2,210) - 2,210 -
Purchase of treasury stock . - . (2,776) (2,776)

BALANCE, December 31, 1998 18,267,515 183 118,469 18,190 (658) 136,184
Net ITncome - - - 33515 33,515
Common stock offering, net 2,000,000 20 42,866 - - 41,386
Tssuance of commeon

stock in acquisitions 1,459,852 15 21,069 21,084
Proceeds from sales of

[SRTF R ERTRI NS STUI.:k le]t‘r

employee benefit plans 322,195 3 4,195 4,198
Isspance of freasury stock

to employee benefit plan (248,195) (3 (5,201) 5,204 -
Purchase of treasury stock - (5,838) (3,838)

BALANCE, December 31, 1999 21,801,367 5 218 5181,398  $ 51,705 $(1,292)  § 232.029

The accompanying notes are an integral part of these consolidared financial statements.




Consolidated Statements of Cash Flows

YEAR ENDED DECEMBER 31, 1999 1998 1997
{dollars in thousands)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income 33,515 20,719 $ 5818
Adjustments to reconcile net income to net
cash provided by operating activities-
Depreciation and amortization 10,616 6,426 1,020
Non-cash compensation, net of tax - - 575
Deferred income taxes 4.011 (4,201) {1,013)
Provision for doubtful accounts and uncollectible notes 1,153 156 270
Gain on sale of assets (53) (115) (112)
Changes in assets and liabilities-
Accounts receivable 4,717 {4,544) 1,564
Inventories (49,079) 44 5,686
Prepaid expenses and other assets (3,487) (2,661) 3,600
Due from affiliates, net - - 491
Floorplan notes payable 68,584 (1,730 (5.374)
Accounts payable and accrued expenses 12,681 9,983 (5,610
Toral adjustments 39,709 3,558 1,104
Net cash provided by operating activities 73,224 24277 6,922
CASH FLOWS FROM INVESTING ACTIVITIES:
Increase in notes receivable (2,452) (2,276) (362)
Collections on notes receivable 1,040 1,630 88
Purchases of praperty and equipment {27,382) (9,695) (2,164)
Proceeds from sale of property and equipment 11,705 20,238 1,935
Cash paid in acquisitions, net of cash received (109,855) (68,122) 11,164
Net cash provided by (used in) investing activities (126,944) (58,225) 10,661
CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings (payments) under foorplan facility for acquisition financing . 33,523 (33,523)
Nert borrowings on revolving credit facility {32,000) 42,000 -
Principal payments of long-term debt {3,610) (10,001) (471)
Borrowings of long-term debt 5,684 490 109
Proceeds from common stock offering, net 42 886 ’ 51,759
Proceeds from senior subordinated notes offering, net 94,781 - -
Proceeds from issuance of common stock to benefir plans 4,198 2,063 -
Purchase of treasury stock (5,838) (2,776) (92)
Dividends paid in cash - - (11,952)
Net cash provided by financing activities 106,101 65,299 5,830
NET INCREASE IN CASH AND CASH EQUIVALENTS 52,381 11,351 23,413
CASH AND CASH EQUIVALENTS, beginning of period 66,443 35,092 11,679
CASH AND CASH EQUIVALENTS, end of period 118,824 66,443 § 35,002
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for -
Interest 27.156 15,218 $ 4,200
Taxes 21,812 17,832 b 131

The accompanying notes are an integral part of these consolidated financial statements.




Notes to Consolidated Financial Statements

1. BUSINESS AND ORGANIZATION:

Group 1 Automorive, Inc. and Subsidiaries (“Group 1" or the “Company”) was founded in December 1995 to become a
leading operator in the highly fragmented auromobile retailing industry. The Company is engaged in the rerail sale of new
and used vehicles and the armnging of vehicle finance, insurance and service conrracts. In addition, the Company sells

automotive parts and provides vehicle servicing and collision repair.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
BASIS OF PRESENTATION

