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PART |
ITEM 1. BUSINESS

FORWARD LOOKING STATEMENTS AND RISK FACTORS

This Form 10-K contains forward looking statemeiifsese statements are necessarily subject tomgkiacertainty. Actual results could
differ materially from those projected in theseward looking statements as a result of certainirisluding those set forth in the Company's
initial public offering prospectus dated Decemb@y 1996. These risk factors include, but are moitéid to, the cyclical nature of automobile
sales, the intense competition in the automobtklrimdustry and the Company's ability to negatiptofitable acquisitions and secure
manufacturer approvals for such acquisitions.

INTRODUCTION

Lithia Motors, Inc. (the "Company" or "Lithia"), @Dregon corporation, was founded in 1946 and itssenior executives, Sidney B. DeBoer
and M. L. Dick Heimann, have managed the Compapesations for over 25 years. Lithia is one ofltrger retailers of new and used
vehicles in the western United States, offeringléfestic and imported makes of new automobiledightitrucks at eight locations. As an
integral part of its operations, the Company aresnglated financing and insurance and sells patgice and ancillary products. Most of the
Company's operations are currently located in Mejf@regon, where it has a market share of ovgre46ent. The Company has agreed to
acquire certain assets and dealership operations¥fagnussen Dodge Isuzu in Concord, Californid, Magnussen - Barbee Ford, Lincoln
Mercury in Napa, California.

DEALERSHIP OPERATIONS

The Company owns and operates eight dealershifidosan Oregon, five in Medford and one each ilm@s Pass and Eugene, Oregon and
one in Vacaville, California. Each of the Compardésilerships sells new and used vehicles and dedatimotive parts and services. The
Company's primary target market comprises middbetime customers seeking moderately-priced vehitles.Company offers 16 makes of
new vehicles, including Chrysler, Toyota, Plymoubodge, Jeep/Eagle, Honda, Saturn, Mazda, Pothiiacgln, Mercury, Isuzu, Suzuki, Kia
and Volkswagen.

NEW VEHICLE SALES. The Company sells 16 domestid anported brands ranging from economy to luxumscas well as sport utilit
vehicles, minivans and light trucks. The Companschases substantially all of its new car inveniingctly from manufacturers who alloc:
new vehicles to dealerships based on the amourdti€les sold by the dealership and by the dedlgssimarket area. The Company also
exchanges vehicles with other dealers from timtinte to accommodate customer demand and to balanestory.

As required by law, the Company posts the manufactusuggested retail price on every new vehidds customary in the automobile
industry, the final sales price of a new vehiclgéserally negotiated with the customer. Howeveth@a Company's Saturn dealership, the
final sales price does not deviate from the poptage. The Company is
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continually evaluating its pricing practices andigies in light of changing consumer preferenced emmpetitive factors.

The Company sells vehicles from the factory taeatfpurchaser utilizing

() "book only" fleet sales in which the Companyweetakes title of a vehicle; or (ii) fleet salekieh pass through the Company's inventory.
The Company realizes substantially less profitygdticle on fleet sales than it does through retiés. For "book only" fleet sales, only the
net revenue is included in the Company's revenue.

USED VEHICLE SALES. The Company offers a varietynmikes and models of used cars and light truckagfing model years and prices.
Used vehicle sales are an important part of the gamyi's overall profitability. The Company has madsrategic commitment to emphasize
used vehicle sales. As part of its focus on uséitiesales, the Company retains a full-time ussltiale manager at each of its locations and
has allocated additional financing and display egacdhis effort. The Company believes there isstautial consumer demand for quality u
vehicles, given the escalating prices of new vekicl

The Company sells used vehicles to retail customeds in the case of vehicles in poor conditionadricles which have not sold within a
specified period of time, to other dealers and hohsalers.

The Company acquires the majority of its used Mekithrough customer trade-ins. The Company alqaiges its used vehicles at "closed"
auctions which may be attended only by new veldel@ers and which offer off-lease, rental and flegticles, and at "open" auctions which
offer repossessed vehicles and vehicles beinglbgotdher dealers.

The Company sells the majority of its used vehitbeetail purchasers. In an effort to reach thenBany's objective of two used vehicle st
for every new vehicle sale, the Company employsvative marketing programs, such as "Priority Yauklich offers a 60-day/3,000-mile
warranty and a 10-day/50@#e "no questions asked" exchange program on aveey vehicle it sells in order to generate custaraefidenct
in his or her purchasing decision. Each dealershiged vehicle manager is responsible for the pging and pricing of the used vehicle
inventory. The Company strives to sell each ofiged vehicles within 60 days of acquisition andficially motivates its used vehicle
managers to effect such sales within that period.

VEHICLE FINANCING AND LEASING. The Company believéisat its customers' ability to obtain financingtatdealerships is critical to
its ability to sell new and used vehicles and dagilproducts and services. The Company providesiaty of financing and leasing
alternatives in order to meet the specific needsagh potential customer. The Company believesbitity to obtain customer-tailored
financing on a "same day" basis provides it wittedmantage over many of its competitors, partitylsmaller competitors who lack the
resources to offer vehicle financing or who do genterate sufficient volume to attract the diversityinancing sources that are available to
the Company. Because of the high profit marginschviaire typically generated through sales of Firanend Insurance ("F&I") products, the
Company employs more than one F&| manager at stedehip locations. The Company's F&I managers leatensive knowledge regarding
available



financing alternatives and sources and are spgdtiaihed to determine the customer's financinglade enable the customer to purchase or
lease an automobile. The Company seeks to finanagange financing for every vehicle it sells dvad financed or arranged financing for a
larger percentage of its transactions than thesingaverage.

In most cases, the Company arranges financingdaustomers from third party sources, which regethe Company from any credit risk.
However, in certain circumstances where the Compafigves the credit risk is manageable and ttkewisighted income is expected to
exceed the earnings available upon the immedi&en$ghe finance contract, the Company will dilgdinance or lease the automobile to
such customer. In these cases, the Company beariskiof default by the borrower or lessee. Histdly, the Company has provided direct
financing for a minimal number of its new and usedicle sales. The Company intends to continueighay financing to certain of its
customers and may gradually expand its direct fimanoperations in circumstances where it beli@atesctive returns can be achieved or
other operational benefits can be obtained.

ANCILLARY SERVICES AND PRODUCTS. In addition to amging for vehicle financing, the Company's F&I ragers also market a
number of ancillary products and services to epengchaser of a new or used vehicle. Typically, ¢h@®ducts and services yield high profit
margins and contribute significantly to the ovepabfitability of the Company.

The Company offers extended service contracts wiokide that, for a predetermined and prepaidepadti designated repairs covered by
plan during its term will be made by the Companp@tdditional charge above the deductible. WHilaew vehicles are sold with the
automobile manufacturer's standard warranty, semplians provide additional coverage beyond the framae or scope of the manufacturer's
warranty. Purchasers of used vehicles are offeschidar extended service contract, even if theaeld vehicle is no longer under the
manufacturer's warranty.

Substantially all extended service contracts seddnaitten by the Company. The Company managesdhgce and warranty obligations that
it sells and provides the parts and service (osphg cost of others who may provide such partssandces) for claims made under the
contract. Most required services under the cordrat provided by the Company, thereby increasiagCtompany's sales of parts and sen

The Company offers its customers credit life, Heatid accident insurance when they finance an alidenpurchase. The Company receives
a commission on each policy sold. The Company efifers other ancillary products such as proteativatings and automobile alarms.

The Company also owns and operates two automaditalrfacilities, Avis Rent-A-Car and Discount A&orlruck Rental, Inc., both located
in Medford, Oregon.

PARTS AND SERVICE, BODY AND PAINT SHOP. The Compacgnsiders its parts and service operations talietagral part of its
customer service program and an important elenfezgtablishing customer loyalty. The Company presigarts and service primarily for
new vehicle brands sold by the Company's dealesghipmay also service other vehicles.
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The parts and service business is relatively statteprovides an important recurring revenue strgatine Company's dealerships. The
Company markets its parts and service productokfyimg the owners of vehicles purchased at itsleieships when their vehicles are due
periodic service. This practice encourages prevemtiaintenance rather than post-breakdown repaira. limited extent, revenues from the
parts and service department are countercyclicaéto car sales as owners repair existing vehieléer than buy new vehicles. The Comg
believes this helps mitigate the effects of a dawmmin the new vehicle sales cycle.

The Company has in excess of 80 service bays thouidts network of dealerships. All service fa@is are equipped with technologically
advanced tools and diagnostic equipment and affedtay factory-trained and certified service teickans. The Company's dealerships
feature various combinations of fully-equipped sar\facilities capable of handling almost any tgeehicle repair, from rebuilding engines
and transmissions to routine maintenance funciioclading oil changes, front-end alignments angbé@wdions. All dealerships offer lounges
where service customers may relax or conduct bsisimile waiting for service to be performed.

The Company has operated a full-service body aimd phop since 1970. The body and paint shop ses\al of the Company's dealerships
located in southwest Oregon, other dealershiplsdratea that do not own a body and paint shopaandnber of major automotive casualty
insurance companies that contract with the Compaupgerform insurance repairs. The Company, thramhffiliate, is constructing a new
39,480 squaréaot body and paint facility in Medford, Oregon,handle the increased demand for the Company's &odpaint services. T
new facility, to be completed in Spring 1997, viidlve four paint booths as well as the latest teldgyotools and equipment.

SALES AND MARKETING

The Company emphasizes customer satisfaction thmudts organization and continually seeks to ri@mits reputation for quality and
fairness. The Company's sales force works closély @ach customer to identify an appropriate vehatla price affordable to that customer.
The Company believes that its "counseling” appraheing the sales process increases the likelilloada customer will be satisfied with t
vehicle purchased over a longer time period antleeahe Company to sell more vehicles at highesgprofit margins.

The Company recently implemented a marketing proggatitled "Priority You," which provides the Conmyés retail customers six value-
added services, which the Company believes arertanptcto the overall satisfaction of the custonmeziuding a commitment to (i) provide a
customer credit check within 10 minutes, (ii) coetpla used vehicle appraisal within 30 minute$,d@mplete the paper work within 90
minutes for a vehicle purchase, (iv) provide a 29/800-mile "no questions asked" right of exchaogeny used vehicle sold, (v) provide a
60-day/3,000-mile warranty on all used vehiclesisoid (vi) make a donation to a local charity areadional organization for every vehicle
sold. The Company believes "Priority You" will halgfferentiate it from traditional dealerships, ahdreby increase customer traffic and
develop customer loyalty.



Advertising and marketing play a significant rafetihe success of the Company. The competitive enrient of the automobile dealership
industry requires that a substantial portion ofhesales dollar be allocated to advertising. Howgeagtis the case with most new automobile
dealerships, the Company believes that approximatepercent of the Company's advertising and nieagcexpenses are paid for by the
automobile manufacturers. The manufacturers alsaighe the Company with the benefit of market resleawhich assists the Company in
developing its own advertising and marketing campsi The Company believes that it receives sigaitibenefit from manufacturers'
advertising, particularly in the medium-sized maska which the Company has been the only repratigatof a manufacturer.

RELATIONSHIPS WITH AUTOMOBILE MANUFACTURERS

The Company has, either directly or through itssedibries, entered into franchise or dealer salelsservice agreements with each
manufacturer of the new vehicles it sells. The Canypcurrently has agreements with Chrysler CorpamgChrysler, Plymouth, Dodge,
Jeep/Eagle), American Honda Motor Co. Inc. (Honéa)erican Isuzu Motors, Inc. (Isuzu), Ford Motorr@many (Lincoln, Mercury),
General Motors Corporation (Pontiac), Mazda MotoAmerica, Inc. (Mazda), Saturn Corporation (Sajufifroyota Motor Distributors, Inc.
(Toyota), American Suzuki Motor Corporation (Suukiia America Motors, Inc. (Kia) and VolkswagenAierica (Volkswagen) (herein
collectively referred to as "manufacturers").

The typical automobile franchise agreement spexctfie locations at which the dealer has the rigttthe obligation to sell vehicles and
related parts and products and to perform cerfgiimaved services in order to serve a specified statea. The designation of such areas anc
the allocation of new vehicles among dealershipssabject to the discretion of the manufactureiictvexcept for Saturn) does not guara
exclusivity within a specified territory. A francie@ agreement may impose requirements on the dmaieerning such matters as the
showroom, the facilities and equipment for sengcirehicles, the maintenance of inventories of Vekiand parts, the maintenance of
minimum working capital, the training of personaell the adherence to certain performance standataklished by the manufacturer
regarding sales volume and customer satisfactiompliance with these requirements is closely moeddy each manufacturer. In addition,
manufacturers require each dealership to submitimhoand annual financial statements of operatidih& franchise agreements also gran
dealer the non-exclusive right to use and displapurfecturers' trademarks, service marks and desighs form and manner approved by
each manufacturer.

Most franchise agreements expire after a speqgifegtbd of time, ranging from one to five years; lesr, some franchise agreements,
including those with Chrysler, have no terminatitaie. The typical franchise agreement provideg#oly termination or non-renewal by the
manufacturer under certain circumstances suchasgehof management or ownership without manufactmesent, insolvency or

bankruptcy of the dealership, death or incapadithe® dealer manager, conviction of a dealer managewner of certain crimes,
misrepresentation of certain information by theleieship, dealer manager or owner to the manufacttaiure to adequately operate the
dealership, failure to maintain any license, pewniaquthorization required for the conduct of bess) or a material breach of other provisions
of the franchise agreement including the dealelship



poor sales performance or low CSI ratings. Theatdaltypically entitled to terminate the franchésgeement at any time without cause.

Each franchise agreement sets forth the name gqfettson approved by the manufacturer to exerciseninagerial authority over the
dealership's operations and the names and ownegrstipntages of the approved owners of the degbeimind contains provisions requiring
the manufacturer's prior approval of changes inagament or transfers of ownership of the dealergkdpordingly, any significant change
ownership, including the sale of shares by the Gomgpo the public or the acquisition of a dealggdhom a third party, is subject to the
consent of the respective manufacturer.

COMPETITION

The new and used automobile dealership busineshioh the Company operates is highly competitiiee @utomobile dealership industry is
fragmented and characterized by a large numberdafpiendent operators, many of whom are individdiatsilies and small groups. In the
sale of new vehicles, the Company principally cotapevith other new automobile dealers in the saemegl vicinity of the Company's
dealership locations. Such competing dealershipsoffar the same or different models and makesebicles that the Company sells. In the
sale of used vehicles, the Company principally cetap with other used automobile dealers and withawgomobile dealers that operate L
automobile lots in the same general vicinity of @@mpany's dealership locations. The Company bedi¢ivat there are approximately 14
other new automobile dealerships and 66 other as&mobile stores within a 50-mile radius of Medfd@regon, near which all but one of
the Company's dealerships are currently locateddttition, certain regional and national car rentahpanies operate retail used car lots to
dispose of their used rental cars.

The Company also may face increased competition frertain automobile "superstores,” such as CaratgNation USA and Driver's

Mart Worldwide Inc. Such used automobile supersttr@ve emerged recently in various areas of theedi8tates and are beginning to
expand nationally. However, the Company is not avedirany of such superstores currently locatedinragion where the Company operates
dealerships. In addition, the Company competedégser extent with an increasing number of autdl@alealers that sell vehicles through
nontraditional methods, such as through direct orailia the Internet.

Due to the size and number of the automobile dslailes that the Company owns, the Company is relgtiarger than the independent
operators with which it currently competes. Howewarit enters other markets, the Company maydao®etitors that are much larger and
that have access to greater financial resourcesotitially, the Company's size has permitted éttoact experienced and professional sales
and service personnel and has provided the Contbamgsources to compete effectively. The Comphowever, does not have any cost
advantage in purchasing new vehicles from manufaxfiand typically relies on advertising and menclising, sales expertise, service
reputation and location of its dealerships to sel vehicles.



REGULATION

The Company's operations are subject to extensiy@ation, supervision and licensing under varfederal, state and local statutes,
ordinances and regulations. Various state and édegulatory agencies, such as OSHA and the ERA jugisdiction over the operation of
the Company's dealerships, repair shops, body sirapsther operations, with respect to matters asatonsumer protection, workers' safety
and laws regarding clean air and water.

The relationship between a franchised automobitdedship and a manufacturer is governed by vaffiedsral and state laws established to
protect dealerships from the generally unequaldiangg power between the parties. Federal lawsyadlsas Oregon and California state la
prohibit a manufacturer from terminating or failitggrenew a franchise without good cause. Undeg@rend California law, a manufacturer
may not require a dealer to accept any vehicld,qraaccessory not voluntarily ordered by the dedterefuse to deliver any new vehicle,

or accessory advertised by the manufacturer atahlior to require monetary participation in aajes promotion or advertising campaign.
Manufacturers are also prohibited from preventingtéempting to prevent any reasonable changdicapital structure or the manner in
which a dealership is financed. Further, Oregonpaghibits a manufacturer from failing to give efféo, or attempting to prevent, the sale of
the ownership or management, or an interest imtrgership or management, of a dealership. Undefo@ah law, a dealer, or any officer,
partner or stockholder may sell or transfer angriggt in the dealership business provided thagdkeeor transfer of such interest does not
the effect of a sale or transfer of the franchigighout the consent of the manufacturer. Manufastuare, however, entitled to object to a sale
or change of management where such an objecti@haied to material reasons relating to the charafihancial ability or business
experience of the proposed transferee. In both @regd California, a dealer is entitled to seekdatirelief to prevent a manufacturer from
establishing a competing dealership of the saméeleemake within the dealer's relevant market area.

Automobile dealers and manufacturers are also sutmevarious federal and state laws establishgutdtect consumers, including so-called
"Lemon Laws" which require a manufacturer or thaldeto replace a new vehicle or accept it forlar&fund within one year after initial
purchase if the vehicle does not conform to theufaturer's express warranties and the dealer oufaeturer, after a reasonable number of
attempts, is unable to correct or repair the defeaderal laws require certain written disclosdosise provided on new vehicles, including
mileage and pricing information. In addition, tleaihcing and insurance activities of the Compamysaibject to certain statutes governing
credit reporting, debt collection and insuranceustdy regulation.

The imported automobiles purchased by the Compemngubject to United States customs duties anttheimrdinary course of its business,
the Company may, from time to time, be subjectaints for duties, penalties, liquidated damagestier charges. Currently, United States
customs duties are generally assessed at 2.5 pefdée customs value of the automobiles imporéedslassified pursuant to the Harmoni
Tariff Schedule of the United States.



As with automobile dealerships generally, and pagsvice and body shop operations in particuter,Gompany's business involves the use,
handling and contracting for recycling or dispasiahazardous or toxic substances or wastes, inaueinvironmentally sensitive materials
such as motor oil, waste motor oil and filterspgmaission fluid, antifreeze, freon, waste paint Eedjuer thinner, batteries, solvents,
lubricants, degreasing agents, gasoline and diesisl. The Company has also been required to rembeeeground and underground storage
tanks containing such substances or wastes. Acagylithe Company is subject to regulation by fedlestate and local authorities
establishing health and environmental quality séadsl and liability related thereto, and providpenalties for violations of those standards.
The Company is also subject to laws, ordinancesegulations governing remediation of contaminatbffacilities it operates or to which it
sends hazardous or toxic substances or wastes&inment, recycling or disposal. The Company bebldhat it does not have any material
environmental liabilities and that compliance wétivironmental laws, ordinances and regulationsmat| individually or in the aggregate
have a material adverse effect on the Companyistsesf operations or financial condition.

