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To achieve Industry Leadership in Auto Retailing
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Organic-Operational Excellence
Growth through Portfolio Enrichment

Our Focus

“First and foremost we are a sales organization”
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Stockholders’ Letter

Dear Stockholders,

Sonic Automotive continued to demonstrate the validity of its operating initiatives and its long-term strategy
during 2007. As we look back on this past year, we walk away with two main perspectives—it was a very
challenging year but it was also a very rewarding year. We were able to grow our business internally, complete a
number of quality acquisitions, improve our margins and increase our earnings in a year when we experienced a
challenging macroeconomic environment. This was the result of the successful implementation of several critical
operating initiatives which we will discuss in more detail later in this letter.

FINANCIAL OVERVIEW

During 2007, our overall revenues grew over 4% 1o $8.3 billion. In a challenging new vehicle sales
environment, our gross margin improved 10 basis points to 15.5%. We continued our assault on variable
operating expenses and reduced our SG&A expenses as a percentage of gross profit by almost 200 basis points to
74.9%. We are proud to report that this is the best SG&A performance in the sector when you adjust the peer
group for differences in real estate carrying costs. Qur business model once again made it very apparent that
there is much more to our business than just seiling new cars. In 2007, over 60% of our gross profit came from
the higher-margin segments of our business which generated less than 20% of our revenues. Our multiple sources
of revenue combined with our ability to control variable operating expenses is what makes automotive retailing a
compelling investment opportunity.

OPERATING INITIATIVES

Used Vehicles—Our used vehicle strategy reflects the fact that the more patient you are the more satisfying
the reward is in the end. During 2007, we completed the 18 month rollout of Phase I of our used vehicle
inventory and merchandising strategy. The results have been consistently strong same store used vehicle sales
growth quarter after quarter since early 2006. These results tell us several things:

1) The secret is not in the technology—it’s in the culture. That's why we patiently took our time to
introduce this to our stores. We knew we weren’t just introducing some new technology system that
would automatically improve our performance. We were asking our people to change the way they
think about sourcing, pricing, advertising and selling used vehicles, That’s a culture shift and it takes
time to do it right.

2)  Process standardization works. One of the greatest benefits our business model brings to automotive
retailing is the ability to capitalize on our proven best practices. We know how to develop operating
solutions and then successfully implement them across our entire portfolio of dealerships.

3) There is long-term potential in this strategy. We saw the same thing every time we rolled this strategy
out to a new region—our associates embraced it and our used vehicle business improved dramatically.

We have now started the rollout of Phase 1I of our used vehicle inventory and merchandising strategy.
While Phase I focused on basic process standardization, Phase TI will focus on inventory optimization and, in
particular, getting inventory in the right place at the right price. This next phase will allow us to leverage our
standardized processes and our technology tools to efficiently move used vehicles between stores to further
improve inventory turns and increase the gross profit on each vehicle sale. We recognize that this next phase is as
much a culture shift as the first phase and we will approach it in exactly the same manner. We will train one
region at a time to make sure the new approach becomes an embedded practice in those dealerships before
introducing it to the next region. We believe used vehicles continue to represent a tremendous growth
opportunity for Sonic Automotive.




Single Dealer Management System-—This is another initiative that we had been working on for a long
time and completed in 2007. All of our stores now operate on the same technology platform. This concept sounds
so basic but takes so much time to effectively introduce to all of our dealerships. In the few days it takes to
convert a system at one store we can turn our associates” world upside down by changing something they have
interacted with on a daily basis for their entire career. The challenge has always been to accomplish that change
without negatively affecting the business. Now that we have the roliout behind us, we can begin to share and
utilize our data to make better business decisions in ways that weren’t possible before.

Electronic menu—We also completed the implementation of our electronic F&I menu in 2007. All of our
stores now present our F&I products and services the same way to each of our customers. This results in a more
consistent presentation by our sales associates, an enhanced understanding by our customers and a better car
buying experience.

ACQUISITION ACTIVITY

During 2007, we acquired four premium luxury dealerships representing approximately $500 million in
annual revenues. Although the annual revenues from acquisitions was less than what we had targeted at the
beginning of 2007, this is representative of both our financial discipline and our ability to expand our business
organically when fiscally-sound acquisition opportunities are not available. We have said for a number of years
that we are not in the business of growth for growth’s sake and we don’t intend to change that strategy. We do
exactly what you as stockholders would expect us to do—we critically examine every acquisition opportunity to
ensure it meets our brand, geographic and investment criteria. The dealerships we acquired this year met all those
criteria—premium brands in great markets that we were able to acquire at competitive prices.

As we look forward into 2008 and beyond, we do not see a change to that strategy. We will not chase
acquisitions but we will pursue prudent investment opportunities that become available. To the extent those
opportunities are not available, we will use our cash flow to reduce our leverage, invest in our facilities and
repurchase our stock.

FINANCIAL STRATEGY

The core of our financial strategy is to prudently pursue acquisition opportunities. We aiso remain
committed to maintaining our leverage target of between 35%-40% debt to total capital. We worked hard to
achieve our leverage target and we intend to maintain it.

While those pieces of our financial strategy remain constant, we are thinking differently about how we
finance our dealership properties. Historically, we have financed our real estate through sale-leaseback
transactions. In the early years, access to this type of financing gave our young company the capital it needed to
grow. Given the amount of cash flow we now generate and the types of acquisitions we are now pursuing, we
believe there are benefits to owning our real estate. There is the financial benefit of being able to finance our real
estate at a more competitive rate along with the intangible benefit of having the control to do what we want with
the property. During 2007, we obtained mortgages totaling $46 million on four dealership properties. We expect
to add another $90 million in new mortgage financing as we complete various facility projects in 2008.

During 2007, we repurchased almost $50 million of our stock. Most of this was funded by the sale of our
finance subsidiary, Cornerstone Acceptance. Opportunistically repurchasing our stock remains one of the core
pieces of our financial strategy as we allocate our capital among the many available choices.




FUTURE OUTLOOK

Our strategy for the future is very simple. We want to leverage the core automotive retail principles that
have driven our past success across an expanding dealership portfolio. We intend to do that by focusing on
1) continually improving our operations by further institutionalizing our proven best practices, 2) delivering an
industry-leading customer experience, 3) growing our business through acquisitions, and 4) recruiting and
retaining the very best talent in the industry by investing in their ongoing development. Many companies say
great things about their commitment to their people but at Sonic Automotive we put it into practice. We
recognize that the value of Sonic Automotive rests in our people. They are the ones who sell the cars, interact
with customers and implement our strategy and we intend to invest more in our people than ever before. We are
reinvigorating our comprehensive training program by providing content that focuses not only on current job
responsibilities but also on what it means to be a part of the Sonic Automotive culture. We see many
opportunities ahead for Sonic Automotive and we have the strategy, the systems and the people to capitalize on
every one of them.

fsf O. Bruton Smith /s/ B. Scott Smith
O. Bruton Smith B. Scott Smith




Business Strategy

Sonic Automotive, Inc. was incorporated in Delaware in 1997. We are one of the largest automotive
retailers in the United States. As of February 22, 2008, we operated 169 dealership franchises at 144 dealership
locations, representing 33 different brands of cars and light trucks, and 34 collision repair centers in 15 states.
Each of our dealerships provides comprehensive services including (1) sales of both new and used cars and light
trucks; (2) sales of replacement parts and performance of vehicle maintenance, warranty, paint and repair
services (collectively, “Fixed Operations™); and (3) arrangement of extended service contracts, financing and
insurance and other aftermarket products (collectively, “F&I™) for our automotive customers.

The following chart depicts the multiple sources of revenue and gross profit for the year ended
December 31, 2007:
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Our dealership network resides in various geographic markets. As of December 31, 2007, we operated
dealerships in the following markets:

Percent of
Number of Number of 2007 Total

Market Dealerships Franchises Revenue
HOUSION ..ot e e e ei e 15 18 17.0%
AlabamafTennessee . ............... ... i uun 16 20 10.5%
North/South Carolina/Georgia . .................. 18 21 10.2%
Florida . ...oviiinii it 14 18 7.9%
North Bay (San Francisco) .. ..........0 ... 11 12 7.8%
Dallas . ..ot e e 7 9 7.6%
South Bay (San Francisco) .. ................. .. 13 14 6.8%
Los AngelesSouth .......... .. ... ... .. 7 8 6.8%
Mid-Atlantic .. .. .. ov i s 6 7 5.3%
Los AngelesNorth . ................. ... ... 10 12 5.2%
Oklahoma ... ... i e e 7 7 4.5%
Michigan ........ ... ... 6 6 2.7%
Las Vegas . . ...ttt eiae i 4 4 2.2%
ORI .. e 6 9 1.9%
Colorado . ..o 2 2 1.9%
San Diego .. ..o 2 2 _L7%
Total .. .. ... e 144 169 100.0%




During 2007, we acquired or were awarded by manufacturers, ten franchises (at four dealership locations)
and disposed of 12 franchises (at eight dealership locations). We plan to continue to purchase franchises that
enrich our franchise portfolio and divest franchises which we believe will not yield acceptable returns over the
long-term.

The automotive retailing industry remains highly fragmented, and we believe that further consolidation is
likely. We believe that attractive acquisition opportunities continue to exist for dealership groups with the capital
and experience to identify, acquire and professionally manage dealerships.

Business Strategy

Further Develop Strategic Markets and Brands. Our growth strategy is focused on large metropolitan
markets, predominantly in the Southeast, Southwest, Midwest and California. We also seek to acquire stable
franchises that we believe have above average sales prospects. A majority of our dealerships are either luxury or
mid-line import brands. For the year ended December 31, 2007, 84.1% of our total revenue was generated by
import and luxury dealerships, which generally have higher operating margins, more stable fixed operations
departments, lower associate turnover and lower inventory levels. We expect this trend toward acquiring more
luxury and mid-line import dealerships to continue in the near future.

The following table depicts the breakdown of our new vehicle revenues by brand:

Percentage of New Vehicle

Revenue
Year Ended December 31,
M 2005 2006 2007
BMW e 145% 13.7% 16.2%
Honda ... .o i 153% 152% 14.0%
s30T N 114% 124% 12.5%
Mercedes . ... it e e 6.5% 95% 10.0%
General Motors (2) .. ..o e i e e e s 93% 85% 83%
Cadillac . .. .. e e e s 98% 92% 8.4%
Ford ... . e 80% T76% 69%
XIS . e 7.4% 68% 6.7%
VOIVO L 31%  25% 2.1%
Audi .. e 1.6% 1.4% 1.6%
NiSSaN .. i e e e 2.1% 1.8% 1.5%
Land Rover . ... i i e 0.8% 09% 1.5%
Hyundai .......... i e 1.4% 1.5% 1.4%
Volkswagen ........ .. 1.4% 1.5% 1.3%
Porsche . ... . . s 1.1% 1.3% 1.3%
ACUTA .. it e 1.6% 1.2% 1.2%
Infiniti .. ... . e e 0.7% 1.1% 1.2%
Chrysler (3) . ... ..o 0.6% 05% 05%
OtherLuxury (4) .. ... e 1.0% 1.2% 1.1%
Other (8) i e 24% 22% 2.1%
Total ... 100.0% 100.0% 100.0%

(I} In accordance with the provisions of SFAS No. 144, prior years’ income statement data reflect
reclassifications to exclude franchises sold, identified for sale, or terminated subsequent to December 31,
2006 which had not been previously included in discontinued operations. See Notes 1 and 2 to our
accompanying Consolidated Financial Statements which discusses these and other factors that affect the
comparability of the information for the periods presented.
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(2) Includes Buick, Chevrolet, GMC, Pontiac and Saturn
(3) Includes Chrysler, Dodge and Jeep

(4) Includes Hummer, Jaguar, and Saab

(5) Includes Isuzu, KIA, Mini, Scion and Subaru

Increase Sales of Higher Margin Products and Services. We continue to pursue opportunities to increase
our sales of higher-margin products and services by expanding the following:

Finance, Insurance and Other Aftermarket Products (*F&I”): Each sale of a new or used vehicle
provides us with an opportunity to earn financing fees and insurance commissions and to sell extended
service contracts and other aftermarket products, We currently offer a wide range of nonrecourse financing, i
leasing, other aftermarket products, service contracts and insurance products to our customers. We are
continuing to emphasize menu-selling techniques and other best practices to increase our sales of F&I
products at both newly acquired and existing dealerships.