For financial statement presentation purposes, Howard Group, one of four groups acquired in 1997 (the “Founding
Groups"), has been identified as the accounting acquirer. The acquisition of the remaining Founding Groups and the
subsequent acquisitions were accounted for using the purchase method of accounting. The results of operations of the
Howard Group are included for all periods presented. The operations of Group 1 Automotive, Inc., the parent company,
and the Founding Groups, excluding the Howard Group, are included in the results of operations beginning Qctober 31,
1997, the effective closing date of the acquisitions for accounting purposes. The results of operations of all acquisitions
subsequent to October 31, 1997 are included from the effective dates of the closings of the acquisitions. The allocation of
purchase price to the assets acquired and liabilities assumed has been inirially assigned and recorded based on preliminary
estimates of fair value and may be revised as additional information concerning the valuation of such assets and liabilities

becomes available. All significant intercompany balances and transacrions have been eliminated in consolidation.
REVENUE RECOGNITION

Revenue from vehicle sales, parts sales and vehicle service is recognized upon completion of the sale and delivery to

the customer.
FINANCE, INSURANCE AND SERVICE CONTRACT INCOME RECOGNITION

The Company arranges financing for customers through various institutions and receives financing fees equal to the
difference berween the loan rates charged to customers nver predetermined financing rates set by the financing instrurion,
In addition, the Company receives commissions from the sale of credit life and disability insurance and vehicle service

CONTTACTs T CUsStomers.

The Company may be charged hack (“chargebacks”) for unearned financing fees, insurance or vehicle service contract
commissions in the event of early termination of the contracts by customers, The revenues from financing fees and
commissions are recorded at the time of the sale of the vehicles and a reserve for future chargebacks is established based on
historical operating results and the rermination provisions of the applicable contracts. Finance, insurance and vehicle
service contract revenues, net of estimated chargebacks, are included in other dealership revenue in the accompanying

consolidated financial statements.



CASH AND CASH EQUIVALENTS

Cash and cash equivalents include highly liquid investments that have an original maturity of three months or less at the
date of purchase, as well as contracts in transit. Contracts in transit represent contracts on vehicles sold, for which the

proceeds are in transit from financing institutions.
INVENTORIES

New, used and demonstrator vehicles are stated at the lower of cost or market, determined on a specific-unit basis. Parts

and accessories are stated at the lower of cost (determined on a first-in, first-out basis) or marker.
PROPERTY AND EQUIPMENT

Property and equipment are recorded at cost and depreciated using the straight-line method over the estimated useful lives

of the assets. Leasehold improvements are capiralized and amortized over the lesser of the life of the lease or the estimated

useful life of the asset.

Expenditures for major additions or improvements, which extend the useful lives of assets, are capitalized. Minor
replacements, maintenance and repairs, which do not improve or extend the lives of such assets, are charged to operations
as incurred. Disposals are removed at cost less accumulated depreciation, and any resulting gain or loss is reflected in

current operations.
GOODWILL

Goodwill represents the excess of the purchase price of dealerships acquired over the fair value of tangible assets acquired
at the date of acquisition. Goodwill is amortized on a straight-line basis over 40 years. Amortization expense charged to
operations totaled approximarely $4.5 million, $2.2 million, and $170,000 for the years ended December 31, 1999, 1998
and 1997, respectively. Accumulared amorrization totaled approximately $7.0 million and $2.5 million as of December 31,
1999 and 1998, respectively.

INCOME TAXES

The Company follows rhe liabiliry method of accounting for income taxes in accordance with Statement of Financial
Accounting Standards (“SFAS") No. 109. Under this method, deferred income taxes are recorded based upon differences
herween the financial reporting and rax bases of assets and liabilities and are measured using the enacted tax rates and laws
that will be in effect when the underlying assets are realized or liabilities are settled. A valuation allowance reduces

deferred tax assets when it is more likely than not that some or all of the deferred tax assets will not be realized.

Prior to acquisition of the Founding Groups, certain entities of the Howard Group elected S Corporation starus, as defined
by the Internal Revenue Code, whereby the companies were not subject to taxation for federal purposes. Under S
Carporation status, the stockholders report their share of these companies’ taxable earnings or losses in their personal tax

returns. All S Corporation elections were terminated in conjunction with the acquisitions.
SELF-INSURED MEDICAL PLAN

The Company is self-insured for a portion of the claims related to its employee medical benefits program. Claims, not
subject to stop-loss insurance, are accrued based upon the Company's estimates of the aggregate liability for claims incurred

using certain actuarial assumptions and the Company’s historical claims experience.



FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company's financial instruments consist primarily of floorplan notes payable and long-term debt. The carrying amount
of these financial instruments approximares fair value due either tw length of maturity or existence of variable inrerest rates
that approximate market rates. Specifically, the carrying value of the Company's senior subordinated notes approximates

fair value as they were trading in the market at prices near book value.

In January 1998, the Company entered into a three-year interest rare swap agreement to hedge its exposure to changes in
interest rates. The effect of this swap is to convert the interest rate on $75 million of debt to a fixed rare of approximately
6.91%.

ADVERTISING

The Company expenses production and other costs of advertising as incurred. Advertising expense for the years ended
December 31, 1999, 1998, and 1997 totaled $25.9, $16.8 and $5.9 million, respecrively.

USE OF ESTIMATES

The preparation of financial statements in conformiry with generally accepted accounting principles requires management
to make estimates and assumprions in determining the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities ar the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. The significant estimates made by management in the accompanying financial statements
relate to reserves for vehicle valuations, retail loan puarantees and furure chargebacks on finance, insurance and service

contract income, Actual results could differ from those estimates.
STATEMENTS OF CASH FLOWS

For purposes of the statements of cash flows, cash and cash equivalents include contracts in transit, which are typically
collected within one month. Additionally, the net change in floorplan financing of inventory, which is a customary

financing technique in the industry, is reflected as an operaring activity in the statements of cash flows.
EARNINGS PER SHARE

SFAS No. 128 requires the presentation of basic earnings per share and diluted earnings per share in {inancial statements of
public enterprises. Under the provisions of this statement, basic earnings per share is computed based on weighred average
shares outstanding and excludes dilutive securities. Dilured earnings per share is computed including the impacts of all
potentially dilutive securities. As the Company was not a public enterprise until October 1997, and the companies included
in the statements of operations were under different tax structures (S Corporations and C Corporations), no earnings per
share data have been presented for the historical results of operations for the year ended December 31, 1997. The following
table sets forth the shares outstanding for the carnings per share calculations for the years ended December 31, 1999 and
1998:

YEAR ENDED DECEMBER 31, 1999 1998

Common stock outstanding, beginning of periad 18,267,515 14,673,051
Weighted average common stock issued in offerings 1,664,049
Weighted average common stock issued in acquisitions 739,071 2,591,334
Weighted average common stock issued to employee stock purchase plan 128,757 90,123
Weighted averape common stock issued in stock option exercises 32,978 15,953
Less: Weighted average treasury shares repurchased (149,062) (89,796)

Shares used in computing basic earnings per share 20,683,308 17,251,165
Dilutive effect of stock options, net of assumed repurchase of treasury stock 875,611 623,713

Shares used in computing diluted earnings per share 11,558,920 17,904,878




RECENT ACCOUNTING PRONOUNCEMENTS

In June 1998, SFAS No. 133, “Accounting for Derivartive Insrruments and Hedging Acrivites” was issued. SFAS No. 133
establishes accounting and reporting standards for derivative instruments, including certain derivative instruments
embedded in other conrracts (collecrively referred ro as derivarives), and for hedging activities. It requires that an entity
recognizes all derivatives as either assets or linbilities in the statement of financial position and measures those instruments
at fair value, If certain conditions are met, a derivative may be specifically designated as (a) 4 hedge of the exposure to
changes in the fair value of a recognized asset or liability or an unrecognized firm commitment, (b) a hedge of the exposure
to variable cash flows of a forecasted transaction or (c) a hedge of the foreign currency exposure of a net investment in a
toreign operation, an unrecognized firm commitment, an available-for-sale security or a foreign currency-denominared
forecasted transaction. The accounting for changes in the fair value of a derivative (that is, gains or losses) depends on the
intended use of the derivative and the resulting designation. SFAS No. 137 amended the effecrive date to be for all fiscal
quarters of fiscal years beginning after June 15, 2000. Management does not believe that the adoption of this statement will

have a material impact on the financial position or results of operations of the Company.