EMPLOYEES

As of December 31, 1996, the Company employed appaiely 420 persons on a full-time equivalent bakione of the Company's
employees is represented by a labor union or boyralcollective bargaining agreement. The Compaatigbes it has a good relationship
with its employees.

ITEM 2. PROPERTIES

The Company and its various dealerships and o#todlities occupy an aggregate of approximately @@sof land, providing approximately
283,000 square feet of building space. Such prigecbnsist primarily of automobile showrooms, thgdots, service facilities, two body a
paint shops, rental agencies, supply facilitietpmuobile storage lots, parking lots and officese Tompany believes its facilities are curre
adequate for its needs and are in good mainterantteepair.

The following table sets forth each of the Compsifgtilities, the approximate square footage ah éacility and the acreage of each locat

All facilities are located in Medford, Oregon extéqr the Grants Pass Auto Center, located in GrRass, Oregon, Lithia Dodge of Eugene,
in Eugene, Oregon and Lithia Toyota Kia of Vacayilbcated in Vacaville, California. The Vacavidlad the Avis Rent-A-Car facilities and
minor parcels of land are leased from third pardied the new body and paint facility, the vacamtgkto be held for future expansion and the
Lithia Dodge of Eugene facility are owned by then@pany. All other facilities are leased from Litiaoperties, LLC, an Oregon limited
liability company owned by certain affiliates oktiCompany.



TOTAL TOTAL

BUILDING/ LAND/

DEALERSHIP/FACILITY SQUARE FT. ACRES
Lithia Motors 5,255 0.51
Lithia Honda Pontiac Suzuki Isuzu Volkswagen 32,978 4.47
Lithia Toyota Lincoln Mercury 35,849 3.92
Lithia Dodge Chrysler Plymouth Mazda Jeep/Eagle 45,596 4.12
Saturn of Southwest Oregon 11,226 2.33
Grants Pass Auto Center (Dodge) 27,978 3.69
Lithia Toyota Kia of Vacaville 22,900 4.18
Lithia Dodge of Eugene 24,996 3.68
Lithia Body & Paint(1) 20,508 0.95
Lithia Body & Paint(2) 41,729 5.01
Thrift Auto Supply 11,230 0.46
Discount Auto & Truck Rental 278 -
Cellular World 1,850 -

Avis Rent-A-Car 630 --
Vacant Parcel(3) -- 5.32

(1) A new facility is under construction. The curtréacility will be absorbed and utilized by thethia Dodge Chrysler Plymouth Mazda
Jeep/Eagle dealership.

(2) Under construction. Expected to be occupiedngt997.

(3) Held for future development.

ITEM 3. LEGAL PROCEEDINGS

The Company is, from time to time, a party to btiign that arises in the normal course of its bessrmoperations. The Company does not
believe it is presently a party to litigation thatl have a material adverse effect on its busir@ssperations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of the Comgastyareholders during the quarter ended Decembér996.
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

The Company's Class A Common Stock trades on Tised¢pNational Market System under the symbol LMTRe high and low sales
prices of the Company's Common Stock for the peirimch December 18, 1996 (the date of the Companigial public offering) through
December 31, 1996 were as follows:

1996 High Low

Quarter 4 (from December 18, 1996) $11.50 $10.94

The number of shareholders of record of the Compadkass A Common Stock at February 28, 1997 was\B6hares of the Company's
Class B Common Stock is held by Lithia Holding Cemyp LLC. There were no cash dividends declarecha pubsequent to the Company's
initial public offering in December 1996. The Compgaloes not anticipate declaring cash dividendherforeseeable future.

On April 5, 1996, the Company issued 4,110,000eshaf Class B Common Stock pursuant to the ternasRd&n of Recapitalization under
which Sidney B. DeBoer exchanged 75 shares of tregany's Common Stock for 2,568,750 shares of ®@a@emmon Stock and M. L.
Dick Heimann exchanged 45 shares of the Compar/isn@n Stock for 1,541,250 shares of Class B Com&took. The issuance of these
securities was exempt from registration pursuant to

Section 4(2) of the Securities Act of 1933, as ateehn

ITEM 6. SELECTED FINANCIAL DATA

(In thousands, except per share amounts) 19 96 1995 1994 1993 1992
CONSOLIDATED STATEMENT OF OPERATIONS DATA
Sales
New vehicles $ 65 ,093 $53,277 $51,154 $ 42,663 $ 34,479
Used vehicles 58 ,609 44,061 42,381 34,986 29,930
Other operating revenues 19 , 142 16,858 15,888 14,590 15,030
Total sales 142 ,844 114,196 109,423 92,239 79,439
Cost of sales 118 ,647 93,132 90,324 74,780 65,417
Gross profit(1) 24 ,197 21,064 19,099 17,459 14,022
Selling, general and administrative(2) 20 277 16,735 15,174 15,122 14,124
Operating income (loss) 3 920 4,329 3,925 2,337 (102)
Interest income 193 179 99 216 161
Interest expense (1 ,353) (1,390) (954) (1,374) (743)
Other income, net 1 ,156 1,035 902 607 1,200
Income before minority interest and
income taxes 3 916 4,153 3,972 1,786 516
Minority interest in earnings (687) (778) (458) (233) (168)
Income before taxes 3 229 3,375 3,514 1,553 348
Income tax benefit 813 -- - --

Net income(1)(2) 4 042 3,375 3514 1553 348
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(In thousands, except per share amounts) 19

PRO FORMA CONSOLIDATED STATEMENT OF
OPERATIONS DATA

Income before taxes and minority interest,

as reported $ 3

Pro forma provision for taxes(3) (1

Pro forma minority interest

96 1995 1994 1993 1992

916 $ 4,153 $ 3,972 $ 1,786
521) (1,598) (1,521) (697)
(421) (479) (283) (142)

Pro forma net income 1 974 2,076 2,168 947
Pro forma net income per share $ 0.40 $ 0.42
Shares used in per share calculations(4) 4 973 4,893

CONSOLIDATED BALANCE SHEET DATA

Working capital $ 20 221 $ 5,026 $ 6,034 $ 13 $ 1,369
Total assets 63 , 754 39,578 36,659 33,381 24,955
Long-term debt, less current maturities 6 , 160 10,743 6,748 3,789 4,012
Total shareholders' equity 24 , 736 851 2,80 31,184 1,238

(1) The Company utilizes and reports on the LIF@sfLin - First Out) method of accounting. The industandard is to utilize the specific
identification method of accounting for vehicleslahe FIFO (First In - First Out) method of accangtfor parts (collectively referred to as
the "FIFO Method"). If the Company utilized the EIfMethod, gross profit for the five years ended &@eber 31, 1996 would have been
$24.5 million, $20.6 million, $19.7 million, $18rillion and $14.5, respectively. Net income for flve years ended December 31, 1996
would have been $4.4 million, $2.9 million, $4.1lan, $2.1 million and $733,000, respectively.

(2) Prior to 1994, the Company and its affiliateditees paid cash bonuses to their shareholdersrardbers in amounts approximating their
respective income tax liability on their undistribd earnings ($1.0 million in 1993 and $640,000982), in addition to their normal salaries.
These cash bonuses are reflected in the sellimgrgeand administrative expense above. In 1994abdequent periods, cash to meet the
shareholders' and members' tax liabilities wasiliged to the shareholders and members as dividd&iie Company believes that for a fair
evaluation of its historical performance, resutts¥992 and 1993 should be adjusted to eliminath fonus payments.

(3) The Company was an S Corporation prior to Ddmam 8, 1996 and accordingly was not subject terf@cand state income taxes during
the periods indicated. Pro forma net income redléateral and state income taxes as if the Compadybeen a C Corporation, based on the
effective tax rates that would have been in effiertng these periods. See Notes 1 and 10 to thep@oys Consolidated Financial
Statements.

(4) See Note 1 to the Company's Consolidated Fiab8tatements for the calculation of weighted agershares outstanding.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following should be read in conjunction witke tBonsolidated Financial Statements of the Companthe notes thereto included
elsewhere in this Form 10-K.

GENERAL

Lithia Motors is one of the larger retailers of namd used vehicles in the western United Statésring 16 domestic and imported makes of
new automobiles and light trucks at eight locatigks an integral part of its operations, the Conypamanges related financing and insurance
and sells parts, service and ancillary productsst\dbthe Company's operations are currently latateMedford, Oregon, where it has a
market share of over 40 percent. The Company tasrgprimarily by successfully acquiring and intelgrg dealerships and by obtaining r
dealer franchises. The Company's strategy is torbe@ leading acquirer of dealerships in medsaimad markets in the western United St:

The following table sets forth selected condengmahtial data expressed as a percentage of td¢sl fea the periods indicated for the aver
automotive dealer in the United States (1996 datet yet available).

YEAR ENDED DECEMBER 31,

AVERAGE U.S. DEALERSHIP e
STATEMENT OF OPERATIONS DATA: 199 5 1994
Sales:

New vehicles 58. 6% 60.3%

Used vehicles 29. 0 26.9

Parts and service, other 12. 4 12.8

Total sales 100. 0% 100.0%

Gross profit 12. 9 13.1
Total dealership expense 11. 5 11.3
Income before taxes 1. 4% 1.8%

Source: AUTOMOTIVE EXECUTIVE/August 1996; NADA Indtry Analysis Division
THE COMPANY

The Company and its affiliated entities have beeated for federal income tax purposes as S Cdiposaor as partnerships under the
Internal Revenue Code since their inception and, @sult, have not been subject to federal oatestate income taxes. Immediately before
the completion of the Company's initial public ofiflg on December 18, 1996 and in connection wihi@structuring, the Company and its
affiliated entities that were S Corporations terat@d their status as S Corporations and becamecéubjfederal and state income tax at
applicable C Corporation rates. Prior to 1994 gha&reholders and members of the Company and ttietaff entities each received
substantial year-end tax payment bonuses to prdki&eash to pay income taxes on the Company'sfdilidted entities income which was
taxable to the principals.
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The Company utilizes the LIFO (Last In-First Ougtimod of accounting for inventory ("LIFO MethodIdustry standard is to use the
specific identification method of accounting fotnees and the FIFO (First In-First Out) methodaotounting for parts (herein collectively
referred to as the "FIFO Method"). For industry gamability purposes, the following discussion andlgsis of financial condition and rest
of operations includes references to both the Lir@ FIFO Methods of accounting.

The following table sets forth selected condengmahtial data for the Company expressed as a pageof total sales for the periods
indicated below. Gross profit and pre-tax profitrgias are presented on the LIFO Method and befonerity interest.

LITHIA MOTORS, INC.

YEAR ENDED DECEMBER 31,

199 6 1995 1994

STATEMENT OF OPERATIONS DATA:
Sales:

New vehicles 45, 6%  46.6% 46.8%

Used vehicles 41. 0 38.6 38.7

Parts and service 9. 2 9.6 9.1

Finance, insurance and other 4. 2 5.2 5.4

Total sales 100. 0% 100.0% 100.0%

Gross profit 16. 9 184 175
Selling, general and administrative 14. 2 14.6 13.9
Operating income 2. 7 3.8 3.6
Other income (expense), net - - (0.2) 0.0

Income before taxes and minority
interest 2. 7% 3.6% 3.6%

The following table sets forth selected condengmahtial data for the Company expressed as a pageof total sales for the periods
indicated below. Gross profit and pre-tax profitrgias are presented on the FIFO Method and befamerity interest to permit comparisons
to U.S. industry data.
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YEAR ENDED DECEMBER 31,

199 6 1995 1994
STATEMENT OF OPERATIONS DATA:
Total sales 100. 0% 100.0% 100.0%
Gross profit(1) 17. 2 18.1  18.0
Selling, general and administrative 14. 2 14.7  13.9
Operating income(1) 3. 0 3.4 4.1
Other income (expense), net - - (0.2) 0.1

Income before taxes and minority
interest(1) 3. 0% 3.2% 4.2%

(1) Using the FIFO Method of accounting for invagtto permit comparisons to U.S. industry data.
RESULTS OF OPERATIONS
1996 COMPARED TO 1995

Net sales for the Company increased $28.6 millior25 percent, to $142.8 million for the year enBetember 31, 1996 from $114.2 milli
for 1995. Total vehicles sold during 1996 increasgd 921, or 24 percent, to 9,780 in 1996 fronb%,8uring 1995. The increase in sales
was primarily from increased new and used vehiniesales as a result of increased levels of pramat activity for certain popular brands,
increased availability of late model used vehi¢lesth retail and wholesale) which were in high dathand, although to a lesser extent, from
increased average per unit sales prices on bottanewised vehicles. Sales in the third and fourtirtgrs of 1996 were also slightly higher
due to a hail storm that mildly damaged vehiclethanCompany's lots in and around Medford, Ore§arch vehicles were sold at reduced
prices, increasing unit sales, but decreasing tbgsgmargin percentage.

NEW VEHICLE SALES. The Company sells 16 domestid anported brands ranging from economy to luxumscas well as sport utilit
vehicles, minivans and light trucks. In 1996 an83,%he Company sold 3,272 and 2,715 new vehigkrserating revenues of $65.1 million
and $53.2 million, which constituted 45.6 percerd 46.6 percent of the Company's total revenuspegively. The gross profit margin
achieved by the Company (on the FIFO Method) on weficle sales during 1996 and 1995 was 13.1 peateh12.8 percent, respectively.
The average gross profit margin obtained by fresethiautomobile dealers in the United States ors sdleew vehicles has declined from ¢
7.0 percent in 1991 to 6.5 percent in 1995.

The Company purchases substantially all of its naminventory directly from manufacturers who aflteenew vehicles to dealerships based
on the amount of vehicles sold by the dealershiptgnthe dealership's market area. The Companyalsidi exchange vehicles with other
dealers to accommodate customer demand and tockalarentory.

The Company sells vehicles from the factory toeatfpurchaser utilizing
() "book only" fleet sales in which the Companyaetakes title of a vehicle; or (i) fleet salehieh pass
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through the Company's inventory. The Company real&ibstantially less profit per vehicle on fledés than it does through retail sales. For
"book only" fleet sales, only the net revenue uded in the Company's revenue.

USED VEHICLE SALES. The Company offers a varietynmikes and models of used cars and light truckagfing model years and prices.
Used vehicle sales are an important part of the gamy's overall profitability. In 1996 and 1995, thempany sold 6,508 and 5,144 used
vehicles generating revenues of $58.6 million afdl. $ million, which constituted 41.0 percent andé38ercent of the Company's total
revenue, respectively. The Company has made @gitatommitment to emphasize used vehicle salepaftof its focus on used vehicle
sales, the Company retains a full-time used vehiEeager at each of its locations and has alloaddiional financing and display space to
this effort. The Company believes there is sub&hotnsumer demand for quality used vehicles, mie escalating prices of new vehicles.

The Company sells used vehicles to retail customeds in the case of vehicles in poor conditionedricles which have not sold within a
specified period of time, to other dealers and holsalers. Sales to other dealers and to whohssale frequently at, or close to, cost and
therefore affect the Company's overall gross profitgin on used vehicle sales. Excluding wholesalesactions, the Company's gross profit
margin (on the FIFO Method) on used vehicle salas $8.4 percent in 1996 and 13.5 percent in 1398pmpared to the industry average
1995 of 11.5 percent.

SERVICE, BODY, PARTS AND OTHER. The Company's seeyibody, parts and other operating revenue ineted3.0 percent to $19.1
million during 1996, from $16.9 million during 1998ue to an increased number of F&I transactionktara lesser extent, an increase in
revenues derived from service department maintenand repairs. To a limited extent, revenues fiioengiarts and service department are
countercyclical to new car sales as owners repastipg vehicles rather than buy new vehicles. Tognpany believes this helps mitigate the
affects of a downturn in the new vehicle salese&ycl

GROSS PROFIT. Gross profit (on the LIFO Methody@ased 14.9 percent during 1996 to $24.2 milliemgared with $21.1 million for
1995, primarily due to an increase in new and wsicle unit sales during the period. Gross profirgin decreased to 16.9 percent for 1996
from 18.5 percent for 1995. The decrease in grosfit pnargins is primarily due to a reduction irogs profit margins on used vehicle sales,
mostly caused by a shift in the overall mix of \a@&$ sold, with an increase in wholesale vehicldsch typically provide profit margins of
only 2 percent to 3 percent. Gross profit margia995 was favorably impacted by the reduction w mehicle inventory during the period
which resulted in historically lower vehicle inveny costs flowing through cost of sales. The Conyfsagross profit margins continue to
exceed industry standards and remain in line wigtolical gross profit margins.

Gross profit (on the FIFO Method) increased 18:@get during 1996 to $24.5 million, compared wig0% million for 1995, primarily
because of the increase in new and used vehideales during the period. Gross profit margin dased to 17.2 percent for 1996 from 18.1
percent for 1995. The decrease in gross profit marig primarily due to a reduction in gross prafiargins on used vehicle sales, mostly
caused by a shift in the
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overall mix of vehicles sold, with an increase ihalesale vehicles, which typically provide profiargins of only 2 percent to 3 percent.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSE. The Qupany's SG&A expense increased $3.6 million, 06 pErcent, to
$20.3 million for 1996 compared to $16.7 milliom iD95. SG&A as a percentage of sales decreasktl 2qpercent for 1996 from 14.7
percent for 1995. The increase in SG&A was due griignto increased selling, or variable, expendatee to the increase in sales, and to a
lesser extent, an increase in compensation fotiaddl personnel and management in preparatioadquisitions.

INTEREST EXPENSE. The Company distributed to thedipal Owners promissory notes ("Dividend Notas"}he aggregate amount of
$3.9 million, representing approximately all of freviously taxed undistributed earnings of the @any through December 31, 1995 The
Company's interest expense remained stable aindillidn for 1996 and 1995 as a result of such iaseein the Dividend Notes outstanding
for 1996, offset by a decrease in interest rategsdu 996.

OTHER INCOME, NET. Other income, net, consistingnarily of management fees from Lithia Propertegyity in the income of Lithia
Properties and other non-dealer service incomee@sed 14.9 percent to $1.1 million for 1996 fralxD$million for 1995. This increase was
primarily due to insurance proceeds received ir6l@®ated to damage caused by a hail storm.

INCOME TAX BENEFIT. The Company and its affiliatedtities have been treated for federal income tapgses as S Corporations or as
partnerships under the Internal Revenue Code #iieinception and, as a result, have not beejesuto federal or certain state income
taxes. Immediately before the completion of the @any's initial public offering on December 18, 138®) in connection with its
restructuring, the Company and its affiliated ésdithat were S Corporations terminated their statuS Corporations and became subject to
federal and state income tax at applicable C Caitjmor rates. As a result of the conversion fromdBpGration status to C Corporation status
in December 1996, the Company recorded a defeasedsset of $906,000 and a corresponding bene$i®@®,000 to income taxes in the
fourth quarter of 1996.

Prior to 1994, the shareholders and members o tmpany and the affiliated entities each receivdzbtantial yeaend tax payment bonus
to provide the cash to pay income taxes on the @owlip and affiliated entities income which was bHado the principals. Such payments
were reflected in SG&A expense.