Parts, Service & Repair. Each of our dealerships offers a fully integrated service and parts
department. Manufacturers permit warranty work to be performed only at franchised dealerships. As a
result, franchised dealerships are uniquely qualified to perform work covered by manufacturer warranties on
increasingly complex vehicles. We believe we can continue to grow our profitable parts and service
business by using our access to capital to increase service capacity, investing in sophisticated equipment and
well trained technicians, using variable rate pricing structures, focusing on customer service and efficiently
managing our parts inventory. In addition, we believe our emphasis on selling extended service contracts
will drive further service and parts business in our dealerships as we increase the potential to retain current
customers beyond the term of the standard manufacturer warranty period.

Certified Pre-Owned Vehicles. Various manufacturers provide franchised dealers the opportunity to seil
certified pre-owned (“CPO™) vehicles. This certification process extends the standard manufacturer warranty on
the particular vehicle. We typically earn higher revenues and gross margins on CPO vehicles compared to
non-certified pre-owned vehicles. We also believe the extended manufacturer warranty increases our potential to
retain the pre-owned purchaser as a future parts and service customer. Since CPO warranty work can only be
performed at franchised dealerships, we believe the used vehicle business will become more clearly segmented
and CPQ saies and similar products will increase in volume.

“Value” Used Vehicles. Due to our luxury and import brand mix, our used vehicle strategy has
historically been focused on CPO vehicles and higher cost of sale vehicles. A market segment that drives used
vehicle volume that we historically participated in on only a limited basis is vehicles with retail prices below
$10,000. Until recent years, if we received a trade-in which did not meet our then existing internal criteria for
used vehicles (in many instances these would be “value” vehicles), we would wholesale the vehicle. We believe
the market for these “value” vehicles is deep and not as sensitive to market fluctuations as higher priced used
vehicles. We have begun to more aggressively market and retail these vehicles.

Emphasize Expense Control. 'We continually focus on controlling expenses and expanding margins at the
dealerships we acquire and integrate into our organization. We manage these costs, such as advertising and
variable compensation expenses, so that they are generally related to vehicle sales and can be adjusted in
response to changes in vehicle sales volume. The majority of our non-clerical dealership personnel are paid either
a commission or a modest salary plus commissions. In addition, dealership management compensation is tied to
individual dealership profitability. We believe we can further manage these types of costs through best practices,
standardization of compensation plans, controlled oversight and accountability, reducing associate turnover and
centralizing and standardizing processes and systems such as a single dealership management system, accounting
office consolidation, payroll system consolidation and inventory management technology.

Achieve High Levels of Customer Satisfaction. We focus on maintaining high levels of customer |
satisfaction. Our personalized sales process is designed 10 satisfy customers by providing high-quality vehicles in
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a positive, “consumer friendly” buying environment. Several manufacturers offer specific financial incentives on
a per vehicle basis if certain Customer Satisfaction Index (“CSI") levels (which vary by manufacturer) are
achieved by a dealership. In addition, all manufacturers consider CSI scores in approving acquisitions, In order to
keep management focused on customer satisfaction, we include CSI results as a component of our incentive-
based compensation programs.

Train and Develop Associates. We believe that our well-trained dealership personnel are key to our long-
term prospects, We require all of our employees, from service technicians to regional vice presidents, to
participate in our in-house training programs each year. We believe that our comprehensive training of all
employees and professional, multi-tiered management structure provide us with a competitive advantage over
other dealership groups. This training and organizational structure provide high-level supervision over the
dealerships, accurate financial reporting and the ability to maintain effective controls.

Manage Leverage. We believe it prudent over time to maintain our long-term-debt to total capital ratio at
between 35% and 40%. At December 31, 2007, our long-term debt to total capital ratio, net of cash and cash
equivalents, was 42.4%, exceeding our target primarily as a result of recent acquisitions, recent mortgage
financing and 2007 stock repurchases.

Company Information

Our website is located at www.sonicautomotive.com. Our annual report on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K and all amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, as well as proxy statements and other
information we file with, or furnish to, the Securities and Exchange Commission (“SEC”) are available free of
charge on our website. We make these documents available as soon as reascnably practicable after we
electronically file them with, or furnish them to, the SEC. Except as otherwise stated in these documents, the
information contained on our website or available by hyperlink from our website is not incorporated into this
Annual Report or other documents we file with, or furnish to, the SEC.




Selected Financial Data

This selected conselidated financial data should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and the consolidated financial statements and related
notes included elsewhere in this Annual Report.

We have accounted for all of our dealership acquisitions using the purchase method of accounting and, as a
result, we do not include in our consolidated financial statements the results of operations of these dealerships
prior to the date we acquired them. Our selected consolidated financial data reflect the results of operations and
financial positions of each of our dealerships acquired prior to December 31, 2007. As a result of the effects of
our acquisitions and other potential factors in the future, the historical consolidated financial information
described in selected consolidated financial data is not necessarily indicative of the results of our operations and
financial position in the future or the results of operations and financial position that would have resulted had
such acquisitions occurred at the beginning of the periods presented in the selected consolidated financial data.

Year Ended December 31,

2003 2004 2005 2006 2007
Income Statement Data (1) (2):
Totalrevenues . ...........c..o..... $6,046,898 $6,540,693 $7.318,800 $7,985,079 $8,336,933
Income from continuing operations
before income taxes. ............. $ 125229 $ 144436 §$ 168,175 $ 162,322 $ 189213
Income from continuing operations. ... $ 82852 § 89699 $ 105713 $ 96,832 § 114,836
Basic earnings per share from
continuing operations. ............ $ 202 % 217 % 253 % 229 % 2.70
Diluted earnings per share from
continuing operations . ........... 3 194 % 208 §$ 242 % 2,18 § 2.54
Consolidated Balance Sheet Data (2):
Total assets. . ....covvvveeeenaann. $2,685,113 $2,897,884 $3,025,501 $3,124.764 3,282,744
Total long-termdebt . .............. $ 696285 % 671,796 $ 715,058 $% 601,334 § 701,997
Total long-term liabilities (including
long-termdebt} ................. $ 791,239 § 799436 $ 876,956 § 791,938 § 929,99
Cash dividends declared per
commonshare. ................. $ 020 % 044 3 048 $ 048 $ 0.48

{1} In accordance with the provisions of Statement of Financial Accounting Standards (“SFAS™) No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets”, income statement data reflect
reclassifications from the prior years presentation to exclude franchises sold, identified for sale, or
terminated subsequent to December 31, 2006 which had not been previously included in discontinued
operations. See Note 2 to our accompanying Consolidated Financial Statements, Business Acquisitions and
Dispositions, which discusses these and other factors that affect the comparability of the information for the
periods presented.

(2) As mentioned in Management's Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources and Note 2 to our accompanying Consolidated Financial
Statements, business combinations and dispositions have had a material impact on our reported financial
information.




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

The foillowing discussion and analysis of the results of operations and financial condition should be read in
conjunction with the Sonic Automotive, Inc. and Subsidiaries Consolidated Financial Statements and the related
notes thereto appearing elsewhere in this Annual Report. The financial and statistical data contained in the
following discussion for all periods presented reflects our December 31, 2007 classification of franchises
between continuing and discontinued operations in accordance with SFAS No. 144,

Overview

We are one of the largest automotive retailers in the United States. As of February 22, 2008, we operated
169 dealership franchises, representing 33 different brands of cars and light trucks, at 144 locations and 34
collision repair centers in 13 states. Our dealerships provide comprehensive services including sales of both new
and used cars and light trucks, sales of replacement parts, performance of vehicle maintenance, manufacturer
warranty repairs, paint and collision repair services, and arrangement of extended service contracts, financing,
insurance and other aftermarket products for our customers, Although vehicle sales are cyclical and are affected
by many factors, including general economic conditions, consumer confidence, levels of discretionary personal
income, interest rates and available credit, our parts, service and collision repair services are not closely tied to
vehicle sales and are not as dependent upon near-term sales volume. As a result, we believe the diversity of these
products and services reduces the risk of periodic economic downturns.

The automobile industry’s total amount of new vehicles sold decreased by 2.5% to 16.1 million vehicles in
2007 from 16.6 million vehicles in 2006. From an industry perspective, new vehicle unit sales on a year-over-
year basis grew 3.0% for import brands and contracted 7.1% for domestic brands. Many factors such as brand
and geographic concentrations have caused our past results to differ from the industry’s overall trend.

We sell similar products and services that exhibit similar economic characteristics, use similar processes in
selling our products and services and sell our products and services to similar classes of customers. As a result of
this and the way we manage our business, we have a single operating segment for purposes of reporting financial
condition and results of operations.

In the ordinary course of business, we evaluate our dealership franchises for possible disposition based on
various performance criteria. During the year ended December 31, 2007, we disposed of 12 franchises and had
approved, but not completed, the disposition of 20 additional franchises. These franchises have been identified as
held for sale because of unprofitable operations or other strategic considerations. We believe the disposition of
these franchises will altow us to focus our management attention on those remaining stores with the highest
potential return on investment.

Use of Estimates and Critical Accounting Policies

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual resuits could
differ from those estimates.

Critical accounting policies are those that are both most important to the portrayal of our financial position
and results of operations and require the most subjective and complex judgments. The following is a discussion
of what we believe are our critical accounting policies and estimates, See Note 1 to our Consolidated Financial
Statements for additional discussion regarding our accounting policies.

9




Finance, Insurance and Service Contracts

We arrange financing for customers through various financial institutions and receive a commission from
the lender either in a flat fee amount or in an amount equal to the difference between the actual interest rates
charged to customers and the preédetermined base rates set by the financing institution. We aiso receive
commissions from the sale of various insurance contracts and non-recourse third party extended service contracts
to customers. Under these contracts, the applicable manufacturer or third party warranty company is directly
liable for all warranties provided within the contract.

In the event a customer terminates a financing, insurance or extended service contract prior to the original
termination date, we may be required to return a portion of the commission revenue originally recorded to the
third party provider (“chargebacks™). The commission revenue for the sale of these products and services is
recorded net of estimated chargebacks at the time of sale. Our estimate of future chargebacks is established based
on our historical chargeback rates, termination provisions of the applicable contracts and industry data. While
chargeback rates vary depending on the type of contract sold, a 100 basis point change in the estimated
chargeback rates used in determining our estimates of future chargebacks would have changed our estimated
reserve for chargebacks at December 31, 2007 by approximately $3.5 million. Our estimate of chargebacks
($13.0 million as of December 31, 2007} is influenced by early contract termination events such as vehicle
repossessions, refinancings and early pay-off. If these factors change, the resulting impact is a change in our
estimate for chargebacks.

