
M a n ag e m e n t ’s Discussion and A n a lysis of
Financial Condition and Results of Operations

The fo l l owing discussion should be read in conjunction with the Consolidated Fi n a n c i a l
Statements and Notes thereto of Republic Industries, I n c . (the “ C o m p a ny”) which are included
e l s ew h e re here i n . The historical financial statements of the Company have been restated to include
the financial position and results of operations of significant businesses acquired in 1997 and
accounted for under the pooling of interests method of accounting as if the companies had opera t e d
as one entity since inception. All re f e rences to historical share and per share data of the Company ’s
common stock , par value $.01 per share (“Common Stock ” ) , h ave been re t ro a c t ive ly adjusted to
reflect the two - fo r-one stock split that occurred in Ju n e 1 9 9 6 , w h i ch is more fully described in Note 6 ,
S h a re h o l d e rs’ Equity, of Notes to Consolidated Financial Statements.

In October 1 9 9 7 , the Company sold its electronic security services div i s i o n . A c c o rd i n g ly, t h e
o p e rating results and gain on disposition of the electronic security services segment have been
classified as discontinued operations for all periods presented in the accompanying Consolidated
Financial Statements.

BUSINESS COMBINAT I O N S

The Company makes its decisions to acquire or invest in businesses based on financial and
s t rategic considera t i o n s .

Significant businesses acquired through December 3 1 , 1997 and accounted for under the pooling
of interests method of accounting have been included re t ro a c t ive ly in the Consolidated Fi n a n c i a l
Statements as if the companies had operated as one entity since inception. Businesses acquire d
t h rough December 3 1 , 1997 and accounted for under the purchase method of accounting are included
in the Consolidated Financial Statements from the date of acquisition.

During the year ended December 3 1 , 1 9 9 7 , the Company acquired various businesses in the
a u t o m o t ive re t a i l , a u t o m o t ive rental and solid waste services industries. The Company issued an
a g gregate of approx i m a t e ly 53.7 million shares of Common Stock and paid approx i m a t e ly $346.6
million of cash or notes in such transactions which have been accounted for under the purch a s e
method of accounting, and issued an aggregate of approx i m a t e ly 83.5 million shares of Common Stock
in such transactions which have been accounted for under the pooling of interests method of
a c c o u n t i n g . Included in the shares of Common Stock issued for acquisitions accounted for under the
pooling of interests method of accounting are approx i m a t e ly 15.2 million shares issued fo r
acquisitions which we re not material indiv i d u a l ly or in the aggregate and, c o n s e q u e n t ly, prior period
financial statements we re not restated for such acquisitions.

During the year ended December 3 1 , 1 9 9 6 , the Company acquired various businesses in the
a u t o m o t ive re t a i l , a u t o m o t ive re n t a l , solid waste services and electronic security services industries.
The Company issued an aggregate of approx i m a t e ly 9.1 million shares of Common Stock and paid
a p p rox i m a t e ly $52.1 million of cash in such transactions which have been accounted for under the
p u rchase method of accounting, and issued an aggregate of approx i m a t e ly 71.4 million shares of
Common Stock in such transactions which have been accounted for under the pooling of intere s t s
method of accounting. Included in the shares of Common Stock issued for acquisitions accounted fo r
under the pooling of interests method of accounting are approx i m a t e ly 13.0 million shares issued fo r
acquisitions which we re not material indiv i d u a l ly or in the aggregate and, c o n s e q u e n t ly, prior period
financial statements we re not restated for such acquisitions.
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During the year ended December 3 1 , 1 9 9 5 , the Company acquired various businesses in the
a u t o m o t ive re n t a l , solid waste services and electronic security services industries. The Company
issued an aggregate of approx i m a t e ly 17.3 million shares of Common Stock and paid approx i m a t e ly
$1.3 billion of cash in such transactions which have been accounted for under the purchase method of
a c c o u n t i n g , and issued an aggregate of approx i m a t e ly 36.3 million shares of Common Stock for such
t ransactions which have been accounted for under the pooling of interests method of accounting. Th e
cash paid for acquisitions in 1995 relates primarily to National Car Rental System, I n c .’s (“National”)
acquisition of its predecessor company from General Motors Corp o ra t i o n . National was acquired by
the Company during 1997 and accounted for under the pooling of interests method of accounting.

As discussed in Note 1 1 , D i s c o n t i nued Opera t i o n s , of Notes to Consolidated Fi n a n c i a l
S t a t e m e n t s , the Company sold its electronic security services division in October 1 9 9 7 . A c c o rd i n g ly,
the financial position and results of operations of businesses acquired in the electronic security
s e rvices segment have been accounted for as discontinued operations in the accompany i n g
Consolidated Financial Statements.

In Ja nu a ry 1 9 9 8 , the Company acquired various businesses in the automotive retail and solid
waste services industries for an aggregate purchase price of approx i m a t e ly $434.0 million consisting of
cash and/or shares of Common Stock . In add i t i o n , t h rough Ja nu a ry 1998, the Company has signed
d e f i n i t ive agreements to acquire various businesses which own and operate fra n chised automotive
d e a l e rships for an aggregate purchase price of approx i m a t e ly $478.0 million to be paid in cash and/or
s h a res of Common Stock . These completed and pending acquisitions will be accounted for under the
p u rchase method of accounting. The closing of each pending transaction is subject to customary
c o n d i t i o n s , including manu fa c t u rer and re g u l a t o ry approva l .

See Note 2 , Business Combinations, of Notes to Consolidated Financial Statements, for further
discussion of business combinations.

C O N S O L I DATED RESULTS OF OPERAT I O N S

O ve r v i ew

The Company reported net income of $439.7 million or $1.02 per share on a diluted basis for the
year ended December 3 1 , 1997 as compared to a net loss of $(15.8) million or $(.05) per share in 1996
and net income of $18.1 million or $.07 per share in 1995. O p e rating results for the year ended
D e c e m b e r 3 1 , 1997 include gains on the sale of the electronic security services division and the A D T
Limited common stock which we re partially offset by restructuring and other pre-tax ch a rges as
further described below. O p e rating results for the year ended December 3 1 , 1996 also include
restructuring and other pre-tax ch a rges as well as an ex t ra o rd i n a ry ch a rg e , both of which are further
described below.

The diluted earnings per share effect of restructuring and other pre-tax ch a rges and certain 
n o n - recurring gains (losses) on the Company ’s net income was to increase diluted earnings per 
s h a re by $.32 from $.70 to $1.02 in 1997, and to decrease diluted earnings per share by $.34 in 1996
and $.13 in 1995.

Restructuring and Other Charges

During the year ended December 3 1 , 1 9 9 7 , the Company re c o rded pre-tax ch a rges of
a p p rox i m a t e ly $244.1 million. These ch a rges consisted of $150.0 million associated with combining the
C o m p a ny ’s fra n chised automotive dealerships and used vehicle megastore operations into one
a u t o m o t ive retail division and $94.1 million associated with integrating the Company ’s automotive
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rental opera t i o n s . Ap p rox i m a t e ly $85.0 million of the automotive retail ch a rge appears as
restructuring and other ch a rges in the Company ’s Consolidated Statement of Operations for the ye a r
ended December 3 1 , 1997 and consists of: $42.0 million for consolidation of information systems; $25.0
million related primarily to relocating the Company ’s Valu StopS M o p e rations; and $18.0 million of
s eve rance and other costs. The remaining $65.0 million of the automotive retail ch a rge relates to
i nve n t o ry consolidation and is included in cost of automotive retail sales in the Company ’s
Consolidated Statement of Operations for the year ended December 3 1 , 1 9 9 7 . The primary
components of the $94.1 million automotive rental ch a rge are as fo l l ows: $32.0 million related to
elimination of redundant information systems; $18.0 million related to fleet consolidation; and $44.1
million related to closure or sale of duplicate rental facilities and merger and other non-re c u r r i n g
ex p e n s e s . Th rough December 3 1 , 1 9 9 7 , the Company has spent approx i m a t e ly $58.1 million related to
i n t e gration and other activities and has re c o rded $92.3 million of these ch a rges against certain assets.
As of December 3 1 , 1 9 9 7 , a p p rox i m a t e ly $93.7 million remained in accrued liabilities related to these
ch a rg e s . The Company believes the integration activities associated with these ch a rges will be
s u b s t a n t i a l ly completed within one ye a r.

During the year ended December 3 1 , 1 9 9 6 , the Company re c o rded pre-tax ch a rges of
a p p rox i m a t e ly $95.5 million related primarily to the integration of the operations of Alamo Rent-A-
C a r, I n c . ( “Alamo”) into those of the Company. Also included in these ch a rges are merger ex p e n s e s
associated with certain acquisitions accounted for under the pooling of interests method of
a c c o u n t i n g . Ap p rox i m a t e ly $38.3 million of such expenses appear as restructuring and other ch a rg e s
in the Company ’s Consolidated Statement of Operations for the year ended December 3 1 , 1996 with
the remainder of approx i m a t e ly $57.2 million included in cost of automotive rental operations and
s e l l i n g , g e n e ral and administra t ive ex p e n s e s . These costs primarily include asset write-offs, s eve ra n c e
b e n e f i t s , accounting and legal merger costs and changes in various estimated re s e rve re q u i re m e n t s .
Th rough December 3 1 , 1 9 9 7 , the Company has spent substantially all of the $38.3 million included in
restructuring and other ch a rges in the 1996 Consolidated Statement of Opera t i o n s .

Extraordinary Charge

During the year ended December 3 1 , 1 9 9 6 , in connection with refinancing A l a m o ’s debt at
s u b s t a n t i a l ly lower interest ra t e s , the Company re c o rded an ex t ra o rd i n a ry ch a rge of approx i m a t e ly
$31.6 million, net of income taxes. Included in this ch a rge are bond redemption pre m i u m s , the write-
off of debt issue costs, p re p ayment penalties and other related fees. See Note 4 , Notes Payable and
L o n g - Term Deb t , of Notes to Consolidated Financial Statements for further discussion of this ch a rg e .

D i s c o n t i nued Operations

In October 1997, the Company sold its electronic security services division for approx i m a t e ly
$610.0 million resulting in an after tax gain of approx i m a t e ly $230.0 million. A c c o rd i n g ly, t h e
o p e rating results and the gain on disposition of the electronic security services segment have been
classified as discontinued operations for all periods presented in the accompanying Consolidated
Financial Statements.

During the year ended December 3 1 , 1 9 9 5 , the Company disposed of its mining and citrus
o p e rations and spun-off its hazardous waste services segment resulting in a loss from discontinu e d
o p e rations of approx i m a t e ly $25.1 million, net of income taxes. O p e rating results for the periods prior
to disposition have been classified as discontinued operations in the accompanying Consolidated
Financial Statements.

See Note 1 1 , D i s c o n t i nued Opera t i o n s , of Notes to Consolidated Financial Statements, for further
discussion of these tra n s a c t i o n s .
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BUSINESS SEGMENT INFORMAT I O N

The fo l l owing table sets forth reve nue with percentages of total reve nu e , and sets forth cost of
o p e ra t i o n s , s e l l i n g , g e n e ral and administra t ive ex p e n s e s , restructuring and other ch a rges and
o p e rating income (loss) with percentages of the applicable segment reve nu e , for each of the
C o m p a ny ’s business segments for the ye a rs ended December 31 (in millions):

1 9 9 7 % 1 9 9 6 % 1 9 9 5 %
R eve nu e :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . $ 6 , 1 2 2 . 8 5 9 $ 2 , 5 6 9 . 7 4 2 $1,962.4 4 3
Au t o m o t ive re n t al . . . . . . . . . . . . . . . . . 3 , 0 5 5 . 1 3 0 2 , 6 9 9 . 4 4 4 1,992.8 4 4
Solid waste serv i c e s . . . . . . . . . . . . . . . 1 , 1 2 7 . 7 1 1 8 2 5 . 5 1 4 571.7 1 3

1 0 , 3 0 5 . 6 1 0 0 6 , 0 9 4 . 6 1 0 0 4 , 5 2 6 . 9 1 0 0
Cost of Opera t i o n s :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . 5 , 4 5 9 . 0 8 9 2 , 2 9 0 . 2 8 9 1,718.4 8 7
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . 2 , 3 7 7 . 0 7 8 2 , 1 6 7 . 2 8 0 1,613.9 8 1
Solid waste serv i c e s . . . . . . . . . . . . . . . 8 0 9 . 1 7 2 6 0 8 . 6 7 4 401.4 7 0

8 , 6 4 5 . 1 5 , 0 6 6 . 0 3 , 7 3 3 . 7
S e l l i n g ,G e n e ral and A d m i n i s t ra t ive :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . 6 4 7 . 2 1 1 2 5 4 . 9 1 0 211.3 1 1
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . 4 9 7 . 4 1 6 5 3 7 . 1 2 0 393.5 2 0
Solid waste serv i c e s . . . . . . . . . . . . . . . 1 0 7 . 1 9 1 0 2 . 1 1 2 89.8 1 6
C o rp o ra t e. . . . . . . . . . . . . . . . . . . . . . . . 3 0 . 1 — 2 1 . 7 — 4 . 3 —

1 , 2 8 1 . 8 9 1 5 . 8 6 9 8 . 9
Restructuring and Other Charg e s :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . 8 5 . 0 1 — — — —
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . 9 4 . 1 3 2 3 . 5 1 — —
Solid waste serv i c e s . . . . . . . . . . . . . . . — — 8 . 8 1 3 . 3 1
C o rp o ra t e. . . . . . . . . . . . . . . . . . . . . . . . — — 6 . 0 — — —

1 7 9 . 1 3 8 . 3 3 . 3
O p e rating Income (Loss):

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . ( 6 8 . 4 ) ( 1 ) 2 4 . 6 1 32.7 2
Au t o m o t ive re n t al . . . . . . . . . . . . . . . . . 8 6 . 6 3 ( 2 8 . 4 ) ( 1 ) ( 1 4 . 6 ) ( 1 )
Solid waste serv i c e s . . . . . . . . . . . . . . . 2 1 1 . 5 1 9 1 0 6 . 0 1 3 77.2 1 3
C o rp o ra t e. . . . . . . . . . . . . . . . . . . . . . . . ( 3 0 . 1 ) — ( 2 7 . 7 ) — ( 4 . 3 ) —

$ 1 9 9 . 6 $ 7 4 . 5 $ 9 1 . 0

AUTOMOTIVE RETA I L

The Company ’s automotive retail business consists of the sale, lease and financing of new and
used vehicles and related automotive services and pro d u c t s . The Company owns and operates or has
c o n t racted to acquire a total of approx i m a t e ly 260 f ra n chised automotive dealers h i p s . The Company
also curre n t ly operates 26 used vehicle megastores under the name Au t o N a t i o n U SASM. The Company
has aggre s s ive ly expanded its automotive retail operations through the acquisition of fra n ch i s e d
a u t o m o t ive dealerships and curre n t ly plans to continue this ex p a n s i o n . The Company has estab l i s h e d
f ra m ewo rk agreements with various manu fa c t u re rs which allow the Company to acquire fra n ch i s e d
a u t o m o t ive dealerships nationwide.
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Au t o m o t ive retail reve nue was $6.1 billion, $2.6 billion and $2.0 billion for the ye a rs ended
D e c e m b e r 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The increase in 1997 over 1996 of $3.5 billion or 138%
is a result of acquisitions (114%), volume (18%) and pricing (6%). The increase in 1996 over 1995 of
$607.3 million or 31% is primarily a result of volume and acquisitions.

Cost of automotive retail operations was $5.5 billion, $2.3 billion and $1.7 billion or, a s
p e rcentages of automotive retail reve nu e , 8 9 % , 89% and 87% for the ye a rs ended December 3 1 , 1 9 9 7 ,
1996 and 1995, re s p e c t ive ly. The increases in aggregate dollars are attributed to acquisitions and
higher volume of vehicle sales during the periods. The 1996 increase in cost of operations as a
p e rcentage of reve nue over 1995 is primarily due to changes in product mix and 1996 start-up costs
associated with the initial development of the Company ’s used vehicle megastore opera t i o n s .

S e l l i n g , g e n e ral and administra t ive expenses related to the Company ’s automotive re t a i l
o p e rations we re $647.2 million, $254.9 million and $211.3 million or, as percentages of automotive
retail reve nu e , 1 1 % , 10% and 11% for the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and 1995,
re s p e c t ive ly. The increases in aggregate dollars primarily reflect the expansion of the Company ’s
a u t o m o t ive retail opera t i o n s .