NET INCOME. If the FIFO Method of inventory accoing had been used by the Company in prior perimdsme before taxes and minoi
interest would have been higher (lower) by $314,808 $(426,000) for the years ended December 35 &Ad 1995, respectively, from the
reported results under the LIFO Method.
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1995 COMPARED TO 1994

REVENUES. Revenue increased $4.8 million, or 4 #teat, to $114.2 million in 1995 from $109.4 mitiian 1994. New vehicle revenue
increased 4.2 percent, while used vehicle revemereased 4.0 percent. The increase in sales wat® ghée-unit price increases in new and
used vehicles, offset in part by a reduction irt sales of 1.1 percent. Industry and Company @ahésswere essentially flat from 1994 to
1995.

The Company's other operating revenue increasepetcknt to $16.9 million in 1995 compared to $IEilion in 1994, primarily due to an
increase in revenues derived from service depattmamtenance and repairs.

GROSS PROFIT. Gross profit (on the LIFO Methody@ased 10.3 percent in 1995 to $21.1 million frd8.% million in 1994. Gross profit
margin increased to 18.4 percent in 1995 from pérsent in 1994. Gross profit margin in 1995 wa®fably impacted by the reduction in
new vehicle inventory during the period which résdlin historically lower vehicle inventory costsviing through cost of sales.

Gross profit (on the FIFO Method) increased 4.&eetin 1995 to $20.6 million from $19.7 million 1994. Gross profit margin, at 18.1
percent, was essentially unchanged from 1994. &serein gross profit margin on new vehicle salegw#set by a reduction in the gross
profit margin on used vehicles and parts and sersées.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSE. The Gupany's SG&A expense increased $1.5 million, 0B p@rcent, to
$16.7 million, or 14.7 percent of the Company'srae, in 1995, from $15.2 million, or 13.9 percefthe Company's revenues, in 1994. A
reserve for workers' compensation claims, expessecéated with compensation, primarily from satded bonuses for the Company's
managers, and, to a lesser extent, an increaskvantesing expense accounted for a significantiporndf the increase.

INTEREST EXPENSE. The Company's interest expend®®% increased 41.6 percent to $1.4 million frd845000 in 1994. The increase
was due primarily to an increase in the Companyésaae loan balances in 1995 as compared to 1884t@a lesser extent, an increase in
interest rates on borrowed funds. Loan balancesdsed to support increased flooring of inventaeeyicles leased to others and notes to the
Principal Owners incurred during the period.

OTHER INCOME, NET. Other income, net, consistingnarily of management fees from Lithia Propertegyity in the income of Lithia
Properties and other non-dealer service incomegased 14.7 percent to $1.0 million for 1995 frd®02000 in the prior year. This increase
is attributable primarily to receipt of a judgmémia lawsuit brought by the Company.

LIQUIDITY AND CAPITAL RESOURCES

At December 31, 1996 the Company had working cbpit$20.2 million, which included $15.4 million aish. The $5.7 million increase in
cash is mainly as a result of $24.2 million, neas$ociated expenses, provided by the issuanbe @dmpany's Class A Common Stock ii
initial public offering on December 18, 1996, $infllion provided by operations, offset by $6.9 naili used for acquisitions, $7.6 million net
payments on long-
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term debt and $6.4 million for the distributiondi¥idends. The current ratio at December 31, 19851995 was 1.7:1 and 1.2:1, respectiv

Inventories increased $10.5 million to $28.2 milliat December 31, 1996 from $17.7 million at Decen®i, 1995 due primarily to the
increase in the number of dealerships to 8 at Dbeeidil, 1996 from 6 at December 31, 1995, as welbame store growth.

The Company's principal needs for capital resouacego finance acquisitions, capital expenditanes increased working capital
requirements. Historically, the Company has refigtharily upon internally generated cash flows froperations, borrowings under its credit
facility and borrowings from its shareholders todfince its operations and expansion.

The Company currently has a credit facility wittSBUBank, giving the Company access to an aggredatpproximately $44.7 million of
credit for various purposes. The principal compamdnhe credit facility is the Flooring Line whigiermits the Company to borrow up to
$27.9 million, based on the level of the new aneugehicle inventories securing the line. The RlapLine bears interest at rates from prime
(for new vehicles) to prime plus 0.5% (for usedickds). At December 31, 1996, the annualized raté@sterest on the Flooring Line were
from 8.25% to 8.75%. The principal payments arewlifiein five business days of an automobile beiolglsThe Flooring Line also permits
the Company to borrow at the U.S. Bank's Interb@ffkring Rate, which is the rate offered to U.SnBé#or U.S. dollar deposits in the
Eurodollar market selected by U.S. Bank. Thesedvdrrgs are available only in increments of $500,808 cannot be prepaid before the end
of their terms (typically, 60 or 90 days) withouthstantial penalty. The rate is generally one pesgge point less than the standard rate
available under the Flooring Line. The Flooring éiexpires on September 10, 1997. Management beltbaéthe Flooring Line provides the
Company with financing at rates lower than thosalakle from manufacturers. At December 31, 198érd was approximately $8.3 million
available to the Company under the Flooring Line.

The credit facility provides a $7.5 million line ofedit to finance the purchase of vehicles usetienCompany's fleet leasing and automobile
rental businesses, at up to 105% of invoice for mehicles, and 100% of KELLY WHOLESALE BLUE BOOKIipe for used vehicles. This
line of credit bears interest at prime plus 1.0%fleet leases, and at prime plus 0.25% for reveicles. For either program, used vehicles
over two years old are financed at prime plus 1.B%additional $1.0 million is available under ttredit facility for the purpose of in-house
financing of vehicle sales and in-house leasegéstitn a maximum amount equal to 75% of the tiokddouse vehicle receivables under 60
days past due). The borrowings under this lineredlit, $5.2 million at December 31, 1996, bearregéat prime plus 0.75% (9.0% at
December 31, 1996). An additional line of credi$@f15 million is available for the purchase of ipguent, $1.4 million of which is available
for purchasing equipment associated with futurpesrding acquisitions. The borrowings under thie fi credit totaled $126,000 at
December 31, 1996 and bear interest at prime phi# (8.75% at December 31, 1996).

The credit facility also includes the Capital Lireline of credit of $6.0 million to finance acqtiens. The Capital Line bears interest at pr
plus 0.75% and is secured by the Company's invgnteceivables, equipment and real property. Dutiiregfirst year in
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which the Capital Line is used, interest only iggdde monthly. After the first year, monthly payneeare based on a ten-year amortization,
with final payment due five years from the firsaadr As of December 31, 1996, there were no borrgsvimder the Capital Line.

Long-term debt, including current portion, decreb$4.8 million to $8.0 million at December 31, 1986m $12.8 million at December 31,
1995, primarily as a result of payments made toedtaders and other affiliated parties relatedriorpundistributed Subchapter S earnings
December 31, 1996, long-term debt, including curpemtion, consisted of $1.8 million real estatarldor Lithia Dodge of Eugene, Oregon,
$5.7 million for vehicles leased to others and $600 for equipment notes.

Capital expenditures, exclusive of acquisitionster395,000 in 1996. The principal capital expaméi in 1996 included equipment,
building improvements and computer equipment feringhe Company's dealerships.

The following table sets forth the estimated furetpuired to complete currently pending acquisitidkequisition costs are estimates as the
actual purchase prices will depend on inventorgleat each acquired dealership upon closing. Bstisrassume the purchase of used
vehicles at each store location.

TOTAL ESTIMATED

ACQUISITIONS PURCHASE PRICE
Magnussen Dodge Isuzu $7,900,000
Magnussen - Barbee Ford, Lincoln Mercury $6,900,000

The Company anticipates that it will be able tas$atits cash requirements through December 317 18@luding its currently anticipated
growth, primarily with cash flow from operationgroowings under the Flooring Line and the Compaather lines of credit and the proce
from its initial public offering in December 199@owever, if acquisition opportunities exceed cutiamjections, further capital could be
required.

SEASONALITY AND QUARTERLY FLUCTUATIONS

Historically, the Company's sales have been low#hé fourth quarter of each year largely due tasconer purchasing patterns during the
holiday season, inclement weather and the redugetber of business days during the holiday seassm #esult, financial performance for
the Company is generally lower during the fourtlamer than during the other quarters of each figeal; however, this did not hold true for
the years 1996 and 1995. Management believesriieaiest rates, levels of consumer debt, consumgn@patterns and confidence, as well
as general economic conditions, may also contritiuffeictuations in sales and operating result® fitming of acquisitions may cause
substantial fluctuations of operating results frgmarter to quarter.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY FINA NCIAL DATA

The financial statements and notes thereto reqbiyetiis item are included on pages F-1 througléBlisted in Item 14 of Part IV of this

document.

Quarterly financial data, on the LIFO Method, poomha for income taxes, for each of the eight qualitethe two year period ended

December 31, 1996 is as follows:

IN THOUSANDS, EXCEPT PER SHARE DATA 1STQ UARTER 2ND QUARTER 3RD QUARTER 4TH QUARTER
1996

Net sales $32 446  $36,680 $36,440  $37,278
Gross profit 5 ,481 5,975 6,804 5,937
Income before minority interest and

taxes as reported 819 1,084 1,528 485

Pro forma income taxes 319 422 594 186

Pro forma net income before minority

interest 500 662 934 299

Pro forma net income per share -

LIFO Method 0.10 0.13 0.19 0.06
1995

Net sales $27 118 $27,278  $31,526  $28,274
Gross profit 4 ,854 4,909 5,792 5,509
Income before minority interest and

taxes as reported 1 124 745 1,392 892

Pro forma income taxes 432 287 536 343

Pro forma net income before minority

interest 692 458 856 549

Pro forma net income per share -

LIFO Method 0.18 0.12 0.20 0.11

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

PART 1l

ITEM 10. DIRECTORS AND EXECUTIVE OF THE REGISTRANT

Information required by this item is included unttez captions ELECTION OF DIRECTORS, EXECUTIVE OEERS and SECTION 16(
BENEFICIAL OWNERSHIP REPORTING COMPLIANCE, respealy in the Company's information Statement fol@®7 Annual

Meeting of Shareholders and is incorporated hdrgireference.
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ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is includeter the caption EXECUTIVE COMPENSATION in the Caanp's Information Statement
for its 1997 Annual Meeting of Shareholders anehé®rporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this item is includeter the caption SECURITY OWNERSHIP OF CERTAIN BENEIAL OWNERS AND
MANAGEMENT in the Company's Information Statemeot fts 1997 Annual Meeting of Shareholders anahi®iporated herein by
reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this item is includewder the caption CERTAIN RELATIONSHIPS AND RELATEDRANSACTIONS in the
Company's Information Statement for its 1997 Anridakting of Shareholders and is incorporated hdygireference.

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K

FINANCIAL STATEMENTS
The Consolidated Financial Statements, togethédr thig report thereon of KPMG Peat Marwick LLP, m@uded on the pages indicated
below:

Page
Report of Independent Public Accountants F-1
Consolidated Balance Sheets - December 31, 1996 and 1995 F-2
Consolidated Statements of Operations for the years ended
December 31, 1996, 1995 and 1994 F-3
Consolidated Statements of Changes in Shareholders'
Equity - December 31, 1996, 1995 and 1994 F-4
Consolidated Statements of Cash Flows for the years ended
December 31, 1996, 1995 and 1994 F-5
Notes to Consolidated Financial Statements F-6
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FINANCIAL STATEMENT SCHEDULES

None.

EXHIBITS

The following exhibits are filed herewith:

Exhibit No. Descri

*3.1 Restated Articles of Incorporation of

*3.2 Bylaws of Lithia Motors, Inc.

*4.1 Specimen Common Stock certificate

*10.1 1996 Stock Incentive Plan

*10.2.1 Incentive Stock Option Agreement

*10.2.2 Non-Qualified Stock Option Agreement

*10.2.3 Incentive Stock Option Agreement

*10.3.1 Chrysler Corporation Chrysler Sales a
January 10, 1994, between Chrysler Co
Chrysler Plymouth Jeep Eagle, Inc. (s
Exhibit 10.3.2 hereto) (1)

*10.3.2 Chrysler Corporation Dealer Agreement

*10.4.1 Honda Automobile Dealer Sales and Ser
August 11, 1994, between American Hon
Lithia Motors, Inc. dba Lithia Honda
Exhibit 10.4.2 hereto)

*10.4.2 American Honda Automobile Dealer's St

*10.5.1 Isuzu Dealer Sales and Service Agreem
between American Isuzu Motors, Inc. a

*10.5.2 Isuzu Dealer Sales and Service Agreem

10.5.3 Supplemental Agreement, dated Decembe
Sales and Service Agreement.

*10.6.1 Mercury Sales and Service Agreement,
between Ford Motor Company and Lithia
provisions are in Exhibit 10.6.5 here

*10.6.2 Amendment, dated May 22, 1989, to Mer
Agreement and Lincoln Sales and Servi

*10.6.3 Ford Motor Company Imported Vehicle S
Agreement, dated July 2, 1984, betwee
Lithia Motors, Inc. dba Lithia Toyota
provisions are in Exhibit 10.6.4 here

*10.6.4 Ford Motor Company Imported Vehicle S
General Provisions

*10.6.5 Mercury Sales and Service Agreement G

*10.7.1 General Motors Corporation Dealer Sal
dated March 12, 1993, between General
Pontiac Division and Lithia Motors, |

*10.7.2 General Motors Dealer Sales and Servi
Provisions

*10.8.1 Mazda Dealer Agreement, dated April 1
Motor of America, Inc. and Lithia Dod

*10.8.2 Letter, dated September 29, 1995 exte
Agreement between Mazda Motor of Amer
Dodge, L.L.C. dba Lithia Mazda

*10.9 Saturn Distribution Corporation Deale
September 12, 1991, between Saturn Di
Medford Dodge dba Saturn of Medford

*10.10.1  Toyota Dealer Agreement, dated Januar
Motor Distributors, Inc. and Lithia M
Toyota (12)

*10.10.2  Toyota Dealer Agreement Standard Prov

*10.10.3  Agreement, dated September 30, 1996,

U.S.A., Inc. and Lithia Motors, Inc.
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Exhibit No. Descri

10.10.4  Addendum, dated December 23, 1996, to
Provisions to Toyota Dealer Agreement
between Toyota Motor Sales, USA, Inc.

*10.11 Suzuki Term Dealer Sales and Service
1996, between American Suzuki Motor C
Motors, Inc. dba Lithia Suzuki

*10.12.1  Commercial Lease, effective January 1
Properties, L.L.C. and Lithia Motors,

10.12.2  First Amendment to Lease Agreement, d
between Lithia Properties, L.L.C. and

*10.13.1  Asset Purchase Agreement, dated Augus
Motors, Inc. and Roberts Dodge, Inc.

*10.13.2 Land Sale Contract, dated August 2, 1
Properties, L.L.C. and Milford G. Rob
Roberts

*10.13.3  Assignment of Land Sale Contract, dat
between Lithia Properties, LLC and Li

*10.14 Purchase and Sale Agreement between L
Linder, Inc.

*10.15.1  Alternative Rate Option Promissory No
Lithia TLM, LLC, Lithia Dodge, L.L.C.

Auto Center, L.L.C., to United States
in the amount of $18 million (4)

*10.15.2  Promissory Note by Lithia Motors, Inc
National Bank of Oregon in the amount

*10.15.3 Promissory Note by Lithia Leasing, In
National Bank of Oregon in the amount

*10.16.1  Promissory Note between Lithia Motors
DeBoer in the amount of $500,000 (7)

*10.16.2  Subordination Agreement between Lithi
DeBoer and United States National Ban

*10.17.1  Floor Plan Accommodation Agreement (S
Lithia Motors, Inc. and United States

*10.17.2  Corporate Resolution to Guarantee of

*10.18 Commercial Guaranty under which Sidne
guarantor of obligations of Lithia Mo
States National Bank of Oregon (11)

*10.19 Management Contract between Lithia Le
Properties LLC.
*10.20 Commercial Security Agreement, dated

Lithia Motors, Inc. and United States

*10.21 Purchase and Sale Agreement, dated De
Lithia Properties and Lithia Real Est

*10.22 Commercial Lease, dated April 1, 1992
et al and Wilson/Malasoma, Inc. relat
Vacaville, California.

10.23 Agreement for Purchase and Sale of Bu
Company and Magnussen-Barbee Ford, Li
February 21, 1997.

11 Statement re Computation of Per Share
*21 Subsidiaries of Lithia Motors, Inc.

23 Consent of KPMG Peat Marwick LLP rela
27 Financial Data Schedule
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* Incorporated by reference to the Company's Regien Statement on Form S-1, Registration Statéien333-14031, as declared
effective by the Securities and Exchange CommissioDecember 18, 1996.

(1) Substantially identical agreements exist betw@brysler Corporation and Lithia Chrysler Plymoudéep Eagle, Inc., and between
Chrysler Corporation and Lithia's Grants Pass Aditot, with respect to Jeep, Eagle, Dodge and Plymsales and service, and between
Chrysler Corporation and Medford Dodge, and betw@kerysler Corporation and Lithia DC, Inc. with respto Dodge sales and service.
(2) A substantially identical agreement exists leswthe same parties with respect to Lincoln SatdsServices.

(3) Substantially identical leases exist betweeahi&iProperties L.L.C. and (i) Lithia MTLM, Incelating to the properties located in
Medford, Oregon at 360 E. Jackson St., 400 N. @eAtve., 325 E. Jackson St., 343-345 Apple St.;448 Front St., 3rd & Front St. and &
Bartlett, 315 & 321 Apple St., and 401 E. 4th 8oljectively at a lease rate of $33,728 per mofitht.ithia Auto Services, Inc. dba Lithia
Body and Paint, relating to the properties in Medf@®regon, located at 401 E. 4th St., 4th & B#rt35 Bartlett, 220 N. Bartlett, and 275
5th; and in Grants Pass, Oregon, at 1470 N.E arith 801 N. Riverside Ave., collectively at a leeste of $17,439 per month; (iii) Lithia
Rentals, Inc., dba Discount Auto and Truck Remtditing to properties located in Medford, Oregat971 Gilman Rd., and in Grants Pass,
Oregon, at 1470 N.E. 7th, collectively at a leage of $962 per month; (iv) Lithia Dodge, L.L.C.danthia DM, Inc., relating to properties
located in Medford, Oregon, at 322 E. 4th, 315 & 8 5th St., 225, 319 & 323 E. 6th, Riverside &,&Riverside & 6th, and 129 N.
Riverside, collectively at a lease rate of $53,460month;

(v) LGPAC, Inc., relating to the property locatedGrants Pass, Oregon, at 1421 N.E. 6th and 14#Z07h, collectively at a lease rate of
$18,023 per month; (vi) Lithia SSO, Inc., relatbogproperties located in Medford, Oregon, at 4@5)-717 N. Riverside Ave., collectively at
a lease rate of $16,364 per month; (vii) Lithia DIkk., relating to properties located at Medfordegbn, at 324 E. 5th,

319 & 323 E. 6th St., 6th & Riverside, 129 N. Rside, 4th & Riverside, 225 E. 6th, 315 E. 5th, B22th, 201 N. Riverside, 309, 315, 333
and 329 N. Riverside, 334 & 346 Apple St. and 404tE, collectively at a lease rate of $30,557menth; and (viii) Lithia Motors, Inc.,
relating to properties located in Medford, Oregatn360 E. Jackson, 325 E. Jackson, 345 E. Baledt401 E. 4th St., collectively at a lease
rate of $5,309 per month.