Goodwill

Goodwill is tested for impairment at least annually, or more frequently when events or circumstances
indicate that impairment might have occurred. Based on criteria established by the applicable accounting
pronouncements, we have one reporting unit. There was $1,284.9 million of goodwill on our balance sheet,
including approximately $8.8 million classified in assets held for sale, at December 31, 2007.

In evaluating goodwill for impairment, if the fair value of our reporting unit is less than its carrying value,
we are then required to proceed to the second step of the impairment test. The second step involves allocating the
calculated fair value to all of the assets of the reporting unit as if the calculated fair value was the purchase price
in a business combination. This allocation would include assigning value to any previously unrecognized
identifiable assets (including franchise assets) which means the remaining fair value that would be allocated to
goodwill would be significantly reduced. See discussion regarding franchise agreements acquired prior to July 1,
2001 in Note 1 to our Consolidated Financial Statements, We would then compare the fair value of the goodwill
resulting from this allocation process to the carrying value of the goodwill in the reporting unit with the
difference representing the amount of impairment.

In completing step one of the impairment analysis, we use various fair value approaches which consist of an
earnings multiple model and a discounted cash flow model. The results from each of these models are then
analyzed to determine if an indicator of impairment exists. The primary assumptions used in these various
models include historical pretax earnings, estimated average earnings multiples of public automotive retailers,
future growth assumptions, weighted average cost of capital along with working capital and capital expenditure
requirements, To the extent the reporting unit’s earnings decline significantly or there are changes in one or more
of these assumptions that would result in lower valuation results, it could cause the carrying value of the
reporting unit to exceed its fair value and thus require us to conduct the second step of the impairment test
described above.

At December 31, 2007, the fair value of our reporting unit exceeded the carrying value of the reporting unit
(step one of the above described impairment test). As a result, we were not required to conduct the second step of
the impairment test described above,




However, if in future periods we determine that the fair value of our reporting unit is less than its carrying
value, we believe that application of the second step of the impairment test would result in a substantial
impairment charge to goodwill and the amount of such impairment charge would likely be materially adverse to
our consolidated operating results and financial position for the period in which the charge would be recorded.

Insurance Reserves

We have various self-insured and high deductible insurance programs which require us to make estimates in
determining the ultimate liability we may incur for claims arising under these programs. We accrue for insurance
reserves on a pro-rata basis throughout the year based on the expected year-end liability. These estimates,
judgments and assumptions are made quarterly by our management based on available information and take into
consideration annual actuarial evaluations based on historical claims experience, claims processing procedures,
medical cost trends and, in certain cases, a discount factor. 1If our management receives information which causes
us to change our estimate of the year end liability, the amount of expense or expense reduction required to be
recorded in any particular quarter could be material to our operating results, financial position and cash flows.
We estimate the ultimate liability under these programs is between $19.5 million and $21.1 million. At
December 31, 2007, we had $21.3 million reserved for such programs. We used a discount rate of 4.0% to
calculate the present value of our estimated workers’ compensation claims, A discount rate of 4.0% was used to
calculate the present value of our general liability claim reserves, A 100 basis point change in the discount rate or
a 5 basis point change in the Selected Loss Cost Estimate would not have a significant impact on the reserve
baiance.

Lease Exit Accruals

The majority of our dealership properties are leased under long-term operating lease arrangements. When
leased properties are no longer utilized in operations, we record lease exit accruals. These situations could
include the relocation of an existing facility or the sale of a franchise where the buyer will not be subleasing the
property for either the remaining term of the lease or for an amount equal to our obligation under the lease. The
lease exit accruals represent the present value of the lease payments, net of estimated sublease rentals, for the
remaining life of the operating leases and other accruals necessary to satisfy lease commitments to the landlords.
At December 31, 2007, we had $8.2 million accrued for lease exit costs.

Legal Proceedings

We are involved, and expect to continue to be involved, in numerous legal proceedings arising out of the
conduct of our business, including litigation with customers, employment related lawsuits, contractual disputes
and actions brought by governmental authorities. As of December 31, 2007, we had accrued $1.9 million in legal
reserves included in other accrued liabilities. Currently, with the exception of the Galura litigation matter
discussed in “Item 3: Legal Proceedings” herein, no legal proceedings are pending against or invelve us that, in
the opinion of management, could reasonably be expected to have a material adverse effect on our business,
financial condition or results of operations. However, the results of legal proceedings cannot be predicted with
certainty, and an unfavorable resolution of one or more of these proceedings could have a material adverse effect
on our business, financial conditien, results of operations, cash flows and prospects.

Classification of Franchises in Continuing and Discontinued Operations

We classify the results from operations of our continuing and discontinued operations in our consolidated
statements of income based on the provisions of SFAS No. 144. Many of these provisions involve judgment in
determining whether a franchise will be reported as continuing or discontinued operations. Such judgments
include whether a franchise will be sold or terminated, the period required to complete the disposition and the
likelihood of changes to a plan for sale. If in future periods we determine that a franchise should be either
reclassified from continuing operations to discontinued operations or from discontinued operations to continuing
operations, previously reported consclidated statements of income may be reclassified in order to reflect that
classitication.
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Income Taxes

As a matter of course, we are regularly audited by various taxing authorities and from time to time, these
audits result in proposed assessments where the ultimate resolution may result in us owing additional taxes. We
believe that our tax positions comply, in all material respects, with applicable tax law and that we have
adequately provided for any reasonably foreseeable outcome related to these matters. Included in other accrued
labilities at December 31, 2007 is $24.6 million in reserves that we have provided for these matters (including
estimates related to possible interest and penalties) in accordance with Financial Accounting Standards Board
Interpretation No. 48 (FIN 48), “Accounting for Uncertainty in Income Taxes.” We evaluate our tax
positions using the recognition threshold and measurement attribute in accordance with FIN 48. From time to
lime, we engage in transactions in which the tax consequences may be subject to uncertainty. Examples of such
transacticns include business acquisitions and disposals, including consideration paid or received in connection
with such transactions. Significant judgment is required in assessing and estimating the tax consequences of these
transactions. We determine whether it is more-likely-than-not that a tax position will be sustained upon
examination, including resolution of any related appeals or litigation processes, based on the technical merits of
the position. In evaluating whether a tax position has met the more-likely-than-not recognition threshold, we
presume that the position will be examined by the appropriate taxing authority that has full knowledge of all
relevant information. A tax position that meets the more-likely-than-not recognition threshold is measured to
determine the amount of benefit to be recognized in the financial statements. The tax position is measured at the
largest amount of benefit that is greater than 50% likely of being realized upon ultimate settlement.

We adjust our estimates periodically because of ongoing examinations by and settlements with the various
taxing authorities, as well as changes in tax laws, regulations and precedent. The effects on our financial
statements of income tax uncertainties are discussed in Note 7 to our consolidated financial statements. We
believe that adequate accruals have been made for income taxes.

We have $9.8 million in deferred tax assets related to state net operating loss carryforwards that will expire
between 2014 and 2027. Management reviews these carryforward positions, the time remaining untii expiration
and other opportunities to utilize these carryforwards in making an assessment as to whether it is more likely than
not that these carryforwards will be utilized. We have recorded a valuation allowance of $1.3 miilion in 2007
based on our judgment that certain state carryforwards will not be utilized. We have not recorded a valuation
allowance related to our remaining carryforwards because we have concluded it is more likely than not that we
will realize the benefits of the associated deferred tax assets. However, the results of future operations, regulatory
framework of these taxing authorities and other related matters cannot be predicted with certainty, Therefore,
actual utilization of the losses which created these deferred tax assets which differs from the assumptions used in
the development of our judgment could result in a charge that would be materially adverse to our consolidated
operating results. financial position and cash flows.

We accrue for income taxes on a pro-rata basis throughout the year based on the expected year end liability.
These estimates, judgments and assumptions are made quarterly by our management based on available
information and take into consideration estimated income taxes based on prior year income tax returns, changes
in income tax law, our income tax strategies and other factors. If our management receives information which
causes us to change our estimate of the year end liability, the amount of expense or expense reduction required to
be recorded in any particular quarter could be material to our operating results, financial position and cash flows.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measures” (“SFAS 157"). SFAS 157
defines fair value, establishes a framework for measuring fair value and enhances disclosures about fair value
measures required under other accounting pronouncements, but does not change existing guidance as to whether
or not an instrument is carried at fair value. SFAS No. 157 is effective for fiscal years beginning after
November 15, 2007. We are currently reviewing the provisions of SFAS No. 157 to determine the impact on our
consolidated operating results, financial position and cash flows.
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In February 2007, the FASB issued Statements of Financial Accounting Standards (*SFAS™) No. 159, “The
Fair Value Option for Financial Assets and Financial Liabilities”. SFAS No. 159 permits entities to choose to
measure eligible items at fair value at specified election dates and report unrealized gains and losses on items for
which the fair value option has been elected in earnings at each subsequent reporting date. SFAS No. 159 is
effective for fiscal years beginning after November 15, 2007. We are currently reviewing the provisions of SFAS
No. 159 to determine the impact on our consolidated operating results, financial position and cash flows,

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations” {SFAS 141(R})). SFAS
No. 141(R) provides guidance regarding the allocation of purchase price in business combinations, measurement
of assets acquired and liabilities assumed as well as other intangible assets acquired. Also in December 2007, the
FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements” (SFAS 160).
SFAS 160 provides accounting and reporting standards for noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary if certain conditions exist. SFAS 141(R) and SFAS 160 are effective for fiscal
years beginning on or after December 15, 2008. Early adoption is prohibited. We are currently reviewing the
provisions of SFAS 141(R) and SFAS 160 and have not yet determined the impact of these statements on our
consolidated financial statements.

Results of Operations

On July 19, 2006, we issued a press release describing charges recorded during the second quarter of 2006
in connection with the decision to exit certain facility leases and cancel various facility improvement projects,
asset impairments and other asset write-offs, finance chargeback reserves, litigation matters and an adjustment of
certain tax strategies. These charges are discussed in more detail in the respective areas under this heading
“Results of Operations” when discussing results for the year ended December 31, 2006. The amount and location
of the charges in the accompanying consolidated statements of income for the year ended December 31, 2006 are
presented in the following table:

Continuing Operations

Loss from
Finance, Selling, Provision operations
insurance  Cost general and Depreciation for and sale of
and other of administrative and income  discontinued
revenue sales expenses amortization taxes franchises Total
Real estate and other asset
impairments/write-offs and
lease exitcosts . . ............ $04 503 $10.1 $52.1 $— $58 5187
Finance chargeback reserves . . ... 6.2 — — — — — 6.2
Legalaccruals ................ — — [.2 — - 0.5 1.7
Effective income tax rate
adjustment ................. — — — — 1.0 — 1.0
$6.6 $03 $11.3 §21 $1.0 $6.3 $27.6




The following table summarizes the percentages of total revenues represented by certain items reflected in

our Consolidated Statements of Income.