O p e rating income (loss) from the Company ’s automotive retail operations was $(68.4) million,
$24.6 million and $32.7 million for the ye a rs ended December 31, 1 9 9 7 , 1996 and 1995, re s p e c t ive ly.
Excluding restructuring and other pre-tax ch a rges in 1997 as prev i o u s ly discussed, o p e rating income
f rom the Company ’s automotive retail operations would have been $81.6 million or 1% of automotive
retail reve nu e .

The Company is in the process of acquiring and/or developing additional AutoNation USA
m e g a s t o re sites. As the Company opens new AutoNation USA megastores and reconditioning centers ,
s u ch operations will incur fixed operating and administra t ive costs immediately while reve nue vo l u m e
will tend to grow more gra d u a l ly.

AUTOMOTIVE RENTA L

The Company ’s automotive rental business primarily rents vehicles on a daily or we e k ly basis to
l e i s u re and business trave l e rs principally from on-airport or near airport locations through Alamo and
N a t i o n a l .

Au t o m o t ive rental reve nue was $3.1 billion, $2.7 billion and $2.0 billion for the ye a rs ended
D e c e m b e r 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The increase in 1997 over 1996 of $355.7 million or
13% is a result of vo l u m e ( 5 % ) , p r i c i n g (4%) and acquisitions ( 4 % ) . The increase in 1996 over 1995 of
$706.6 million or 35% is primarily a result of acquisitions.

Cost of automotive rental operations was $2.4 billion, $2.2 billion and $1.6 billion or, as a
p e rcentage of automotive rental reve nu e , 7 8 % , 80% and 81% for the ye a rs ended December 3 1 , 1 9 9 7 ,
1996 and 1995, re s p e c t ive ly. The increases in aggregate dollars are primarily attributed to re n t a l
vo l u m e , acquisitions and maintaining a larger fleet. The 1997 decrease in such expenses as a
p e rcentage of reve nue ve rsus 1996 is primarily a result of reve nue improvement from rental ra t e
i n c re a s e s . The 1996 decrease in such expenses as a percentage of reve nue ve rsus 1995 is primarily due
to lower fleet costs.

S e l l i n g , g e n e ral and administra t ive expenses related to the Company ’s automotive re n t a l
o p e rations we re $497.4 m i l l i o n , $ 5 3 7 . 1 million and $393.5 million or, as percentages of automotive
rental reve nu e , 1 6 % , 20% and 20% for the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and 1995,
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re s p e c t ive ly. The 1997 decrease in aggregate dollars and as a percentage of automotive rental reve nu e
is primarily due to the reduction of selling and administra t ive expenses of acquired businesses. Th e
1996 increase in aggregate dollars over 1995 is primarily due to acquisitions.

O p e rating income (loss) from the Company ’s automotive rental operations was $86.6 million,
$(28.4) million and $(14.6) million for the ye a rs ended December 31, 1 9 9 7 , 1996 and 1995, re s p e c t ive ly.
Excluding restructuring and other pre-tax ch a rges as prev i o u s ly discussed, o p e rating income from the
C o m p a ny ’s automotive rental operations would have been $180.7 million and $47.3 million in 1997 and
1 9 9 6 , re s p e c t ive ly.

SOLID WASTE SERV I C E S

The Company ’s solid waste services business provides integrated solid waste disposal serv i c e s .
The Company owns and operates 42 solid waste landfills in 13 s t a t e s . The Company also owns or
o p e rates 54 t ransfer stations, and provides collection and re cycling services to mu n i c i p a l , re s i d e n t i a l ,
c o m m e rcial and industrial customers in 23 s t a t e s .

R eve nue from the Company ’s solid waste services operations was $1.1 billion, $ 8 2 5 . 5 million and
$ 5 7 1 . 7 million for the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The increase in
1997 over 1996 of $302.2 million or 37% is a result of acquisitions (24%) and volume (13%). Th e
i n c rease in 1996 over 1995 of $253.8 million or 44% is primarily a result of acquisitions.

Cost of solid waste services operations was $809.1 m i l l i o n , $ 6 0 8 . 6 million and $401.4 million or, a s
a percentage of solid waste reve nu e , 7 2 % , 74% and 70% for the ye a rs ended December 3 1 , 1 9 9 7 , 1 9 9 6
and 1995, re s p e c t ive ly. The increases in aggregate dollars are a result of the expansion of the
C o m p a ny ’s solid waste services operations through acquisitions and internal grow t h . The 1997
d e c rease in cost of solid waste services operations as a percentage of reve nue is primarily a result of
i m p rovements in ove rall operating efficiency ach i eved through reductions in operating costs of
a c q u i red businesses. The 1996 increase in cost of solid waste services operations as a percentage of
solid waste reve nue is primarily a result of certain of the Company ’s acquired collection companies
w h i ch had higher levels of operating costs than the Company ’s historical opera t i o n s .

S e l l i n g , g e n e ral and administra t ive expenses related to the Company ’s solid waste serv i c e s
o p e rations we re $107.1 m i l l i o n , $ 1 0 2 . 1 million and $89.8 million or, as percentages of solid wa s t e
reve nu e , 9 % , 12% and 16% for the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. Th e
i n c reases in aggregate dollars from year to year primarily reflect the growth of the Company ’s
business through acquisitions. The decreases in selling, g e n e ral and administra t ive expenses as
p e rcentages of reve nue in each of the ye a rs are primarily due to the reduction of administra t ive
expenses for acquired businesses and, in 1997, cost savings from centralizing administra t ive functions
in certain re g i o n s .

O p e rating income from the Company ’s solid waste services operations was $211.5 million, $ 1 0 6 . 0
million and $77.2 million for the ye a rs ended December 31, 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. E x c l u d i n g
restructuring and other ch a rg e s , o p e rating income from the Company ’s solid waste services opera t i o n s
would have been $114.8 million and $80.5 million in 1996 and 1995, re s p e c t ive ly.

C O R P O R AT E

Excluding restructuring and other ch a rg e s , c o rp o rate expenses we re $30.1 m i l l i o n , $ 2 1 . 7 m i l l i o n
and $4.3 million for the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. S u ch incre a s e s
a re a result of the ove rall growth experienced by the Company.
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INTEREST INCOME

I n t e rest income was $18.2 m i l l i o n , $ 3 1 . 4 million and $22.1 million for the ye a rs ended
D e c e m b e r 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The decrease in 1997 ve rsus 1996 is primarily a re s u l t
of lower cash balances on hand during 1997. The increase in 1996 over 1995 is due to the increase in
i n t e rest income from proceeds from sales of Common Stock . For further discussion of the sales of
Common Stock , see Note 6 , S h a re h o l d e rs’ Equity, of Notes to Consolidated Financial Statements.

INTEREST EXPENSE

I n t e rest expense was incurred on general corp o rate debt and the debt assumed in acquisitions.
I n t e rest expense was $16.8 m i l l i o n , $ 4 5 . 4 million and $35.5 million for the ye a rs ended December 3 1 ,
1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The decrease in 1997 ve rsus 1996 is primarily due to the re p ay m e n t
of deb t . The increase in 1996 over 1995 is primarily due to higher ave rage outstanding borrowings and
d ebt assumed in acquisitions. I n t e rest expense related to reve nue earning vehicle financing and
vehicle inve n t o ry financing is included in cost of automotive rental operations and cost of automotive
retail sales, re s p e c t ive ly, in the accompanying Consolidated Statements of Opera t i o n s .

OTHER INCOME, N E T

Other income, net for the year ended December 3 1 , 1997 consists primarily of a $102.3 m i l l i o n
p re-tax gain from the May 1997 sale of the Company ’s 15.0 million shares of ADT Limited common
s t o ck , net of fees and ex p e n s e s . S u ch shares of ADT Limited common stock we re re c e ived in
M a rch 1997 upon the Company ’s ex e rcise of a wa r rant which became ex e rc i s able upon termination of
the Company ’s agreement to acquire ADT Limited by mutual agreement of the parties in
S e p t e m b e r 1 9 9 6 .

INCOME TA X E S

The provision for income taxes was $115.2 m i l l i o n , $ 5 7 . 0 million and $47.7 million for the ye a rs
ended December 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The effective income tax rate was 36.5%, 8 8 . 5 %
and 55.5% for the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly.The higher 1996 and 1995
e f f e c t ive income tax rates are primarily due to the Company providing valuation allowances on certain
d e f e r red tax assets and va rying higher historical effective income tax rates of acquired businesses.

E N V I RO N M E N TAL AND LANDFILL MAT T E R S

The Company provides for accrued env i ronmental and landfill costs which include landfill site
c l o s u re and post-closure costs. Landfill site closure and post-closure costs include estimated costs to be
i n c u r red for final closure of the landfills and estimated costs for providing re q u i red post-closure
monitoring and maintenance of landfills. These costs are accrued based on consumed airs p a c e . Th e
C o m p a ny estimates its future cost re q u i rements for closure and post-closure monitoring and
maintenance for its solid waste facilities based on its interp retation of the technical standards of the
E nv i ronmental Protection A g e n cy ’s Subtitle D re g u l a t i o n s . These estimates do not take into account
discounts for the present value of such total estimated costs. The Company periodically reassesses its
methods and assumptions used to estimate such accruals for env i ronmental and landfill costs and
adjusts such accruals accord i n g ly. At December 3 1 , 1 9 9 7 , a p p rox i m a t e ly $280.0 million of such costs
a re to be expensed over the remaining lives of these fa c i l i t i e s .

E nv i ronmental costs are accrued by the Company through a ch a rge to income in the period such
l i abilities become pro b able and can be re a s o n ab ly estimated.

R epublic Industries



F I NANCIAL CONDITION

At December 3 1 , 1 9 9 7 , the Company had $148.0 million in cash and approx i m a t e ly $681.0 m i l l i o n
of ava i l ability under its $1.0 billion unsecured revolving credit facility which may be used for genera l
c o rp o rate purp o s e s .

In October 1 9 9 7 , the Company completed a refinancing program to finance vehicle purchases fo r
its automotive rental opera t i o n s . The aggregate program of $3.35 billion is comprised of a $2.3 b i l l i o n
c o m m e rcial paper program and three commercial paper conduit facilities totaling $1.05 b i l l i o n . B a n k
lines of credit of $2.1 billion (terminating October 1998) and $945.0 million (terminating October
2000) provide liquidity backup for the fa c i l i t i e s . L e t t e rs of credit totaling $335.0 million prov i d e
c o l l a t e ral and additional liquidity backup for the fa c i l i t i e s . B o r rowings under these programs are
s e c u red by eligible vehicle collateral and bear interest based on market-dictated commercial paper
ra t e s . The Company refinanced borrowings under its pre - existing commercial paper programs with
b o r rowings under this progra m . As of December 3 1 , 1 9 9 7 , the Company had approx i m a t e ly
$ 4 0 0 . 0 million of ava i l ability under this progra m . The Company expects to continue to fund its
p u rchases of reve nue earning vehicles with secured vehicle financings. R eve nue earning vehicles with
a net book value of $3.8 billion at December 3 1 , 1997 we re acquired under programs that allow the
C o m p a ny to re q u i re counterparties to re p u rchase vehicles held for periods of up to 24 m o n t h s . Th e
C o m p a ny has various other credit facilities to finance its automotive retail and rental opera t i o n s .

In connection with the development of the AutoNation USA megastore s , the Company is the
lessee under a $500.0 million operating lease facility established to acquire and develop pro p e r t i e s
used in its business. The Company has guaranteed the residual value of the properties under this
facility which guarantee totaled approx i m a t e ly $326.5 million at December 3 1 ,1 9 9 7 .

The Company uses interest rate swap agreements to manage the impact of interest rate ch a n g e s
on the Company ’s va r i able rate reve nue earning vehicle obligations. The amounts ex changed by the
c o u n t e rparties to interest rate swap agreements normally are based upon the notional amounts and
other terms, g e n e ra l ly related to interest ra t e s , of the deriva t ive s . While notional amounts of intere s t
rate swaps form part of the basis for the amounts ex changed by the counterp a r t i e s , the notional
amounts are not themselves ex ch a n g e d , t h e re fo re , do not re p resent a measure of the Company ’s
ex p o s u re as an end user of deriva t ive financial instruments. At December 3 1 , 1 9 9 7 , notional principal
amounts related to interest rate swaps (va r i able to fixed rate) we re $2.25 billion. As of December 3 1 ,
1 9 9 7 , the weighted ave rage fixed rate payment on va r i able to fixed rate swaps was 5.93%. Va r i ab l e
rates re c e ived are indexed to the Commercial Paper Nonfinancial rate ($2.2 billion notional principal
amount) and LIBOR ($50.0 million notional principal amount). Including the Company ’s va r i able to
fixed interest rate swa p s , the Company ’s ratio of fixed interest rate debt to total debt outstanding wa s
60% and 40% as of December 3 1 , 1997 and 1996, re s p e c t ive ly.

The Company believes that it has sufficient operating cash flow and other financial re s o u rc e s
n e c e s s a ry to meet its anticipated capital re q u i rements and obligations as they come due.
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CASH FLOW S

Cash and cash equivalents decreased by $193.1 million and $36.8 million during the ye a rs ended
D e c e m b e r 3 1 , 1997 and 1996, re s p e c t ive ly, and increased $308.1 million during the year ended
D e c e m b e r 3 1 ,1 9 9 5 . The major components of these changes are discussed below.

Cash Flows from Operating A c t iv i t i e s

Cash (used in) provided by operating activities was $(548.7) million, $(314.6) million and $373.2
million for the ye a rs ended December 3 1 ,1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The increases in cash used
in operating activities in 1997 and 1996 ve rsus cash provided in 1995 is due to increased reve nu e
earning vehicle purch a s e s .

Cash Flows from Investing A c t iv i t i e s

Cash flows from investing activities consist primarily of cash used for capital additions and
business acquisitions and other transactions as further described below.

Capital additions we re $459.8 million, $240.6 million and $229.1 million during the ye a rs ended
D e c e m b e r 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The increases are primarily a result of expansion of
the Company ’s businesses.

Cash used in business acquisitions was $193.3 million, $42.6 million and $1.3 billion for the ye a rs
ended December 3 1 , 1 9 9 7 , 1996 and 1995. See “Business Combinations” of Management’s Discussion
and A n a lysis of Financial Condition and Results of Operations and Note 2 , “Business Combinations”
of Notes to Consolidated Financial Statements for a further discussion of businesses acquire d .

In October 1 9 9 7 , the Company sold its electronic security services division for approx i m a t e ly
$610.0 million.

In March 1 9 9 7 , the Company ex e rcised its wa r rant to acquire 15.0 million common shares of A D T
Limited for $20 per share . In May 1 9 9 7 , the Company sold the 15.0 million ADT Limited common
s h a res for $27.50 per share to certain institutional inve s t o rs .

The Company expects capital ex p e n d i t u res and cash used in business acquisitions to incre a s e
during 1998 and in the fo re s e e able future due to continued internal growth of existing businesses and
f u t u re acquisitions. The Company intends to finance capital ex p e n d i t u res and cash used in business
acquisitions through cash on hand, revolving credit facilities and other financings.

Cash Flows from Financing A c t iv i t i e s

Cash flows from financing activities during the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and 1995
included reve nue earning vehicle financing, c o m m e rcial bank borrow i n g s , re p ayments of debt and
issuances of Common Stock .

During the year ended December 3 1 , 1 9 9 7 , the Company sold 15.8 million shares of Common
S t o ck in a private placement transaction resulting in net proceeds of approx i m a t e ly $552.7 million.
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During the year ended December 3 1 , 1 9 9 6 , the Company sold an aggregate of 22.0 million shares of
Common Stock in private placement transactions resulting in net proceeds of approx i m a t e ly $550.9
m i l l i o n .

During the year ended December 3 1 ,1 9 9 5 , the Company sold an aggregate of 44.1 million share s
of Common Stock and wa r rants to purchase an additional 33.4 million shares of Common Stock in
various private placement and other equity transactions resulting in net proceeds of approx i m a t e ly
$262.4 million. The wa r rants are ex e rc i s able at prices ranging from $2.25 to $3.50 per share .

These financing activities we re used to fund reve nue earning vehicle purch a s e s , c a p i t a l
a dditions and acquisitions as well as to re p ay debt assumed in acquisitions and expand the
C o m p a ny ’s business during these ye a rs .