(4) Substantially identical notes exist betweenstme parties in amounts of $2.0 million, $2.5ioml] and $5.0 million.

(5) A substantially identical note exists betwelem $ame parties in the amount of $400,000.

(6) Substantially identical notes exist betweenshmme parties in amounts of $750,000, and $1.0omill

(7) A substantially identical note exists betwedthia Motors, Inc. and Manfred L. Heimann in themsaamount

(8) A substantially identical agreement exists lestw/Lithia Motors, Inc. and Manfred L. Heimann

(9) Substantially identical agreements exist betwdnrited States National Bank of Oregon and eadtitbfa TLM, LLC, Lithia Dodge,
L.L.C., Lithia's Grants Pass Auto Center, L.L.Qxdd.ithia Leasing, Inc.

(10) A substantially identical guarantee existsamahich Lithia's Grants Pass Auto Center, L.L<thie Guarantor.

(11) A substantially identical guaranty exists unabich Manfred L. Heimann is the Guarantor of iativotors, Inc.

(12) A substantially identical agreement existsMeetn Toyota Motor Sales, USA, Inc. and Lithia THNG.

REPORTS ON FORM 8-K
No reports on Form-K have been filed by the Registrant during thertpraeended December 31, 1996.
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SIGNATURES

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

Date: March 19, 1997

LI THI A MOTORS, | NC

By /s/ SIDNEY B. DEBCER

Si dney B. DeBoer

Chai rman of the Board, President
and Chi ef Executive Oficer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of

the Registrant and in the capacities on March 2971

Si gnature

/sl M L. DI CK HEI MANN

Thomas Becker

/sl WLLIAM J. YOUNG

Chai rman of the Board, President
and Chi ef Executive Oficer
(Principal Executive Oficer)

Chi ef Financial Oficer

(Principal Financial and Accounting O ficer)

Director, Executive Vice President and

Chi ef Operating O ficer

Director and Vice President, Acquisitions

Director

Di rector
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INDEPENDENT AUDITORS' REPORT

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

We have audited the accompanying consolidated balsineets of Lithia Motors, Inc. and SubsidiargesfaDecember 31, 1996 and 1995,
the related consolidated statements of operata)ges in shareholders' equity, and cash flowsdoh of the years in the three-year period
ended December 31, 1996. These consolidated fialesteitements are the responsibility of the Comjsamanagement. Our responsibility is
to express an opinion on these consolidated fimhstatements based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of Lithia Motors, Inc. and Subsidiaries as of Debem31, 1996 and 1995, and the consolidated resiuteir operations and their cash flows
for each of the years in the three-year period émcember 31, 1996, in conformity with generaltgepted accounting principles.

Portland, Oregon
February 19, 1997



LITHIA MOTORS, INC.
AND SUBSIDIARIES

Consolidated Balance Sheets
December 31, 1996 and 1995

(In thousands)

ASSETS 1996 1995
Current assets:
Cash and cash equivalents $15,413 9,706
Trade receivables 2,260 1,744
Other receivables, current portion 414 267
Receivable from related parties 308 -
Inventories 28,152 17,700
Vehicles leased to others, current portion 524 727
Prepaid expenses and other current assets 372 273
Deferred tax assets 1,646 -
Total current assets 49,089 30,417
Property, plant and equipment, net 4,616 3,234
Vehicles leased to others, less current portion 4,500 4,599

Other assets:

Other receivables, less current portion 377 456

Other noncurrent assets 1,071 872

Goodwill, net 4,101 -
5,549 1,328

See accompanying notes to consolidated financ#tsients.
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LIABILITIES, MINORITY INTEREST AND SHAREHOLDERS' EQ  UITY

Current liabilities:
Notes payable
Flooring notes payable
Current maturities of long-term debt
Trade payables
Accrued liabilities
Payable to related parties

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

Total liabilities

Commitments and contingencies

1996 1995

$ 500 625
19,645 19,590
1,855 2,085
2,434 1,455
2,482 1,280
1,952 356

Minority interest - 749
Shareholders' equity:
Preferred stock - no par value; authorized 15, 000 shares;
issued and outstanding none at December 31, 1996
and 1995 - -
Class A common stock - no par value; authorize d
100,000 shares; issued and outstanding 2,500 at
December 31, 1996 and none at December 31, 1 995 24,172 -
Class B common stock - no par value; authorize d
25,000 shares; issued and outstanding 4,110 at
December 31, 1996 and 1995 511 801
Retained earnings 53 50
Total shareholders' equity 24,736 851



Sales:

Vehicle

LITHIA MOTORS, INC.
AND SUBSIDIARIES

Consolidated Statements of Op

Years ended December 31, 1996, 1

(In thousands, except per sha

Service, body, parts and other

Cost of sales:
Vehicle

Service, body, parts and other

Cost of sales

Gross profit

Selling, general and administrative

Operating income

Other income (expense):

Equity in income of affiliate

Interest income
Interest expense
Other, net

Income before minority interest

Minority interest

and income tax benefit

Net income before income tax benefit

Income tax benefit

Net income

Net income per share

Pro forma net income data (unaudited):
Income before income taxes and minority

interest, as reported
Pro forma income taxes

Pro forma net income before minority interest

Pro forma minority interest

Pro forma net income

Pro forma net income per share

Shares used in computing per share amounts

See accompanying notes to consolidated financ#tsients.
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995 and 1994

re data)

Years ended December 31,

1994

1996 1995
$123,703
19,141 16,858

97,338 93,535

15,888

142,844 114,196 109,423

109,082 81,786 81,141
9,565 11,346 9,183
118,647 93,132 90,324
24,197 21,064 19,099
20,277 16,735 15174
3,920 4,329 3,925
44 67 55
193 179 99
(1,353) (1,390) (954)
1,112 968 847
(4 @76) 47
3,916 4,153 3,972
(687) (778)  (458)
3,229 3,375 3,514
813 - -
$4,042 3,375 3,514
$0.81
$3,916 4,153 3,972
(1,521) (1,598) (1,521)
2,395 2,555 2,451
(421)  (479) (283)
$1,974 2,076 2,168
$0.40  0.42
4,973 4,893



LITHIA MOTORS, INC.
AND SUBSIDIARIES

Consolidated Statements of Changes in Shareholdefstuity
Years ended December 31, 1996, 1995 and 1994
(In thousands)

Common stock

Class A Class B
----- Retained
Share s Amount Shares Amount earnings Tot al

Balance, December 31, 1993 - $ - 2,492 $824 360 1, 184
Net income - - - - 3,514 3, 514
Issuance of Class B common stock - - 743 70 - 70
Cancellation of Class B common stock - - (218) (143) 143 -
Dividends - - - - (1,965) (1, 965)
Balance, December 31, 1994 - - 3,017 751 2,052 2, 803
Net income - - - - 3,375 3, 375
Issuance of Class B common stock - - 1,093 50 - 50
Dividends - - - - (5,377) (5, 377)
Balance, December 31, 1995 - - 4,110 801 50 851
Net income - - - - 4,042 4, 042
Dividends - - - - (4,460) (4, 460)
Contribution of minority interest to Class B

common stock pursuant to restructuring - - - 131 - 131
Restructuring in connection with initial

public offering - - - (421) 421 -
Issuance of Class A common stock, net

of offering expenses of $3,328 2,50 0 24172 - - - 24, 172
Balance, December 31, 1996 2,50 0 $24,172 4,110 53 24, 736

See accompanying notes to consolidated financsistents.



LITHIA MOTORS, INC.
AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Years ended December 31, 1996, 1995 and 1994

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cas
provided by (used in) operating activities:
Depreciation and amortization
Gain on sale of assets
Deferred income taxes
Minority interest in income
Equity in income of affiliate
Changes in operating assets and liabiliti
Trade and installment contract receiva
Inventories
Prepaid and other current assets
Other noncurrent assets
Trade payables
Accrued liabilities
Other liabilities
Proceeds from sale of vehicles leased to
Expenditures for vehicles leased to other

Net cash provided by (used in) opera

Cash flows from investing activities:
Notes receivable issued
Principal payments received on notes receivabl
Proceeds from sale of assets
Capital expenditures
Acquisitions

Net cash provided by (used in) inves

Cash flows from financing activities:
Net borrowings (repayments) on notes payable
Net borrowings (repayments) on flooring notes
Principal payments on long-term debt
Proceeds from issuance of long-term debt
Proceeds from issuance of common stock and min
Proceeds from minority interest share receivab
Dividends and distributions

Net cash provided by (used in) finan
Net increase in cash and cash equiva
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information:
Cash paid during the period for interest

Supplemental schedule of noncash investing and fina

Cancellation of common stock

Issuance of notes receivable - minority intere

Debt extinguishment upon transfer of property

Contribution of minority interest in S Corpora
earnings upon Restructuring to Class B comm

Contribution of excess S Corporation retained
upon Restructuring to Class B common stock

See accompanying notes to consolidated finanasdsients

(In thousands)

Year ended December 31,
1996 1995 1994

$4,042 3,375 3,514

h
1,756 1,907 1,954
(239) (305) (146)
(906) - -
687 778 458
(44) (67) (55)
es.
bles (852) (692) 1,659
(6,807) 1,432 (2,085)
(19) 30 (116)
(196) (277) (20
979 609 (1,793)
797 306 1,002
3,095 677 358
others 5760 4,757 5,239
s (6,537) (6,308) (6,764)

ting activities 1,516 6,222 3,205

(540) (190) (142)
e 500 83 309
765 10 3
(395) (524) (164)
(6,937) - -
ting activities (6,607) (621) 6

(625) 235 (2,312)
payable (3,283) (1,628) 2,170
(25,336) (8,070) (9,084)
21,635 12,529 11,300
ority interest 24,172 50 (73)
le 676 142 144
(6,441) (6,105) (2,263)
cing activities 10,798 (2,847) (118)

lents 5,707 2,754 3,093

9,706 6,952 3,859

$15,413 9,706 6,952

$ 1823 1,828 1,335

$ - - 143
st - 678 -
1,112 - -
tion
on stock 131 - -
earnings
421 - -
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) ORGANIZATION AND BUSINESS

Lithia Motors, Inc. and subsidiaries (the Compaoggrates in Medford, Eugene and Grants Pass, OgegbWacaville, California. The
Company serves customers located principally inlgna Oregon and northern California. The Compdifgrea broad range of products and
services including a wide selection of new and used and light trucks, vehicle financing and imswe and replacement parts and servic
its eight locations, the Company offers, colledffysixteen makes of new vehicles including Chrysl@yota, Plymouth, Dodge, Jeep/Eagle,
Honda, Saturn, Mazda, Pontiac, Lincoln, Mercuryzls Suzuki, Kia and Volkswagen.

(b) PRINCIPLES OF CONSOLIDATION

The accompanying financial statements reflect ¢selts of operations, the financial position, dmel ¢ash flows for Lithia Motors, Inc. and
directly and indirectly wholly-owned subsidiariésl significant intercompany accounts and transatdi consisting principally of
intercompany sales, have been eliminated upon tdation.

The financial results presented for periods prcthe Restructuring (see note 13) have been rdsmieflect the consolidated results of
operations, financial position and cash flows & @ompany's dealerships and those of its affiliat@dies under common control whose
operations were combined under the Restructurisiggu'as if* pooling of interest basis of accougtin

Lithia TLM LLC, Lithia Dodge LLC and Lithia Grant8ass Auto Center LLC were limited liability corptioms majority owned by Lithia
Motors, Inc. The 20%, 25% and 25% minority intesentLithia TLM LLC, Lithia Dodge LLC and Lithia Gints Pass Auto Center LLC,
respectively, have been recorded in the accompgriyiancial statements to the date of Restructuring

(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
(c) CASH AND CASH EQUIVALENTS

For purposes of reporting cash flows, the Compamsiclers contracts in transit and all highly ligdiebt instruments with a maturity of three
months or less when purchased to be cash equisalent

(d) INVENTORIES

New vehicle, used vehicle and parts and accesdarientories are stated at the lower of cost orketaiCost is determined by using the -
in, first-out (LIFO) method.

(e) PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are stated at casbaimg depreciated over their estimated usefakliprincipally on the straight-line basis.
The range of estimated useful lives are as follows:

Building and improvements 40y ears
Service equipment 5t010y ears
Furniture, signs and fixtures 5t010y ears

The cost for maintenance, repairs and minor rereisaxpensed as incurred, while significant retgwad betterments are capitalized. W
an asset is retired or otherwise disposed of,dlaed cost and accumulated depreciation are resrfoom the account, and any gain or los
credited or charged to income.

(f) INVESTMENT IN AFFILIATE

The Company has a 20% interest in Lithia Propertie€, of which the other members are Sidney DeR88#6), M.L. Dick Heimann (30%)
and three of Mr. DeBoer's children (5% each). Thestment is accounted for using the equity methatth, a carrying value of $571 and
$491 at December 31, 1996 and 1995, respectively.

(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
(g) INCOME TAXES

Prior to the Offering (see note 13), the Compang aa S Corporation for federal and state incomedpgrting purposes. Federal and state
income taxes on the income of an S Corporation wayable by the individual stockholders rather ttr@ncorporation.

The Company's S Corporation status terminated inatedy prior to the effectiveness of the initiallpie offering of its common stock. At
that time the Company established a net deferreddset and recorded an accompanying credit tarindax expense. The accompanying
statements of operations for the years ended Dese®ih 1996, 1995 and 1994, reflect provisionsrfoome taxes on an unaudited pro fol
basis, using the asset and liability method, #sefCompany had been a C Corporation, fully suligééderal and state income taxes for the
entire year.

Under the asset and liability method, deferredimedax assets and liabilities are recognized ferftlure tax consequences attributable to
differences between the financial statement cagrgimounts of existing assets and liabilities amd tlrespective tax bases. Deferred income
tax assets and liabilities are measured using eddak rates expected to apply to taxable incontledaryears in which those temporary
differences are expected to be recovered or sefilegl effect on deferred income tax assets andifiab of changes in tax rates is recognized
in income in the period that includes the enactndei.

(h) ENVIRONMENTAL LIABILITIES AND EXPENDITURES

Accruals for environmental matters, if any, areorded in operating expenses when it is probableattiability has been incurred and the
amount of the liability can be reasonably estimafextrued liabilities are exclusive of claims agaithird parties and are not discounted.

In general, costs related to environmental remiggtiatre charged to expense. Environmental costsagi¢alized if the costs increase the
value of the property and/or mitigate or preventtamination from future operations.

(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
(i) COMPUTATION OF PER SHARE AMOUNTS

Net income per share is computed using the weightedage number of shares of common stock outstgradid common equivalent sha
from stock options outstanding using the treastogksmethod. In accordance with certain Securdies$ Exchange Commission (SEC) Staff
Accounting Bulletins, such computations includecaiimmon and common equivalent shares issued withimonths of the offering date as if
they were outstanding for all periods presentedguiie treasury stock method. In addition, thewdaton includes shares deemed issued to
fund S Corporation distributions.

(j) FINANCIAL INSTRUMENTS

The carrying amount of cash equivalents, tradeivabkes, trade payable, accrued liabilities andtsteom borrowing approximate fair value
because of the short-term nature of these instrtan&he fair value of long-term debt was estimdtgdiscounting the future cash flows
using market interest rates and does not differiagntly from that reflected in the financial &tments.

Fair value estimates are made at a specific poititrie, based on relevant market information alleifinancial instrument. These estimates
are subjective in nature and involve uncertairdied matters of significant judgment and therefenenot be determined with precision.
Changes in assumptions could significantly affaetéstimates.

(k) ADVERTISING

The Company expenses production and other costdvefrtising as incurred. Advertising expense wag%, $1,136, and $946 for the years
ended December 31, 1996, 1995 and 1994, respactivel

(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
() INTANGIBLE ASSETS AND GOODWILL

Intangible assets of $199 and $-0-, net of accuredlamortization of $23 and $-0-, at December 3961and 1995, respectively, represents a
non-compete agreement being amortized on a striighbasis over 5 years. This intangible ass#tdkided in other noncurrent assets and is
evaluated for impairment each period by determiitsget realizable value.

Goodwill, which represents the excess purchase jpner fair value of net assets acquired, is azexton the straight-line basis over the
expected period to be benefited of forty years. Thepany assesses the recoverability of this iridengsset by determining whether the
amortization of the goodwill balance over its reniag life can be recovered through undiscountedréubperating cash flows of the acquired
operation. The assessment of the recoverabiligoofiwill will be impacted if estimated future opting cash flows are not achieved.

(m) CONCENTRATIONS OF CREDIT RISK

Concentrations of credit risk with respect to tragieeivables are limited due to the large numbeusfomers comprising the Company's
customer base.

Financial instruments which potentially subject @@mpany to concentrations of credit risk consisigipally of cash deposits. The Comp:
generally limits its exposure to credit risk fromlénces on deposit in financial institutions iness of the FDIC-insured limit.

(n) USE OF ESTIMATES

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the amounts reporttkigonsolidated financial statements and relattes to financial statements. Changes in
such estimates may affect amounts reported indyteriods.

(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
(0) REVENUE RECOGNITION

Revenue from service contract insurance sold byCthrapany is recorded as deferred revenue upoalingteipt and recognized as income
a prorated basis over the term of the policy. Féedees represent revenue earned by the Companypties placed with financial institutions
in connection with customer vehicle financing. Fioa fees are recognized in income upon acceptdribe oredit by the financial institutio
Insurance income represents commissions earnerkdit life, accident and disability insurance swladonnection with the vehicle on behalf
of third-party insurance companies. Insurance c@sioins are recognized in income upon customer taneep of the insurance terms as
evidenced by contract execution. Finance feesewrance commissions, net of chargebacks, arefdsas other operating revenue in the
accompanying consolidated statement of operations.

Revenue from the sale of cars is recognized upbwedyg, when the sales contract is signed and dpayment has been received. Fleet sales
of vehicles whereby the Company does not takeditteshown on a net basis in other revenue.

(p) MAJOR SUPPLIER AND DEALER AGREEMENT

The Company purchases substantially all of its mekicles and inventory from various manufacturéthe prevailing prices charged by the
automaker to all franchised dealers. The Compawesall sales could be impacted by the automaketslity or unwillingness to supply the
dealership with an adequate supply of popular nzodel

The Company enters into agreements (Dealer Agressineith the manufacturer. The Dealer Agreemenegaly limits the location of the
dealership and retains automaker approval rights olwanges in dealership management and ownefdgpautomaker is also entitled to
terminate the agreement if the dealership is irendtbreach of the terms.

The Company's ability to expand operations depdandsart, on obtaining consents of the manufactto¢he acquisition of additional
dealerships.

(g) RECLASSIFICATIONS
Certain items previously reported in specific fioah statement captions have been reclassifiednfocm with the 1996 presentation.
(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
(2) INVENTORIES AND RELATED NOTES PAYABLE

The new and used vehicle inventory, collateralizielgted notes payable, and other inventory wefelkmsvs:

Decemb er 31
1996 1995
Inventory Notes Inventory Notes
cost  payable cost payable
New and demonstrator vehicles $19,402 19,645 13,972 15,346
Used vehicles 12,199 - 7,532 4,244
Parts and accessories 1,761 - 1,092 -
Inventories at FIFO 33,362 19,645 22,596 19,590
Less LIFO reserve for new
and used vehicles and
parts inventories 5210 - 4,896
Inventories at LIFO $28,152 19,645 17,700 19,590

If the first-in, first-out (FIFO) method of invenpaccounting were used by the Company, net inoomdd have been higher (lower) by
$314, $(426) and $615 for the years ended DeceBher996, 1995 and 1994, respectively.