Percentage of Total Revenue

{1) for the Year Ended
December 31,
2005 2006 2007

Revenues:

New vehicles . ... ... e e 614% 613% 60.7%

Usedvehicles. . ... i e 15.5% 16.1% 17.4%

Wholesale vehicles .. . ... .. . e 6.9% 6.2% 5.1%

Parts, service and collisionrepair. . ........... . coii i i 13.8% 14.0% 14.3%

Finance, insurance and other. . ... ... ... ... .. 24% 2.4% 2.5%
TOll TEVENUE . .. .. e 100.0% 100.0% 100.0%
Costof sales (2) ... i 847% 84.6% 84.3%
Gross PIOfI . . . oo e 153% 154% 155%
Selling, general and administrative expenses . ........... .. it ian.. 11.7% 11.8% 11.5%
Depreciation and amortization .. ... ... .. L e 0.3% 0.3% 0.3%
Operating iNCOIMIE . . . ...\ttt et et e e iaeens 33% 33% 3.7%
Interest expense, floorplan . ... ... . . 0.4% 0.8% 0.8%
Interest expense, other, net . .. .. .. . e 0.6% 0.5% 0.5%
Other eXpense, Ml .. ... .. o e e 0.0% 0.0% 0.0%
Income from continuing operations before income taxes ...................... 23% 2.0% 23%
Income tax eXpense .. ... ... e 0.9% 0.8% 1.0%
Income from continuing Operations .. ....... ... cuiuintninnrnnnnniaaeann. 1.4% 1.2% 1.4%

(1) In accordance with the provisions of SFAS No. 144, prior years' income statement data reflects
reclassifications to exclude additional franchises sold, identified for sale or terminated subsequent to
December 31, 2006 which had not been previously included in discontinued operations. See Note 2 to our
accompanying Consolidated Financial Statements, Business Acquisitions and Dispositions, which discusses
these and other factors that affect the comparability of the information for the periods presented.

(2) The cost of sales line item includes the cost of new and used vehicles, vehicle parts and all costs directly

linked to servicing customer vehicles.

During the year ended December 31, 2007, we disposed of 12 franchises, and had approved, but not

completed, the disposition of 20 additional franchises. The results of operations of these dealerships, including
gains or losses on disposition, have been included in discontinued operations on the accompanying Consolidated
Statements of Income for all periods presented. In addition to these dispositions, during the years ended
December 31, 2005 and 2006, we disposed of 22 and 12 franchises, respectively.

Annual “same store” results of operations represent the aggregate of the same store results for each of the
four quarters in that year. Same store results for each quarter include dealerships that were owned and operated
tor the entire quarter in both periods and were classified as continuing operations under SFAS No, 144 at
December 31, 2007. Unless otherwise noted, our discussion of the Results of Operations from “New Vehicles” to
“Gross Profit and Gross Margins” is on a same store basis.

New Vehicles

New vehicle revenues include the sale and lease of new vehicles, as well as the sale of fleet vehicles. New
vehicle revenues are highly dependent on manufacturer incentives, which vary from cash-back incentives to low
interest rate financing. New vehicle revenues are also dependent on manufacturers to provide adequate vehicle
allocations to meet customer demands.




The automobile manufacturing industry is cyclical and historically has experienced periodic downturns
characterized by oversupply and weak demand. As an automotive retailer, we seek to mitigate the effects of this
cyclicality by maintaining a diverse mix of branded dealerships. Our brand diversity allows us to offer a broad
range of products at a wide range of prices from lower priced, or economy vehicles, to luxury vehicles. We
believe that this diversity reduces the risk of changes in customer preferences, product supply shortages and
aging products. For the year ended December 31, 2007, 84.1% of our total new vehicle revenue was generated by
import and luxury dealerships compared to 83.4% for 2006, We expect this trend toward more import and
domestic luxury dealerships to continue. We believe demographic and other trends favor import and luxury
brands and expect our acquisition activity in the future to concentrate primarily, but not completely, on these
brands.

For the Year Ended Units or § % For the Year Ended Units or § %
123172006  12/31/2007  Change Change 12/31/2005 12/31/2006 Change  Change

Total New Vehicle Units

SameStore ................ 154,750 149,929 (4.821) 3.1%) 146,113 149.070 2,957 2.0%
Acquisitions and Other . ... ... 805 4,675 3870 480.7% 486 6,485 5.999 1234.4%
Total as Reported . ... ... .. 155,555 154,604 951 {0.6%) 146,599 155.555 8.956 6.1%

Total New Vehicle Revenues
(in thousands)

Same Store ................ $4874962 $4842793  5(32.169) (0.7%) 34.466,497 $4.637.598 317111 18%
Acquisitions and Other .. .. ... 23,545 213,687 190,142 807.6% 24,340 260,909 236,569 9N.9%
Total as Reported .. .. ..... $4,898,507 $5.056,480 $157.973 3.2% $4,4590,837 $4,898,507  $407.670 9.1%
Total New Vehicle Unit Price
Same Store ................ $ 315502 % 32301 § 799 25% $ 30569 % 31110 0§ 541 1.8%
Total Dealerships as Reported . $ 31491 $ 32706 § 1215 39% $ 30633 0§ 31491 % 858 2.8%

Same store new vehicle revenue and unit sales were negatively impacted by economic sofiness in our
California and Florida markets, where we have a significant number of luxury and import dealerships. These
conditions directly affected the performance of our import stores which underperformed the industry unit volume
increase of 3.0%, while our domestic stores outperformed the industry decrease of 7.1%. Our import dealerships
experienced a decrease of 2,216 units, or 2.0%, while our domestic dealerships experienced a decrease of 2,605
units, or 5.8%. These overall import and domestic same store new vehicle unit decreases can also be attributed to
a decline in new truck and SUV units from 2006 to 2007 of 2,815 units, or 4.2%. Declining truck and SUV sales
resulted from increasing gasoline prices, a downturn in the housing market and other economic uncertainties. OQur
BMW stores realized an increase in unit volume for 2007 of 891 units, or 5.6%. Additionally, our BMW
dealerships posted the largest increase in new SUV unit sales when compared to 2006. Qur Mercedes dealerships
experienced the most significant decline in sales volume among our import stores, decreasing by 360 units, or
4.4%, as compared to 2006. Our GM (excluding Cadillac) dealerships experienced a decline in new retail unit
volume, but strong fleet sales led to an overall improvement in total new unit sales volume. Both our Cadillac
and Ford stores posted decreases in same store new vehicle unit sales decreasing by 1,115 units, or 11.1% and
1,500 units, or 8.8%, respectively.

The increase in our average price per unit in 2007 can be attributed mainly to a larger percentage of our
sales being generated by higher priced luxury vehicles. Many of our import dealerships experienced average
price per unit increases, most notably, Toyota and BMW (up 3.6% and 3.2%, respectively). All of our domestic
dealerships experienced average price per unit increases. Our Ford dealerships experienced the most significant
improvement in sales price per unit of our domestic stores, increasing by $723, or 2.9%, during 2007.

During 2006, our increase in same store new vehicle unit sales was driven entirely by our import
dealerships, which experienced an increase of 2,989 units, or 2.9%, while our domestic dealerships experienced a
decrease of 32 units, or 0.1%, as compared to 2005. This is compared to an industry increase in unit sales at
import dealerships of 4.8%, and a decrease in the industry domestic unit sales of 8.1%. Qur top performing
import brands for 2006 were Toyota and Mercedes, which posted increases of 3,654 units, or 16.7%, and 435
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units, or 8.8%, respectively. These increases can be attributed to the introduction of new models, in addition to
new body styling and design on existing models. Additionally, our BMW stores posted a 2.3% revenue increase
despite a slight decline in unit volume. Qur Honda dealerships experienced the most significant decline in sales
volume among our import stores, decreasing by 648 units, or 2.1%, as compared to 2005. Our top performing
domestic brand was Ford, which posted an increase of 325 units, or 1.9%. Our GM (excluding Cadillac)
dealerships experienced a decline in new retail unit volume of 960 units, or 7.2%, but strong fleet sales with an
increase of 709 units, or 15.8%, helped to offset that decline. Additionally, our Cadillac stores posted an
improvement in fleet sales of 108 units, or 27.2%, which offset the domestic decline in new unit volume. Many
of our import dealerships experienced average price per unit increases, most notably being Mercedes, BMW and
Honda (up 5.5%, 3.1% and 2.5%, respectively). On the domestic side, our Ford and Cadillac dealerships
experienced the most significant increases in average sales price per unit (up 3.5% and 2.9%, respectively). The
increases at these dealerships can be attributed to both the various pricing strategies put in place by Ford and GM
during 2005, which lowered 2005 pricing, and a shift from car sales 1o truck and SUV sales during 2006.

Used Vehicles

Used vehicle revenues are directly affected by the level of manufacturer incentives on new vehicles, the
number and quality of trade-ins and lease turn-ins and the availability of consumer credit. In addition, various
manufacturers provide franchised dealers the opportunity to “certify” pre-owned vehicles based on critena
established by the manufacturer, This certification process extends the standard manufacturer warranty. On a
continuing operations basis, our sales of CPO vehicles increased slightly in 2007 to 34.7% of total used vehicle
units from 34.6% in 2006. Our sales of non-CPO used vehicles experienced an increase of 3,454 units or 7.9%
during 2007. These increases were partially due to an increased focus on used cars, the continued implementation
of a standardized merchandising process that includes the retailing of “value” used vehicles, along with an
improved inventory management system at a number of our stores. Additionally, industry pricing improvements
affected the value of used vehicles, as the Manheim Used Vehicle Value Index increased 0.4% from December
2006 to December 2007.

For the Year Ended Units or $ % For the Year Ended Units or § %
12/31/2006 12/31/2007 Change  Change 12/31/2005 12/31/2006 Change Change

Total Used Vehicle Units

Same Store ................ 66,438 70,363 3,925 5.9% 61,233 64,271 3,038 5.0%
Acquisitions and Other .. ... .. 289 1,780 1,491 515.9% 120 2,456 2336 1946.7%
Total as Reported ......... 66,727 72,143 5416 8.1% 61,353 66,727 5.374 8.83%

Total Used Vehicle Revenues
{in thousands}

Same Store ................ $1,276.531 $1.401,589  $125,058 9.8% $1,131.805 $1,221.411 $ 89,606 71.9%
Acquisitions and Other . ...... 5,356 479438 42,592 795.2% 4,068 60.476 56408  1336.6%
Total as Reported ......... $1281.887 51449537 §167.650 13.1% $1,135873 $1,281,887 $146,014 12.9%
Total Used Vehicle Unit Price
SameStore ....... ... 0. $ 19214 § 19919 § 705 317% 3% 18484 § 19004 § 520 2.8%
Total Dealerships as
Reported ................ $ 19211 § 20093 § 882 46% % 18514 & 19211 § 697 3.8%

In 2007, the overall increase in average used price per unit of 3.7% when compared to 2006 can be mainly
attributed to a continuing shift in our dealership mix towards more import and luxury dealerships (which tend to
retail higher priced used vehicles). Our import dealerships posted an increase in used unit volume of 4,100, or
9.3%. Our BMW and Mercedes stores posted the most significant increases in used unit volume, 24.1% and
14.2%, respectively. Our Cadillac stores posted the only increase in used unit volume among our domestic
brands. Qur Ford and GM (excluding Cadillac) stores posted small declines in used unit volume of 1.9% and
1.8%, respectively.




During 2006, our import dealerships contributed to the overall improvement in used unit volume by posting
an increase of 2,601 units, or 6.6%, when compared to 2005. Of our import stores, BMW, Mercedes and Toyota
posted the most significant increases in used unit volume. Our domestic dealerships also posted an improvement
in used unit sales volume, increasing by 437 units, or 2.0%. Cadillac was the largest contributor to the domestic
increase in unit volume. )

Wholesale Vehicles

Wholesale vehicle revenues are highly correlated with new and used vehicle retail sales and the associated
trade-in volume. Wholesale revenues are also significantly affected by our corporate inventory management
policies, which are designed to optimize our total used vehicle inventory.