Q UA N T I TATIVE AND QUA L I TATIVE DISCLOSURES ABOUT MARKET RISK

The table below provides information about the Company ’s market sensitive financial
instruments and constitutes a “ fo r wa rd-looking statement.” The Company ’s major market risk
ex p o s u re is changing interest ra t e s , p r i m a r i ly in the United States. The Company ’s policy is to
manage interest rates through use of a combination of fixed and floating rate deb t . I n t e rest ra t e
swaps may be used to adjust interest rate ex p o s u res when appro p r i a t e , based upon marke t
c o n d i t i o n s . These swaps are entered into with a group of financial institutions with investment gra d e
c redit ra t i n g s ,t h e reby minimizing the risk of credit loss. All items described are non-tra d i n g .

Fair Va l u e
Expected Maturity Date

December 31,
1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2 Th e r e a f t e r To t a l 1 9 9 7

(In millions)
VARIABLE RATE DEBT
C u r rent . . . . . . . . . . . . . . . . . $ 2 , 7 1 5 . 0 $ — $ — $ — $ — $ — $ 2 , 7 1 5 . 0 $ 2 , 7 1 5 . 0

Ave rage interest ra t e s . . . 6 . 1 7 %
N o n - c u r re n t. . . . . . . . . . . . . . — 1 5 5 . 2 1 , 0 7 4 . 4 1 . 8 2 8 6 . 9 3 5 . 1 1 , 5 5 3 . 4 1 , 5 5 3 . 4

Ave rage interest ra t e s . . . — 6 . 1 9 % 5 . 8 6 % 4 . 7 5 % 5.96% 4 . 7 5 %
I n t e rest rate swa p s . . . . . . . . 3 0 0 . 0 6 5 0 . 0 1 , 0 0 0 . 0 150.0 1 5 0 . 0 — 8 . 0

Ave rage pay ra t e. . . . . . . . 5 . 8 5 % 5 . 8 1 % 5 . 9 5 % 6 . 5 0 % 5 . 8 8 %
Ave rage re c e ive ra t e. . . . . 5 . 5 0 % 5 . 5 0 % 5 . 5 0 % 5 . 5 0 % 5 . 5 0 %

S E A S O NA L I T Y

The Company ’s automotive retail operations genera l ly experience higher volumes of ve h i c l e
sales in the second and third quarters of each year in part due to manu fa c t u rer incentives and
consumer buying tre n d s .

The Company ’s automotive rental operations and particularly the leisure travel segment is
h i g h ly seasonal. In these opera t i o n s , the third quarter, w h i ch includes the peak summer trave l
m o n t h s , has historically been the strongest quarter of the ye a r. During the peak season, the Company
i n c reases its rental fleet and wo rk fo rce to accommodate increased rental activ i t y. As a re s u l t , a ny
o c c u r rence that disrupts travel patterns during the summer period could have a material adve rs e
effect on the annual performance of this segment. The first and fourth quarters for the Company ’s
a u t o m o t ive rental operations are genera l ly the we a ke s t , when there is limited leisure travel and a
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greater potential for adve rse weather conditions. M a ny of the operating expenses such as re n t , g e n e ra l
i n s u rance and administra t ive personnel are fixed and cannot be reduced during periods of decre a s e d
rental demand.

YEAR 2000 SYSTEMS COSTS

The Company utilizes softwa re and related tech n o l ogies throughout its businesses that will be
affected by the date change in the year 2000. The Company is in the process of evaluating the full
scope and related costs to insure that the Company ’s systems continue to meet its internal needs and
those of its customers . Anticipated costs for system modifications will be expensed as incurred and
a re not expected to have a material impact on the Company ’s consolidated results of opera t i o n s .
H oweve r, the Company cannot measure the impact that the Year 2000 issue will have on its ve n d o rs ,
s u p p l i e rs ,c u s t o m e rs and other parties with which it conducts business.

NEW ACCOUNTING PRO N O U N C E M E N T S

Statement of Financial Accounting Standards No. 130 (“SFAS 130”), “Reporting Compre h e n s ive
I n c o m e ,” was issued by the Financial Accounting Standards Board in June 1997. This Statement
re q u i res that all items that are re q u i red to be re c og n i zed under accounting standards as components of
c o m p re h e n s ive income be reported in a financial statement that is displayed with the same pro m i n e n c e
as other financial statements.The Company will adopt SFA S 130 beginning Ja nu a ry 1 ,1 9 9 8 .

Statement of Financial Accounting Standards No. 131 (“SFA S 1 3 1 ” ) , “ D i s c l o s u res ab o u t
Segments of an Enterprise and Related Info r m a t i o n ,” was issued by the Financial A c c o u n t i n g
S t a n d a rds Board in Ju n e 1 9 9 7 . This Statement establishes standards for reporting information ab o u t
o p e rating segments in annual financial statements and re q u i res reporting of selected info r m a t i o n
about operating segments in interim financial reports issued to share h o l d e rs . It also estab l i s h e s
s t a n d a rds for related disclosures about products and serv i c e s , g e ographic areas and major customers .
The Company will adopt SFAS 131 beginning Ja nu a ry 1 , 1 9 9 8 . Adoption of this standard will not have
a material impact on the Company ’s existing segment reporting disclosure s .

F O RWARD-LOOKING STAT E M E N T S

Certain statements and information included herein constitute “ fo r wa rd-looking statements”
within the meaning of the Fe d e ral Private Securities Litigation Reform Act of 1995. S u ch fo r wa rd -
looking statements invo l ve known and unknown risks, uncertainties and other fa c t o rs which may
cause the actual re s u l t s , p e r fo r m a n c e , or ach i evements of the Company to be materially differe n t
f rom any future re s u l t s , p e r fo r m a n c e , or ach i evements ex p ressed or implied by such fo r wa rd - l o o k i n g
s t a t e m e n t s . S u ch fa c t o rs include, among other things, the ability to develop and implement
o p e rational and financial systems to manage ra p i d ly growing operations; competition in the
C o m p a ny ’s lines of business; the ability to integrate and successfully operate acquired businesses and
the risks associated with such businesses; the ability to obtain financing on acceptable terms to
finance the Company ’s operations and growth strategy and for the Company to operate within the
limitations imposed by financing arrangements; the dependence on vehicle manu fa c t u re rs to approve
d e a l e rship acquisitions and the restrictions imposed by vehicle manu fa c t u re rs on dealers h i p
acquisitions and operations; the possibility of unfavo rable changes to the cost or financing of the
C o m p a ny ’s vehicle rental fleet; the Company ’s dependence on key personnel; and other fa c t o rs
contained in the Company ’s filings with the Securities and Exchange Commission.
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REPUBLIC INDUSTRIES, I N C .
C O N S O L I DATED BALANCE SHEETS

As of December 31,
(In millions, ex c ept share data)

1 9 9 7 1 9 9 6

A S S E T S

CURRENT A S S E T S :
Cash and cash equiva l e n t s. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 4 8 . 0 $ 3 4 1 . 1
R e c e ivab l e s ,n e t. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 7 7 . 3 5 7 6 . 0
R eve nue earning ve h i c l e s ,n e t. . . . . . . . . . . . . . . . . . . . . . . . . . . 4 , 4 6 6 . 5 3 , 5 8 3 . 0
I nve n t o ry. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 , 0 9 4 . 8 3 3 8 . 5
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 3 9 . 2 4 4 5 . 7

Total Current A s s e t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 , 8 2 5 . 8 5 , 2 8 4 . 3

P RO P E RTY AND EQU I P M E N T, N E T. . . . . . . . . . . . . . . . . . . . . . . . . 2 , 0 9 6 . 9 1 , 1 4 6 . 4
I N TA N G I B L E AND OTHER A S S E T S , N E T. . . . . . . . . . . . . . . . . . . . 1 , 6 0 4 . 6 3 0 4 . 3

$ 1 0 , 5 2 7 . 3 $ 6 , 7 3 5 . 0

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES:
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2 6 0 . 8 $ 2 1 6 . 4
Accrued liab i l i t i e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 5 7 . 9 2 8 0 . 7
L i ability insurance re s e rve s. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 9 7 . 2 2 2 2 . 4
R eve nue earning vehicle deb t . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 , 2 0 9 . 4 2 , 5 3 5 . 6
N o t e s p ayab l e a n d c u r re n t maturities of long-term deb t . . . . . . 5 3 2 . 0 3 3 4 . 0
Other current liab i l i t i e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 0 5 . 3 2 5 5 . 9

Total Current Liab i l i t i e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 , 2 6 2 . 6 3 , 8 4 5 . 0

LONG-TERM DEBT, NET OF CURRENT MAT U R I T I E S . . . . . . . . . 3 7 0 . 9 3 9 3 . 6
LONG-TERM REVENUE EARNING VEHICLE DEBT. . . . . . . . . . . 1 , 9 6 2 . 7 8 4 4 . 8
OTHER LIABILITIES. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 4 6 . 8 2 3 8 . 6
COMMITMENTS AND CONTINGENCIES

SHAREHOLDERS’ EQU I T Y:
P re f e r red stock , par value $.01 per share; 5,000,000

s h a re s a u t h o r i ze d ; n o n e i s s u e d. . . . . . . . . . . . . . . . . . . . . . . — —
Common stock , par value $.01 per share; 1,500,000,000

and 500,000,000 shares authorize d , re s p e c t ive ly ;
432,705,796 and 327,042,548 shares issued and
o u t s t a n d i n g , re s p e c t ive ly. . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 . 3 3 . 3

A dditional paid-in capital. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 , 0 4 8 . 1 1 , 3 7 7 . 4
R e t a i n e d e a r n i n g s. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 3 1 . 9 3 2 . 3

Total Share h o l d e rs’ Equity. . . . . . . . . . . . . . . . . . . . . . . . . . . 3 , 4 8 4 . 3 1 , 4 1 3 . 0

$ 1 0 , 5 2 7 . 3 $ 6 , 7 3 5 . 0

R epublic Industries



REPUBLIC INDUSTRIES, I N C .
C O N S O L I DATED STATEMENTS OF OPERAT I O N S

For the Years Ended December 3 1 ,
(In millions, ex c ept per share data)

1 9 9 7 1 9 9 6 1 9 9 5

R E V E N U E :
Au t o m o t ive retail sales . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6 , 1 2 2 . 8 $ 2 , 5 6 9 . 7 $ 1 , 9 6 2 . 4
Au t o m o t ive rental reve nu e. . . . . . . . . . . . . . . . . . . . . . . . 3 , 0 5 5 . 1 2 , 6 9 9 . 4 1 , 9 9 2 . 8
Solid waste services reve nu e . . . . . . . . . . . . . . . . . . . . . . 1 , 1 2 7 . 7 8 2 5 . 5 5 7 1 . 7

1 0 , 3 0 5 . 6 6 , 0 9 4 . 6 4 , 5 2 6 . 9
E X P E N S E S :

Cost of automotive retail sales. . . . . . . . . . . . . . . . . . . . . 5 , 4 5 9 . 0 2 , 2 9 0 . 2 1 , 7 1 8 . 4
Cost of automotive rental opera t i o n s . . . . . . . . . . . . . . . 2 , 3 7 7 . 0 2 , 1 6 7 . 2 1 , 6 1 3 . 9
Cost of solid waste services opera t i o n s . . . . . . . . . . . . . . 8 0 9 . 1 6 0 8 . 6 401.4 
S e l l i n g ,g e n e ral and administra t ive. . . . . . . . . . . . . . . . . 1 , 2 8 1 . 8 9 1 5 . 8 6 9 8 . 9
Restructuring and other ch a rg e s . . . . . . . . . . . . . . . . . . . 1 7 9 . 1 3 8 . 3 3 . 3

O P E R ATING INCOME . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 9 9 . 6 7 4 . 5 9 1 . 0

I N T E R E ST I N C O M E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 8 . 2 3 1 . 4 2 2 . 1
INTEREST EXPENSE. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 1 6 . 8 ) ( 4 5 . 4 ) ( 3 5 . 5 )
OTHER INCOME, N E T. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1 4 . 4 3 . 9 8 . 4

INCOME FROM CONTINUING OPERAT I O N S
BEFORE INCOME TAXES . . . . . . . . . . . . . . . . . . . . . . . 3 1 5 . 4 6 4 . 4 8 6 . 0

P ROV I S I ON F O R I N C O M E TAXES . . . . . . . . . . . . . . . . . . . 1 1 5 . 2 5 7 . 0 4 7 . 7

INCOME FROM CONTINUING OPERATIONS 
BEFORE EXTRAO R D I NA RY CHARGE . . . . . . . . . . . . 2 0 0 . 2 7 . 4 3 8 . 3

DISCONTINUED OPERAT I O N S :
Income from discontinued opera t i o n s ,

net of income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . 9 . 5 8 . 4 1 0 . 3
Gain (loss) on disposal of segment, net of

income tax provision of $233.7 in 1997
and benefit of $10.0 in 1995 . . . . . . . . . . . . . . . . . . . 2 3 0 . 0 — ( 3 0 . 5 )

Income (loss) from discontinued opera t i o n s . . . . . . . . . . 2 3 9 . 5 8 . 4 ( 2 0 . 2 )

INCOME BEFORE EXTRAO R D I NA RY CHARGE. . . . . . . . 4 3 9 . 7 1 5 . 8 1 8 . 1

E X T R AO R D I NA RY CHARGE RELATED TO EARLY
EXTINGUISHMENT OF DEBT, NET OF 
BENEFIT FOR INCOME TAXES OF $15.0 . . . . . . . . . . . — ( 3 1 . 6 ) —

NET INCOME (LOSS). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4 3 9 . 7 $ ( 1 5 . 8 ) $ 1 8 . 1

BASIC EARNINGS (LOSS) PER SHARE:
C o n t i nuing opera t i o n s. . . . . . . . . . . . . . . . . . . . . . . . . . . . $ . 5 0 $ . 0 2 $ . 1 6
D i s c o n t i nued opera t i o n s. . . . . . . . . . . . . . . . . . . . . . . . . . . 5 9 . 0 3 ( . 0 8 )
E x t ra o rd i n a ry ch a rg e . . . . . . . . . . . . . . . . . . . . . . . . . . . . — ( . 1 0 ) —
Net income (loss). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 . 0 9 $ ( . 0 5 ) $ . 0 8

DILUTED EARNINGS (LOSS) PER SHARE:
C o n t i nuing opera t i o n s. . . . . . . . . . . . . . . . . . . . . . . . . . . . $ . 4 6 $ . 0 2 $ . 1 5
D i s c o n t i nued opera t i o n s. . . . . . . . . . . . . . . . . . . . . . . . . . . 5 6 . 0 2 ( . 0 8 )
E x t ra o rd i n a ry ch a rg e . . . . . . . . . . . . . . . . . . . . . . . . . . . . — ( . 0 9 ) —
Net income (loss). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 . 0 2 $ ( . 0 5 ) $ . 0 7
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REPUBLIC INDUSTRIES, I N C .
C O N S O L I DATED STATEMENTS OF SHAREHOLDERS’ EQUITY

For the Years Ended December 31, 1 9 9 7 , 1996 and 1995
(In millions)

A d d i t i o n a l
C o m m o n Pa i d - i n R e t a i n e d

S t o ck C ap i t a l E a r n i n g s

BALANCE AT DECEMBER 3 1 ,1 9 9 4. . . . . . . . . . . . . . . . . . . . . . . . $ 1 . 9 $ 2 8 3 . 1 $ 1 4 0 . 8
Sales of common stock and wa r ra n t s . . . . . . . . . . . . . . . . . . . . . 4 2 6 2 . 0 —
S t o ck issued in acquisitions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 8 3 . 9 —
E x e rcise of stock options and wa r ra n t s , i n c l u d i n g

income tax benefit of $4.1 million . . . . . . . . . . . . . . . . . . . — 1 5 . 7 —
Distributions to former ow n e rs of pooled companies. . . . . . . — — ( 5 6 . 3 )
O t h e r. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 1 0 . 3 1 2 . 4
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 1 8 . 1

BALANCE AT DECEMBER 31, 1 9 9 5. . . . . . . . . . . . . . . . . . . . . . . . 2 . 8 6 5 5 . 0 1 1 5 . 0
Sales of common stock. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 5 5 0 . 7 —
S t o ck issued in acquisitions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 1 0 1 . 2 —
E x e rcise of stock options and wa r ra n t s , i n c l u d i n g

income tax benefit of $20.3 million . . . . . . . . . . . . . . . . . . — 4 3 . 7 —
Distributions to former ow n e rs of pooled companies. . . . . . . — — ( 6 8 . 1 )
O t h e r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 2 6 . 8 1 . 2
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — ( 1 5 . 8 )