Flooring notes payable consist of 8.25% to 8.7586rfhg notes from a bank secured by new and uskidles. The flooring arrangements
permit the Company to borrow up to $27,900 in 1886 $21,900 in 1995, restricted by new and usettheelevels. The notes are due within
5 days of the vehicle being sold or after the Viehlias been in inventory for 1 year for new veliicBmonths for program vehicles, and on a
revolving basis for used vehicles.

(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)

(3) PROPERTY, PLANT AND EQUIPMENT

December 3 1
1996 1 995
Buildings and improvements $1,131 1, 445
Service equipment 1,641 1, 431
Furniture, signs and fixtures 2,545 1, 607
5,317 4, 483
Less accumulated depreciation 2,073 1, 840
3,241 2, 643
Land 1,272 591
Construction in progress 100 -
$4,616 3, 234

(4) VEHICLES LEASED TO OTHERS AND RELATED LEASE REEIVABLES

December 31

1996 1 995

Vehicles leased to othe;;““ "$6,378 6, 678
Less accumulated depreciation (1,354) (1, 352)
5024 5, 326

Less current portion, net 524 727
$4500 4, 599

Vehicles leased to others are stated at cost gmeciated over their estimated useful lives (5 gkan a straight-line basis. Lease receivables
result from customer, employee and fleet lease®bicles under agreements which qualify as opayd#iases. Leases are cancelable at the
option of the lessee after providing 30 days wmittetice.

(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
(5) NOTES PAYABLE

Notes payable consist of a 9.0% credit line withaak for the i-house financing of vehicle sales and leases. Tmpgany may borrow up to
$1,000 or 75% of the total in-house vehicle redelies under 60 days past due. No amounts were ndistaas of December 31, 1996.

The Company incurred a $500 8.5% note payablennection with the acquisition of Roberts Dodge, incEugene, Oregon. The note
became due and payable upon the consummation &asieucturing and Offering.

(6) LINES OF CREDIT

The Company has a $7.5 million line of credit twefice the purchase of vehicles used in the Comgp#egt leasing and automobile rental
businesses. The borrowings under this line of £r&8i196 at December 31, 1996, are secured big#ised vehicles and bear interest at p
plus .25% to 1.5% (8.5% to 9.75% at December 39619

The Company has a $6.0 million line of credit twefice acquisitions which bears interest at prime pi5% and secured by the Company's
inventory, receivables, equipment and real prop&tying the first year in which the line is use@derest only is payable monthly. After the
first year, monthly payments are based on a tengmartization, with final payment due five yearsnh the first draw. As of December 31,
1996, no borrowings were outstanding under this. lin

An additional line of credit of $2.15 million is aNable for the purchase of equipment, $1.4 milladnvhich is available for the purchase of
equipment associated with acquisitions. The bomgwiunder this line of credit, $126 at Decemberl396, are secured by the equipment
bear interest at prime plus 0.5% (8.75% at Decer@bet996). The borrowings are payable in month$§dliments, maturing at various dates
through 2000.

(Continued)
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(7) LONG-TERM DEBT

Long-term debt consists of the following:

LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

(In thousands)

Notes payable to officer and director, interest at
plus 0.5%; due in ten equal annual installments
beginning one year and ten days subsequent to de
by the note holder

Notes payable to related parties other than officer
director, interest at prime plus or minus 0.5%;
ten equal annual installments beginning at vario
subsequent to demand by the note holder

Notes payable in monthly installments, including in
at 8.75%; maturing at various dates through 2000
secured by equipment

Notes payable in monthly installments, including in
at prime plus .25% to 1.5% (8.5% to 9.75% at
December 31, 1996); maturing at various dates
through 2000; secured by vehicles leased to othe

Mortgages payable in monthly installments of $105,
interest at 7.5% to 12%; maturing at various dat
through 2013; secured by land and buildings

Notes payable in monthly installments of $14, inclu
interest at 8.27%, maturing December 2008; secur
by land and buildings

Other

Less current maturities

(Continued)

F-15

December 31

1996 1995
prime
mand
$ - 3,865
and
due in
us times
- 1,234
terest
' 1,019 1,404
terest
rs 5,196 5,466
including
es
- 858
ding
ed
1,800 -
- 1
8,015 12,828
1,855 2,085



LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)
The schedule of future principal payments on legmgatdebt after December 31, 1996 is as follows:

Year ending December 31:

1997 $1 ,855
1998 3 877
1999 388
2000 142
2001 88
2002 and thereafter 1 ,665

$8 ,015

(8) MINORITY INTEREST

At December 31, 1995, the Company held notes rabkhof $678, from minority owners of the Compankiese notes were secured by the
minority owners' interest in the Company and baterest at .5% over prime rate. The notes receivable presented as a reduction to
minority interest. In connection with the Restruatg and Offering, the notes receivable were pgithie minority interest shareholders.

(9) SHAREHOLDERS' EQUITY

The shares of Class A common stock are not comleiitito any other series or class of the Compasecsirities. However, each share of
Class B common stock is freely convertible into share of Class A common stock at the option ohiblder of the Class B common stock.
All shares of Class B common stock shall automHgicanvert to shares of Class A common stock (share-for-share basis, subject to the
adjustments) on the earliest record date for ama@meeting of the Company shareholders on whiemtimber of shares of Class B comr
stock outstanding is less than 1% of the total remalb shares of common stock outstanding. Shar&ass B common stock may not be
transferred to third parties, except for transfersertain family members and in other limited oirstances.

Holders of Class A common stock are entitled to wote for each share held of record, and holdeSlass B common stock are entitled to
ten votes for each share held of record. The Glassmmon stock and Class B common stock vote t@geth a single class on all matters
submitted to a vote of shareholders.

(Continued)
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AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)

(10) INCOME TAXES

At the date of the Restructuring, the Company teatad its S Corporation election and is now taxed & Corporation. Income taxes on the
Company's earnings from the date of the Restrujuo December 31, 1996 is as follows:

Total income tax benefit

Current:
Federal $(77)
State (16)
Total current income tax expense (93)

Deferred:

Federal 750
State 156
Total deferred income tax benefit 906
$813

The significant components of deferred income txdfit for the year ended December 31, 1996 afellasvs:

Deferred tax expense (exclusive of the effectstioéiocomponents listed below) $ - Adjustment tcedefd tax assets and liabilities for
conversion from S Corporation to C Corporationust&06

$906

(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)

The tax effects of temporary differences that gise to significant portions of the deferred incorae assets and liability as of December 31,
1996, are presented below:

Deferred tax assets:

Allowance and accruals $2 77
Deferred revenue 1,2 44
Total deferred tax assets 1,5 21

Deferred tax liability:
Property and equipment, principally
due to differences in depreciation (6 15)

Net deferred tax assets $9 06

The unaudited pro forma provision for income tavaftects the income tax expense that would have begorted if the Company had been
subject to Federal and state income taxes as ari@tion for the entire year and for all periodsgented. The components of unaudited pro
forma income taxes are as follows:

Year ended
December 31

1996 1995 1994
Pro forma income taxes:
Current:
Federal $1,860 1,487 1,292
State 387 309 269
Total current 2,247 1,796 1,561
Deferred:
Federal (601) (164) (33)
State (125) (34) (@)
Total deferred (726) (198) (40)
Total pro forma
income taxes $1,521 1,598 1,521
(Continued)
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LITHIA MOTORS, INC.
AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(In thousands)

The following tabulation reconciles the expectetpooate federal income tax expense (computed byiptyihg the Company's income befi
minority interest by 34%) to the Company's unautjieo forma income tax expense:

Year ended
December 31

1996 1995 1 994
Expected pro forma income
tax expense $1,331 1,412 1 ,350
State income taxes, net of
federal tax effect 171 181 173
Other, net 19 5 )
$1,521 1,598 1 ,521

The Company intends to change its tax basis mashedluing inventories from the LIFO method to #i&O and specific identification
methods in 1997. The balance of the LIFO resenaf 8ecember 31, 1996 will be amortized into tarabktome over a two to six year
period, thereby increasing current taxes payabiies amortization will create a corresponding retturcin the deferred tax liability related to
inventory and will not impact the Company's effeettax rate.

(11) COMMITMENTS AND CONTINGENCIES
(a) RECOURSE PAPER

The Company is contingently liable to banks foroese paper from the financing of vehicle sale® @dntingent liability at December 31,
1996, 1995 and 1994 was approximately $88, $206s@d@drespectively.

(b) OPERATING LEASES

Substantially all of the Company's operations aredacted in leased facilities under noncancelap@ating leases. These leases expire at
various dates through 2012. Beginning in 1998 aieitease commitments are subject to escalatiarsetaof an amount equal to the cost of
living based on the "Consumer Price Index - U.Sie€iAverage - All stems for all Urban Consumersblshed by the U.S. Department of
Labor.

(Continued)

F-19



LITHIA MOTORS, INC.
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Notes to Consolidated Financial Statements
(In thousands)
The minimum rental commitments under operatingdeadter December 31, 1996 are as follows:

Year ending December 31:

1997 $2, 253
1998 2, 253
1999 2, 251
2000 2, 229
2001 1, 882
2002 and thereafter 17, 471

$28, 339

Rental expense for all operating leases was $233803 and $1,888 for the years ended Decembdrd®8, 1995 and 1994, respectively.
(c) LITIGATION

The Company is involved in various claims and legaions arising in the ordinary course of busingsthe opinion of management, the
ultimate disposition of these matters will not haveaterial adverse effect on the Company's firgipaisition, results of operations or
liquidity.

(12) PROFIT SHARING PLAN

The Company has a defined contribution plan argt tavering substantially all full-time employe&se annual contribution to the plan is at
the discretion of the Board of Directors of Lithitors, Inc. Contributions of $100, $84 and $10Gewecognized for the years ended
December 31, 1996, 1995 and 1994, respectively I@maps may contribute to the plan under certaicucistances.

(Continued)
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(13) RESTRUCTURING AND OFFERING

On December 18, 1996, the Company offered 2,50@sld its Class A common stock to the public @f&ering). Prior to the public stock
offering, the Company consummated a restructurimg Restructuring) which resulted in each of thenBany's dealerships and operating
divisions becoming direct or indirect wholly-owngdbsidiaries of the Company with Lithia Holding Gmemy, LLC owning all the
outstanding Class B common stock of the Companlysidreholders prior to the Restructuring exchartgeit interests in the Company and
its affiliated entities for shares of Lithia HoldjrCompany, LLC with the exception of (i) one shaldlbr who exchanged his interest in one
entity for cancellation of a note due to Lithia TL.M_C and cash and (ii) Lithia TKV, Inc. whose gtomas purchased by the Company from
the Company's principals subsequent to the putdicksoffering.

(14) STOCK INCENTIVE PLAN

In April 1996, the Board of Directors (the Boaradahe Company's shareholders adopted the CompE86sStock Incentive Plan (the

Plan), which provides for the granting of incentared nonqualified stock options to officers, keyptogees, and non-employee consultants of
the Company and its subsidiaries. The Plan is adteied by the Board or by a Compensation Commdteke Board and permits
accelerated vesting of outstanding options uporotteirrence of certain changes in control of thenGany.

During 1995, the Financial Accounting StandardsrBassued Statement of Financial Accounting Stassialo. 123 ACCOUNTING FOR
STOCK-BASED COMPENSATION (SFAS 123), which defireefair value based method of accounting for an eyg# stock option and
similar equity instrument. As permitted under SFE3, the Company has elected to continue to acdouits stock-based compensation
plan under Accounting Principal Board Opinion N6.ACCOUNTING FOR STOCK ISSUED TO EMPLOYEES (APB 2&hd related
interpretations. Accordingly, no compensation exggenas been recognized for the Plan. The Compangdmaputed, for pro forma disclosi
purposes, the value of options granted under the, Rising the Black-Scholes option pricing modgbr@scribed by SFAS 123, using the
weighted average assumptions for grants as follawisk free interest rate of 6.5%, an expecteidivyield of 0%, expected lives of 6.5
years, and expected volatility of 60

(Continued)
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Using the Black-Scholes methodology, the total @alfioptions granted during 1996 was $709, whichld/de amortized on a pro forma
basis over the vesting period of the options. Tkahted average fair value of options granted duii®96 was $1.62 per share. If the
Company had accounted for its stock-based comgengalin in accordance with SFAS 123, the Compamgtsncome and net income per
share would approximate the pro forma disclosuetavix

1996
As Pro
reported forma
Net income $4,042 3,612
Net income per share $0.81 0.73

The effects of applying SFAS 123 in this pro fordisclosure are not indicative of future amountsASHA23 does not apply to awards pric
January 1, 1995, and additional awards are antaipia future years.

Options become exercisable over a period of uprigyears from the date of grant as determined &ytiard, at prices generally not less than
the fair market value at the date of grant. At Deber 31, 1996, options for 167 shares were exdieiswith a weighted average exercise
price of $3.27. 685 shares were reserved for ismiand 246 shares were available for future grant.

The following table summarizes stock options oudiag at December 31, 1996:

Weighted -
average
Shares price
Outstanding options at December 31, 1995 - $-
Granted 439 3.11
Exercised - -
Canceled
Outstanding options at December 31, 1996 439 $3.11

At December 31, 1996, the weighted average rengicomtractual life of outstanding options was 6arng.
(Continued)
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(15) RELATED PARTY TRANSACTIONS

Substantially all of the real property on which @mpany's business is located is owned by Lithigpé&¥ties, LLC. The Company, leases its
facilities under various lease agreements fromi&iBroperties, LLC (note 11). Recorded in otherenirassets are deposits relating to these
operating leases of $-0- and $175 as of Decemher@®b and 1995, respectively. Selling, generaladrdinistrative expense includes rental
expense of $2,132, $1,929 and $1,808 for the y@ated December 31, 1996, 1995 and 1994, respactivel

The Company provides management services to Lfoaerties, LLC. Other income includes managemezg df $408, $288 and $288 for
the years ended December 31, 1996, 1995 and 1€&87kctively.

The Company has notes payable included in long-thrit of $-0- and $3,865 as of December 31, 196618085, respectively, to certain
officers and directors. These notes accrue intete3¥% and are due in ten equal annual installmeggéning one year and ten days
subsequent to demand by the noteholder.

The Company has guaranteed certain indebtednésthiaf Properties, LLC incurred in connection wiibrchases of real property which
secures the loan. This indebtedness amounts toxipmtely $13,000.

The Company and Lithia Properties, LLC share a lgafocash account in the Company's name. At DeceBhel 996 and 1995, amounts
due to Lithia Properties, LLC related to this agament amounted to $1,703 and $356, respectivetyaee included in payable to related
parties. Also included in payable to related pardieDecember 31, 1996 is $249 due to former Sation minority interest shareholders
distributions of their investment in the Companippto the Restructuring.

Receivable from related parties at December 316 18fresents amounts due to the Company for overgatg on distributions to
shareholders in connection with the Restructuring.

(Continued)
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(16) ACQUISITIONS

During the fourth quarter of 1996, the Company &egltwo new and used car dealerships, Roberts &ddg. and Melody Vacaville, Inc.,
now Lithia TKV and Lithia DE, respectively. For éaacquisition, the Company acquired certain assetdprth below each of which was
accounted for as a purchase. Accordingly, the dataed statement of operations include the opsgatsults from the date of purchase.

Robert
Dodge
Inc.
Assets acquired $6,23
Goodwill 1,90
Less liabilities assumed or incurred (3,39
Total consideration $4,74

Melody
Vacaville,
Inc.

The pro forma results shown below reflect accogn#idjustments assuming the acquisitions describedeaoccurred as of the beginning of

each of the periods presented:

1996
(V]
Revenues $208,2
Net income 2,7
Net income per share 0.

naudited)
36 173,900
04 1,435
54  0.29

The pro forma results are not necessarily indieatifrwhat actually would have occurred had the aitipns been in effect for the entire
periods presented. In addition, they are not ireelrtd be a projection of future results that maptigieved from the combined operations.

(Continued)
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(17) OTHER INCOME

December 31

199 6 1995 1994
Management fees $4 77 288 288
Hail damage settlement 2 06 - -
Lawsuit settlement - 160 -
Miscellaneous, net 4 29 520 559
Other income, net $1,1 12 968 847

(18) SUBSEQUENT EVENTS

(a) EXERCISE OF OVER-ALLOTMENT OPTIONS

On January 20, 1997, the underwriters for the Cawiganitial public offering exercised an optiongorchase 375 shares of Class A common
stock to cover over-allotments. Gross proceedeg¢dtompany was approximately $4,125.

(b) PENDING ACQUISITIONS

The Company has signed definitive agreements tchaise two dealerships described below. These pastae subject to normal closing
conditions and the approval of the change in owripiisy the manufacturers. The Company will accdanthese acquisitions as purchases
and consolidate the respective results of opersfimm the date of consummation of the purchase.

(Continued)
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The Company has agreed to acquire the assets afldagn-Barbee Ford, Lincoln-Mercury, including tleev and used vehicles, in a cash
and debt transaction valued at $6.9 million. Thalelship's sales facility and real estate will éeskd. Closing is expected to occur in the
second quarter of 1997.

The Company has agreed to pay $2.25 million pladdir value of the operating assets to acquireridagen Dodge, a Dodge and Isuzu
dealer in Concord, California. The dealership'ssé#cilities and real estate will be leased. Qigp$s expected to occur in the second quarter
of 1997.
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EXHIBIT 10.23
AGREEMENT FOR PURCHASE AND SALE OF BUSINESS ASSETS

THIS AGREEMENT is entered into by and between MAGBEEN-BARBEE FORD, LINCOLN-MERCURY, INC., a Califam
corporation, (hereinafter referred to as "Selleat)d LITHIA MOTORS, INC., an Oregon corporationefainafter referred to as the "Buyer").

RECITALS:

Seller is a California business corporation engagehe business of selling and servicing Ford kindoIn-Mercury motor vehicles and
related parts and accessories from premises loeat&@D Soscol Avenue, Napa, California 94559 Bhsiness Real Property), under
franchises issued by the Ford Motor Company.

Buyer wishes to purchase from Seller, and Sellaiilis g to sell to Buyer, all assets relating teligr's Ford and Lincoln-Mercury franchises,
conditioned upon the granting to Buyer of excludhamchises for the sale of new Ford and Lincolnrddey motor vehicles in the same
geographical area as Seller's current franchisBspa, California.

Buyer also wishes to assume the Lease of the BassiReal Property, and the purchase of Seller'siéssiassets shall be conditioned upot
assignment to Buyer of the Lease of the Business Reperty.

NOW, THEREFORE, IN CONSIDERATION OF the mutual piieas set forth herein, the parties agree as foll
1. DEFINITIONS. In this Agreement, the following ves shall have the indicated meanings:

(a) "CLOSING" shall refer to the consummation af thansaction contemplated under this Agreemeat@ordance with the terms hereof,
and "CLOSING DATE" shall refer to the actual dateCtosing. "TARGET CLOSING DATE" shall refer to Maly, 1997 "FINAL CLOSING
DATE" shall refer to the earlier of (i) May 30, 18%r (ii) the 10th business day after the condippecedent set forth in subparagraph 17(a)
(the issuance of Franchisors' approvals) has lbsésfied.