In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin' ("SAB") No, 101, "Revenue
Recognition”. SAB No. 101 is effective for years beginning after December 31, 1999, and provides puidance related ro
recognizing revenue in circumstances where no specific accounting standards exist. Management does not believe thar SAB

No. 101 will have a material impacr on its revenue recognition policies.
RECLASSIFICATIONS

Certain reclassifications have been made to prior year financial statements to conform them to the current year

presentation.
BUSINESS COMBINATIONS:

During 1999, the Company acquired 32 auromobile dealership franchises. These acquisitions were accounted for as
purchases. The aggregate consideration paid in completing these acquisitions, including real estate acquired, and satisfying
cerrain confingent acquisifion payment arrangements from previous rransactions included approximately $109.9 million in
cash, net of cash received, approximately 1.5 million shares of restricted/funregistered common stock and the assumption of
an estimated $101.5 million of inventory financing and approximarely $300,000 of notes payable. Additional consideration
may be paid based on the financial performance of certain dealerships, over specified periods. Additional consideration, if
any, will be payable in cash and common stock and will result in an increase in goodwill on the balance sheet of the
Company. The consolidated balance sheet includes preliminary allocations of the purchase price of the acquisitions, which
are subject to final adjustment. These allocations resulred in recording approximately $116.2 million of goodwill, which is

being amortized over 40 years.

During 1998, the Company acquired 33 automobile dealership tranchises. These acquisitions were accounted for as
purchases. The aggregate consideration paid in complering these acquisitions, including real estate acquired, included
approximately $68.1 million in cash, net of cash received, approximately 3.5 million shares of restricted/unregistered
common stock and the assumption of an estimated $103.1 million in inventory financing and $2.9 million of morrgage
financing. Additional consideration may be paid based on the financial performance of certain dealerships, over specified
periods. Additional consideration, if any, will be payable in cash and common stock and will result in an increase in
goodwill on the balance sheet of the Company. The purchase price allocations resulted in recording approximately $98.7

million of goodwill, which is being amortized over 40 years,



The following pro forma financial information consists of income statement data from continuing operations as presented
in the consolidared financial starements plus (1) unaudited income starement data for all acquisitions complered before
December 31, 1999, assuming that they occurred on January 1, 1998, (2) the completion of our March 1999 offerings of 2
million shares of common stock and $100 million of senior subordinared notes, assuming they occurred on January 1, 1998,

and (3) certain pro forma adjustments discussed below.

1999 1998
(i thewsands, except per share amonnts) (unandited)
Revenues $ 2,974,422 $ 2,657,980
Gross profit 438,151 384,773
Income from operations 102,493 86,275
Net income 39,010 31,329
Basic earnings per share 1.80 1.46
Diluted earnings per share 1.73 1.42

Pro forma adjustments included in the amounts above primarily relate to: (a) increases in revenues related to changes in
the contractual commission arrangements on certain third-party products sold by the dealerships; (b) pro forma goodwill
amortization expense over an estimated useful life of 40 years; (¢) reductions in compensation expense and management
fees ro the level that certain management employees and owners of the acquired companies will contractually receive; (d)
incremental corporate overhead costs related to personnel costs, rents, professional service fees and directors and officers
liability insurance premiums; () net increases in interest expense resulting from net cash borrowings utilized to complete
acquisitions, partially offset by interest rate reductions received; and (f) incremental provisions for federal and state income

taxes relating to the compensation differential, S Corporation income and other pro forma adjustments.

DETAIL OF CERTAIN BALANCE SHEET ACCOUNTS:

Accounts and notes receivable consist of the following:

DECEMBER 31, 1999 1998
(im thousands)
Amounts due from manufacturers $ 17,189 $ 9,522
Parts and service receivables 6,786 3,733
Due from finance companies 6,177 4,452
Other 6,783 4,405
Total accounts and notes receivable 36,935 22,112
Less - Allowance for doubtful accounts (1,639) (739

Accounts and notes receivable, net $ 35,296 $§ 21,373




Inventories, net of valuation reserves, consist of the following:

DECEMBER 31, 1999 1998

{im thousands)

New vehicles 5 286,815 $ 155,088

Used vehicles 68,287 44,384

Rental vehicles 11,115 7,228

Parts, accessories and other 20,038 12,476
Total inventories 5 386,255 5 219,176

Accounts payable and accrued expenses consist of the following:

DECEMBER 31, 19599 1998

{iny themsinds)

Accounts payable, rrade by 46,437 $ 31,362

Accrued expenses 62,193 50,938
Total accounts payable and accrued expenses $ 108,730 $ 82,300

PROPERTY AND EQUIPMENT:

Property and ¢quipment consist of the following:

ESTIMATED USEFUL

DECEMBER 31, LIVES IN YEARS 1999 1598
{in thousands)
Land - b 5,985 3 2,130
Buildings 30 to 40 7,701 1,086
Leasehold improvements Ttols 10,586 6,940
Machinery and equipment R Sl 16,480 5,186
Furniture and fixtures St 7 13,958 8,104
Company vehicles 5 2,396 1,556
Total 37,306 28,002
Less - Accumulared depreciation (10,595) (6.042)
Property and equipment, net $ 46,711 21,960

FLOORPLAN NOTES PAYABLE:

Floorplan notes payable reflect amounts payable for the purchase of specific vehicle inventory and consist of the following:

DECEMBER 31, 1999 1998

(i therisamads) o

New vehicles $ 320,058 $ 166,650

Used vehicles 32,719 19,452

Rental vehicles 10,712 7,303
Toral floorplan notes payable $ 363,459 $ 193,405

During 1999, the Company amended its Revolving Credit Agreement with a bank group (the “Credir Facility”). The
maturity date was extended to December 31, 2003, and the interest rate was reduced. The notes payable bear interest ar
the London Interbank Offered Rare (“LIBOR") plus 125 basis points.

As of December 31, 1999 and 1998, the interest rate on floorplan notes payable outstanding was 7.72% and 7.12%,
respectively. The floorplan arrangement permits the Company to borrow up ro $780 million, dependent upon new and used
vehicle inventory levels: As of December 31, 1999, total available borrowings under floorplan agreements were

approximately $416.5 million.

Vehicle payments on the notes are due when the related vehicles are sold. The notes are collateralized by substantially all

of the inventories of the Company.






SENIOR SUBORDINATED NOTES

The Company completed the offering of $100 million of its 10 7/8% Senior Subordinared Notes due 2009 (the “Nores”) on
March 5, 1999. The Notes pay interest semi-annually on March 1 and September 1 each year beginning September 1,
1999. Before March 1, 2002, the Company may redeem up to $35 million of the Notes with the proceeds of certain public
offerings of common stock at a redemption price of 110.875% of the principal amount plus accrued interest to the
redemprion date. Additionally, the Company may redeem all or part of the Notes at redemption prices of 105.438%,
103.625%, 101.813% and 100.000% of the principal amount plus accrued interest during the 12-month periods beginning
March 1 of 2004, 2005, 2006, and 2007 and thereafter, respectively. The Notes are jointly and severally guaranteed, on an
unsecured senior subordinated basis, by all subsidiaries of the Company (the “Subsidiary Guarantors”), other than certain
inconsequential subsidiaries. All of the Subsidiary Guarantors are wholly owned subsidiaries of the Company. Certain
manufacturers have minimum working capital guidelines, which, under cerrain circumstances, may impair a subsidiary's
ability to make distributions to the parent company. Separate financial statements of the Subsidiary Guarantors are not
included because (i) all Subsidiary Guarantors have jointly and severally guaranteed the Notes on a full and unconditional
basis, to the maximum extent permirred by law, (i) the aggregate assets, liabilities, earnings and equity of the Subsidiary
Guarantors are substantially equivalent to the assets, liabilities, earnings and equity of the parent on a consolidated basis,

and (iii) management has determined thar such information is not material to investors.

Total interest expense on the senior subordinated notes for the year ended December 31, 1999, was approximarely $9.1

million.
CAPITAL STOCK AND STOCK OPTIONS:

In 1996, Group 1 adopted the 1996 Stock Incentive Plan (the “Plan”), which provides for the granting or awarding of stock
options, stock appreciation rights and restricted stock to officers and other key employees and directors. During 1999, the
number of shares authorized and reserved for issuance under the Plan was increased from 2 million shares ro 3 million
shares, of which 131,923 are available for future issuance as of December 31, 1999. In general, the terms of the option
awards (including vesting schedules) are established by the Compensation Committee of the Company’s Board of Directors,

All outstanding options are exercisable over a period nort to exceed 10 years and vest over three- to six-year periods.