BALANCE AT DECEMBER 31, 1 9 9 6 . . . . . . . . . . . . . . . . . . . . . . . 3 . 3 1 , 3 7 7 . 4 3 2 . 3
Sales of common stock. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 5 5 2 . 5 —
S t o ck issued in acquisitions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 9 6 9 . 6 —
E x e rcise of stock options and wa r ra n t s , i n c l u d i n g

income tax benefit of $32.7 million . . . . . . . . . . . . . . . . . . . 1 9 2 . 0 —
Distributions to former ow n e rs of pooled companies . . . . . . . — — ( 3 0 . 6 )
O t h e r. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 5 6 . 6 ( 9 . 5 )
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 4 3 9 . 7

BALANCE AT DECEMBER 31, 1 9 9 7. . . . . . . . . . . . . . . . . . . . . . . . $ 4 . 3 $ 3 , 0 4 8 . 1 $ 4 3 1 . 9
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REPUBLIC INDUSTRIES, I N C .
C O N S O L I DATED STATEMENTS OF CASH FLOW S

For the Years Ended December 3 1 ,
(In millions)

1 9 9 7 1 9 9 6 1 9 9 5

CASH (USED IN) PROVIDED BY OPERATING ACTIVITIES OF 
CONTINUING OPERAT I O N S :
Net income (loss). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4 3 9 . 7 $      ( 1 5 . 8 ) $   1 8 . 1
Adjustments to reconcile net income (loss) to net 

cash (used in) provided by operating activ i t i e s :
D e p reciation on reve nue earning ve h i c l e s . . . . . . . . . . . . . 8 3 1 . 9 747.9 5 5 5 . 1
D e p re c i a t i o n , amortization and depletion on 

p roperty and equipment. . . . . . . . . . . . . . . . . . . . . . . . 1 3 8 . 8 1 0 4 . 4 8 4 . 5
Amortization of intangible assets. . . . . . . . . . . . . . . . . . . . 3 2 . 9 1 3 . 0 8 . 3
Non-cash restructuring and other ch a rg e s. . . . . . . . . . . . . 1 8 6 . 0 95.5 3 . 3
Loss on extinguishment of deb t , net of income taxes. . . . . — 3 1 . 6 —
Gain on sale of marke t able securities . . . . . . . . . . . . . . . . ( 1 0 2 . 3 ) — —
(Income) loss from discontinued opera t i o n s , net 

of income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 2 3 9 . 5 ) ( 8 . 4 ) 2 0 . 2
P u rchases of reve nue earning ve h i c l e s . . . . . . . . . . . . . . . ( 5 , 2 2 7 . 3 ) (4,695.3) ( 3 , 1 9 5 . 5 )
Sales of reve nue earning ve h i c l e s. . . . . . . . . . . . . . . . . . . . 3 , 8 9 2 . 3 3,356.4 2 , 8 4 1 . 6
Changes in assets and liab i l i t i e s , net of 

effects from business acquisitions
R e c e ivab l e s. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 2 0 9 . 3 ) ( 1 1 1 . 4 ) ( 3 9 . 0 )
I nve n t o ry . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 2 0 5 . 9 ) ( 1 5 . 3 ) ( 4 2 . 5 )
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 3 . 5 ( 5 0 . 1 ) 1 . 0
Accounts payable and accrued liab i l i t i e s . . . . . . . . . . ( 2 9 1 . 0 ) 74.2 9 1 . 5
Other liab i l i t i e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1 1 . 5 1 5 8 . 7 2 6 . 6

( 5 4 8 . 7 ) ( 3 1 4 . 6 ) 3 7 3 . 2
CASH (USED IN) PROVIDED BY 

DISCONTINUED OPERAT I O N S. . . . . . . . . . . . . . . . . . . . . . . . ( 4 8 . 0 ) ( 5 0 . 1 ) 2 . 5
CASH PROVIDED BY (USED IN) INVESTING AC T I V I T I E S :

Cash re c e ived on disposal of segment . . . . . . . . . . . . . . . . . . . 6 1 0 . 0 — 3 4 . 3
P u rchases of property and equipment . . . . . . . . . . . . . . . . . . . ( 4 5 9 . 8 ) (240.6) ( 2 2 9 . 1 )
P u rchases of marke t able securities . . . . . . . . . . . . . . . . . . . . . ( 3 0 0 . 0 ) — —
Sale of marke t able securities . . . . . . . . . . . . . . . . . . . . . . . . . . 4 0 2 . 3 — —
Cash used in business acquisitions, net of cash acquire d. . . . ( 1 9 3 . 3 ) ( 4 2 . 6 ) ( 1 , 3 3 3 . 7 )
O t h e r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 5 5 . 5 ) ( 2 0 8 . 0 ) 4 6 . 5

3 . 7 ( 4 9 1 . 2 ) ( 1 , 4 8 2 . 0 )
CASH PROVIDED BY FINANCING AC T I V I T I E S :

P roceeds from reve nue earning vehicle financing . . . . . . . . . . 2 9 , 1 0 3 . 7 1 7 , 8 0 2 . 7 1 1 , 1 3 4 . 4
Payments on reve nue earning vehicle financing . . . . . . . . . . . ( 2 8 , 6 8 8 . 7 ) ( 1 7 , 4 5 2 . 0 ) ( 9 , 9 9 0 . 9 )
P roceeds from long-term debt and notes payab l e . . . . . . . . . . 3 7 8 . 4 2 5 7 . 7 1 8 5 . 9
Payments of long-term debt and notes payab l e. . . . . . . . . . . . ( 8 3 2 . 3 ) ( 4 3 7 . 0 ) ( 2 2 3 . 1 )
Net (payments) proceeds from revolving credit 

and vehicle inve n t o ry financing fa c i l i t i e s . . . . . . . . . . . . . ( 1 3 9 . 7 ) 1 5 4 . 7 1 6 . 3
Sales of common stock. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 5 2 . 7 5 5 0 . 9 2 6 2 . 4
O t h e r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 5 . 8 ( 5 7 . 9 ) 2 9 . 4

3 9 9 . 9 8 1 9 . 1 1 , 4 1 4 . 4
(DECREASE) INCREASE IN CASH AND 

CASH EQU I VA L E N T S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 1 9 3 . 1 ) ( 3 6 . 8 ) 3 0 8 . 1
CASH AND CASH EQU I VALENTS 

AT BEGINNING OF PERIOD. . . . . . . . . . . . . . . . . . . . . . . . . . . 341.1 3 7 7 . 9 6 9 . 8
CASH AND CASH EQU I VALENTS AT END OF PERIOD. . . . . . . $ 1 4 8 . 0 $      341.1 $    3 7 7 . 9
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REPUBLIC INDUSTRIES, I N C .
NOTES TO CONSOLIDATED FINANCIAL STAT E M E N T S
(All tables in millions, ex c ept per share amounts)

1 . S U M M A RY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying Consolidated Financial Statements include the accounts of Republic
I n d u s t r i e s , I n c . and its subsidiaries (“Republic” or the “ C o m p a ny ” ) . All interc o m p a ny accounts and
t ransactions have been eliminated. In October 1997, the Company sold its electronic security serv i c e s
d iv i s i o n . In 1995, the Company disposed of all of its mining and citrus operations and spun-off its
h a z a rdous waste services segment to the Company ’s share h o l d e rs . A c c o rd i n g ly, as discussed in
N o t e 1 1 , D i s c o n t i nued Opera t i o n s , these operations have been accounted for as discontinu e d
o p e rations and the accompanying Consolidated Financial Statements presented herein have been
restated to report separa t e ly the operating results of these discontinued opera t i o n s .

In order to maintain consistency and comparability between periods pre s e n t e d , certain amounts
h ave been reclassified from the prev i o u s ly reported financial statements to conform with the financial
statement presentation of the current period.

The pre p a ration of financial statements in conformity with genera l ly accepted accounting
principles re q u i res management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of reve nue and expenses during the reporting period. A c t u a l
results could differ from those estimates.

The accompanying Consolidated Financial Statements have been restated to include the
financial position and results of operations of significant businesses acquired in 1997 and accounted
for under the pooling of interests method of accounting (the “ Pooled Entities”) as if the companies
had operated as one entity since inception. See Note 2 , Business Combinations, for further discussion
of these tra n s a c t i o n s .

All per share data and nu m b e rs of shares of the Company ’s common stock , par value $.01 per
s h a re (“Common Stock”) for all periods included in the consolidated financial statements and notes
t h e reto have been adjusted to reflect a two - fo r-one stock split in the form of a 100% stock div i d e n d
that became effective in Ju n e 1 9 9 6 , as more fully described in Note 6 ,S h a re h o l d e rs’ Equity.

R e c e ivab l e s

The components of re c e ivab l e s , net of allowance for doubtful accounts at December 31 are as fo l l ow s :

1 9 9 7 1 9 9 6

Tra d e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4 4 5 . 2 $ 3 0 1 . 2
Ve h i c l e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 5 7 . 6 2 2 8 . 1
O t h e r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 2 5 . 4 6 4 . 2

1 , 0 2 8 . 2 5 9 3 . 5
Less: allowance for doubtful accounts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 5 0 . 9 ) ( 1 7 . 5 )

$ 9 7 7 . 3 $ 5 7 6 . 0
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R eve nue Earning Ve h i cl e s

R eve nue earning vehicles are stated at cost less accumulated depre c i a t i o n . The stra i g h t - l i n e
method is used to depreciate reve nue earning vehicles to their estimated residual values over periods
t y p i c a l ly ranging from three to twe l ve months. D e p reciation expense includes costs relating to
damaged vehicles and gains and losses on reve nue earning vehicle sales in the ord i n a ry course of
business and is included as a component of cost of automotive rental operations in the accompany i n g
Consolidated Statements of Opera t i o n s .

A summary of reve nue earning vehicles at December 31 is as fo l l ow s :

1 9 9 7 1 9 9 6

R eve nu e e a r n i n g ve h i c l e s. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4 , 9 8 0 . 1 $ 4 , 0 1 1 . 2
L e s s : a c c u mu l a t ed d e p re c i a t i o n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 5 1 3 . 6 ) ( 4 2 8 . 2 )

$ 4 , 4 6 6 . 5 $ 3 , 5 8 3 . 0

R eve nue earning vehicles with a net book value of $3.8 billion at December 3 1 , 1997 we re
a c q u i red under programs that allow the Company to re q u i re counterparties to re p u rchase ve h i c l e s
held for periods of up to twe n t y - four months. The agreements contain va rying mileage and damage
l i m i t a t i o n s .

The Company also leases vehicles under operating lease agreements which re q u i re the Company
to provide normal maintenance and liability cove ra g e . The agreements genera l ly have terms of four to
thirteen months. M a ny agreements provide for an option to terminate the leases early and allow fo r
the purchase of leased vehicles subject to certain re s t r i c t i o n s .

I nve n t o r y

I nve n t o ry consists primarily of retail vehicles held for sale valued using the specific
identification method, net of re s e rve s . Cost includes acquisition ex p e n s e s , including re c o n d i t i o n i n g
and transportation costs. Parts and accessories are valued at the fa c t o ry list price which approx i m a t e s
l ower of cost (firs t - i n , f i rst-out) or marke t .

A summary of inve n t o ry at December 31 is as fo l l ow s :

1 9 9 7 1 9 9 6

N ew ve h i c l e s. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6 4 2 . 7 $ 2 5 6 . 4
Used ve h i c l e s. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 7 7 . 4 5 2 . 0
Pa r t s , accessories and other. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 4 . 7 3 0 . 1

$ 1 , 0 9 4 . 8 $ 3 3 8 . 5

Property and Equipment

P roperty and equipment are re c o rded at cost. E x p e n d i t u res for major additions and
i m p rovements are capitalize d , while minor re p l a c e m e n t s , maintenance and re p a i rs are ch a rged to
expense as incurre d . When property is re t i red or otherwise disposed of, the cost and accumu l a t e d
d e p reciation are re m oved from the accounts and any resulting gain or loss is reflected in the
Consolidated Statements of Opera t i o n s .

The Company revises the estimated useful lives of property and equipment acquired through its
business acquisitions to conform with its policies re g a rding property and equipment. D e p reciation is
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p rovided over the estimated useful lives of the assets invo l ved using the straight-line method. Th e
estimated useful lives are: twenty to forty ye a rs for buildings and improve m e n t s ,t h ree to fifteen ye a rs
for trucks and equipment and five to ten ye a rs for furniture and fixture s .

Landfills are stated at cost and are depleted based on consumed airs p a c e . Landfill improve m e n t s
include direct costs incurred to obtain a landfill permit and direct costs incurred to construct and
d evelop the site. These costs are depleted based on consumed airs p a c e . All indirect landfill
d evelopment costs are expensed as incurre d .

A summary of property and equipment at December 31 is as fo l l ow s :

1 9 9 7 1 9 9 6

L a n d , landfills and improve m e n t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8 9 5 . 0 $ 5 2 5 . 5
F u r n i t u re ,f i x t u re s , t r u cks and equipment . . . . . . . . . . . . . . . . . . . . . . . . . 9 6 8 . 7 6 5 9 . 5
Buildings and improve m e n t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 7 8 . 6 4 3 9 . 4

2 , 7 4 2 . 3 1 , 6 2 4 . 4

L e s s : a c c u mu l a t e d d e p re c i a t i o n , amortization and depletion . . . . . . . . . ( 6 4 5 . 4 ) ( 4 7 8 . 0 )

$ 2 , 0 9 6 . 9 $ 1 , 1 4 6 . 4

Intangible and Other A s s e t s

Intangible and other assets consist primarily of the cost of acquired businesses in excess of the
fair value of net tangible assets acquire d . The cost in excess of the fair value of net tangible assets is
a m o r t i zed over fo r t y ye a rs on a straight-line basis. A c c u mulated amortization of intangible assets wa s
$ 8 9 . 6 million and $52.4 million at December 3 1 , 1997 and 1996, re s p e c t ive ly.

The Company continu a l ly evaluates whether events and circumstances have occurred that may
wa r rant revision of the estimated useful life of intangible assets or whether the remaining balance of
intangible assets should be evaluated for possible impairment. The Company uses an estimate of the
related undiscounted cash flows over the remaining life of the intangible assets in measuring their
re c ove rab i l i t y.

Accrued Environmental and Landfill Costs

Accrued env i ronmental and landfill costs are included in other liabilities and include landfill site
c l o s u re and post-closure costs. Landfill site closure and post-closure costs include estimated costs to be
i n c u r red for final closure of the landfills and estimated costs for providing re q u i red post-closure
monitoring and maintenance of landfills. These costs are accrued based on consumed airs p a c e .
Estimated aggregate closure and post-closure costs will be fully accrued for these landfills at the time
that such facilities cease to accept waste and are closed. At December 3 1 , 1 9 9 7 , a p p rox i m a t e ly $280.0
million of such costs are to be expensed over the remaining lives of these fa c i l i t i e s . The Company
estimates its future cost re q u i rements for closure and post-closure monitoring and maintenance for its
solid waste facilities based on its interp retation of the technical standards of the United States
E nv i ronmental Protection A g e n cy ’s Subtitle D re g u l a t i o n s . These estimates do not take into account
discounts for the present value of such total estimated costs. The Company periodically reassesses its
methods and assumptions used to estimate such accruals for env i ronmental and landfill costs and
adjusts such accruals accord i n g ly.

In the normal course of business, the Company is subject to ongoing env i ro n m e n t a l
i nvestigations by certain re g u l a t o ry agencies, as well as other claims and disputes that could result in
l i t i g a t i o n . E nv i ronmental costs are accrued by the Company through a ch a rge to income in the period
s u ch liabilities become pro b able and can be re a s o n ab ly estimated.
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L i ability Insurance

The Company retains up to $1.0 million of risk per claim plus claims handling expense under its
various liability insurance programs for third party property damage and bodily injury claims,
p r i m a r i ly relating to claims arising from the Company ’s automotive rental opera t i o n s . Costs in ex c e s s
of this retained risk per claim are insured under various contracts with insurance carriers . Th e
ultimate costs of these retained insurance risks are estimated by management and by actuarial
evaluation based on historical claims ex p e r i e n c e , adjusted for current trends and changes in claims-
handling pro c e d u re s . In 1996, the Company changed its method of accounting for estimated auto
rental liability insurance claims by no longer discounting such liab i l i t y. The effect of this change wa s
not material to the Company ’s consolidated financial position or results of opera t i o n s .