(b) "SELLER'S BUSINESS" shall refer to any andadttivities conducted by Seller in Napa County, foatiia, relating to the marketing and
sale of new Ford and Lincoln-Mercury vehicles asslogiated parts and accessories, and the repaseaviding of new or used Ford and
Lincoln-Mercury vehicles.

(c) "PURCHASED ASSETS" shall refer to those assdtieh are identified in Paragraph 2 as being pwsetand sold by the parties
hereunder.



(d) Seller's "EQUIPMENT" shall refer to all nanventory items of tangible personal property pntlyeowned or used by Seller in connect
with Seller's business, including all of Seller'aahinery, tools, signs, office equipment, competgripment computer programs, microfict
parts lists, repair manuals, sales or service hnash furniture and fixtures, and further includalbassets listed on Seller's financial
statements as of December 31, 1996. Seller's lelmsihprovements to the Business Real Property stisg be included with the definition
Seller's "Equipment”.

(e) Seller's "INTANGIBLE ASSETS" shall refer to &ls name ("Magnussen-Barbee Ford, Lincoln-Merclmg."), telephone and fax
numbers, service customer lists, sales custorrigr lishicle sales records, vehicle service recaitisights of Seller under contracts assigned
to and assumed by Buyer pursuant to this Agreemadirgpodwill associated with Seller's businesg alh other intangible rights and interests
of any value relating to Seller's business.

(f) "BUSINESS REAL PROPERTY" shall refer to the rpeoperty located at 300 Soscol Avenue, Napa,f@ailia, which has been used in
connection with Seller's business.

(9) "FRANCHISOR" or "FRANCHISORS" shall refer toglirord Motor Company.

(h) "NEW VEHICLE" shall refer to a Ford and LinceMercury motor vehicle which: (i) is unregisteratdaunused, (ii) is from the 1996 or
1997 model year, and (iii) may be represented araméed to consumers as "new" under California I®ROLLBACK VEHICLE" shall mear
an unregistered vehicle which has been sold tstomer by Seller but returned because of the custerimability to obtain financing for the
purchase. "DEMONSTRATOR VEHICLE" shall mean an gistered vehicle used and operated by Seller oledpiates for sales
demonstration purposes. "USED VEHICLE" shall meay eehicle which is not a new vehicle, a demonstraghicle or rollback vehicle.

() "DATE OF THIS AGREEMENT" shall refer to the it date upon which this Agreement has been sigpedl bf the parties.

2. PURCHASED ASSETS. Seller agrees to sell to Buyed the Buyer agrees to purchase from Selleiadbets identified in Paragraphs @
5,6,7,8,9, 10 and 11 of this Agreement (ther¢Rased Assets"). Excluded from this transactienSsller's cash, accounts receivable, notes
receivable, banking accounts and deposits, aratlal assets not identified in Paragraphs 3, @, B, 8, 9, 10, and 11 of this Agreement.

3. INVENTORY OF NEW VEHICLES. Buyer shall purchaSeller's entire inventory of new Ford and Lincolrfdury vehicles, as that
inventory exists on the Closing Date. Buyer alsallgburchase Seller's entire inventory of demonstreehicles and (up to five) rollback
vehicles, as that inventory exists on the ClosiageD

(a) PRICE OF NEW VEHICLES. The purchase price facteof the new vehicles shall be equal to Selfac®ry invoice cost, reduced by
any factory holdbacks, factory rebates, factorgiives, carry-over model allowances, floor pldovwénces, finance cost
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allowances, advertising allowances, and furtheuced by the actual net cost for any and all aceessequipment and parts which are
missing from a vehicle. Seller's actual net costlie new vehicles shall include Seller's actualoost for any and all parts and accessories
reasonably installed by Seller to new vehiclehmdrdinary course of business, but shall not oelany other vehicle preparation charges,
labor charges or other dealer charges of any kind.

(b) DEDUCTION FOR DAMAGE TO NEW VEHICLES. Immedidieprior to Closing, Buyer and seller shall jointhspect Seller's
inventory of new vehicles. If any new vehicle puasbd by Buyer from Seller is damaged, the pricéifar vehicle, as determined under
subparagraph 3(a), shall be reduced by the acttalast to Buyer of repairing that damage. If Buyed Seller are unable to agree upon the
actual net cost to Buyer of repairing the damageehicle, then Buyer and seller shall selechdependent third party to determine that
repair cost, which determination shall be bindipgm both Buyer and Seller.

(c) PAYMENT FOR NEW VEHICLES. The aggregate purahpsice for all new vehicles purchased by Buyemfi®eller shall be paid in full
at Closing.

(d) PURCHASE ORDERS FOR NEW VEHICLES. Immediatetiopto Closing, Buyer and seller shall jointly rew Seller's outstanding
purchase orders for new vehicles ordered from Skjleeustomers but not delivered prior to ClosiaAgClosing, Seller shall assign to Buyer,
and Buyer shall assume from Seller, all of Selleglsts (including customer deposits) and obligagi¢including sales commissions) under
such purchase orders; provided, however, that Bsiyalt not be obligated to assume Buyer's rightshtigations with respect to any new
vehicle purchase order which is at a price less faatory invoice, or which provides for a tradeaina price or under terms not acceptable to
Buyer. At Closing, Seller shall turn over to Buydircustomer deposits on ordered but undeliverad vehicles.

(e) PRICE FOR DEMONSTRATORS AND ROLLBACKS. Regarglih996 demonstrators, the price for each vehicd ble determined as
above less $500 per vehicle and 30 CENTS per milenfles in excess of 4,000 miles. Regarding 19" ehstrators, the price for each
vehicle will be determined as above less 30 CEN&@iSle for all miles in excess of 4,000. milesgReling rollbacks, the purchase price for
each such vehicle shall be determined as abov8GE€ENTS per mile for miles in excess of 200 milEse purchase price so determined for
the demonstrators and rollbacks shall be paid @gifig.

4. INVENTORY OF USED VEHICLES. Buyer intends to phase Seller's entire inventory of used vehicleshat inventory exists at
Closing. However, Buyer shall not be obligated tochase any used vehicle for which Buyer and Salieunable to agree upon a purchase
price.

(a) Seller shall be obligated to: (i) disclose wyBr any and all facts concerning each used vehibleh Seller would be legally obligated to
disclose to a consumer (including but not limiteckkbhown damage and usage history), and (ii) protad@uyer legal odometer statements and
free and clear title for each of the used vehicles.



(b) PRICE FOR USED VEHICLES. Used vehicles shalpbechased on an individual basis. It is Buyeitsrition to purchase all of the used
vehicles, however, in the event Buyer and Sellanoaagree on a value as to one or more vehidien,those vehicles whose value is not
agreed upon, shall remain the property of the Saltd Buyer shall not be obligated to purchase s&uger and Seller agree to establish the
proposed purchase price for seller's used vehatlksast three business days prior to the antieip@losing Date. Regarding any used veh
not purchased by Buyer, Seller shall have 14 dagsexjuent to Closing to remove same from the BasiReal Property. So long as Buyer
stores Seller's used vehicles on the BusinessMRepekrty in accordance with standard businessipea¢tSeller shall have sole and exclusive
risk and liability for any damage or loss to Sedlersed vehicles while so stored on the Busineat Reperty after Closing, and Buyer shall
have no liability or obligation of any kind by reesof such damage or loss.

(c) PAYMENT FOR USED VEHICLES. The aggregate pussharice for Seller's inventory of used vehicleslldbe paid in full at Closing.

5. INVENTORY OF NEW PARTS AND ACCESSORIES. Buyeiafilpurchase Seller's entire inventory of new, enti(non-obsolete),
undamaged Ford and LincoMercury vehicle parts and accessories manufactoydetranchisors and/or third party suppliers, asithaentory
exists on the Closing Date. Buyer shall have nigakibn to purchase from Seller any parts or aaréss which are used, damaged or
obsolete. For purposes of this Paragraph 5, aopatcessory shall be "obsolete" on the Closing [fatot then returnable to the supplier
from which that part was originally purchased,farat then listed in the supplier's then curremtgrand pats books. Prior to Closing, Seller
shall maintain Seller's inventory of parts and asoeies at a level consistent with good businesstipes and Seller's normal and regular
course of business.

(a) PRICE FOR PARTS AND ACCESSORIES. The purchaie ffor each item in Seller's inventory of newsreat and undamaged parts
and accessories for Ford and Linctiercury vehicles (whether manufactured by a Frasahor third party suppliers) shall be the net ¢os
that item as set forth in the then most recenepimok published by the supplier of that item, cEtliby any discounts, rebates, incentives or
allowances which should reasonably be taken intowat in order to establish what Buyer's net costtiat item would be if that item was
purchased by Buyer directly from that supplierhat time of Closing.

(b) DETERMINATION OF INVENTORY OF PARTS AND ACCESSRIES. Seller's inventory of new, current and undgeciaFord and
Lincoln-Mercury parts and accessories shall berdeted immediately prior to Closing (or on whateeerlier date shall be selected by
mutual agreement of the parties) by a third partentory service selected by mutual agreementepéities. Buyer and Seller each shall be
responsible for 50% of the fees charged by thentorg service for conducting the inventory.

(c) PAYMENT FOR INVENTORY OF NEW PARTS AND ACCESSOES. The purchase price for Seller's inventoryartpand
accessories shall be paid in full at Closing.



(d) In addition to the vehicle accessories beingipased by Buyer, Buyer agrees to purchase a ggaftther non-factory accessories the
amount of which shall be determined by the priceasfie which shall not exceed $ .

6. EQUIPMENT. Buyer shall purchase Seller's EquipmBuyer acknowledges that Seller is retainingl @mot selling to Buyer, those
personal items of Seller's Equipment, if any, whach listed on Exhibit "A" attached hereto.

(a) PRICE FOR EQUIPMENT. The aggregate purchasegar Seller's Equipment shall be determined yugually agreed upon appraiser
whose cost shall be equally shared by the paifigis.purchase price for the Equipment shall be paitie Closing.

7. SUPPLIES. Buyer shall purchase all of the gésnhots, bolts, and other automotive supplies Whice held for use in Seller's business.
price for all such supplies shall be Seller's datiea cost, and shall be paid to Seller at Closing.

8. CONTRACTUAL RIGHTS AND OBLIGATIONS. At ClosingBuyer shall assume all rights and obligations dieBender those certain
equipment leases and other contracts identifieBxdribit "B" attached hereto. Seller warrants tHhoBSeller's obligations under the
contracts listed on Exhibit "B" shall be currentla time of Closing. Seller agrees to indemnifyy&uagainst all obligations under the
contracts identified on Exhibit "B" which relateperiods prior to Closing. Buyer agrees to indemiéller against all obligations under the
contracts identified on Exhibit "B" which relateperiods after Closing.

9. REPAIR WORK IN PROGRESS. Buyer shall purchasefebeller's vehicle repair work in progress fiouse and subcontracted), at a f
equal to Seller's actual net cost, (before profit averhead) for all work completed prior to Clagiithe purchase price for work in progress
shall be paid at Closing.

10. PREPAID EXPENSES WHICH ACCRUE TO BUYER'S BENEFBuyer agrees to reimburse Seller for those pdepgoenses which
accrue to Buyer's benefit which shall be at Ssllep'st and shall be paid at closing.

11. INTANGIBLE ASSETS. Buyer shall purchase allS#ller's Intangible Assets.

(a) The aggregate purchase price for Seller's ¢jiltder Assets shall be Two Million Seven Hundred t$amnd and 00/100 Dollars
($2,700,000), $2,100,000 of which shall be paidinigt of Escrow at the Closing. The $600,000 balaridke purchase price for the
Intangible Assets ($2,700,000 minus $2,100,000) Bkesamortized and paid by Buyer to Seller asofol:

(1) During the period beginning on the Closing Datel ending when the entire deferred balance sfthichase price has been paid in full,
interest shall accrue on the outstanding balantei®purchase price at nine percent (9%) per anfitma interest accruing on the outstanding
balance of this purchase price shall be due andipayn



quarter annual installments, with the first intég@syment being due and payable on the date whitirée calendar months after the Closing
Date, and with subsequent interest payments beiagdd payable at regular three month intervale#iter.

(2) The $600,000 deferred principal balance of thiechase price shall be due and payable in foualeapnual installments of One Hundred
Fifty Thousand and 00/100 Dollars ($150,000) eagdth the first installment being due and payableAgmil 1, 1998, and with subsequent
installments being due and payable at regular eae yntervals thereafter.

(A) Buyer shall have the right at any time to prepd or any portion of the unpaid balance of thischase price, without penalty or premit
Any prepayment shall be applied against the lastirnmay installment of principal then due (with thencipal balance being reduced
accordingly), and shall not excuse Buyer from mgkhre regular installment payments subsequentlyudtiethe principal balance has been
paid in full.

(B) If Buyer fails to pay any amount of principaliaterest upon the due date or within ten (10)sdgreof, and if thereafter Seller notifies
Buyer in writing of said default and Buyer failsdore said default within ten (10) days after rptef that written notice from Seller, then
Seller shall have the right, at any time priortte tnoment when Buyer cures that default, to de¢tard thereby cause) the entire unpaid
balance of the purchase price to be immediatelyashgepayable.

(C) Buyer's deferred payment obligation as sehfortthis paragraph 11 shall be evidenced by atiage promissory note (hereinafter the
"Promissory Note") to be executed by Buyer andveedid to Seller at Closing. The Promissory Notél ffeaunsecured and shall contain an
attorney's fee clause.

(b) In order for Buyer to receive the full benefitthe intangible good will being purchased by Buyewill be necessary for Buyer to perfo
no-charge repair work with respect to vehicles irgicor sold by Seller prior to Closing. In parttainsideration of the $2,700,000 amount
being paid by Buyer for the Intangible Assets, &adigrees to reimburse Buyer for Fifty percent (p0%he net cost to Buyer of repair
service which are not covered by factory warramty ehich are performed by Buyer within two (2) musafter Closing with said
reimbursement not exceeding a maximum of $4,0@0der to satisfy customers who are dissatisfieti vapair services provided by Seller
prior to Closing. Seller agrees to reimburse Byyesuant to the preceding sentence on a monthlig,baish payment to be made within ten
(10) days after Buyer submits a billing for the toofsrepair services performed during the precedisgndar month.

12. BULK TRANSFERS. It is the intention of the pastthat this transaction comply with Division Sifthe California Uniform Commercial
Code, more commonly known as Uniform Commercial €oBulk Transfers. As a result thereof, upon tkecation of this agreement the
parties shall immediately open an escrow at Cafiityl Escrow, Inc., 2720 Gateway Oaks Drive, # 198cramento, California, for this
purpose. At this same time, Buyer shall delivesaa escrow the sum of $250,000 (the deposit), kvamount shall
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immediately be placed into an interest bearing actdrhe deposit plus interest shall be crediteBluger and shall be applied against the
purchase price for the Purchased Assets, othertligaimtangible Assets, at the closing or if thesaig fails to occur, then the deposit shall be
disbursed as set forth hereinafter.

13. LIMITATION ON LIABILITIES ASSUMED. Except as mvided in subparagraph 3(c), Paragraph 8 and Reph@, Buyer shall not, by
reason of this Agreement or Buyer's purchase oPtirehased Assets, take responsibility for anyiliiegs, debts or obligations, is of Seller
(including Seller's trade payables, account payalolbligations to employees, or tax liabilities).

14. WARRANTIES OF SELLER. Seller makes the follogyiwarranties to Buyer, with the intent that Buyalythereon:

(a) CORPORATE ORGANIZATION. Seller is a corporatiorganized, validly existing, and in good standimgler the laws of the State of
California. Seller is qualified to do businesslie State of California and has full power and axithdo own, use, and sell its assets.

(b) CORPORATE AUTHORITY. Seller's board of dired@nd shareholders have authorized the executdeivery of this Agreement to
Buyer and the carrying out of its provisions. Thigeement will not violate any judicial, governmadrdr administrative decree, order, writ,
injunction, or judgment, and will not conflict withr constitute a default under Seller's bylawsmy contract, agreement, or other instrument
to which Seller is a party or by which it may baihd.

(c) EMPLOYEE ISSUES. Within 10 days after the dait¢his Agreement Seller shall provide to Buyer tbiowing: (i) a census of Seller's
employees, (ii) a written disclosure of all bergefitade available to Seller's employees (includimgified and non-qualified retirement

plans), and (iii) access to all personnel filesdelter's employees. All employee benefit plansntagmed by seller for its employees shall be
fully funded prior to Closing. Seller shall pay alhges, commissions, accrued vacation pay and attvened compensation earned by Seller's
employees prior to Closing (together with all aextirICA and withholding taxes). Seller shall teratinthe employment of all of Seller's
employees effective as of the close of businegb@iClosing Date. Buyer will consider any of Sedemployees who apply for employment
on an equal basis with all other applicants. Emmlegt will be offered to Buyer's selected applicamtgerms and conditions to be establis

by Buyer. Seller agre

(d) FINANCIAL. Seller shall furnish to Buyer suclméncial and operating data and other informat®toahe business and properties of
Seller's business as Buyer shall request. Theweviesuch materials will be at Buyer's expenseluidiog a certified audit, if Buyer deems it
to be necessary.



(e) UNDISCLOSED LIABILITIES AND CONTRACTUAL COMMITMENTS. Except as otherwise disclosed in this Agre@rta in an
attached Exhibit): (i) Seller does not have anpiliies which might have a material impact on Boyeise of the Purchased Assets, (ii) Seller
is not a party to any contracts or commitments tinidight have a material impact on Buyer's use @Rhrchased Assets, and (iii) no law :

or action, administrative proceeding, arbitratisaqeeding, governmental investigation, or othealey equitable proceedings of any kind is
pending or threatened against Seller which migkieestly affect the value of the Purchased Assk#yl claim is asserted against Buyer ¢
Closing with respect to any obligation of sellerigthSeller has failed to disclose to Buyer in waggi or which Seller has disclosed but failed
to pay, then Buyer shall give prompt. written netaf that claim to Seller. Seller shall indemnifyy®r with respect to all such obligations.

(f) CONDITION OF EQUIPMENT. Each item of the equipnt shall be in good operating condition at Closejler will continue to
perform routine maintenance and repairs with resjoethe Equipment prior to Closing. In additione troof, ventilation (including the air
conditioning), heating, plumbing, electrical systeamd structural members, collectively referredgdahe "Structural Building Systems" of
buildings located on the Business Real Propertyjragood working order and condition and shalsben the Closing Date. Buyer shall h
thirty (30) days from the Closing Date to advisdle®en writing if any of the foregoing assets weret in good working order on the Closing
Date.

(g) GOOD TITLE. Seller has, and shall transfer tgy8r at Closing, good and marketable title to fthe Purchased Assets, free and clear of
all security interests, liens, equitable interelgiases, assessments, restrictions, restrictiessyvations, or other burdens of any kind. All
current and accrued taxes which may become a djemst any of the Purchased Assets prior to clositadl have been paid by Seller prior to
Closing (including property taxes, sales taxesexuise taxes).

(h) TOXIC MATERIALS. Upon the execution of this agment, Seller at its cost shall engage an appitepenvironmental firm to conduct
an investigation and who will thereafter produdeh@se One Environmental Report regarding the BssiReal Property. In addition, Seller
shall make available to Buyer copies of all otherieonmental reports and certificates (of whichl&ghas knowledge) with respect to the
Business Real Property. Regarding any deficiersgesorth in the Phase One Environmental ReporyeBuan waive same or Seller shall
have until the Closing Date to remedy same. Irethent it is apparent that a remedy can not be cetegblby the Closing Date, then in such
event, Seller can either elect to rescind the &etisn in its entirety or place sufficient fundsarthe escrow at the Closing Date to cover the
expense of the required remedy.