For the Year Ended Units or $ % For the Year Ended Units or § %
123172006  12/3172007 Change Change 12/31/2005 12/31/2006 Change  Change

Total Wholesale Vehicle Units

Same Store ............... 51,114 44,731 (6,383) (12.5%) 53.139 49,546 (3,593) (6.8%)
Acquisitions and Other . ... .. 2,644 2814 170 6.4% 2,969 4,212 1,243 41.9%
Total as Reported ........ 53.758 47,545 (6,213} (11.6%) 56,108 53,758 (2,350) (4.2%)

Total Wholesale Vehicle
Revenues {in thousands)

Same Store .. ... ... ... .. $460,583 $391.876 $(68,707) (14.9%) $469,574 $441,119 $(28,455) (6.1%)
Acquisitions and Other ... ... 35948 36,253 305 0.8% 33,947 55412 21,465 63.2%
Total as Reported ........ $496,531 $428.129 $(68,402) (13.8%) $503.521 $496.531 $ (6,990 (1.4%)
Total Wholesale Unit Price
Same Store .. ...l $ 901 $ 8,761 $ (2500 (28%) $ 8837 $ 8903 $ 66 0.7%
Total Dealerships as
Reported ............... $ 9236 $ 9.005 $ (23D (25%) $ 8974 $ 9236 $ 262 2.9%

Lower wholesale vehicle revenues realized during 2007 were driven by a decline in wholesale unit sales
coupled with a decrease in average wholesale price per unit. The decrease in unit volume can be primarily
attributed 1o our increased focus on retail used vehicles (see “Used Vehicles” above). The wholesale price per
unit decrease can also be attributed to the merchandising process. This process allowed us to retail vehicles that
historically would have had a positive effect on our wholesale per unit price.

During 2006, the decline in wholesale unit volume can be mainly attributed to the beginning of the
implementation of our merchandising and inventory management process related to used vehicles. We believe
this improved process allowed us to retail used vehicles we historically would have disposed of through the
wholesale market.

Parts, Service and Collision Repair (“Fixed Operations”)

Same store revenue from these items was as follows (amounts in thousands):

For the Year Ended o For the Year Ended $ %
12/31/2006  12/31/2007 Change Change 123172005 12/31/2006 Change Change
Parts . ... $ 594,892 % 606968 $12.076 20% § 546359 § 557099 510,740 2.0%
Service ... i e 454,134 472,851 18,717 4.1% § 397928 § 423500 25,572 6.4%
Collision repait ............ovant. 60,482 63.202 2,720 45% % 57518 § 57651 133 0.2%
Same Store .. ...l $1,109,508  $1,143,021 $33.513 30% $1,001.805 $1,038250 $36.445 3.6%

Parts and service revenue consists of customer requested repairs (“customer pay’), warranty repairs, retail
parts, wholesale parts and collision repairs. Parts and service revenue is driven by the mix of warranty repairs
versus customer pay repairs, available service capacity, vehicle quality, customer loyalty and manufacturer
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warranty programs. During 2007, 18.1% of our service and parts revenue was generated by warranty repairs and
46.0% by customer pay repairs compared to 19.4% by warranty repairs and 44.6% by customer pay repairs in
2006,

We believe that over time, vehicle quality will improve, but vehicle complexity will offset any revenue lost
from improvement in vehicle quality. We also believe that we have the ability, through our access 10 capital, to
continue 1o add service capacity and increase revenues. During 2007, we added 46 service stalls, or 1.3%, to our
overall stall capacity. In addition, manufacturers continue to extend new vehicle warranty periods and have also
begun to include regular maintenance items in the warranty coverage. These factors, combined with the extended
manufacturer warranties on CPO vehicles (see the discussion in “Business—Business Strategy—Certified
Pre-Owned Vehicles” above}, should facilitate continued growth in our service and parts business.

Parts revenue is driven by the mix of warranty repairs versus customer pay repairs as prices for warranty
parts are established by the manufacturer. We believe that long-term trends in retail parts sales will be affected
by the same trends as discussed above for service (additional capacity, customer satisfaction, etc.),

As of December 31, 2007, we operated 34 collision repair centers. Collision revenues are heavily impacted
by trends in the automotive insurance industry. The 4.5% increase in collision repair revenues during 2007 versus
2006 was driven by an increase in repair order volume. Collision repair revenues remained flat during 2006, as
compared to 2005,

For the Year Ended o For the Year Ended $ %
12312006 123172007 Change Change 12/31/2005 12/31/2006 Change Change

Total Parts, Service and Collision
Repair (in thousands)

Same Store .. ..o $1,109,508 $1,143,021 $33.513 Jo0% $1.001.805 $1.038250 3§ 36445 1.6%
Acquisitions and Other ......... 8.858 48,326 39468  445.6% 6.701 80,116 73415 1095.6%
Total as Reported .. .......... $1.118366  $1,191.347 $72,981 6.5% 31008506 31.118,366 $109.860 10.9%

Same store fixed operations revenues increased during 2007 compared to 2006, primarily due to the
performance of our import dealerships (up $34.8 million, or 4.3%) outpacing decreases in our domestic
dealerships (down $3.2 million, or 1.1%). Excluding the effect of one additional selling day in 2007 versus 2006,
our same store fixed operations revenues increased $29.0 million, or 2.6%. Our BMW dealerships experienced
significant increases in fixed operations revenues, increasing by $26.4 million, or 12.9%, compared to 2006 as a
resuit of BMW's vehicle maintenance programs and strong same store new vehicle sales. Customer pay sales at
our import dealerships increased $30.1 million, or 8.7%. The customer pay import increases were partially offset
by decreases in warranty sales of $7.9 million, or 4.6%. Qur Mercedes dealerships experienced significant
decreases in warranty sales, $9.0, or 23.3%, related to a change in their warranty program and a large number of
recalls in the prior year. Our Cadillac dealerships experienced significant decreases in fixed operations revenues,
decreasing by $3.8 million, or 3.0%, compared to 2006. Customer pay sales at our domestic dealerships
decreased $1.1 million, or 0.8%, driven by a decrease in our Cadillac stores of $2.0 million, or 3.0%, as
compared to 2006.

Same store fixed operations revenues increased during 2006 compared to 2005, primarily due to the
performance of our import dealerships (up $55.7 million, or 8.2%) outpacing decreases in our domestic
dealerships (down $20.3 million, or 6.5%). Customer pay sales at our import dealerships increased $42.1 million,
or 13.8%. Our BMW dealerships experienced significant increases in fixed operations revenues, increasing by
$22.3 million, or 12.3%, compared to 2005 as a result of BMW’s vehicle maintenance programs and strong same
store new vehicle sales. These import increases were partially offset by decreases of $20.3 million, or 6.5%, at
our domestic dealerships. Warranty sales declines of $7.0 million, or 14.09%, were offset by an increase in
customer pay of 3$0.9 million, or 0.6%, at our domestic stores. Qur GM and Cadillac dealerships, which
decreased $16.9 million, or 13.6%, and $4.9 million, or 3.9%, respectively, as compared to 2005 contributed to
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lower domestic sales. The declines in our GM dealerships were primarily caused by a decrease in warranty repair
services and wholesale parts sales of $23.7 million, or 27.7%. Warranty sales at our Cadillac stores experienced
declines of $3.6 million, or 14.2%, as compared to 2005,

Finance, Insurance and Other

Finance, insurance and other revenues include commissions for arranging vehicle financing and insurance,
sales of third-party extended service contracts for vehicles and other aftermarket products. In connection with
vehicle financing, service contracts, other aftermarket products and insurance contracts, we receive commissions
from the providers for originating contracts.

Rate spread is another term for the commission earned by our dealerships for arranging vehicle financing for
consumers. The amount of the commission could be zero, a flat fee or an actual spread between the interest rate
charged to the consumer and the interest rate provided by the direct financing source (bank, credit union or
manufacturers’ captive finance company). We have established caps on the potential rate spread our dealerships
can earn with all finance sources. We believe the rate spread we earn for arranging financing represents value to
the consumer in numerous ways, including the following:

+  Lower cost, below-market financing is often available only from the manufacturers’ captives and
franchised dealers;

= Lease-financing alternatives are largely available only from manufacturers’ captives or other indirect
lenders;

»  Customers with substandard credit frequently do not have direct access to potential sources of
sub-prime financing; and

*  Customers with significant “negative equity” in their current vehicle (i.e., the customer’s current
vehicle is worth less than the balance of their vehicle loan or lease obligation) frequently are unable to
pay off the loan on their current vehicle and finance the purchase or lease of a replacement new or used
vehicle without the assistance of a franchised dealer.

Finance, insurance and other revenues are driven by the level of new and used vehicle unit sales,
manufacturer financing or leasing incentives and our F&I penetration rate. The F&I penetration rate represents
the percentage of vehicle sales on which we are able 10 originate financing or sell extended service contracts,
other aftermarket products or insurance contracts, Qur finance penetration rate remained relatively flat at 67.4%
in 2007. Our extended service contract penetration rate decreased to 33.0% in 2007 from 34.0% in 2006. We
expect our F&I penetration rate to increase over time as we continue to emphasize the use of menu selling
techniques.

For the Year Ended % For the Year Ended 7
12312006 1273172007 Change Change 123172005 12/31/2006 Change Change

Total Finance, Insurance and Other
Revenue (in thousands)

Same Swore . ... $186.411 $203,327 316916 9.1% 3175175 $179,807 $4,632 2.6%
Acquisitions and Other .......... 3,377 8.113 4,736 140.2% 4,888 9,981 5,093 104.2%
Total as Reported .. ........... $189,788 $211.440  $21.652 114%  $180.063 $189,788 $9.725 5.4%
Total F&I per Unit (excluding fleet)
SameStore .. ..o $ 907 $ 995 § 88 97% § 907 $ 99 5 2 0.2%
Total Dealerships as Reported . . . . . $ 918 $ 1004 5 86 94% $ 929 $ 918 3 (1.2%)

Same store finance, insurance and other revenues increased during 2007 when compared to 2006 despite
static retail vehicle unit sales volume. The increase is primarily due to higher F&I penetration rates. Qur import
dealerships reported an increase of revenues of $14.0 million, or 10.6%, primarily due to revenue increases in our
BMW, Toyota, and Mercedes dealerships of $6.2 million, or 28.3%, $2.3 million, or 8.3%, and $1.3 million, or
10.4%, respectively. Qur domestic stores also experienced increases in revenues of $2.9 million, or 5.4%. The
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increase was led by our General Motors stores of $2.0 million, or 7.8%. Included in finance, insurance and other
revenue for the year ended December 31, 2006 is a $6.2 million charge related to an increase in our allowance for
estimated finance chargebacks. Excluding the effect of this charge, finance, insurance, and other revenue in the
year ended December 31, 2007 would have increased 7.9%,

Same store finance, insurance, and other revenues increased slightly in 2006 compared to 2005 due to a
2.4% increase retail unit sales volume. The increase in revenues was primarily attributed to our import stores
with an increase of $4.1 million, or 3.4% over 2005. Qur Toyota and Mercedes dealerships led the improvement
in revenues with increases of $3.0 million, or 12.4%, and $1.0 million, or 14.6%, respectively. Our domestic
stores also experienced a slight increase in revenues of $0.5 million, or 0.9%. The increase was led by our
General Motors stores of $0.3 million, or 1.3%. The domestic increase was partially offset by our Ford stores,
which experienced decreases of $0.1 million, or 0.4%. Excluding the effect of the $6.2 million charge related to
an increase in our allowance for estimated finance chargebacks charge for the year ended December 31, 2006,
finance, insurance, and other revenue in the year ended December 31, 2006 would have increased 8.8%.