R eve nue Recog n i t i o n

R eve nue from the Company ’s automotive retail operations consists of sales of new and used
ve h i c l e s , parts and service and finance and insurance pro d u c t s . An estimated allowance fo r
ch a rg eb a cks against reve nue re c og n i zed from sales of finance and insurance products is estab l i s h e d
during the period in which related reve nue is re c og n i ze d . R eve nue from the Company ’s automotive
rental operations consists primarily of fees from rentals and the sale of related rental products fro m
the leisure , business travel and insurance replacement segments. R eve nue from the Company ’s solid
waste services operations consists of collection fees from re s i d e n t i a l , c o m m e rcial and industrial
c u s t o m e rs and landfill disposal fees ch a rged to third parties. The Company re c og n i zes reve nue ove r
the period in which products are sold, vehicles are rented or services are prov i d e d .

D e r iva t ive Financial Instruments

The Company utilizes interest rate protection agreements with seve ral counterparties to manage
the impact of interest rate changes on the Company ’s debt obligations. The Company does not use
d e r iva t ive financial instruments for trading purp o s e s . Under interest rate swa p s , the Company agre e s
with other parties to ex ch a n g e , at specified interva l s , the difference between fixed-rate and floating-
rate interest amounts calculated by re f e rence to an agreed notional principal amount. Income or
expense on deriva t ive financial instruments used to manage interest rate ex p o s u re is re c o rded on an
accrual basis, as an adjustment to the yield of the underlying ex p o s u res over the periods cove red by
the contra c t s . If an interest rate swap is terminated early, a ny resulting gain or loss is deferred and
a m o r t i zed as an adjustment of the cost of the underlying ex p o s u re position over the re m a i n i n g
periods originally cove red by the terminated swa p. If all or part of an underlying position is
t e r m i n a t e d , the related pro - rata portion of any unre c og n i zed gain or loss on the swap is re c og n i zed in
income at that time as part of the gain or loss on the termination. Amounts re c e ivable or payab l e
under the agreements are included in re c e ivables or accrued liabilities in the accompany i n g
Consolidated Balance Sheets and we re not material at December 3 1 , 1997 or 1996.

A dve r t i s i n g

The Company expenses the cost of advertising as incurred or when such advertising initially
t a kes place. No advertising costs we re capitalized at December 3 1 , 1997 or 1996. A dvertising ex p e n s e
was $318.2 m i l l i o n ,$ 1 4 8 . 8 million and $119.9 million for the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and
1 9 9 5 , re s p e c t ive ly.

Statements of Cash Flow s

The Company considers all highly liquid investments with purchased maturities of three months
or less to be cash equivalents unless the investments are legally or contra c t u a l ly restricted for more
than three months. The effect of non-cash transactions related to business combinations, as discussed
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in Note 2 , Business Combinations, and other non-cash transactions are excluded from the
a c c o m p a nying Consolidated Statements of Cash Flow s .

The Company made interest payments on reve nue earning vehicle debt and notes payable and
long-term debt of approx i m a t e ly $248.2 million, $293.0 million and $217.0 million for the ye a rs ended
D e c e m b e r 3 1 , 1 9 9 7 , 1996 and 1995, re s p e c t ive ly. The Company made income tax payments of
a p p rox i m a t e ly $72.1 million, $19.7 million and $17.9 million for the ye a rs ended December 3 1 , 1 9 9 7 ,
1996 and 1995, re s p e c t ive ly.

N ew Accounting Pronouncements

Statement of Financial Accounting Standards No. 130 (“SFAS 130”), “Reporting Compre h e n s ive
I n c o m e ,” was issued by the Financial Accounting Standards Board in Ju n e 1 9 9 7 . This Statement
re q u i res that all items that are re q u i red to be re c og n i zed under accounting standards as components of
c o m p re h e n s ive income be reported in a financial statement that is displayed with the same pro m i n e n c e
as other financial statements.The Company will adopt SFAS 130 beginning Ja nu a ry 1 ,1 9 9 8 .

Statement of Financial Accounting Standards No. 131 (“SFAS 131”), “ D i s c l o s u res ab o u t
Segments of an Enterprise and Related Info r m a t i o n ,” was issued by the Financial A c c o u n t i n g
S t a n d a rds Board in Ju n e 1 9 9 7 . This Statement establishes standards for reporting of selected
i n formation about operating segments in annual financial statements and re q u i res reporting of
selected information about operating segments in interim financial reports issued to share h o l d e rs . I t
also establishes standards for related disclosures about products and serv i c e s , g e ographic areas and
major customers . The Company will adopt SFAS 131 beginning Ja nu a ry 1 , 1 9 9 8 . Adoption of this
s t a n d a rd will not have a material impact on the Company ’s existing segment reporting disclosure s .

2 . BUSINESS COMBINAT I O N S

Significant businesses acquired through December 3 1 , 1997 and accounted for under the pooling
of interests method of accounting have been included re t ro a c t ive ly in the Consolidated Fi n a n c i a l
Statements as if the companies had operated as one entity since inception. Businesses acquire d
t h rough December 3 1 , 1997 and accounted for under the purchase method of accounting are included
in the Consolidated Financial Statements from the date of acquisition.

During the year ended December 3 1 , 1 9 9 7 , the Company acquired various businesses in the
a u t o m o t ive re t a i l , a u t o m o t ive rental and solid waste services industries. The Company issued an
a g gregate of approx i m a t e ly 53.7 million shares of Common Stock and paid approx i m a t e ly $346.6
million in cash or notes in such transactions which have been accounted for under the purch a s e
method of accounting, and issued an aggregate of approx i m a t e ly 83.5 million shares of Common Stock
in such transactions which have been accounted for under the pooling of interests method of
a c c o u n t i n g . Included in the shares of Common Stock issued for acquisitions accounted for under the
pooling of interests method of accounting are approx i m a t e ly 15.2 million shares issued fo r
acquisitions which we re not material indiv i d u a l ly or in the aggregate and, c o n s e q u e n t ly, prior period
financial statements we re not restated for such acquisitions.

Details of the results of operations of the Company and the Pooled Entities for the periods befo re
the pooling of interests combinations we re consummated for the ye a rs ended December 31 are as fo l l ow s :

1 9 9 7 1 9 9 6 1 9 9 5

R eve nu e :
The Company. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8 , 9 2 7 . 0 $2 , 2 8 0 . 2 $ 1 , 7 4 1 . 6
Pooled Entities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 , 3 7 8 . 6 3 , 8 1 4 . 4 2 , 7 8 5 . 3

$ 1 0 , 3 0 5 . 6 $6 , 0 9 4 . 6 $ 4 , 5 2 6 . 9
Income (loss) from continuing opera t i o n s

b e fo re ex t ra o rd i n a ry ch a rg e :
The Company. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 5 2 . 3 $ ( 3 6 . 3 ) $ ( 6 . 4 )
Pooled Entities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 7 . 9 4 3 . 7 4 4 . 7

$ 2 0 0 . 2 $ 7 . 4 $ 3 8 . 3
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The Company ’s unaudited pro forma consolidated results of operations assuming all significant
1997 acquisitions accounted for under the purchase method of accounting had occurred on Ja nu a ry 1 ,
1996 are as fo l l ows for the ye a rs ended December 3 1 :

1 9 9 7 1 9 9 6

R eve nu e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1 1 , 7 8 6 . 9 $ 9 , 6 7 6 . 6
Income (loss) from continuing operations befo re ex t ra o rd i n a ry ch a rg e . . . $ 2 0 0 . 0 $   ( 1 6 . 5 )
Diluted earnings (loss) per share fro m

c o n t i nuing opera t i o n s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ . 4 5 $     ( . 0 5 )

The unaudited pro forma results of operations are presented for informational purposes only and may
not necessarily reflect the future results of operations of the Company or what the results of opera t i o n s
would have been had the Company owned and operated these businesses as of Ja nu a ry 1 ,1 9 9 6 .

During the year ended December 3 1 , 1 9 9 6 , the Company acquired various businesses in the
a u t o m o t ive re t a i l , a u t o m o t ive re n t a l , solid waste services and electronic security services industries.
The Company issued an aggregate of approx i m a t e ly 9.1 million shares of Common Stock and paid
a p p rox i m a t e ly $52.1 million of cash in such transactions which have been accounted for under the
p u rchase method of accounting, and issued an aggregate of approx i m a t e ly 71.4 million shares of
Common Stock in such transactions which have been accounted for under the pooling of intere s t s
method of accounting. Included in the shares of Common Stock issued for acquisitions accounted fo r
under the pooling of interests method of accounting are approx i m a t e ly 13.0 million shares issued fo r
acquisitions which we re not material indiv i d u a l ly or in the aggregate and, c o n s e q u e n t ly, prior period
financial statements we re not restated for such acquisitions.

In Ju ly 1996, the Company entered into an agreement to acquire ADT Limited (the “A D T
A gre e m e n t ” ) , w h i ch was terminated by mutual agreement of the parties in September 1996. I n
connection with the execution of the ADT A gre e m e n t , ADT Limited granted to the Company a
wa r rant (“the ADT Wa r rant”) to purchase 15.0 million common shares of ADT Limited at a purch a s e
price of $20 per share (which approximated fair market va l ue). In March 1997, the Company ex e rc i s e d
the ADT Wa r rant resulting in the purchase of 15.0 million common shares of ADT Limited at $20 per
s h a re . In May 1997, the Company sold the ADT Limited common shares for $27.50 per share re s u l t i n g
in a gain of approx i m a t e ly $102.3 million, net of fees and ex p e n s e s .

During the year ended December 3 1 , 1 9 9 5 , the Company acquired various businesses in the
a u t o m o t ive re n t a l , solid waste services and electronic security services industries. The Company
issued an aggregate of approx i m a t e ly 17.3 million shares of Common Stock and paid approx i m a t e ly
$1.3 billion of cash in such transactions which have been accounted for under the purchase method of
a c c o u n t i n g , and issued an aggregate of approx i m a t e ly 36.3 million shares of Common Stock for such
t ransactions which have been accounted for under the pooling of interests method of accounting. Th e
cash paid for acquisitions in 1995 relates primarily to National Car Rental System, I n c .’s (“National”)
acquisition of its predecessor company from General Motors Corp o ra t i o n . National was acquired by
the Company during 1997 and accounted for under the pooling of interests method of accounting.

The pre l i m i n a ry purchase price allocations for business combinations accounted for under the
p u rchase method of accounting (including historical accounts of immaterial acquisitions accounted fo r
under the pooling of interests method of accounting) for the ye a rs ended December 31 we re as fo l l ow s :

1 9 9 7 1 9 9 6 1 9 9 5

R eve nue earning ve h i c l e s. . . . . . . . . . . . . . . . . . . . . . . . $ 4 1 5 . 3 $ 7 9 . 4 $ 1 , 4 5 5 . 2
P roperty and equipment. . . . . . . . . . . . . . . . . . . . . . . . . 6 1 6 . 2 1 1 0 . 9 9 9 . 3
Intangible and other assets . . . . . . . . . . . . . . . . . . . . . . 1 , 3 0 5 . 0 1 0 9 . 8 1 0 1 . 3
Wo rking capital (deficiency ) , net of cash acquire d . . . 82.1 ( 1 6 . 1 ) 1 6 . 8
Long-term debt assumed . . . . . . . . . . . . . . . . . . . . . . . . ( 1 , 2 1 8 . 4 ) ( 1 2 1 . 1 ) ( 1 2 3 . 5 )
Other liab i l i t i e s. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 3 6 . 6 ) ( 1 8 . 9 ) ( 1 3 1 . 3 )
Common stock issued . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 9 7 0 . 3 ) ( 1 0 1 . 4 ) ( 8 4 . 1 )
Cash used in acquisitions, net of cash acquire d . . . . . . $ 193.3 $ 4 2 . 6 $ 1 , 3 3 3 . 7
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As discussed in Note 1 1 , D i s c o n t i nued Opera t i o n s , the Company sold its electronic security
s e rvices division in October 1 9 9 7 . A c c o rd i n g ly, the financial position and results of operations of
businesses acquired in the electronic security services segment have been accounted for as
d i s c o n t i nued operations in the accompanying Consolidated Financial Statements.

In Ja nu a ry 1 9 9 8 , the Company acquired various businesses in the automotive retail and solid
waste services industries for an aggregate purchase price of approx i m a t e ly $434.0 m i l l i o n , c o n s i s t i n g
of cash and/or shares of Common Stock . In add i t i o n , t h rough Ja nu a ry 1998, the Company has signed
d e f i n i t ive agreements to acquire various businesses which own and operate fra n chised automotive
d e a l e rships for an aggregate purchase price of approx i m a t e ly $478.0 million to be paid in cash and/or
s h a res of Common Stock . These completed and pending acquisitions will be accounted for under the
p u rchase method of accounting. The closing of each pending transaction is subject to customary
c o n d i t i o n s , including manu fa c t u rer and re g u l a t o ry approva l .

3 . REVENUE EARNING VEHICLE DEBT

R eve nue earning vehicle debt at December 31 is as fo l l ow s :

1 9 9 7 1 9 9 6

Amounts under various commercial paper programs secured by 
eligible vehicle collateral; interest based on market-dictated 
c o m m e rcial paper rates; weighted ave rage interest rates of 
5.85% and 5.93% at December 3 1 , 1997 and 1996, re s p e c t ive ly . . . . . $ 2 , 9 1 9 . 4 $ 2 , 2 5 3 . 1

Amounts under various medium-term note programs 
s e c u red by eligible vehicle collateral: 
Fixed rate component; weighted ave rage interest rates 

of 7.09% and 7.13% at December 31, 1997 and 1996,
re s p e c t ive ly; maturities through 2003 . . . . . . . . . . . . . . . . . . . . . 7 3 6 . 3 6 5 6 . 3

Floating rate component based on a spread over 
3 month LIBOR; maturities through 2001 . . . . . . . . . . . . . . . . . . 1 6 6 . 5 1 4 3 . 3

Other uncommitted secured financings primarily with financing 
institutions in the United Kingdom; secured by eligible vehicle 
c o l l a t e ral for periods that approximate the expected hold 
period for the vehicle at LIBOR based interest rates; weighted 
ave rage interest rates of 6.99% and 6.29% at December 31,
1997 and 1996, re s p e c t ive ly . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 4 9 . 9 3 2 7 . 7

4 , 1 7 2 . 1 3 , 3 8 0 . 4

Less: long-term portion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 1 , 9 6 2 . 7 ) ( 8 4 4 . 8 )

$ 2 , 2 0 9 . 4 $ 2 , 5 3 5 . 6

In October 1 9 9 7 , the Company refinanced borrowings under its pre - existing commercial paper
p rograms with borrowings under a $3.35 billion financing program comprised of a $2.3 b i l l i o n
c o m m e rcial paper program and three commercial paper conduit facilities totaling $1.05 b i l l i o n . B a n k
lines of credit of $2.1 billion (terminating October 1998) and $945.0 million (terminating October
2000) provide liquidity backup for the fa c i l i t i e s . L e t t e rs of credit totaling $335.0 million prov i d e
c o l l a t e ral and additional liquidity backup for the fa c i l i t i e s . The weighted ave rage interest rate on total
reve nue earning vehicle debt was 6.17% and 6.20% at December 3 1 , 1997 and 1996, re s p e c t ive ly.
I n t e rest expense on reve nue earning vehicle debt is included as a component of cost of automotive
rental operations in the accompanying Consolidated Statements of Opera t i o n s .
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At December 3 1 ,1 9 9 7 , a g gregate maturities of reve nue earning vehicle debt we re as fo l l ow s :

1 9 9 8. . . . . . . . . . . . . . . . . . . . . . . . . . $ 2 , 2 0 9 . 4
1 9 9 9 . . . . . . . . . . . . . . . . . . . . . . . . . . 3 1 0 . 0
2 0 0 0. . . . . . . . . . . . . . . . . . . . . . . . . . 1 , 1 4 4 . 0
2 0 0 1. . . . . . . . . . . . . . . . . . . . . . . . . . 3 3 3 . 7
2 0 0 2 . . . . . . . . . . . . . . . . . . . . . . . . . . —
Th e re a f t e r. . . . . . . . . . . . . . . . . . . . . 1 7 5 . 0

$ 4 , 1 7 2 . 1

4 . NOTES PAYABLE AND LONG-TERM DEBT

Notes payable and long-term debt at December 31 is as fo l l ow s :

1 9 9 7 1 9 9 6
R evolving credit facility; interest payable using 

LIBOR based rates; unsecured; matures 2002 . . . . . . . . . . . . . . . . . . $ 250.0 $ 150.0
Vehicle inve n t o ry credit facilities; secured by the 

C o m p a ny ’s vehicle inve n t o ry; weighted ave rage 
i n t e rest rates of 6.36% and 9.25% at December 3 1 ,
1997 and 1996, re s p e c t ive ly . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 7 2 . 5 2 2 5 . 7

Other notes; secured by real pro p e r t y, equipment 
and other assets; interest ranging from 4% to 13%; 
maturing through 2009. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 8 0 . 4 3 5 1 . 9

9 0 2 . 9 7 2 7 . 6

Less: current portion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 5 3 2 . 0 ) ( 3 3 4 . 0 )

$ 370.9 $ 393.6

In Ap r i l 1 9 9 7 , the Company replaced its existing $250.0 million credit facility with a $1.0 b i l l i o n
u n s e c u red revolving credit facility (the “ C redit Facility”) with certain banks for a term of five ye a rs .
Outstanding adva n c e s , if any, a re payable at the ex p i ration of the five - year term. The Credit Fa c i l i t y
re q u i re s , among other items, that the Company maintain certain financial ratios and comply with
certain financial cove n a n t s .