Except as disclosed by Seller on Exhibit "C" atethereto, (i) no activity in connection with Seebusiness prior to Closing shall have
produced any toxic materials, the presence or figdich upon the Business Real Property would veokny federal, state, local or other
governmental law, regulation or order or would riegjueporting to any governmental authority anjitfie Business Real Property is
otherwise free and clear of any toxic materials. froposes or this subparagraph (h), the phragé "toaterials” shall include but not be
limited to any and all substances deemed to befaoits, toxic materials or hazardous materials uadg state or federal law.
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(i) FRANCHISERS' CONSENT. Seller shall take allians which are reasonably necessary on Sellertsgabtain the consent of the
Franchisors to the issuance to Buyer of exclugiaedhises for the sale of new Ford and Lincoln-Meraehicles in the same geographical
area as Seller's current franchises in Napa, Caildo

(j) INDEMNIFICATION FOR BREACH OF WARRANTIES. Selleshall indemnify Buyer against all losses, damagescosts (including
attorney fees and court costs) relating to any avayrmade by Seller in this Agreement which isdatisleading, incomplete or inaccurate
(either on the date of this Agreement or at theetohClosing). If at any time prior to Closing Buydetermines that any warranty made by
Seller in this Agreement is incorrect, incompleterssleading, then Buyer shall advise Seller of faat and Seller shall provide to Buyer in
writing whatever other information shall be necegs$a cause that warranty to be correct, complatereot misleading.

15. CONDUCT OF BUSINESS PENDING CLOSING. Seller vaats that during the period beginning on the datais Agreement and
ending at Closing: (i) Seller shall continue to igte Seller's Business in the usual ordinary cowanse in substantial conformity with all
applicable laws, ordinances, regulations, rulesrders, (ii) Seller shall not allow any liens tofdaced against any of the Purchased Assets
unless those liens are discharged prior to ClogiiigSeller shall not take any action which mause a material adverse change in the
operations of Seller's Business; (iv) Seller shatlconduct any sale which shall use the wordshoaiges "Going Out of Business Sale" or
"Change of Ownership Sale" or other words or pledsering similar meanings and; (v) Seller shallitsbest efforts to preserve the value of
the Ford and Lincoln-Mercury franchises in NapaljfGania.

16. REPRESENTATIONS AND WARRANTIES OF BUYER. Buyleereby makes the following representations andamtigs to Seller,
with the intent that Seller rely thereon:

(a) ORGANIZATION. Lithia Motors, Inc. is a corpoiah organized, validly existing and in good starmdimder the laws of the State of
Oregon, and has been qualified by the appropriatéothia authorities to own property and to caoryits business.

(b) AUTHORITY. This Agreement has been authorizgdhe board of directors of Lithia Motors, Inc. Stagreement will not violate the
provisions of any judicial, governmental or admirdsve decree, order, writ, injunction, or judgrhesr conflict with or constitute a default
under, the Article or bylaws of Lithia Motors, Imar. any contract, agreement, or other instrumemttich Lithia Motors, Inc. is a party.

17. ADDITIONAL CONDITIONS PRECEDENT TO BUYER'S OBGATIONS. The obligation of Buyer to close this tsagtion is subject
to each of the following conditions (each of whisHor the benefit of Buyer and may be waived by&uy), and Buyer shall have the right to
rescind this Agreement if any of the following cdiahs is not satisfied in accordance with its term

(a) Buyer shall have obtained from Franchisorgrao the Final Closing Date, exclusive franchitesell new Ford and Lincoln-Mercury
vehicles in the same



geographical area as Seller's current franchisBlgpa, California (as evidenced by the issuan@&utger by Franchisors of appropriate
Dealership Sales and Service Agreement, and theegdof Buyer as the publicly owned Dealer-Operaticthe franchises), and Buyer
agrees to use its best reasonable efforts to ofttage Franchises.

(b) Buyer shall be reasonably satisfied with argility improvement requirement which are imposedHoginchisors which have an aggregate
cost of more than $25,000.

(c) The lease assigned to Buyer, or a relatedyenfithe Business Real Property shall occur goasr concurrently with this transaction.

(d) All of Seller's agreements and warranties gghfin this Agreement shall be correct, completé aot misleading at Closing; provided t
Buyer's decision to close this transaction shadllratease Seller from liability to Buyer for any menty which is subsequently determined to
be incorrect, incomplete or misleading.

(e) The Phase One Environmental Report must inglitett there are no toxic materials present oneyruad about the Business Real Property
or if such toxic materials are so indicated Setteist have cured same either by completing the reduemedy by the Closing Date or by
placing sufficient funds into Escrow at the ClosiDate to cover the expense of the required remedy.

18. CLOSING. The parties shall make all reasonafitat to close the purchase and sale under thieétgent at or before 5:00 PM, Pacific
Standard Time, on or before the Final Closing Daté¢he offices of Capitol City Escrow, Inc. in &amento, California, or at some other
location as shall be selected by mutual agreenfahemarties.

(a) The parties agree to establish a closing esammount at Capitol City Escrow, Inc. in Sacrame@@alifornia, (the "Closing Escrow
Agent"). Buyer and Seller each shall pay one-HdR) of the escrow fees. Buyer and Seller agreséxute whatever reasonable escrow
instructions may be required by Closing Escrow Agertonnection with this transaction. In the evehany conflict between those escrow
instructions and this Agreement, the terms of Agseement shall prevail.

(b) In all events, the Closing of the transactiontemplated under this Agreement shall occur (#lton or before the Final Closing Date.

(c) If this transaction closes as provided hertiian actual possession and all risk of loss, damagdestruction with respect to the Purchased
Assets, shall be deemed to have been deliveredyerBat 11:59 PM, Pacific Standard Time, on thes@ig Date.

(d) At Closing, and coincidentally with the perfancte of the obligations to be performed by Buyetlasing, Seller shall deliver to Buyer
the following: (i) all bills of sale, assignmentsdaother instruments of transfer, in form and safvst reasonably satisfactory to Buyer, which
shall be necessary to convey the Purchased AssBisyer, and (ii) all other documents required urttles Agreement.
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(e) At Closing, and coincidentally with the perfante of all obligations required of Seller at QhggiBuyer shall deliver to Seller the
following: (i) payment for the Purchased Assetg] éi) all other payments and documents requiredkunhis Agreement. Buyer shall be
responsible for all sales taxes payable in conoeatith the transaction. All amounts payable by 8up Seller at closing shall be paid by
certified check drawn against a bank of Buyer'sahbaving offices located in Jackson County, One@o by whatever other means shall be
acceptable to Seller.

(f) If Closing does not take place on or beforeFigal Closing Date because there has been adailuany condition precedent set forth in
Paragraph 17 or because Seller has elected todetba agreement pursuant to paragraph 14(h), (heit rights and obligations of both
parties under this Agreement shall terminate Biiyer shall be entitled to a refired of the en§ig®s0,000 deposit (and interest earned thereon
which is referred to in paragraph 12, and (iiistAigreement and all predecessor agreements shedhtier be void and of no effect.

(9) If Closing does not take place on or beforeRhml Closing Date because of Buyer's materiahtineof this Agreement, then the $250,000
deposit delivered by Buyer to the Closing Escroveitogether with all interest earned thereon widiel by the Closing Escrow Agent sf
be forfeited to Seller as Seller's sole and exekuggmedy for Buyer's breach, and seller shall mavether rights or remedies against Buye
reason of that breach. THIS SUM REPRESENTS A REABBINE ESTATE BY BUYER AND SELLER OF SELLER'S DAMAGE®N

THE EVENT OF SUCH A DEFAULT, IT BEING EXTREMELY DIFICULT TO ASCERTAIN SELLER'S PRECISE DAMAGES. IF
CLOSING DOES NOT OCCUR ON OR BEFORE THE CLOSING CAFOR ANY REASON OTHER THAN BUYER'S DEFAULT,
SELLER AND BUYER IRREVOCABLY AUTHORIZE AND INSTRUCTTHE CLOSING ESCROW AGENT TO IMMEDIATELY
DELIVER TO BUYER, ON DEMAND, BUYER'S DEPOSIT TOGETER WITH THE INTEREST EARNED THEREON, LESS ESCROW
CANCELLATION COSTS.

(h) Both parties agree to make a good faith effoexecute and deliver all documents and completetions necessary to consummate this
transaction.

19. BOOKS AND RECORDS. Seller shall have the righdiny time and from time to time, for a periodieé (5) years after the Closing
Date, to examine and make copies of all books aodrds acquired by Buyer hereunder. In additioryeBagrees to store for a period of five
(5) years all books and records of Seller whichdug not acquiring hereunder. Lastly, Buyer agteanake its staff available to Seller for a
period of five (5) days subsequent to the Closiate3o that Seller can close out its books.

20. SELLER'S ACCOUNTS RECEIVABLE. For a period of &) months after Closing, Buyer shall, on Sedldrehalf, and at no charge to
Seller, accept any payment with respect to Selbeissomer receivables and other receivables ar@im@f the operation of Seller's Business
prior to Closing. All collected receivables fromhigles sales shall be delivered to Seller withim (t£0) days after collection, and all other
collected receivables shall be
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delivered to Seller on a monthly basis. Buyer shalle no obligation to undertake collection effavith respect to Seller's receivables, and
Buyer's only obligation shall be to account for gag over Seller's receivables which are actuaitgived by Buyer.

21. SURVIVAL OF REPRESENTATIONS. All representatiynvarranties, indemnification obligations and awugs made in this
Agreement shall survive the Closing, and shall ierimaeffect until the expiration of the latest jwet allowable in any applicable statute of
limitations.

22. ASSIGNMENT BY BUYER. Lithia Motors, Inc. shdiave the right to assign all rights and obligatiohkithia Motors, Inc. as "Buyer"
under this agreement. In the event of any suclyasgnt, the assignee shall assume all rights alightibns of the Buyer under this
agreement, and Lithia Motors, Inc. shall remainilgiand severally liable for all obligations o&tBuyer. In addition and in this event, Lithia
Motors, Inc. will unconditionally guarantee the prigsory note referred to in paragraph 11 above.

23. MISCELLANEOQOUS,

(a) There are no oral agreements or representdiemgeen the parties which affect this transactom, this Agreement supersedes all
previous negotiations, warranties, representatimasunderstandings between the parties. True copebdocuments referenced in this
Agreement are attached hereto. If any provisiothisf Agreement shall be determined to be void byaurt of competent jurisdiction, then
that determination shall not affect any other ps@mn of this Agreement, and all other provisionalisfemain in full force and effect. If any
provision of this Agreement is capable of two camgions, only one of which would render the praisvalid, then the provision shall have
the meaning which renders it valid. The paragragddings in this Agreement are for convenience maponly, and do not in any way def
or construe and contents of this Agreement.

(b) This Agreement shall be governed and performeatcordance with the laws of the State of Catifar Each of the parties hereby
irrevocably submits to the jurisdiction of the csunf Napa County, California, and agrees thatlagsl proceedings with respect to this
Agreement shall be filed and heard in the apprégiGaurt in Napa County, California.

(c) This Agreement may be executed in multiple ¢erparts, each of which shall be an original, ahdfavhich shall constitute a single
instrument when signed by both of the parties. Hgseement shall-inure to the benefit of and shalbinding upon the successors and
assigns of the respective parties.

(d) Waiver by either party of strict performanceanfy provision of this Agreement shall not be auwgaof, and shall not prejudice the party's
right to subsequently require strict performancéefsame provision or any other provision. Theseon or approval of either party to any act
by the other party of a nature requiring consergpproval; shall not render unnecessary the consanrtapproval of any subsequent similar
act.
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(e) All notices provided for herein shall be in tivrg and shall be deemed to be duly given whenaddily United States certified mail,
postage prepaid, to the last known address ofdhty pntitled to receive the notice, or when peadlgrdelivered to that party.

(f) Time is of the essence to this Agreement.

(9) Should any party hereto institute any actioprmceedings to enforce or interpret any provisiereof, or for damages by reason of any
alleged breach of any provision of this Agreem#rd,prevailing party shall be entitled to recowent the losing party or parties such amount
as the court may adjudge to be reasonable atterfens for services rendered to the prevailingyparsuch action or proceeding. The term
"prevailing party" as used in this section shatlie, without limitation, any party who is maddefendant in litigation in which damages
and/or other relief may be sought against suclyart a final judgment or dismissal or decree tereul in such litigation in favor of such
party defendant.
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IN WITNESS WHEREOF, the parties have executedAlgieement on the dates indicated below:

SELLER: MAGNUSSEN-BARBEE FORD, LINCOLN-MERCURY, INC .

BY: /s/ Bernard L. Magnessen

Bernard L. Magnussen, President
BUYER: LI THIA MOTCORS, | NC.

BY: /s/ Sidney B. DeBoer

Si dney B. Deboer, President
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EXHIBIT "A"
List of Equipment Seller is Retaining pursuant &odgraph 6 above.
NONE
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EXHIBIT "B"
List of Leases and Agreements being assumed byrBuysuant to Paragraph 8 above.
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EXHIBIT "C"

Activities in connection with Seller's businessoptio Closing which produced toxic material whidblated governmental law, regulations or
orders or would require reporting to any governrakatithority - pursuant to paragraph 14h) above.

NONE
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EXHIBIT 10.5.3
SUPPLEMENTAL AGREEMENT TO
DEALER SALES AND SERVICE AGREEMENT
(PUBLICLY TRADED COMPANY)

THIS SUPPLEMENTAL AGREEMENT (this "Supplemental Agment"), dated as of December 27, 1996, is entet@@mong Lithia HPI,
Inc. ("Dealer"). Lithia Motors, Inc, ("Public Compg") and American Isuzu Motors Inc. ("Distributor).

WHEREAS, contemporaneously herewith, Distributadl &®aler are entering into a Dealer Sales and &=Agreement (the "Dealer
Agreement”) which authorizes Dealer to conducteiship operations from the Dealership locationstified in the Dealer Agreement;

WHEREAS, the organization and ownership of Deaesuch that the terms of the Dealer Agreementa@re/holly adequate to address the
legitimate business needs and concerns of Distrilarid Dealer; and

WHEREAS, Distributor and Dealer have entered inDealer Agreement in consideration for and ianele upon certain understandings,
assurances and representations which the parti#stavdocument.

NOW, THEREFORE, in consideration of the premises mitual covenant contained herein, the partiestyeagree as follow:
1. LIMITATIONS UPON CHANGE OF EXECUTIVE MANAGER

A. DESIGNATION OF EXECUTIVE MANAGER. As set fortmiSection 4 of the Dealer Agreement, Sidney B. DBiall Executive
Manager of Dealer. Dealer agrees that Executiveaddanshall have complete and irrevocable authtwitpake all decisions, and enter into
any and all necessary business commitments, rebjmitie normal course of conducting dealershigatpens on behalf of Dealer. Dealer
shall not revoke, modify or otherwise impose lifidas upon such authority without the prior writtsmnsent of Distributor.

B. CHANGE OF EXECUTIVE MANAGER. Without limiting th restrictions set forth in the Dealer Agreemdrg,removal or withdrawal of
Executive Manager with Distributor's prior writteansent shall constitute grounds for terminatiothefDealer Agreement, subject to
applicable law.

2. LIMITATIONS UPON CHANGES IN OWNERSHIP

A. CHANGE IN OWNERSHIP. Dealer and Public Compamyédby represent and warrant that (i) Dealer is allyfowned subsidiary of
Public Company, (ii) at least 55% of the capitatktof Public Company is owned by Lithia Holdind,C (Holding Company), and (iii) the
membership interests in Holding Company are helidlésvs: M.L. Dirk Heimann - 34.875%, Sidney B. Beer -58.125%, and R. Bradford
Gray - 7%. Given the control of Public Company oRewler, the control of Holding Company over Pul@mmpany, and the control of the
above-named individuals over Holding Company, ardriDutor's strong interest in assuring that th@se own and control Distributor's
dealerships have interests consistent with thogstfibutor, Dealer and Public Company agree (hatny change in the ownership of Dez

or Holding Company, or (ii) the acquisition by gmgrson or entity (other than Holding Company) ofeithen 20% of the issued and
outstanding capital stack of Public. Company, shaltonsider a change in ownership of Dealer utideterms of the Dealer Agreement, and
shall be subject to the provisions of the Dealere&gnent and subparagraph B below.

B. DISTRIBUTOR'S RIGHTS UPON CHANGE IN OWNERSHIPpbh the occurrence of any event described in salgpaph A above, if
Distributor reasonably concludes that the trangf@reacquiring person or entity does not have é@stisrcompatible with those of Distributor

is otherwise not qualified to have an ownershipri@st in the dealerships at the Dealership Locstittren within 90 days of receipt of written
notice from Distributor, Dealer agrees to: (i) far the assets associated with Dealer to a thirty pcceptable to the Distributor, (ii)
voluntarily terminate the Dealer Agreement, of) fifovide evidence to Distributor that such perspentity no longer has such an ownership
interest in Public Company. In the event that Deafders into an agreement to transfer its assetghird party as set forth in (i) above,
Distributor shall have a right of person or entitylonger has such an ownership interest in P@simpany. In the event that Dealer enters
into an agreement to transfer its assets to a flarty as set forth in (i) above, Distributor shwdhe a right of
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first refusal to purchase such assets in accordaithehe terms and procedures set forth in sulgpaph C below. Dealer and Public
Company agree that if an ownership interest is iaedun Public Company by a person or entity whidhifies Public Company via Schedule
13D filed with the Securities and Exchange ComrissDealer shall advise Distributor in writing, aatiach a copy of that Schedule.

C. EXERCISE OF RIGHT OF FIRST REFUSAL. Prior to sising its right of first refusal pursuant to sabggraph B above, Distributor
shall have a reasonable opportunity to inspeca#isets, including real estate, before making itssim. If Dealer has entered into a bona fide
written buy/sell agreement, the purchase priceathdr terms of sale shall be those set forth it sugreement and any related documents,
unless Dealer and Distributor agree to other tetyp®n Distributor request, Dealer agrees to proaitldocuments relating to the proposed
transfer. If Dealer refuses to provide such docuatém or states that such documents do not akistll be presumed that the agreement is
not bona fide. In the absence of a bona fide writtey/sell agreement, the purchase price of thieddap assets will be determined by good
faith negotiations by Dealer and Distributor. Ifegment cannot be reached within a reasonable tiragrice and other terms of sale shall be
established by arbitration according to the rufethe American Arbitration Association. Dealer aggédo transfer the assets by Warranty C
where possible, conveying marketable title free eadr of liens and encumbrances. The Deed wilhlgroper form for recording and Dealer
will deliver complete possession of the assets witherDeed is delivered. Dealer will also furnisipies of any easements, licenses or other
documents affecting the property and assign anyip@r licenses necessary for the conduct of Dealperations. Distributor's rights under
this section may be assigned to any third partyiammdnnection with any such assignment, Distribwidl guarantee full payment of the
purchase price by the assignee.