Gross Profit and Gross Margins

Our overall gross profit and gross margin {gross profit as a percentage of revenues) generally vary
depending on changes in our revenue mix. Although sales of new vehicles comprise the majority of our total
revenues, new vehicles generally carry the lowest margin rate of any product or service we offer. As a result,
sales of new vehicles comprise a relatively small portion of total gross profits. Retail sales of used vehicles
generally carry a slightly higher gross margin rate than new vehicles. Parts, service and collision repair carry a
much higher gross margin rate than vehicle sales. Brand mix also has an impact on the gross margins that we
realize. Historically, our import and luxury brands generally provide higher margins than our domestic brands.
As we continue to acquire more import and luxury dealerships, we would expect our gross margins to increase.
Our same store revenue mix is shown in the following table:

Basis A Basis
For the Year Ended Point For the Year Ended Point

123172006 12312007 Change 12/31/2005 12/3172006 Change

Revenues as a Percentage of Total Revenues

NewVehicles ... i e 61.6% 60.7% {90) 61.7% 61.7% 0

UsedVehicles ............. .. ... ... ... .. ... 16.1% 17.6% 150 15.6% 16.2% 60

Wholesale Vehicles ......... ... ... ... .o . 5.8% 4,9% {90) 6.5% 5.9% (60)

Fixed Operations ............ ... .. ...oiiiiin.in. 14.1% 14.3% 20 13.8% 13.8% 0

Finance. Insurance and Other ...................0.Ws 2.4% 2.5% 10 2.4% 24% 0
Same Store .. ... e e 100.0% 100.0% 100.0% 100.0%

For the Year Ended % For the Year Ended $ o
12/31/2006  12/31/2007 Change Change 12/31/2005 12/31/2006  Change Change

Total Gross Profit (in thousands)

SameStore ...l $1.217.803  $1.238811  $21,008 1.7% $1,106906 $1,154.886 & 47,980 4.3%
Acquisitions and Other .. ...._.. 10,488 52,774 42286 403.2% 10,265 73405 63,140  615.1%
Total as Reported ............ $1.228,291  $1.291,585 $63.294 52% S$1.117.171  $1,228,291 $111.120 9.9%

The overall gross margin rates on our various revenue lines on a same store basis were as follows:

For the Year Ended II;];S:: For the Year Ended gﬁf,'.ﬁ
12/3172006  12/31/2007 Change 12/31/2005 12/31/2006 Change

New vehicles ... e 7.3% 6.9% (40) 7.4% 7.4% V]
Used vehicles . ...t 9.7% 9.1% (60) 10.1% 9.3% (30)
Wholesale vehicles .. ...... ... ... . ... ... .. ... ..., (1.19%) (1.2%) (10) {0.5%) {1.1%) (60}
Parts, service and collision repair .. .................. .. 501% 50.5% 40 49.0% 50.0% 100
Finance and insurance . ...... . ... .. ... .. ... . eiuia., 100.0% 100.0% 0 100.0% 100.0% 0
Overall grossmargin .............. .. .o 15.4% 15.5% 10 15.3% 15.4% 10
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The 40 basis point decrease in the new vehicle gross margin can be attributed to weakening economic and
market conditions. The 60 basis points decrease in used vehicle gross margin in 2007 is also the result of soft
market conditions and the result of the continuing shift in our dealership mix towards more luxury and import
dealerships (which tend to have lower gross margin rates for used vehicles than domestic brands). Our luxury
dealerships posted the largest increase in fixed operations gross margin percentages, increasing by 50 basis points
in 2007. This increase is primarily the result of a shift toward a higher proportion of sales resulting from
customer pay transactions and away from warranty transactions,

Our same store gross margin percentage was relatively flat in 2006, when compared to 2005. Gross margin
improvements experienced in fixed operations were offset by declines in both the used and wholesale vehicle
gross margin percentages. Our Toyota dealerships posted the most significant increase in fixed operations gross
margin percentage among our import dealerships, improving by 130 basis points. In addition, the majority of our
domestic dealerships contributed to the fixed operations increase. Specifically, our GM (excluding Cadillac),
Ford and Cadillac dealerships experienced fixed operations margin increases of 460 basis points, 40 basis points
and 40 basis points, respectively, when compared to 2005.

Selling, General and Administrative Expenses

Selling, general and administrative {“SG&A”) expenses are comprised of four major groups: compensation
expense, advertising expense, rent and rent rélated expense, and other expense. Compensation expense primarily
relates to dealership personnel who are paid a commission or a modest salary plus commission (which typically
vary depending on gross profits realized) and support personnel who are paid a fixed salary. Due to the salary
component for certain dealership and corporate personnel, gross profits and compensation expense are not 100%
correlated. Advertising expense and other expenses vary based on the level of actual or anticipated business
activity and number of dealerships owned. Rent and rent related expense typically varies with the number of
dealerships owned, investments made for facility improvements and interest rates. Although not completely
correlated, we believe the best way to measure SG&A expenses is as a percentage of gross profit.

2007 Compared to 2006

Total SG&A expenses increased $24.8 million, or 2.6%, in 2007 compared to 2006. As a percentage of
gross profit, reported SG&A expenses decreased by 190 basis points, from 76.8% in 2006 to 74.9% in 2007.
Totat SG&A expenses in 2006 include charges totaling $11.4 million and primarity retate to asset impairments,
lease exit charges and legal charges. Absent these charges, and others that affected 2006 gross profit in the
amount of $6.9 million, SG&A expenses as a percentage of gross profit in 2006 would have been 75.4% for the
year ended December 31, 2006. The 50 basis point decrease in the 2007 ratio compared to the adjusted 2006 ratio
is primarily attributed to higher gross profit dollars in 2007 and reductions in employee compensation costs
slightly offset by higher rent expenses.

In 2007, tota! reported compensation expense increased by $5.4 million, or 1.0%, when compared to 2006.
As a percentage of gross profit, total compensation expense improved by 180 basis points to 42.2% in 2007 from
44.0% in 2006. The favorable decrease as a percentage of gross profit was partially the result of revenue and
gross profit mix shifting more toward fixed operations where the percentage of compensation refated to gross
profit is typically lower than other revenue categories. Absent the 2006 charges discussed above, compensation
expense as a percentage of gross profit would have been 43.7% in 2006.

Advertising expense increased $4.4 million, or 6.9%, in 2007, as compared to 2006. As a percentage of
gross profit, advertising expense increased by 10 basis points to 5.3% in 2007 from 5.2% in 2006. Advertising
costs are unfavorable versus prior year due to lower rebates and credits received and higher internet advertising
expenses. Absent the 2006 charges discussed above, advertising expense as a percentage of gross profit would
have been 5.1% in 2006,
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Rent and rent related expenses increased $8.8 million, or 6.2%, in 2007, compared to 2006. Acquisitions
contributed $4.4 million of the overall increase. As a percentage of gross profit, rent and rent related expenses
increased by 20 basis points to 11.8% in 2007 from 11.6% in 2006. In 2006, we recorded a charge of $2.0 million
related to lease exit expenses. Absent this charge, and others that affected gross profit in the second quarter of
2006 in the amount of $6.9 million, rent and rent related expenses as a percentage of gross profit would have
been 11.4% in 2006. Overall 2007 rent and rent related expense increased 40 basis points compared to the
adjusted 2006 ratio due to rent increases, acquisitions, facilities improvements and higher maintenance costs.

Other SG&A expenses increased $6.2 million, or 3.1%, in 2007, as compared to 2006, due to increases in
service loaner, credit card fees, delivery costs and bad debt expense. Absent the 2006 charges described above,
other SG&A expenses as a percentage of gross profit in 2006 would have increased 60 basis points in 2007, from
15.1% in 2006 to 15.7% in 2007.

2006 Compuared to 2005

In 2006, total SG&A expenses increased $90.2 million, or 10.6%, compared to 2005. As a percentage of
gross profit, reported 2006 SG&A expense increased by 50 basis points, from 76.3% in 2005 10 76.8% in 2006.
These increases, both the dollar increase and the increase as a percentage of gross profits, can be attributed to
current year acquisitions, charges recorded during 2006 discussed above, and the effect of a $3.0 million
favorable legal settlement in 2005. Acquisitions in 2006 contributed $39.0 million to the year over year dollar
increase. Absent the 2006 charges discussed above, SG&A expenses as a percentage of gross profit in 2006
would have decreased by 90 basis points from 76.3% in 2005 to 75.4% in 2006.

Total reported compensation expense increased $40.7 miltion, or 8.1%, in 2006, as compared to 2005 due to
acquisitions and higher gross profit levels. However, as a percentage of gross profit, total compensation expense
improved by 70 basis points to 44.0% in 2006 from 44.7% in 2005. Absent the 2006 charges discussed above,
compensation expense as a percentage of gross profit would have improved 100 basis points to 43.7% in 2006
compared to 44.7% in 2005.

In 2006, advertising expense increased $4.8 million, or 8.1%, improving by 10 basis points as a percentage
of gross profit when compared to 2005. Approximately $3.3 million of the increase in 2006 was related to
acquisitions and the remaining increase is attributed to our targeted approach to allocate advertising dollars to
certain brands in key markets. Absent the 2006 charges discussed above, 2006 advertising expense as a
percentage of gross profit would have improved by 20 basis points to 5.1% compared to 5.3% in 2003,

In 2006, rent and rent related expenses increased $22.3 million, or 18.4%, as compared to 2005. As a
percentage of gross profit, rent and rent related expenses increased by 80 basis points to 11.6% in 2006 from
10.8% in 2005. Acquisitions contributed $5.9 million to the increase in 2006 compared to 2003. We also
experienced rent increases as a result of the completion of facility improvement projects and the resulting sale-
leaseback of these facilities, the effect of rising interest rates on our variable rate leases and the establishment of
lease exit accruals., Absent the 2006 charges discussed above, rent and rent related expenses as a percentage of
gross profit would have increased 60 basis points to 11.4% in 2006 compared to 10.8% in 2005.

Other SG&A expenses increased $22.4 million, or 12.9%, in 2006, as compared to 2005. Acquisitions
accounted for approximately $9.3 million of the increase. The remaining increase is primarily attributed to higher
service loaner expense, data processing, legal expenses and impairment charges.

Depreciation and Amortization

Depreciation expense increased $4.1 million, or 17.5%, in 2007 compared to 2006. This increase was due
primarily to an $69.7 million increase in gross property and equipment related to continuing operations, excluding
land and construction in progress. The increase in depreciable property was due to dealership acquisitions, facility
projects on existing dealerships and the result of our strategy to own more of our dealership properties.
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Depreciation expense increased $4.5 million, or 24.0%, in 2006 compared to 2005. This increase was due
primarily to a $72.1 million increase in gross property and equipment related to continuing operations, excluding
land and construction in progress, as well as an adjustment to depreciation expense of $2.1 million which was
recorded in the second quarter of 2006. This adjustment was related to the reclassification of certain assets from
other current assets—construction in progress to depreciable property and equipment based on strategic capital
decisions which resulted in decisions not to sell these assets.