In December 1 9 9 6 , the Company completed a tender offer and consent solicitation resulting in
the re p u rchase of approx i m a t e ly $100.0 million aggregate principal amount 11.75% senior notes due
2006 (“Senior Notes”), w h i ch we re issued in Feb r u a ry 1 9 9 6 . The Company re c o rded an ex t ra o rd i n a ry
ch a rge of $31.6 m i l l i o n , net of income taxes, during 1996 related to the early extinguishment of the
Senior Notes and certain other deb t . Included in this ch a rge are bond redemption pre m i u m s , t h e
write-off of debt issue costs, p re p ayment penalties and other fees related to the tender offer and the
re p ayment of other deb t .

I n t e rest expense on vehicle inve n t o ry credit facilities is included as a component of cost of
a u t o m o t ive retail sales in the accompanying Consolidated Statements of Opera t i o n s .

At December 3 1 ,1 9 9 7 , a g gregate maturities of long-term debt we re as fo l l ow s :

1 9 9 8 . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5 3 2 . 0
1 9 9 9. . . . . . . . . . . . . . . . . . . . . . . . . . 2 6 . 6
2 0 0 0. . . . . . . . . . . . . . . . . . . . . . . . . . 9 . 4
2 0 0 1. . . . . . . . . . . . . . . . . . . . . . . . . . 5 . 4
2 0 0 2. . . . . . . . . . . . . . . . . . . . . . . . . . 2 8 8 . 8
Th e re a f t e r. . . . . . . . . . . . . . . . . . . . . 4 0 . 7

$ 9 0 2 . 9



5 . INCOME TA X E S

The Company accounts for income taxes in accordance with SFAS No. 1 0 9 , “Accounting fo r
Income Ta x e s .” A c c o rd i n g ly, d e f e r red income taxes have been provided to show the effect of
t e m p o ra ry differences between the re c ognition of reve nue and expenses for financial and income tax
reporting purposes and between the tax basis of assets and liabilities and their reported amounts in
the financial statements.

The Company files a consolidated federal income tax return which includes the operations of
businesses acquired for periods subsequent to the dates of the acquisitions. Certain businesses
a c q u i red and accounted for under the pooling of interests method of accounting we re subch a p t e r S
c o rp o rations for income tax purp o s e s . The subch a p t e r S corp o ration status of these companies wa s
terminated effective with the closing date of the acquisitions. For purposes of these Consolidated
Financial Statements, f e d e ral and state income taxes have been re c o rded as if these companies had
filed subch a p t e r C corp o ration tax returns for the pre-acquisition periods, and the current income tax
expense is reflected as an increase to additional paid-in capital.

The components of the provision for income taxes related to continuing operations for the ye a rs
ended December 31 are as fo l l ow s :

1 9 9 7 1 9 9 6 1 9 9 5

C u r re n t :
Fe d e ra l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2 3 . 1 $ 5 0 . 0 $ 2 5 . 7
S t a te . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 . 0 4 . 7 4 . 9

Fe d e ral and state deferre d. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 9 . 6 ( 9 . 4 ) 1 5 . 1
Fo reign deferre d. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 4 . 5 ) ( 8 . 8 ) ( 1 . 4 )
Change in valuation allowa n c e . . . . . . . . . . . . . . . . . . . . . . . . . . — 2 0 . 5 3 . 4

P rovision for income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 1 5 . 2 $ 5 7 . 0 $ 4 7 . 7

A reconciliation of the statutory federal income tax rate to the Company ’s effective tax ra t e
for continuing operations for the ye a rs ended December 31 is shown below :

1 9 9 7 1 9 9 6 1 9 9 5

S t a t u t o ry federal income tax ra t e . . . . . . . . . . . . . . . . . . . . . . . . 3 5 . 0 % 3 5 . 0 % 3 5 . 0 %
Non-deductible ex p e n s e s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 9 . 5 6 . 2
State income taxes, net of federal benefit . . . . . . . . . . . . . . . . . . 2 . 0 6.4 4 . 7
Change in valuation allowa n c e . . . . . . . . . . . . . . . . . . . . . . . . . . — 3 1 . 6 4 . 0
O t h e r, n e t. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 1 . 0 ) 6 . 0 5 . 6

E f f e c t ive tax ra t e. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 6 . 5 % 8 8 . 5 % 5 5 . 5 %

Components of the net deferred income tax liability included in other liabilities in the
a c c o m p a nying Consolidated Balance Sheets at December 31 are as fo l l ow s :

1 9 9 7 1 9 9 6

D e f e r red income tax liab i l i t i e s :
Book basis in property over tax basis. . . . . . . . . . . . . . . . . . . . . . . . . $ 4 5 0 . 3 $ 2 8 7 . 5

D e f e r red income tax assets:
Net operating losses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 5 9 . 0 ) ( 1 0 3 . 3 )
Accruals not curre n t ly deductible. . . . . . . . . . . . . . . . . . . . . . . . . . . ( 2 9 3 . 0 ) ( 9 7 . 1 )

Valuation allowa n c e. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 4 6 . 1 6 6 . 9

Net deferred income tax liab i l i t y. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2 4 4 . 4 $ 1 5 4 . 0
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At December 3 1 , 1 9 9 7 , the Company had ava i l able domestic net operating loss carry fo r wa rds of
a p p rox i m a t e ly $61.8 million which begin to ex p i re in the year 2011 and fo reign net operating loss
c a r ry fo r wa rds of approx i m a t e ly $60.1 million, the majority of which have an indefinite carry fo r wa rd .
In assessing the re a l i z ability of deferred tax assets, management considers whether it is more like ly
than not that some portion or all of the deferred tax assets will not be re a l i ze d . The Company has
p rovided a valuation allowance to offset a portion of the deferred tax assets due to uncertainty
s u r rounding the future realization of such deferred tax assets. The Company adjusts the va l u a t i o n
a l l owance in the period management determines it is more like ly than not that deferred tax assets
will or will not be re a l i ze d .

The fo reign losses included in income from continuing operations befo re income taxes and
ex t ra o rd i n a ry ch a rge for the ye a rs ended December 3 1 , 1 9 9 7 , 1996 and 1995 we re $(11.5) million,
$(22.0) million and $(20.8) million, re s p e c t ive ly.

6 . SHAREHOLDERS’ EQUITY

During the year ended December 3 1 , 1 9 9 7 , the Company sold 15.8 million shares of Common
S t o ck in a private placement transaction resulting in net proceeds of approx i m a t e ly $552.7 million. I n
a dd i t i o n , in May 1997, the Company ’s Certificate of Incorp o ration was amended to increase the
number of authorized shares of Common Stock from 500.0 million to 1.5 billion share s .

During the year ended December 3 1 , 1 9 9 6 , the Company sold an aggregate of 22.0 million share s
of Common Stock in private placement transactions resulting in net proceeds of approx i m a t e ly $550.9
m i l l i o n . In May 1996, the Board of Dire c t o rs declared a two - fo r-one split of the Company ’s Common
S t o ck in the form of a 100% stock div i d e n d , p ayable Ju n e 8 , 1 9 9 6 , to holders of re c o rd on May 2 8 ,
1 9 9 6 . In add i t i o n , in May 1996 the Company ’s Certificate of Incorp o ration was amended to incre a s e
the number of authorized shares of Common Stock from 350.0 million shares to 500.0 million share s .

During the year ended December 3 1 , 1 9 9 5 , the Company sold an aggregate of 44.1 million share s
of Common Stock and wa r rants to purchase an additional 33.4 million shares of Common Stock in
various private placement and other equity transactions resulting in net proceeds of approx i m a t e ly
$262.4 million. The wa r rants are ex e rc i s able at prices ranging from $2.25 to $3.50 per share .

The Company has 5.0 million authorized shares of pre f e r red stock , par value $.01 per share , n o n e
of which are issued or outstanding. The Board of Dire c t o rs has the authority to issue the pre f e r re d
s t o ck in one or more series and to establish the rights, p re f e rences and div i d e n d s .

7 . STOCK OPTIONS AND WA R R A N T S

The Company has various stock option plans under which shares of Common Stock may be
granted to key employees and dire c t o rs of the Company. Options granted under the plans are non-
qualified and are granted at a price equal to the fair market value of the Common Stock at the date of
gra n t . G e n e ra l ly, options granted will have a term of ten ye a rs from the date of gra n t , and will vest in
i n c rements of 25% per year over a four year period on the ye a rly annive rs a ry of the grant date. O n
Ja nu a ry 3 , 1 9 9 7 , the Compensation Committee of the Company ’s Board of Dire c t o rs approve d
m a n a g e m e n t ’s recommended 1997 annual employee stock option grant of 6.7 million shares of
Common Stock (2.0 million shares of which we re granted under the Company ’s 1997 Employee Stock
Option Plan subject to shareholder approval obtained in May 1997). These stock options we re gra n t e d
using the quoted market price at the date of management’s recommendation ($28.625 at
D e c e m b e r 3 1 , 1996) as opposed to the quoted market price at the grant date ($29.9375 at Ja nu a ry 3 ,
1 9 9 7 ) . No compensation expense associated with these grants has been re c og n i zed in the
a c c o m p a nying Consolidated Financial Statements as it would not be material to the consolidated
financial position or results of opera t i o n s .
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A summary of stock option and wa r rant transactions is as fo l l ows for the ye a rs ended
D e c e m b e r 3 1 :

1 9 9 7 1 9 9 6 1 9 9 5

We i g h t e d - We i g h t e d - We i g h t e d -
Ave r ag e Ave r ag e Ave r ag e
E xe r c i s e E xe r c i s e E xe r c i s e

S h a r e s P r i c e S h a r e s P r i c e S h a r e s P r i c e
Options and wa r rants 

outstanding at beginning 
o f p e r i o d. . . . . . . . . . . . . . 5 2 . 5 $ 7 . 6 3 4 9 . 6 $ 4 . 8 7 8 . 1 $ 4 . 5 4

G ra n t e d. . . . . . . . . . . . . . . . . . . 1 5 . 2 $ 2 8 . 5 2 8 . 7 $ 2 1 . 8 6 4 5 . 1 $ 4 . 9 2
E x e rc i s e d . . . . . . . . . . . . . . . . . ( 1 8 . 7 ) $ 3 . 2 4 ( 5 . 6 ) $ 4 . 0 3 ( 2 . 9 ) $ 4 . 1 4
C a n c e l e d . . . . . . . . . . . . . . . . . . ( . 9 ) $ 2 4 . 5 9 ( . 2 ) $ 9 . 4 4 ( . 7 ) $ 7 . 4 9
Options and wa r rants 

outstanding at 
end of period. . . . . . . . . . . 4 8 . 1 $ 1 5 . 6 7 5 2 . 5 $ 7 . 6 3 4 9 . 6 $ 4 . 8 7

Options and wa r ra n t s
ex e rc i s ab l eat end 
of period. . . . . . . . . . . . . . 2 6 . 8 $ 8 . 7 1 3 8 . 5 $ 4 . 1 2 3 9 . 9 $ 3 . 5 0

Options ava i l able for 
f u t u re gra n t s . . . . . . . . . . . 1 4 . 0 7 . 9 4 . 3

The fo l l owing table summarizes information about outstanding and ex e rc i s able stock options and
wa r rants at December 3 1 ,1 9 9 7 :

O u t s t a n d i n g E xe r c i s ab l e

We i g h t e d -
Ave r ag e We i g h t e d - We i g h t e d -

R e m a i n i n g Ave r ag e Ave r ag e
C o n t r a c t u a l E xe r c i s e E xe r c i s e

Range of Exercise Price S h a r e s Life (Yrs.) P r i c e S h a r e s P r i c e

$ 1.13 - $ 3 . 5 0. . . . . . . . . . . . . . . . . . . . . 1 6 . 4 1 . 2 8 $ 3 . 0 3 1 6 . 1 $ 3 . 0 5
$ 3.78 - $27.00 . . . . . . . . . . . . . . . . . . . . . 1 6 . 8 7 . 1 8 $ 1 5 . 1 6 7 . 8 $ 1 2 . 8 0
$27.25 - $41.88. . . . . . . . . . . . . . . . . . . . . 1 4 . 9 8 . 7 8 $ 3 0 . 1 8 2 . 9 $ 2 9 . 0 6

$ 1.13 - $41.88. . . . . . . . . . . . . . . . . . . . . 4 8 . 1 5 . 6 7 $ 1 5 . 6 7 2 6 . 8 $ 8 . 7 1

The Company applies Accounting Principles Board Opinion No. 2 5 , “Accounting for Stock Issued
to Employe e s ” in accounting for stock-based employee compensation arrangements whereby no
compensation cost related to stock options is deducted in determining net income (loss). H a d
compensation cost for the Company ’s stock option plans been determined pursuant to SFAS No. 1 2 3 ,
“Accounting for Stock-Based Compensation,” the Company ’s net income (loss) and earnings (loss) per
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s h a re would have decreased (increased) accord i n g ly. Using the Black - S choles option pricing model fo r
all options granted after December 3 1 , 1 9 9 4 , the Company ’s pro forma net income (loss), p ro fo r m a
earnings (loss) per share and pro forma weighted ave rage fair value of options gra n t e d , with re l a t e d
a s s u m p t i o n s ,a re as fo l l ows for the ye a rs ended December 3 1 :

1 9 9 7 1 9 9 6 1 9 9 5

P ro forma net income (loss). . . . . . . . . . . . . . . . $3 7 5 . 3 $( 3 3 . 6 ) $ 1 0 . 2
P ro forma diluted earnings (loss) per share. . . . $ . 8 8 $ ( . 1 1 ) $  .04
P ro forma weighted ave rage fair value 

of options gra n t e d . . . . . . . . . . . . . . . . . . . . $1 0 . 0 3 $ 9 . 8 0 $ 5 . 2 8
Risk free interest ra t e s . . . . . . . . . . . . . . . . . . . . 5.74% - 5.78% 5.98% - 6.17% 5.98% - 6.17%
Expected live s. . . . . . . . . . . . . . . . . . . . . . . . . . . 5-7 ye a rs 5-7 ye a rs 5-7 ye a rs
Expected vo l a t i l i t y. . . . . . . . . . . . . . . . . . . . . . . . 4 0 % 4 0 % 4 0 %

8 . COMMITMENTS AND CONTINGENCIES

L egal Proceedings

By letter dated Ja nu a ry 1 1 , 1 9 9 6 , Acme Commercial Corp. d/b/a CarMax, The Auto Supers t o re ,
(“CarMax”) accused the Company ’s wholly - owned subsidiary, Au t o N a t i o n USA of infringing CarMax’s
t ra d e m a rk rights by using the marks Au t o N a t i o n U SAS M and “ The Better Way to Buy a CarSM.”
AutoNation USA denied such allegations and on Feb r u a ry 5 , 1 9 9 6 , filed suit in the U. S . District Court
for the Southern District of Florida seeking a declara t o ry judgment that its use and re g i s t ration of
s u ch marks do not violate any of the rights of CarMax. On or about October 1 1 , 1 9 9 6 , CarMax filed a
c o u n t e rclaim against AutoNation USA seeking damages and an order enjoining AutoNation USA fro m
using certain mark s , including the marks AutoNation USA and “ The Better Way to Buy a Car.” Th e
case is in the court’s March 1998 trial calendar. Although it is impossible to predict the outcome of
this litigation, the Company believes that AutoNation USA has a valid basis for its complaint and that
C a r M a x ’s allegations and counterclaims are without merit.