3. LIMITATIONS UPON NUMBER AND LOCATIONS OF DEALERBIPS

Dealer and Public Company agree to be bound bprinésions of Distributors standard policies ineeff from time to time which limit the
number and locations of Distributor's dealershipsctv may be owned by Dealer and/or its parent caongsasubsidiary companies and
companies under common control with it. Dealer Igbra@lvide such documentation as is reasonably i#qdedy Distributor regarding the
ownership interests of all such persons and esiiti®istributor's dealerships. In the event thaaler or Public Company shall acquire
ownership or control of more than one of Distriiigaealerships, then Dealer and/or Public Comp&iayl obtain separate motor vehicle
licenses, and shall maintain separate financigédistants for each dealership.

4. WORKING CAPITAL REQUIREMENTS

Dealer shall maintain, at all times, sufficient Wiog capital to meet or exceed the minimum net \ialcapital standards for Dealer as
determined from time to time by Distributor conergtwith its standard policies. Dealer shall prevédich documentation as is reasonably
requested by Distributor to assure compliance thihrequirement. Public Company agrees to subméraual consolidated balance sheet
for the combined dealership operations of Publim@any. Public Company agrees, upon Distributodsiest, to provide Distributor with
copies of the materials filed by Public Companyhite Securities and Exchange Commission.

5. INDEMNITY

Public Company agrees to indemnity and hold Distdbharmless from and against any and all claliasilities, losses, damages, costs and
expenses arising out of or in connection with e sf stock in Public Company. Public CompanyHartagrees to indemnify and hold
Distributor harmless from and against any andlalhts of the shareholder of Public Company, andiadilities, losses, damages, costs and
expenses incurred in connection therewith, unldsshdetermination is made that Distributor wadgact liable for such claims, liabilities,
losses, damages, costs or expenses.

6. MISCELLANEOUS

A. EFFECT OF SUPPLEMENTAL AGREEMENT. The partiesegthat this Supplemental Agreement is intendesdipplement the terms
of the Dealer Agreement and not to limit the rigétsl obligations of the parties contained ther€imis Supplemental Agreement is hereby
incorporated into the Dealer Agreement and maderitipereof. In the event that any of the provisiohthis Supplemental Agreement are in
actual conflict with other provisions of the Deakfagreement, the provisions of contained in thisBemental Agreement shall govern. In the
event that the policies of Distributor with regaodthe issues



address herein are hereinafter modified, the gasigee to review such modifications to determihetiver modifications of this Supplemel
Agreement are appropriate.

B. CONSTRUCTION. This Supplemental Agreement shaljoverned by and construed in accordance withathe of the State of
California. The failure of either party to enforaey of the provisions of this Supplemental Agreenterihe failure to exercise any election
provided for herein shall in no way be consideete a waiver of such provisions or elections.cbitalized terms used herein and not
defined herein shall have the meanings set forthérDealer Agreement.

C. ALTERNATIVE DISPUTE RESOLUTION. In the event ahy dispute between the parties regarding the DAgleeement or this
Supplemental Agreement, Dealer and Public Compgrmses to participate in any alterative disputeltggm procedures specified in the
standard policies of Distributor. Upon final detémation through such dispute resolution, each psinil have recourse to a review de novo
by the appropriate state court or administrativenag consistent with the provisions of state lahe Pparties agree that should a party making
such appeal lose the issues presented on appeathiédit party shall pay the reasonable expensdading reasonable attorneys' fees, of the
other party for the defense of such de novo review.

D. NO THIRD PARTY BENEFICIARIES. Nothing in this $plemental Agreement or the dealer Agreement $leationstrued to confer any
rights upon any person not a party hereto or tberer shall it create in any party an interest #sird party beneficiary of this Supplemental
Agreement or the Dealer Agreement. Dealer and P@wsimpany agree to indemnify and hold harmlesgibigbr, its affiliates, subsidiaries,
directors, officers, employees, agents and reptetees from and against all claims, actions, litibs, damages, costs and expenses
(including reasonable attorneys' fees) arising farrin connection with any action by a third partyts capacity as a stockholder of Public
Company other than through a derivative stockhaddérauthorized by the Board of Directors of Pal@liompany.

E. CONDITION PRECEDENT. Notwithstanding anythingtke contrary contained herein, the parties ackadgé that the provisions of this
Supplemental Agreement shall not be applicabld sath time a Public Company completes a publieraffy of its stock.
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IN WITNESS WHEREOF, THE PARTIES HAVE EXECUTED THIS SUPPLEMENTAL AGREEMENT EFFECTIVE AS OF THE
DATE SET FORTH IN THE INTRODUCTORY PARAGRAPH HEREOF .

AMERICAN ISUZU MOTORS INC.

By: By:

J.T. Maloney Si
Title: Title:

By:

Ma
Title:

LITHIA MOTO

By:

Si
Title:
By:

Ma
Title:

LITHIA HPI,

INC.



EXHIBIT 10.10.4
ADDENDUM TO SECTION X - ADDITIONAL PROVISIONS

These Additional Provisions to Toyota Dealer Agreat("Additional Provisions") are entered into &D&CEMBER 23, 1996 among
DISTRIBUTOR, DEALER, LITHIA MOTORS, INC., an Oregagorporation, (hereinafter "LITHIA"), LITHIA HOLDING COMPANY,
L.L.C., an Oregon limited liability company ("heneifter "HOLDING") and SIDNEY B. DEBOER (hereinaft®deBoer") and form a part of
and are incorporated into the Dealer Agreement.

RECITALS

1. DISTRIBUTOR and DEALER have entered Into a TeyDealer Agreement (the "Dealer Agreement") datedf NOVEMBER 15, 1996.

2. LITHIA is the 100% shareholder of DEALER, HOLD®\is the controlling (defined below) shareholdet BfHIA, DeBoer is the
controlling manager of HOLDING. For the purposeshafse Additional Provisions, the terms "contrtétntrolling” and "controlled" have
meanings given to them in Rule 405 under the RammesRegulations of the Securities Act of 1933,rasraded.

3. The current ownership of the outstanding stddd BHIA is as follows:

Share of Total Type of Votes Pe r Share of
Outstanding Stock Stock  Share Total
HOLDING NOT LESS THAN COMMON 10 NOT LESS THAN
55% CLASS B 93.75%
OTHERS NOT MORE THAN  COMMON 1 NOT MORE THAN
45% CLASS A 6.25%

4. The Members of HOLDING are as follows:

Share of Units

Sidney B. DeBoer 58.125%
Manfred L. Heimann 34.875%
R. Bradford Gray 7.000%

The controlling Manager of HOLDING Is:
Sidney B. DeBoer
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5. HOLDING, DEALER, DeBoer and LITHIA are hereinaftcollectively referred to as the "LITHIA Partie®ISTRIBUTOR and the
LITHIA Parties are hereinafter referred to as tRarties".

6. The Parties wish to enter into these AdditidPralvisions for the purpose of agreeing to be bdunthe terms of these Additional
Provisions, which are a part of and are incorparatto the Dealer Agreement.

NOW THEREFORE, in consideration for the mutual agnents contained herein and in the Dealer AgreerttenParties agree as follov
A. GENERAL

1. DISTRIBUTOR and LITHIA have entered into an Agneent dated SEPTEMBER 30, 1996 (the "Agreementdjing, among other
matters, to the number of Toyota and Lexus dealjessihich may be acquired by LITHIA and its afftks and to certain aspects of the
management of Toyota and Lexus dealerships ownadTdylA. The LITHIA Parties agree that the Agreeniénincorporated into and forn
a part of the Dealer Agreement and these AdditiBnaVvisions. To the extent that any provision & Agreement is inconsistent with the
Dealer Agreement or these Additional Provisions,hovisions of the Agreement shall be controlling.

2. The LITHIA Parties acknowledge and agree thanif provision of these Additional Provisions islated in any material respect by any of
the LITHIA Parties, DISTRIBUTOR will have the right terminate the Dealer Agreement on sixty (6@)stiarritten notice to DEALER, if
DEALER fails to cure such violation prior to thepgsation of such sixty (60) days.

3. The LITHIA Parties agree to comply with all Taggolicies, including all Market Representatiotiges.
B. PROVISIONS RELATING TO THE STRUCTURE OF DEALER

1. SINGLE PURPOSE ENTITY. DEALER will be maintainad a separate legal entity, and will not engagaminbusiness other than the
operation of this Toyota Kia dealership and adtgitrelated hereto.

2. NO MERGER, CONSOLIDATION, ETC. DEALER will notebmerged with or into, or be consolidated withaoguire substantially all of
the assets of, any other entity, without the pnidtten consent of DISTRIBUTOR, in its sole diséoet
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C. PROVISIONS RELATING TO MANAGEMENT

1. ROLE OF DEBOER. DeBoer will remain actively iwved in the management of all aspects of the ojpermof DEALER. The LITHIA
Parties have identified DeBoer as the LITHIA conhtaticial set forth in paragraph 8 of the Agreermen

a). DeBoer will be an officer of DEALER. DeBoer,donsultation with management of LITHIA, will hagemplete control over all
management decisions of DEALER or relating to DERLE

b). The General Manager will report directly to d&®responsible to DeBoer.

c). DISTRIBUTOR may rely on oral or written commaations and agreements from DeBoer as being thiéngragreements of DEALER,
without any duty of the DISTRIBUTOR to confirm thatich communication or agreement has been dulypan¢id by the Board of Directors
of DEALER, LITHIA, or any other individual or entjt

2. SUCCESSORS TO DEBOER. In the event that DeBa&neg to discontinue his role in the managemeBtEALER as set forth in Secti
C.1., such action may be taken only with the priatten consent of DISTRIBUTOR. Such consent of DRBBUTOR may be conditioned «
transfer of DeBoer's management responsibilitientondividual or individuals approved by DISTRIBOR, taking into amount such factors
as DISTRIBUTOR reasonably deems to be relevantaaaonsistent with all applicable laws.

3. ROLE OF THE GENERAL MANAGER.

a). STEPHEN R. PHILLIPS or any subsequent Genealadder of DEALER approved by DISTRIBUTOR, will serexclusively as General
Manager of the Toyota operation and any other fivade that DISTRIBUTOR has consented may be dueltdyota, on a full time basis
and will not have any management responsibilitigh imspect to any other dealership or business.

b). The General Manager will have responsibilitydad authority with respect to the day-to-day atiens of DEALER in the ordinary
course of business, under the supervision of LITHIAD the General Manager will have the followingharity, without the need for
obtaining the prior approval



of any other person:

(i) the authority to hire or terminate and emplopé®EALER.

(i) the authority to order vehicles and other prois.

(iii) the authority to place advertising.

(iv) the authority to communicate with DISTRIBUTQ#Rth respect to all aspects of the business of DERL

(v) the authority to approve expenditure by DEALERhe ordinary course of business in amounts s than $50,000 per item.
D. PROVISIONS RELATING TO CAPITALIZATION AND ACCOUNING

1. No distributions will be made by DEALER to LITAIif such distributions would cause DEALER to failmeet any of DISTRIBUTOR's
capitalization requirements, including but not lied to net working capital requirements.

2. The operations and financial results of DEALEIR ke reported to DISTRIBUTOR separately from tead any other entity, business or
activity, including but not limited to any of thdTHIA Parties and any other dealerships directlynalirectly owned or controlled by any of
the LITHIA Parties.

3. DEALER is currently dueled with KIA. There shddle no change in the line makes operating in DERkEacility without the prior
written consent of DISTRIBUTOR. DEALER will maintaa separate and permanent personnel staff anchsepatail operations from other
dealerships directly or Indirectly owned by anytloé LITHIA Parties.

4. DEALER shall not combine Its used car operatidth that of any other entity, including any ottigalerships direct or indirectly owned
any of the LITHIA Parties.

E. PROVISIONS RELATING TO OWNERSHIP

1. CHANGES IN INDIRECT OWNERSHIP. In addition toethight of DISTRIBUTOR to approve changes in owhgof DEALER, as Set
forth in the Dealer Agreement and the Agreemen§TRIBUTOR shall also have the right, in compliaméth applicable laws, to approve
transfers In ownership in LITHIA by HOLDING, willdve the



right to approve any transfer in management or oghip of HOLDING which results in DeBoer no londeing the controlling manager of
HOLDING, and will have the right to approve any obe in this ownership or capital structure of LI'PHWhich results in DeBoer's no long
having a majority of the voting power of LITHIA.

2. DIRECTORS. LITHIA shall provide a list of all ment members of its Board of Directors, and ressifoe each Director, to
DISTRIBUTOR, and provide such Information for eaw member.

3. SUCCESSORS AND ASSIGNS. In the event thererexjaest for transfer of any interest of the LITHPArties in accordance with the
provisions of the Dealer Agreement, the Agreemedttaese Additional Provisions, as a conditionuchstransfer, the transferee must agree,
in writing, to be bound by all of the terms andyisions of the Dealer Agreement, the Agreementthrde Additional Provisions, such
agreement to be in form and substance reasonatdptable to DISTRIBUTOR.

F. FACILITIES
1. DEALER acknowledges that its current facilitgsijnated in Section VII of this Agreement, is digfint in the following respects:
Service Dept. (3,375) Service Stalls (5)

DEALER understands and agrees that, to the extESiTIRIBUTOR has permitted or will permit DEALER tomtinue Toyota operations
without full compliance with Toyota facility nati@hminimum standards or DISTRIBUTOR directivespoth, such conduct by the
DISTRIBUTOR shall not constitute a waiver of suthnslards or directives.

Further, DISTRIBUTOR may, at any time, amend thigeement to establish a timetable for DEALER tdyfabmply with DISTRIBUTOR'
minimum facility requirements.

2. DEALER acknowledges that the facility designate&ection VIl of this Toyota Dealer Agreemenseverely deficient in its appearance
and does not project Toyota's #1 image, nor doeedt Image USA requirements. DEALER agrees tafyeittese deficiencies in accordance
with the following timetable:



ACTION

Complete an exterior/fascia upgrade

DATE OF

COMPLETION

utilizing the Image USA theme.

12/01/97

Complete an interior modernization/ 12/01/97

upgrade utilizing the Image USA themes.

DEALER understands and agrees that any provisibfogé above that contemplate action to be takeDBALER after the expiration of th
Agreement are advisory only and that DISTRIBUTORIkhave no obligation to extend this Agreementoocoffer DEALER a subsequent
Toyota Dealer Agreement. DISTRIBUTOR does interalyéver, to grant a subsequent Toyota Dealer AgraetoeDEALER provided that
DEALER is in full compliance with all of the ternamd conditions of this Agreement, as well as amagoaable requirements imposed by

DISTRIBUTOR from time to time.

IN WITNESS WHEREOF, the Parties have executed tiAeksktional Provisions as of the date first abowgten.

LITHIA HOLDING CO,, L.L.C.

LITHIA TKV, INC.

TOYOTA MOTOR SALES, USA.,

By:/s/JI M LENTZ

Jim Lentz
Title: General Manager

I NC.

LI THE A MOTORS, | NC.

By:/s/ SI DNEY B. DEBCER

Si dney B. DeBoer

TOYOTA MOTOR SALES, USA., INC.

M. Yoshi o |shizaka
Title: President



FIRST AMENDMENT TO LEASE AGREEMENT EXHIBIT 10.12.2

This Amendment is made as of February 7, 199 hdbdertain Lease Agreement (the "Lease Agreemeatated December 13, 1996,
between Lithia Properties, L.L.C., an Oregon limit@bility company ("Landlord") and Lithia Motor#c., an Oregon corporation ("Tenar
relating to the real property located in Medforde@on, at the following addresses:

360 E. Jackson St. 401 E. 4th St. 325 E. Jacks@P26tN. Bartlett 345 E. Bartlett St.

Whereas Landlord and Tenant desire to modify aegadvisions of the Lease Agreement, and Sectiob6l8f such Lease Agreement
provides that any change to the Lease Agreemeritlnelis writing executed by the parties thereto;

The undersigned Landlord and Tenant hereby agréslass:

1. Section 1.3 of the Lease Agreement is amendeshtbas follows:
"EXPIRATION DATE. December 31, 2011."

2. Section 1.9 of the Lease Agreement is amendeshtb as follows:

"TERM. Fifteen-year period commencing on the Comeoeement Date and expiring December 31, 2011, iterotinated earlier pursuant to
the terms of this Lease.”

3. The last sentence of the first paragraph ofi@e& 3 of the Lease Agreement is amended to read:

"As soon as the monthly rent for the ensuing yeastablished, Landlord shall give Tenant noticdkhefamount of monthly rent therefor.”
4. All other provisions of the Lease Agreementlaeeby ratified and confirmed and remain in fulic® and effect.

Landlord and Tenant have executed this First Amemdras of February 7, 1997.

Landl ord: LI THE A PROPERTIES, L.L.C.

By /s/ Sidney B. DeBoer, Managi ng Menber

Tenant : LI THLA MOTORS, | NC.

By /s/ Sidney B. DeBoer

Its Presi dent



LITHIA MOTORS, INC.

CALCULATIONS OF NET INCOME PER SHARE
(In thousands, except per share amounts)

Year Ended Decem ber 31,
1996 1995
Primary Fully Diluted Primary Fully Diluted

Weighted Average Shares
Outstanding for the Period:

Class A Common Stock 96 96 - -
Class B Common Stock 4,110 4,110 4,110 4,110
S Corp. termination (note 1) 451 451 467 467

Dilutive Common Stock
Options Using the Treasury

Stock Method 316 316 316 316
Total Shares Used for Per

Share Calculations 4,973 4,973 4,893 4,893
Net Income 4,042 4,042 $ 3,375 $ 3,375
Net Income Per Share $ 0.81 $ 081 $ 0.69 $ 0.69

Note 1: Reflects shares issued to pay S Corporati@arnings dividends of
approximately $5,150 to shareholders through the dithe Company's initial public offering on Dedger 18, 199€



EXHIBIT 23
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

Board of Directors
Lithia Motors, Inc. and subsidiaries:

We consent to incorporation by reference in théstegfion statement (No. 333-21673) on Form S-Bithfia Motors, Inc. of our report dated
February 19, 1997, relating to the consolidatedr@d sheets of Lithia Motors, Inc. and Subsidisaiesf December 31, 1996 and 1995, and
the related consolidated statements of operatasras)ges in shareholders' equity, and cash flowsdoh of the years in the three-year period
ended December 31, 1996, which report appeareiD#dtember 31, 1996 annual report on Form 10-Kitbfd_Motors, Inc.

KPMG PEAT MARWICK LLP

Portland, Oregon,
March 21, 199°



ARTICLE 5

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD END DEC 31 199
CASH 15,41
SECURITIES 0
RECEIVABLES 2,26(
ALLOWANCES 13
INVENTORY 28,15:
CURRENT ASSET¢ 49,08¢
PP&E 4,61¢
DEPRECIATION 2,07
TOTAL ASSETS 63,75¢
CURRENT LIABILITIES 28,86¢
BONDS 27,66(
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 24,68
OTHER SE 53
TOTAL LIABILITY AND EQUITY 63,75¢
SALES 142,84
TOTAL REVENUES 142,84
CGS 118,64
TOTAL COSTS 118,64
OTHER EXPENSE¢ 20,27:
LOSS PROVISION 29
INTEREST EXPENSE 1,35:
INCOME PRETAX 3,91¢
INCOME TAX (813,
INCOME CONTINUING 4,04
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 4,04
EPS PRIMARY 0.81
EPS DILUTED 0.81
End of Filing
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