Interest Expense, Floor Plan

Interest expense, floor plan for new vehicles increased $6.7 million, or 12.3%, in 2007 compared to 2006.
The average new vehicle floor plan interest rate related to new vehicles incurred by continuing dealerships was
6.3% for the year ended December 31, 2007, compared to 5.9% for the year ended December 31, 2006, which
increased interest expense by approximately $3.8 million. In addition, during 2007 the average floor plan balance
for new vehicles increased by $46.2 million, resulting in an increase in expense of approximately $2.9 million.
Approximately $29.1 million of the increase in the average floor plan balance for new vehicles was due to
additional dealerships we acquired in 2007. The average floor plan balance for new vehicles also increased due 10
an increase in the average price of vehicles due to general trends in the industry and our continued focus on
luxury vehicles.

Interest expense, floor plan for used vehicles increased $1.3 million, or 27.6%, in 2007 compared to 2006,
The increase was due primarily to an increase in the average floor plan balance for used vehicles of
$20.6 million.

Interest expense, floor plan for new vehicles increased $19.1 million, or 53.9%, in 2006 compared to 2003.
The average floor plan interest rate for new vehicles incurred by continuing dealerships was 5.9% for the year
ended December 31, 2006, compared to 4.3% for the year ended December 31, 2005, which increased interest
expense by approximately $13.4 million. In addition to this, during 2006 the average floor plan balance for new
vehicles increased $96.7 million which resulted in an increase in expense of approximately $5.7 million.
Approximately $22.0 million of the increase in the average new vehicle floor plan balance was due to additional
dealerships we acquired in 2006.

Interest expense, floor plan for used vehicles increased expense in 2006 compared to 2005 by $4.9 million.
The floor plan interest expense associated with used vehicles was the result of borrowings under the 2006 Used
Vehicle Floor Plan Sub-Facility (see Note 6 in the accompanying Consolidated Financial Statements). The
average balance of the Used Vehicle Floor Plan Sub-Facility was $101.0 million in 2006 and bore an interest rate
of between 5.7% and 6.5%.

Qur floor plan expenses related to new vehicles are pantially offset by amounts received from manufacturers
in the form of floor plan assistance. These payments are credited against our cost of sales upon the sale of the
vehicle. For franchises classified as continuing operations, our floor plan interest expense exceeded the amounts
we recognized in our Consolidated Income Statements from floor plan assistance by approximately $1.8 million,
$22.6 million and $30.9 million in 2005, 2006 and 2007, respectively. As we continue to adjust our portfolio of
brands to more luxury and import franchises, we expect the difference between floor plan interest expense
incurred and floor plan assistance received to widen as import and luxury manufacturers provide a smaller level
of floor plan assistance than domestic manufacturers.

Interest Expense, Other, Net

During 2007, we entered into interest rate swap agreements (the “Fixed Swaps”) to effectively convert a
portion of our LIBOR-based variable rate debt to a fixed rate, in order to reduce our exposure to market risks
from fluctuations in interest rates. The Fixed Swaps have been designated and qualify as cash flow hedges and,
as a result, changes in the fair value of the Fixed Swaps will be recorded in other comprehensive (loss)/income,
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net of related income taxes in the Consolidated Statements of Stockholders’ Equity. The benefit realized (the
difference between interest paid and interest received) was $0.5 million in 2007 and is included in interest
expense, other, net in the accompanying Consolidated Statements of [ncome.

In order to reduce our exposure to market risks from fluctuations in interest rates, we had an interest rate
swap agreement to effectively convert a portion of our LIBOR-based variable rate debt to a fixed rate which
matured on June 6, 2006 and had a notional principal of $100.0 million. Under the terms of the swap agreement,
we received interest payments on the notional amount at a rate equal to the one month LIBOR rate, and made
interest payments at a fixed rate of 4.50%. The incrementa! expense incurred (the difference between interest
paid and interest received) was $1.2 million and $0.1 million in 2005 and 2006, respectively, and is included in
interest expense, other, net in the accompanying Consolidated Statements of Income,

In 2003, we entered into five separate interest rate swaps totaling $150.0 million {collectively, the “Old
Variable Swaps”) to effectively convert a portion of our fixed rate debt to a LIBOR-based variable rate debt.
Under the Old Variable Swaps’ agreements, we received 8.625% on the respective notional amounts and paid
interest payments on the respective notional amounts at a rate equal to the six month LIBOR in arrears (as
determined on February 15 and August 15 of each year) plus a spread ranging from 3.50% to 3.84% with a
weighted average spread of 3.64%. In the second quarter of 2005, we canceled all of the Old Variahle Swaps.
The Old Variable Swaps had a collective mark-to-market of $0.4 million at cancellation. In connection with this
cancellation, we entered into five separate new interest rate swaps with identical terms to the Old Variable Swaps
excepl that we pay a variable rate equal to the fixed six month LIBOR rate which will be fixed on February 15
and August i5 of each year plus a spread ranging from 3.825% 1o 3.85% (with a weighted average spread of
3.83%) (collectively, the “New Variable Swaps”). The benefit realized (the difference between interest paid and
interest received) as a result of the Old and New Variable Swaps was $1.5 million in 2005, and an expense of
$0.4 miilion and $1.3 million in 2006 and 2007 respeciively. The incremental expenses/benefits of the Oid and
New Variable swaps are included in interest expense, other, net in the accompanying Consolidated Statements of
Income.

Changes in other interest expense are summarized in the schedule below:

2006 2007

Increase/(Decrease) Increase/(Decrease)
in Interest Expense  in Interest Expense

(in millions) (in millions}
Interest rates—
« Changes in the average interest rate on the revolving facilities
(5.94% in 2005, 6.81% in 2006 and 7.28% in 2007) ........... $22 $(0.4)
* Rate spread benefit due to repayment of revolving credit facilities
with proceeds from 4.25% Convertible Notes issuance ........, (1.4) —
Debt balances—
* Increase/(Decrease) indebtbalances . ...................... (3.6) 2.8)
Other factors—
= Decrease/(increase) in capitalized interest ................... (1.3) 1.2
* Incremental interest savings related to variable to fixed
TALE SWADS . oottt it e (1.3 0.4)
* Incremental interest expense related to the Old and New
Variable Swaps ...... ... .. .. 1.9 0.9
» Interest allocation to discontinued operations .. ............... 0.8 0.5
« Increase in otherexpense, net .. ... ... ... ... ... . ieiiurr-n. 0.3 0.3
$2.4) $0.1
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Other Income/Expense, Net

Other income/expense decreased approximately $0.7 million in 2007 compared to 2006 and increased
approximately $0.6 million in 2006 compared to 2005 due mostly to fees incurred in 2006 related to the
termination of the 2001 Revolving Credit Facility, as amended.

Provision for Income Taxes

The effective tax rate from continuing operations was 39.3% in 2007, 40.4% in 2006 and 37.1% in 2005
Changes in the effective tax rate between years were primarily the result of the distribution of taxable income
between states. We expect the effective tax rate in future periods to fatl within a range of 39% to 41%.

Liguidity and Capital Resources

We require cash to finance acquisitions and fund debt service and working capital requirements. We rely on
cash flows from operations, borrowings under our 2006 Credit Facility and offerings of debt and equity securities
to meet these requirements.

Because the majority of cur consolidated assets are held by our dealership subsidiaries, the majerity of our
cash flows from operations are generated by these subsidiaries. As a result, our cash flows and ability to service
debt depends to a substantial degree on the results of operations of these subsidiaries and their ability to provide
us with cash based on their ability to generate cash. Uncertainties in the economic environment may therefore
affect our overall liquidity.

A significant portion of our cash flow is used to fund dealership acquisitions. Following is a summary of
acquisition activity in recent years:

Cash Portion of
Subsequent Year Purchase Price
Year of Acquisition Revenues (net of cash acquired)
(in millions)
2004 L e e 589.4 268.7
2005 . e e 448.9 138.8
2006 .. e e 231.0 1104
2007 e e 475.0 (a) 212.5

{a) Revenues are estimated

We believe it prudent over time to maintain our long-term-debt to total capital ratio, net of cash and cash
equivalents (the “Debt te Capital Ratio”) at between 35% and 40%. At December 31, 2007, our Debt to Capital
Ratio was 42.4%. The increase of our Debt to Capital Ratio in the current year from 39.4% in the prior year is
primarily due to borrowings related to current year acquisitions, stock repurchases and the strategic decision to
own mortgaged dealership properties rather than enter into long-term operating leases. Without the effect of the
new mortgages entered into in 2007 (discussed below), our Debt to Capital Ratio at December 31, 2007 would
have been 40.7%. Depending on the timing of dealership acquisitions, our Debt to Capital ratio may fall outside
our targeted range.

Our long-term debt structure consists of the 2006 Credit Facility due in 2010 and various senior
subordinated notes due or redeemable in 2009, 2010, 2013 and 2015, notes payable to a finance company and
mortgage notes. These are discussed in more detail below. We believe the combination of cash flows from
operations, floor plan facilities, the availability under our 2006 Credit Facility (approximately $205.2 million was
available under the 2006 Revolving Credit Sub-Facility at December 31, 2007) and our ability to raise funds in
the public capital markets are sufficient to fund both our working capital needs and the targeted acquisition level
discussed above.
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Long-Term Debt and Credit Facilities
2006 Credit Facility

On February 17, 2006, we entered into a new four-year syndicated credit facility (the “2006 Credit
Facility”) with 14 financial institutions, including three manufacturer-affiliated finance companies, providing for
up to $1.2 billion in revolving credit and floor plan financing. The 2006 Credit Facility replaces the 2001
Revolving Credit Facility, as amended, (which was terminated February 17, 2006) and a portion of our existing
floor plan financing arrangements.

The 2006 Credit Facility has a borrowing limit of $1.2 billion, which may be expanded up to $1.45 biltion in
total credit availability upon satisfaction of certain conditions. Under the terms of the 2006 Credit Facility, up to
$700.0 million is available for new vehicle inventory floor plan financing (the “2006 New Vehicle Floor Plan
Sub-Facility™), up to $150.0 million is available for used vehicle inventory floor plan financing (the “2006 Used
Vehicle Floor Plan Sub-Facility™) and up to $350.0 million is available for working capital and general corporate
purposes (the “2006 Revolving Credit Sub-Facility”). The amount available for borrowing under the 2006
Revolving Credit Sub-Facility is reduced on a dollar-for-dollar basis by the aggregate face amount of any
outstanding letters of credit under the 2006 Revolving Credit Sub-Facility. The 2006 Revolving Credit
Sub-Facility matures on February 17, 2010, The 2006 New Vehicle Floor Plan Sub-Facility and the 2006 Used
Vehicte Floor Plan Sub-Facility mature on the earlier of February 17, 2010 or upon demand by the administrative
agent at the request of more than 80% of the lenders under those facilities.