The Company is also a party to various other general corp o rate legal proceedings which have
arisen in the ord i n a ry course of business. While the results of these matters , as well as the matter
described ab ove cannot be predicted with certainty, the Company believes that losses, if any, re s u l t i n g
f rom the ultimate resolution of these matters will not have a material adve rse effect on the Company ’s
consolidated results of opera t i o n s , cash flows or financial position. H oweve r, u n favo rable re s o l u t i o n
could affect the consolidated results of operations or cash flows for the quarterly periods in which
t h ey are re s o l ve d .

Lease Commitments

The Company and its subsidiaries lease real pro p e r t y, equipment and softwa re under va r i o u s
o p e rating leases with terms from 1 to 25 ye a rs . The Company has also entered into various airp o r t
concession and permit agreements which genera l ly provide for payment of a percentage of reve nu e
f rom vehicle rentals with a guaranteed minimum lease obligation.
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Expenses under real pro p e r t y, equipment and softwa re leases and airport concession agre e m e n t s
( excluding amounts ch a rged through to customers) for the ye a rs ended December 31 are as fo l l ow s :

1 9 9 7 1 9 9 6 1 9 9 5

Real pro p e r t y . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6 1 . 8 $ 5 3 . 2 $ 4 4 . 4
Equipment and softwa re . . . . . . . . . . . . . . . . . . . . . . . . 4 3 . 7 2 3 . 8 2 5 . 0
A i rport concession and permit fees:

M i n i mum fixed obligations . . . . . . . . . . . . . . . . . . 9 3 . 3 8 9 . 6 6 8 . 0
A dditional amounts, based on reve nue 

f rom vehicle re n t a l s. . . . . . . . . . . . . . . . . . . . 1 0 3 . 0 9 4 . 5 6 0 . 1

$ 3 0 1 . 8 $ 2 6 1 . 1 $ 1 9 7 . 5

F u t u re minimum lease obligations under noncancelable real pro p e r t y, equipment and softwa re
leases and airport agreements with initial terms in excess of one year at December 3 1 , 1997 are as fo l l ow s :

Year Ending December 3 1 :
1 9 9 8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 5 4 . 4
1 9 9 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 1 7 . 8
2 0 0 0 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 0 1 . 1
2 0 0 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 3 . 3
2 0 0 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 3 . 6
Th e re a f t e r . . . . . . . . . . . . . . . . . . . . . . . 1 1 9 . 8

$ 6 2 0 . 0

In connection with the development of the AutoNation USA megastore s , the Company is the
lessee under a $500.0 million operating lease facility established to acquire and develop pro p e r t i e s
used in its business. The Company has guaranteed the residual value of the properties under this
facility which guarantee totaled approx i m a t e ly $326.5 million at December 3 1 ,1 9 9 7 .

Other Matters

In the normal course of business, the Company is re q u i red to post performance bonds, l e t t e rs of
c re d i t , and/or cash deposits as a financial guarantee of the Company ’s perfo r m a n c e . To date, t h e
C o m p a ny has satisfied financial responsibility re q u i rements for re g u l a t o ry agencies by making cash
d e p o s i t s , obtaining bank letters of credit or by obtaining surety bonds. At December 3 1 , 1 9 9 7 , l e t t e rs
of credit and surety bonds totaling $368.6 million ex p i re through October 1 9 9 9 .

The Company ’s solid waste and env i ronmental services activities are conducted in the context of
a developing and changing statutory and re g u l a t o ry fra m ewo rk .G overnmental regulation of the wa s t e
management industry re q u i res the Company to obtain and retain nu m e rous governmental permits to
conduct various aspects of its opera t i o n s . These permits are subject to revo c a t i o n , modification or
d e n i a l . The costs and other capital ex p e n d i t u res which may be re q u i red to obtain or retain the
a p p l i c able permits or comply with applicable regulations could be significant.

9 . EARNINGS (LOSS) PER SHARE

The Company adopted Statement of Financial Accounting Standards No. 128 (“SFAS 128”),
“Earnings Per Share ” during 1997. S FAS 128 establishes standards for computing and pre s e n t i n g
basic and diluted earnings (loss) per share . Basic earnings (loss) per share is computed by dividing net
income (loss) by the weighted ave rage number of common shares outstanding during the ye a r. D i l u t e d
earnings (loss) per share is based on the combined weighted ave rage number of common shares and
common share equivalents outstanding which include, w h e re appro p r i a t e , the assumed ex e rcise or
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c o nve rsion of wa r rants and options. In computing diluted earnings (loss) per share , the Company has
u t i l i zed the tre a s u ry stock method. All prior period earnings (loss) per share data have been re s t a t e d
to conform with SFAS 128.

The computation of weighted ave rage common and common equivalent shares used in the
calculation of basic and diluted earnings (loss) per share is as fo l l ows for the ye a rs ended December 3 1 :

1 9 9 7 1 9 9 6 1 9 9 5

Weighted ave rage shares outstanding used 
in calculating basic earnings per share. . . . . . . . . . . 4 0 3 . 1 3 0 7 . 0 2 3 4 . 6

G ross common equivalent share s. . . . . . . . . . . . . . . . . . . . 6 3 . 6 5 8 . 1 5 3 . 8
Weighted ave rage tre a s u ry shares purch a s e d . . . . . . . . . . ( 2 4 . 3 ) ( 1 5 . 2 ) ( 7 . 6 )
Effect of using weighted ave rage common 

e q u ivalent shares outstanding . . . . . . . . . . . . . . . . . . ( 1 1 . 5 ) ( 8 . 3 ) ( 3 5 . 6 )
Weighted ave rage common and common

e q u ivalent shares used in calculating
diluted earnings per share . . . . . . . . . . . . . . . . . . . . . 4 3 0 . 9 3 4 1 . 6 2 4 5 . 2

1 0 . R E S T RUCTURING AND OTHER CHARGES

During the year ended December 3 1 , 1 9 9 7 , the Company re c o rded pre-tax ch a rges of
a p p rox i m a t e ly $244.1 million. These ch a rges consisted of $150.0 million associated with combining the
C o m p a ny ’s fra n chised automotive dealerships and used vehicle megastore operations into one
a u t o m o t ive retail division and $94.1 million associated with integrating the Company ’s automotive
rental opera t i o n s . Ap p rox i m a t e ly $85.0 million of the automotive retail ch a rge appears as
restructuring and other ch a rges in the Company ’s Consolidated Statement of Operations for the ye a r
ended December 3 1 , 1997 and consists of: $42.0 million for consolidation of information systems; $25.0
million related primarily to relocating the Company ’s Valu StopS M o p e rations; and $18.0 million of
s eve rance and other costs. The remaining $65.0 million of the automotive retail ch a rge relates to
i nve n t o ry consolidation and is included in cost of automotive retail sales in the Company ’s
Consolidated Statement of Operations for the year ended December 3 1 , 1 9 9 7 . The primary
components of the $94.1 million automotive rental ch a rge are as fo l l ows: $32.0 million related to
elimination of redundant information systems; $18.0 million related to fleet consolidation; and $44.1
million related to closure or sale of duplicate rental facilities and merger and other non-re c u r r i n g
ex p e n s e s . Th rough December 3 1 , 1 9 9 7 , the Company has spent approx i m a t e ly $58.1 million related to
i n t e gration and other activities and has re c o rded $92.3 million of these ch a rges against certain assets.
As of December 3 1 , 1 9 9 7 , a p p rox i m a t e ly $93.7 million remained in accrued liabilities related to these
ch a rg e s . The Company believes the integration activities associated with these ch a rges will be
s u b s t a n t i a l ly completed within one ye a r.

During the year ended December 3 1 , 1 9 9 6 , the Company re c o rded pre-tax ch a rges of
a p p rox i m a t e ly $95.5 million related primarily to the integration of the operations of Alamo Rent-A-
C a r, I n c . into those of the Company. Also included in these ch a rges are merger expenses associated
with certain acquisitions accounted for under the pooling of interests method of accounting.
Ap p rox i m a t e ly $38.3 million of such expenses appear as restructuring and other ch a rges in the
C o m p a ny ’s Consolidated Statement of Operations for the year ended December 3 1 , 1996 with the
remainder of approx i m a t e ly $57.2 million included in cost of automotive rental operations and selling,
g e n e ral and administra t ive ex p e n s e s . These costs primarily include asset write-offs, s eve ra n c e
b e n e f i t s , accounting and legal merger costs and changes in various estimated re s e rve re q u i re m e n t s .
Th rough December 3 1 , 1 9 9 7 , the Company has spent substantially all of the $38.3 million included in
restructuring and other ch a rges in the 1996 Consolidated Statement of Opera t i o n s .
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1 1 . DISCONTINUED OPERAT I O N S

In October 1 9 9 7 , the Company sold its electronic security services division for approx i m a t e ly
$ 6 1 0 . 0 million resulting in an after tax gain of approx i m a t e ly $230.0 m i l l i o n . A c c o rd i n g ly, t h e
o p e rating results and gain on disposition of the electronic security services segment have been
classified as discontinued operations for all periods presented in the accompanying Consolidated
Financial Statements. R eve nue from the electronic security services segment was $83.8 million in
1997 for the period prior to disposition and $85.3 million and $49.8 million for the ye a rs ended
D e c e m b e r 3 1 , 1996 and 1995, re s p e c t ive ly.

During the year ended December 3 1 , 1 9 9 5 , the Company disposed of its mining and citrus
o p e rations and spun-off its hazardous waste services segment resulting in a loss from discontinu e d
o p e rations of approx i m a t e ly $25.1 m i l l i o n , net of income taxes. Included in the 1995 loss fro m
d i s c o n t i nued operations is a $30.5 million loss on disposal of the Company ’s mining and citrus
o p e ra t i o n s , net of income tax benefits of $10.0 m i l l i o n . R eve nue from the mining and citrus and
h a z a rdous waste services operations was $118.4 million in 1995 for the period prior to disposition.
O p e rating results for the period prior to disposition have been classified as discontinued operations in
the accompanying Consolidated Financial Statements.

1 2 . D E R I VATIVE FINANCIAL INSTRU M E N T S

The Company is exposed to market risks arising from changes in interest ra t e s . Due to its limited
fo reign opera t i o n s , the Company does not have material market risk ex p o s u res re l a t ive to changes in
fo reign ex change ra t e s .

Credit Exposure

The Company is exposed to credit related losses in the event of non-performance by
c o u n t e rparties to certain deriva t ive financial instruments. The Company monitors the cre d i t
worthiness of the counterparties and pre s e n t ly does not expect default by any of the counterp a r t i e s .
The Company does not obtain collateral in connection with its deriva t ive financial instruments.

The credit ex p o s u re that results from interest rate contracts is re p resented by the fair value of
c o n t racts with a positive fair value as of the reporting date. See Note 1 3 , Fair Value of Fi n a n c i a l
I n s t r u m e n t s , for the fair value of deriva t ive s . The Company ’s credit ex p o s u re on its interest ra t e
d e r iva t ives was not material at December 3 1 , 1997 or 1996.

Interest Rate Risk Manag e m e n t

The Company uses interest rate swap agreements to manage the impact of interest rate changes on
the Company ’s va r i able rate reve nue earning vehicle obligations. The amounts ex changed by the
c o u n t e rparties to interest rate swap agreements normally are based upon the notional amounts and
other terms, g e n e ra l ly related to interest ra t e s , of the deriva t ive s .While notional amounts of interest ra t e
swaps form part of the basis for the amounts ex changed by the counterp a r t i e s , the notional amounts are
not themselves ex ch a n g e d , t h e re fo re , do not re p resent a measure of the Company ’s ex p o s u re as an end
user of deriva t ive financial instruments. At December 3 1 , 1997 and 1996, notional principal amounts
related to interest rate swaps (va r i able to fixed rate) we re $2.25 billion and $801.9 million, re s p e c t ive ly.
The swap portfolio maturities are as fo l l ows as of December 3 1 , 1997: $300.0 million in 1998;
$ 6 5 0 . 0 million in 1999; $1.0 billion in 2000; $150.0 million in 2001; and $150.0 million in 2002. As of
D e c e m b e r 3 1 ,1 9 9 7 , the weighted ave rage fixed rate payment on va r i able to fixed rate swaps was 5.93%.
Va r i able rates re c e ived are indexed to the Commercial Paper Nonfinancial rate ($2.2 billion notional
principal amount) and LIBOR ($50.0 million notional principal amount).
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1 3 . FAIR VALUE OF FINANCIAL INSTRU M E N T S

The fair value of a financial instrument re p resents the amount at which the instrument could be
ex changed in a current transaction between willing parties, other than in a fo rced sale or liquidation.

Fair value estimates are made at a specific point in time, based on re l evant market info r m a t i o n
about the financial instrument. These estimates are subjective in nature and invo l ve uncertainties and
m a t t e rs of significant judgment, and there fo re cannot be determined with pre c i s i o n . The assumptions
used have a significant effect on the estimated amounts re p o r t e d .

The fo l l owing methods and assumptions we re used by the Company in estimating fair va l u e
d i s c l o s u res for financial instruments:

• Cash and cash equiva l e n t s , re c e ivab l e s , other current assets, accounts payab l e , a c c r u e d
l i abilities and va r i able rate debt: The amounts reported in the accompanying Consolidated
Balance Sheets approximate fair va l u e .

• Medium-term notes payable: The estimated fair value of medium-term notes payable is
estimated based on the quoted market prices for the same or similar issues.

• Other fixed-rate debt: Fixed rate mortgages are valued based upon discounted expected cash
f l ows at rates then offered to the Company for debt of similar terms. The carrying amount of
remaining fixed-rate debt approximates fair va l u e .

• I n t e rest rate swaps: The fair value of interest rate swaps was determined from dealer
quotations and re p resents the discounted future cash flows through maturity or ex p i ra t i o n
using current ra t e s , and is effective ly the amount the Company would pay or re c e ive to
terminate the agre e m e n t s .

The fo l l owing table sets forth the carrying amounts and fair values of the Company ’s financial
i n s t r u m e n t s , except for those noted ab ove for which carrying amounts approximate fair va l u e s , as of
D e c e m b e r 3 1 :

1 9 9 7 1 9 9 6

C a r r y i n g Fa i r C a r r y i n g Fa i r
(Assets) Liab i l i t i e s A m o u n t Va l u e A m o u n t Va l u e

Medium-term notes payab l e. . . . . . . . . . . $ 9 0 2 . 8 $ 9 1 7 . 7 $ 7 9 9 . 6 $ 7 9 2 . 8
Other fixed-rate deb t. . . . . . . . . . . . . . . . . $ 7 0 . 3 $ 7 0 . 3 $ 1 8 4 . 6 $ 1 8 6 . 5
I n t e rest rate swa p s. . . . . . . . . . . . . . . . . . . $ — $ 8 . 0 $ — $ . 7

1 4 . BUSINESS AND CREDIT CONCENTRAT I O N S

Au t o m o t ive Retail Industry

The Company owns and operates or has contracted to acquire a total of approx i m a t e ly 260
f ra n chised automotive dealerships located in 18 states.

Au t o m o t ive dealerships operate pursuant to fra n chise agreements with vehicle manu fa c t u re rs .
Fra n chise agreements genera l ly provide the manu fa c t u re rs with considerable influence over the
o p e rations of the dealership and genera l ly provide for termination of the fra n chise agreement for a
variety of causes. The success of any fra n chised automotive dealership is dependent, to a large ex t e n t ,
on the financial condition, m a n a g e m e n t , m a rke t i n g , p roduction and distribution capabilities of the
vehicle manu fa c t u re rs of which the Company holds fra n ch i s e s .
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The Company purchases substantially all of its new vehicles from various manu fa c t u re rs at the
p revailing prices ch a rged by the manu fa c t u re rs to all fra n chised dealers . The Company ’s sales vo l u m e
could be adve rs e ly impacted by the manu fa c t u re rs’ inability to supply the dealerships with an
adequate supply of ve h i c l e s .