The following table summarizes the Company’s outstanding stock options:

WEIGHTED
AVERAGE
NUMBER EXERCISE PRICE
Opticns outstanding, December 31, 1996 205,000 $ 2.90
Grants:
First quarter 1997 {all at $2.90 per share) 360,000 2.90
Fourth quarter 1997 (all ar $12.00 per share) 682,450 12.00
Options outstanding, December 31, 1997 1,247,450 7.88
Grants (exercise prices berween $12.00 and $17.88 per share) 780,850 16.16
Exercised (49,973) 313
Forfeited (99,648) 13.27
Options outstanding, December 31, 1998 1,878,679 1113
Grants (exercise prices hetween $16.47 and $24.72 per share) 1,015,850 19.64
Exercised (75,600) 3.00
Forfeited (76,425) 13.42
Options outstanding, December 31, 1999 2,742,504 g 14.45




Ar December 31, 1999 and 1998, 448,544 and 208,460 options, respectively, were exercisable at weighted average exercise
prices of $9.86 and $7.35, respectively. The weighted average exercise price of options granted during the year ended
December 31, 1997 was $8.86. The weighted average remaining contractual life of options outstanding at December 31,
1999 is 8.6 years. The weighted average fair value per share of options granted during the years ended December 31, 1999,
1998 and 1997 is $13.40, $9.18 and $5.94, respectively. The fair value of options granted is estimated on the date of grant

using the Black-Scholes option pricing model.

The following rable summuarizes the weighted average information used in determining the fair value of the options granted
during the years ended December 31, 1999, 1998 and 1997:

1999 1998 - w7
Weighted avernge risk-free interest rate 6.2% 5.5% 5.9%
Weighted average expected life of options 10 years 10 years 10 years
Weighted average expected volatility 47.4% 42.8% 58.1%
Weighted average expected dividends - . -

In September 1997, Group 1 adopted the Group | Automotive, Inc, 1998 Employee Stock Purchase Plan (the “Purchase
Plan"). The Purchase Plan authorizes the issuance of up ro 1 million shares of Common Stock and provides that no options
may be granted under the Purchase Plan after June 30, 2007. The Purchase Plan is available to all employees of the
Company and its participating subsidiaries and is a qualified plan as defined by Section 423 of the Internal Revenue Code.
At the end of each fiscal quarter (Option Period) during the term of the Purchase Plan, the employee contriburions are
used to acquire shares of Common Stock at 85% of the fair market value of the Common Stock on the first or the last day
of the Option Period, whichever is lower. During 1999 and 1998, the Company issued 246,595 and 184,677 shares,

respectively, of Common Stock to employees participating in the Purchase Plan,

In October 1995, the Financial Accounting Standards Board issued SFAS No. 123, "Accounting for Stock-Based
Compensation,” which, if fully adopted, requires the Company to record stock-based compensation at fair value. The
Company has adopted the disclosure requirements of SFAS No. 123 and has elected 1o record employee compensation
expense in accordance with Accounting Principles Board Opinion No. 25. Accordingly, compensation expense is recorded
for stock options based on the excess of the fair market value of the common stock on the date the options were granted
over the aggregate exercise price of the options. As the exercise price of options granted under the Plan has been equal ro
or greater than the market price of the Company's stock on the date of grant, no compensation expense related ro the Plan
has been recorded. Addirionally, no compensarion expense is recorded for shares issued pursuant to the Purchase Plan as it

is a qualified plan.

Had compensation expense for the Plan been determined based on the provisions of SFAS No. 123, the impact on the

Company's net income would have been as follows:

FOR THE YEAR ENDED DECEMBER 31, 1999 1998 1997

(it thossands, sxeept per share amounts i

Mer income as reported $ 33,515 0,719 5 5,818
Pro forma net income under SFAS 123 31,254 19,519 5,451
Pro forma basic earnings per share 1.51 1.13 -

Pro forma diluted earnings per share [.45 1.00


