At December 31, 2007, our 2006 Revolving Credit Sub-Facility had a borrowing limit of $350.0 million,
subject to a borrowing base calculated on the basis of our receivables, inventory and equipment and a pledge of
certain additional collateral by one of our affiliates (the borrowing base was approximately $385.2 million at
December 31, 2007). The amount available to be borrowed under our 2006 Revolving Credit Sub-Facility is
reduced on a dollar-for-dollar basis by the cumulative face amount of outstanding letters of credit. At
December 31, 2007, we had $74.8 million in letters of credit outstanding and $205.2 million of borrowing
availability,

The amounts outstanding under the 2006 Revolving Credit Sub-Facility bear interest at a specified
percentage above LIBOR according to a performance-based pricing grid determined by our Total Senior Secured
Debt to EBITDA Ratio as of the last day of the immediately preceding fiscal quarter. The range of the
performance-based pricing grid is from 1.75% above LIBOR to 2.75% above LIBOR. The weighted average rate
of the 2006 Revolving Credit Sub-Facility during the year ended December 31, 2006 and 2007 was 6.81% and
5.95%, respectively. In addition, there is a quarterly commitment fee payable by us on the unused portion of the
2006 Revolving Credit Sub-Facility according to a performance-based pricing grid determined by our Total
Senior Secured Debt to EBITDA Ratio as of the last day of the immediately preceding fiscal quarter. The range
of the performance-based pricing grid for the quarterty commitment fee is 0.20% to 0.45% on the unused portion
of the 2006 Revolving Credit Sub-Facility.

The amounts outstanding under the 2006 New Vehicle Floor Plan Sub-Facility bear interest at 1.00% above
LIBOR. The amounts outstanding under the 2006 Used Vehicle Floor Plan Sub-Facility bear interest at 1.125%
above LIBOR. In addition, there are quarterly commitment fees of 0.20% payable by us on the unused portion of
both the 2006 New Vehicle Floor Plan Sub-Facility and the 2006 Used Vehicle Floor Plan Sub-Facility.

Under the terms of collateral documents entered into with the lenders under the 2006 Credit Facility,
outstanding balances under the 2006 Credit Facility are secured by a pledge of substantially all of our assets and
the asscts of substantially all of our domestic subsidiaries, which domestic subsidiaries also guarantee our
obligations under the 2006 Credit Facility, and the pledge of certain additional collateral by one of our affiliates.
The collateral for the 2006 Credit Facility also includes the pledge of the stock or equity interests of our
dealership franchise subsidiaries, except where such a pledge is prohibited by the applicable vehicle
manufacturer.
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We agreed under the 2006 Credit Facility not to pledge any assets to any third party, subject to certain stated
exceptions, including floor plan financing arrangements. In addition, the 2006 Credit Facility contains certain
negative covenants, including covenants which could restrict or prohibit the payment of dividends, capital
expenditures and material dispositions of assets as well as other customary covenants and default provisions.
Specifically, the 2006 Credit Facility permits cash dividends on our Class A and Class B common stock so long
as no event of default or unmatured default (as defined in the 2006 Credit Facility) has occurred and is
continuing and provided that, after giving effect to the payment of a dividend, we remain in compliance with
other terms and conditions of the 2006 Credit Facility.

The 2006 Credit Facility contains events of default, including cross-defaults to other material indebtedness,
change of control events and events of default customary for syndicated commercial credit facilities. Upon the
occurrence of an event of default, we could be required to immediately repay all outstanding amounts under the
2006 Credit Facility.

On February 17, 2006, in conjunction with the entrance into the 2006 Credit Facility, we and substantially all
of our domestic subsidiaries entered into collateral documents with the lenders, pursuant to which we and
substantially all of our domestic subsidiaries granted a security interest in substantially all their assets to secure our
obligations under the 2006 Credit Facility, including a pledge of the stock or equity interests of our dealership
franchise subsidiaries except where such a pledge is prohibited by the applicable vehicle manufacturer. This grant of
security interests replaces the grant under the 2001 Revolving Credit Facility, as amended.

2001 Revolving Credit Facility, as Amended

Prior to entering into the 2006 Credit Facility, we utilized the 2001 Revolving Credit Facility, as amended.
This facility was with Ford Credit, DaimlerChryster Financial, Toyota Financial, Bank of America, JP Morgan
Chase Bank and Merrill Lynch and had a borrowing limit of $550.0 million, subject to a borrowing base
calculated on the basis of receivables, inventory and equipment and a pledge of certain additional collateral by
one of our affiliates. The amounts outstanding under the 200} Revolving Credit Facility bore interest at 2.55
percentage points above LIBOR. The 2001 Revolving Credit Facility included an annual commitment fee equal
10 (.25% of the unused portion of the 2001 Revolving Credit Facility.

Senior Subordinated 8.625% Notes

In August 2003, we issued $200.0 million in aggregate principal amount of 8.625% Notes. In November
2003, we issued an additional $75.0 million in aggregate principal amount of the 8.625% Notes. This $75.0
million issuance contains the same provisions and terms as the $200.0 million issuance. The 8.625% Notes are
unsecured obligations that rank equal in right of payment to all of our existing and future senior subordinated
indebtedness, mature on August 15, 2013 and are redeemable at our option after August 15, 2008. The
redemption premiums for the twelve-month periods beginning August 15 of the years 2008, 2009 and 2010 are
104,313%, 102.875% and 101.438%, respectively, In addition, up to 35% of the aggregate principal amount of
the 8.625% Notes may be redeemed on or before August 15, 2006 with net cash proceeds from certain equity
offerings. Our obligations under the 8.625% Notes are guaranteed by our operating domestic subsidiaries.

We have five separate interest rate swaps totaling $150.0 million to effectively convert a portion of our
fixed rate debt under the 8.625% Notes to a LIBOR-based variable rate debt. See Note | to our Consolidated
Financial Statements and Item 7A: Quantitative and Qualitative Disclosures About Market Risk—Interest Rate
Risk. If the Standard & Poor’s or Moody's Investor Services rating on our 8.625% Notes drops to “B” or “B2",
respectively, or is withdrawn, the counterparty for $125.0 million of the total interest rate swap notional value of
$150.0 million has the option to terminate their interest rate swaps with us. If this counterparty terminates these
options, the mark-to-market value of these interest rate swaps must be paid by either us or the counterparty.
Further, if the counterparty terminates, it is likely that we will be required to pay the mark-to-market value of
these interest rate swaps. Additionally, if such a termination occurs, the fair value of $125.0 million of our
8.625% Notes will no longer be hedged.
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Convertible Senior Subordinated Notes

In May 2002, we issued $149.5 million in aggregate principal amount of 5.25% convertible senior
subordinated notes (“2002 Convertibles™) with net proceeds, before expenses, of approximately $145.1 million.
The 2002 Convertibles are unsecured obligations that rank equal in right of payment to all of our existing and
future senior subordinated indebtedness, mature on May 7, 2009 and are redeemable at our option after May 7,
2003. The redemption premiums for the twelve-month periods beginning May 7 of the years 2005, 2006, 2007
and 2008 are 103.00%, 102.25%, 101.50% and 100.75%, respectively. Our obligations under the 2002
Convertibles are not guaranteed by any of our subsidiaries. The 2002 Convertibles are convertible into shares of
Ctass A common stock, at the option of the holder, based on certain conditions. See Note 6 to our Consolidated
Financial Statements for a discussion regarding these conversion conditions. Also see “Off-Balance Sheet
Arrangements” (subsequent heading also within this Item 7) for a discussion regarding the off-balance sheet
aspects of this financing. None of the conversion features on the 2002 Convertibles were triggered in 2007 and
none of the 2002 Convertibles were redeemed in 2007,

In November and December 2005, we issued $160.0 million in aggregate principal amount of convertible
senior subordinated notes (“2005 Convertibles”) with net proceeds, before expenses, of approximately $156.2
million, The 2005 Convertibles bear interest at an annual rate of 4.25% untii November 30, 2010 and 4.75%
thereafter. The net proceeds were used to repay a portion of the amounts outstanding under our 2001 Revolving
Credit Facility, as amended, and to pay the net cost of convertible note hedge and warrant transactions. The 2005
Convertibles are unsecured obligations that rank equal in right of payment to all of our existing and future senior
subordinated indebtedness, mature on November 30, 2015 and are redeemable on ot after Qctober 31, 2010. Qur
obligations under the 2005 Convertibles are not guaranteed by any of our subsidiaries. Holders of the 20035
Convertibles may convert them into cash and shares of our Class A common stock based on certain conditions.
Upoen conversion of the 2005 Convertibles, we will be required to deliver cash equal to the lesser of the aggregate
principal amount of the 2005 Convertibles being converted or our total conversion obligation. If our total
conversion obligation exceeds the aggregate principal amount of the 2005 Convertibles being converted, we will
deliver shares of our Class A common stock to the extent of the excess amount, if any. We used $18.5 million of
the net proceeds from the sale of the 2005 Convertibles to pay the net cost of convertible note hedge and warrant
transactions. See Note 6 to our Consolidated Financial Statements for a discussion regarding these conversion
conditions. Also see “Off-Balance Sheet Arrangements” (subsequent heading also within this Item 7) for a
discussion regarding the off-balance sheet aspects of this financing and the convertible note hedge and warrant
transactions. None of the conversion features on the 2005 Convertibles were triggered in 2007,

Notes Payable to a Finance Company

Three notes payable totaling $26.6 million in aggregate principal were assumed with the purchase of certain
dealerships during the second quarter of 2004 (the “Assumed Notes”). The Assumed Notes bear interest rates
from 9.52% to 10.52% (with a weighted average of 10.19%), have a combined monthly principai and interest
payment of $0.3 million, mature November 1, 2015 through September 1, 2016 and are collateralized by letters
of credit. We recorded the Assumed Notes at fair value using an interest rate of 5.35%. The interest rate used to
calculate the fair value was based on a quoted market price for notes with similar terms as of the date of
assumption. As a result of calculating the fair value, a premium of $7.3 million was recorded that will be
amortized over the lives of the Assumed Notes. Although the Assumed Notes allow for prepayment, the penalties
and fees are disproportionately burdensome relative to the Assumed Notes’ principal balance. Therefore, we do
not currently intend to prepay the Assumed Notes.
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Morigage Notes

During 2007, we obtained mortgage financing totaling $46.7 million in aggregate, on four of our dealership
properties. These mortgage notes require monthly payments of principal and interest through maturity and are
secured by the underlying properties. Maturity dates range between July 2017 and November 2027. The weighted
average interest rale was 6.81% at December 31, 2007. Proceeds received were used to repay borrowings under
our 2006 Revolving Credit Sub-Facility.

Floor Plan Facilities

We finance all of our new and certain of our used vehicle inventory through standardized floor plan
facilities. These floor plan facilities bear interest at variable rates based on LIBOR and prime., The weighted
average inlerest rate for our floor plan facilities was 6.0% for 2006 and 6.4% for 2007. Our floor plan interest
expense is partially offset by amounts received from manufacturers, in the form of floor plan assistance. Floor
plan assistance received is capitalized in inventory and charged against cost of sales when the associated
inventory is sold. In 2007, we recognized approximately $40.4 million in manufacturer assistance. Interest
payments under each of our floor plan facilities are due monthly and we are generally not required to make
principal repayments prior to the sale of the vehicles.

Prior to February 17, 2006, we engaged in financing our new vehicle inventory with DaimlerChrysler
Financial Company, LLC (“DaimlerChrysler Financial”"), Ford Motor Credit Company (“Ford Credit™), General
Motors Acceptance Corporation (“GMAC”), Toyota Financial Services (“Toyota Financial™), Bank of America
and JP Morgan Chase Bank. On February 17, 2006 and shortly thereafter, we also entered into or renewed
separate floor plan credit arrangements with DaimlerChrysler Services North America LL.C, Ford Motor Credit
Company, General Motors Acceptance Corporation and BMW Financial Services NA, LLC. These separate floor
plan credit facilities provide a total of approximately $617.0 million of availability to finance new vehicle
inventory purchased from the respective manufacturer affiliates of th