C o n c e n t rations of credit risk with respect to trade re c e ivables related to the Company ’s
a u t o m o t ive retail operations are limited due to the wide variety of customers and markets in which
the Company ’s products are sold as well as their dispersion across many different geographic areas in
the United States. C o n s e q u e n t ly, at December 3 1 , 1 9 9 7 , the Company does not consider itself to have
a ny significant concentrations of credit risk in the automotive retail segment.

Au t o m o t ive Rental Industry

The Company owns and operates vehicle rental facilities primarily in the United States. Th e
a u t o m o t ive rental industry in which the Company operates is highly seasonal.

The Company enters into vehicle re p u rchase programs with one principal vehicle manu fa c t u re r,
as well as other vehicle manu fa c t u re rs . At December 3 1 , 1997 and 1996, the Company had ve h i c l e
re c e ivables from manu fa c t u re rs of $214.9 million and $125.4 million, re s p e c t ive ly. During model ye a r
1 9 9 7 , the Company purchased approx i m a t e ly 70% of its vehicle fleet under re p u rchase programs with
one vehicle manu fa c t u re r.

C o n c e n t rations of credit risk with respect to non-vehicle re c e ivables related to the Company ’s
a u t o m o t ive rental operations are limited due to the wide variety of customers and markets in which
s e rvices are provided as well as their dispersion across many different geographic areas primarily in
the United States. C o n s e q u e n t ly, at December 3 1 , 1 9 9 7 , the Company does not consider itself to have
a ny significant non-vehicle re c e ivable concentrations of credit risk in the automotive rental segment.

Solid Waste Services Industries

C o n c e n t rations of credit risk with respect to trade re c e ivables related to the Company ’s solid
waste services segment are limited due to the wide variety of customers and markets in which
s e rvices are provided as well as their dispersion across many different geographic areas in the United
S t a t e s . As a re s u l t , at December 3 1 ,1 9 9 7 , the Company does not consider itself to have any significant
c o n c e n t rations of credit risk in the solid waste services segment.

1 5 . R E L ATED PA RTY T R A N S AC T I O N S

As of December 3 1 , 1 9 9 6 , a p p rox i m a t e ly $247.5 million was due from AutoNation Incorp o ra t e d
( “AutoNation”) pursuant to a loan agreement whereby the Company agreed to provide advances at an
i n t e rest rate of LIBOR plus 2% to fund Au t o N a t i o n ’s cash flow re q u i rements prior to its acquisition by
the Company in Ja nu a ry 1 9 9 7 .

The Company purchased approx i m a t e ly $631.3 million and $351.8 million of reve nue earning
vehicles from a group of automotive dealerships owned primarily by a former director of a pooled
c o m p a ny during the ye a rs ended December 3 1 , 1996 and 1995, re s p e c t ive ly.
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1 6 . O P E R ATIONS BY INDUSTRY SEGMENT

The Company operates subsidiaries in the automotive re t a i l , a u t o m o t ive re n t a l , and solid wa s t e
s e rvices industries. The fo l l owing table presents financial information re g a rding the Company ’s
d i f f e rent industry segments as of and for the ye a rs ended December 3 1 :

1 9 9 7 1 9 9 6 1 9 9 5
R eve nu e :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . . . . . . . . . $ 6 , 1 2 2 . 8 $ 2 , 5 6 9 . 7 $ 1 , 9 6 2 . 4
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . . . . . . . . . 3 , 0 5 5 . 1 2 , 6 9 9 . 4 1 , 9 9 2 . 8
Solid waste serv i c e s . . . . . . . . . . . . . . . . . . . . . . . . . 1 , 1 2 7 . 7 8 2 5 . 5 5 7 1 . 7

$ 1 0 , 3 0 5 . 6 $ 6 , 0 9 4 . 6 $ 4 , 5 2 6 . 9
Cost of opera t i o n s :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . . . . . . . . . $ 5 , 4 5 9 . 0 $ 2 , 2 9 0 . 2 $ 1 , 7 1 8 . 4
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . . . . . . . . . 2 , 3 7 7 . 0 2 , 1 6 7 . 2 1 , 6 1 3 . 9
Solid waste serv i c e s . . . . . . . . . . . . . . . . . . . . . . . . . 8 0 9 . 1 6 0 8 . 6 4 0 1 . 4

$ 8 , 6 4 5 . 1 $ 5 , 0 6 6 . 0 $ 3 , 7 3 3 . 7
S e l l i n g ,g e n e ral and administra t ive :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . . . . . . . . . $ 6 4 7 . 2 $ 2 5 4 . 9 $ 2 1 1 . 3
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . . . . . . . . . 4 9 7 . 4 5 3 7 . 1 3 9 3 . 5
Solid waste serv i c e s . . . . . . . . . . . . . . . . . . . . . . . . . 1 0 7 . 1 1 0 2 . 1 8 9 . 8
C o rp o ra t e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 0 . 1 2 1 . 7 4 . 3

$ 1 , 2 8 1 . 8 $ 9 1 5 . 8 $ 6 9 8 . 9
Restructuring and other ch a rg e s :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . . . . . . . . . $ 8 5 . 0 $ — $ —
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . . . . . . . . . 9 4 . 1 2 3 . 5 —
Solid waste serv i c e s . . . . . . . . . . . . . . . . . . . . . . . . . — 8 . 8 3 . 3
C o rp o ra t e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 6 . 0 —

$ 1 7 9 . 1 $ 3 8 . 3 $ 3 . 3
O p e rating income (loss):

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . . . . . . . . . $ ( 6 8 . 4 ) $ 2 4 . 6 $ 3 2 . 7
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . . . . . . . . . 8 6 . 6 ( 2 8 . 4 ) ( 1 4 . 6 )
Solid waste serv i c e s . . . . . . . . . . . . . . . . . . . . . . . . 2 1 1 . 5 1 0 6 . 0 7 7 . 2
C o rp o ra t e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ( 3 0 . 1 ) ( 2 7 . 7 ) ( 4 . 3 )

$ 1 9 9 . 6 $ 7 4 . 5 $ 9 1 . 0
D e p reciation and amortization:

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . . . . . . . . . $ 3 2 . 6 $ 8 . 2 $ 7 . 5
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . . . . . . . . . 8 7 8 . 6 7 8 9 . 3 5 8 6 . 0
Solid waste serv i c e s . . . . . . . . . . . . . . . . . . . . . . . . 8 7 . 8 6 7 . 2 5 4 . 4
C o rp o ra t e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 . 6 . 6 —

$ 1 , 0 0 3 . 6 $ 8 6 5 . 3 $ 6 4 7 . 9
Capital ex p e n d i t u re s :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 6 8 . 9 $ 5 7 . 2 $ 5 0 . 7
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . . . . . . . . . 8 4 . 5 4 5 . 1 2 2 . 3
Solid waste serv i c e s . . . . . . . . . . . . . . . . . . . . . . . . 1 6 5 . 1 1 3 7 . 0 1 5 6 . 1
C o rp o ra t e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 1 . 3 1 . 3 —

$ 4 5 9 . 8 $ 2 4 0 . 6 $ 2 2 9 . 1
A s s e t s :

Au t o m o t ive re t a i l . . . . . . . . . . . . . . . . . . . . . . . . . $ 3 , 0 6 4 . 4 $ 6 5 9 . 2 $ 5 3 9 . 6
Au t o m o t ive re n t a l . . . . . . . . . . . . . . . . . . . . . . . . . 5 , 8 9 9 . 1 4 , 7 3 4 . 1 3,908.3 
Solid waste serv i c e s . . . . . . . . . . . . . . . . . . . . . . . . 1 , 3 6 2 . 4 1 , 1 4 6 . 4 7 1 4 . 9
C o rp o ra t e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 0 1 . 4 1 9 5 . 3 1 7 4 . 0

$ 1 0 , 5 2 7 . 3 $ 6 , 7 3 5 . 0 $ 5 , 3 3 6 . 8
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1 7 . Q UA RT E R LY FINANCIAL INFORMATION (UNAU D I T E D )

The Company ’s automotive retail operations genera l ly experience higher volumes of vehicle sales
in the second and third quarters of each year in part due to manu fa c t u rer incentives and consumer
buying tre n d s .

The Company ’s automotive rental operations and particularly the leisure travel segment is highly
s e a s o n a l . In these opera t i o n s , the third quarter which includes the peak summer travel months has
h i s t o r i c a l ly been the strongest quarter of the ye a r. During the peak season the Company increases its
rental fleet and wo rk fo rce to accommodate increased rental activ i t y. As a re s u l t , a ny occurrence that
disrupts travel patterns during the summer period could have a material adve rse effect on the annu a l
p e r formance of this segment. The first and fourth quarters for the Company ’s automotive re n t a l
o p e rations are genera l ly the we a ke s t , when there is limited leisure travel and a greater potential fo r
a dve rse weather conditions. M a ny of the operating expenses such as re n t , g e n e ral insurance and
a d m i n i s t ra t ive personnel are fixed and cannot be reduced during periods of decreased rental demand.

The second and fourth quarters of 1997 included restructuring and other pre-tax ch a rges of
a p p rox i m a t e ly $94.1 million and $150.0 million, re s p e c t ive ly, as described in Note 1 0 , R e s t r u c t u r i n g
and Other Charg e s . The second quarter of 1997 also contained a gain on the sale of ADT Limited
common shares of approx i m a t e ly $102.3 million as described in Note 2 , Business Combinations.

The third and fourth quarters of 1996 included pre-tax ch a rges of approx i m a t e ly $7.6 million and
$87.9 million, re s p e c t ive ly, as described in Note 10, Restructuring and Other Charg e s . The fo u r t h
quarter of 1996 also included an ex t ra o rd i n a ry ch a rge of approx i m a t e ly $31.6 million, net of income
tax benefit, related to the early extinguishment of debt as described in Note 4 , Notes Payable and
L o n g - Term Deb t .

The fo l l owing is an analysis of certain items in the Consolidated Statements of Operations by
quarter for 1997 and 1996. Q u a r t e rly amounts have been restated from amounts prev i o u s ly re p o r t e d
in Fo r m 10-Q for significant business combinations accounted for under the pooling of intere s t s
method of accounting, to account for the Company ’s electronic security services segment as
d i s c o n t i nued operations and for the effect of adopting SFA S 1 2 8 .

Fi r s t S e c o n d Th i r d Fo u r t h
Q u a r t e r Q u a r t e r Q u a r t e r Q u a r t e r

R eve nu e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 9 9 7 $ 1 , 8 2 5 . 4 $ 2 , 4 2 8 . 4 $ 3 , 1 2 3 . 6 $2 , 9 2 8 . 2
1 9 9 6 $ 1 , 3 3 1 . 0 $ 1 , 5 5 8 . 8 $ 1 , 6 0 3 . 6 $1 , 6 0 1 . 2

O p e ra t i n g i n c o m e ( l o s s ) . . . . . . . . . . . . . . . . . 1 9 9 7 $ 4 7 . 5 $ 1 0 . 1 $ 1 9 4 . 7 $ ( 5 2 . 7 )
1 9 9 6 $ 3 3 . 7 $ 5 6 . 6 $ 7 9 . 9 $ ( 9 5 . 7 )

Income (loss) from continuing operations 
b e fo re ex t ra o rd i n a ry ch a rg e . . . . . . . . . . . . . 1 9 9 7 $ 3 4 . 9 $ 6 9 . 7 $ 1 2 4 . 4 $ ( 2 8 . 8 )

1 9 9 6 $ 1 7 . 8 $ 2 9 . 0 $ 4 3 . 0 $ ( 8 2 . 4 )

Basic earnings (loss) per share fro m
c o n t i nuing operations befo re 
ex t ra o rd i n a ry ch a rg e . . . . . . . . . . . . . . . . . . 1 9 9 7 $ . 0 9 $ . 1 8 $ . 3 0 $ ( . 0 7 )

1 9 9 6 $ . 0 6 $ . 1 0 $ . 1 4 $ ( . 2 6 )

Diluted earnings (loss) per share fro m
c o n t i nuing operations befo re
ex t ra o rd i n a ry ch a rg e . . . . . . . . . . . . . . . . . . 1 9 9 7 $ . 0 9 $ . 1 7 $ . 2 8 $ ( . 0 7 )

1 9 9 6 $ . 0 6 $ . 0 9 $ . 1 2 $ ( . 2 6 )

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . 1 9 9 7 $ 3 7 . 6 $ 7 3 . 3 $ 1 2 7 . 6 $ 2 0 1 . 2
1 9 9 6 $ 1 8 . 8 $ 3 1 . 8 $ 4 5 . 1 $ ( 1 1 1 . 5 )
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R E P O RT OF INDEPENDENT CERTIFIED PUBLIC AC C O U N TA N T S

To the Share h o l d e rs and Board of Dire c t o rs of Republic Industries, I n c . :

We have audited the accompanying consolidated balance sheets of Republic Industries, I n c . ( a
D e l awa re corp o ration) and subsidiaries as of December 3 1 , 1997 and 1996, and the re l a t e d
consolidated statements of opera t i o n s ,s h a re h o l d e rs’ equity and cash flows for each of the ye a rs in the
t h re e - year period ended December 3 1 , 1 9 9 7 . These financial statements are the responsibility of the
C o m p a ny ’s management. Our responsibility is to ex p ress an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with genera l ly accepted auditing standard s . Th o s e
s t a n d a rds re q u i re that we plan and perform the audit to obtain re a s o n able assurance about whether
the financial statements are free of material misstatement. An audit includes ex a m i n i n g , on a test
b a s i s , evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, a s
well as evaluating the ove rall financial statement pre s e n t a t i o n . We believe that our audits provide a
re a s o n able basis for our opinion.

In our opinion, the consolidated financial statements re f e r red to ab ove present fa i rly, in all
material re s p e c t s , the financial position of Republic Industries, I n c . and subsidiaries as of
D e c e m b e r 3 1 , 1997 and 1996, and the results of their operations and their cash flows for each of the
ye a rs in the thre e - year period ended December 3 1 , 1 9 9 7 , in conformity with genera l ly accepted
accounting principles.

A RTHUR ANDERSEN LLP

Fort Lauderd a l e , F l o r i d a ,
Ja nu a ry 2 9 ,1 9 9 8 .
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Corporate Office

Republic Industries, I n c .
110 S.E. 6th Stre e t
Fort Lauderd a l e , Florida 33301
Phone: (954) 769-7200

Shareholder Relations and Inquiries

I nvestor Relations
Republic Industries, I n c .
110 S.E. 6th Stre e t
Fort Lauderd a l e , Florida 33301

I n d ependent Certified Public A c c o u n t a n t s

Arthur A n d e rsen LLP
100 N. E .3 rd Ave nu e
Fort Lauderd a l e , Florida 33301

Common Stock Transfer Agent and Reg i s t r a r

Fi rst Chicago Trust Company of New Yo rk
P. O. B ox 2500
Je rs ey City, N ew Je rs ey 07303

Common Stock Info r m a t i o n

Since June 20, 1 9 9 7 , the Company ’s Common Stock has been traded on the New Yo rk Stock Exch a n g e
( “ N YSE”) under the symbol “ R I I .” Prior to that date, the Common Stock was listed on the Nasdaq Stock
M a rket – National Market (“NA S DAQ”) and traded under the symbol “ RW I N.” The fo l l owing table sets fo r t h ,
for the periods indicated, the high and low closing prices per share of the Common Stock as reported by the
N YSE or by NA S DAQ, w h i ch ever is applicab l e . All prices presented herein have been adjusted to reflect the
t wo - fo r-one stock split in the form of a 100% stock dividend distributed in June 1996.

H i g h L ow
1 9 9 6
Fi rst Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1 7 - 1 5 / 1 6 $ 1 3 - 3 / 1 6
Second Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3 4 - 1 / 8 $ 1 5
Th i rd Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3 1 $ 1 9 - 1 / 4
Fourth Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3 4 - 5 / 8 $ 2 7 - 3 / 8

1 9 9 7
Fi rst Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4 2 - 3 / 4 $ 2 9 - 1 5 / 1 6
Second Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3 1 - 1 1 / 1 6 $ 2 0 - 5 / 1 6
Th i rd Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3 2 - 1 5 / 1 6 $ 2 2 - 1 / 4
Fourth Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3 5 - 7 / 8 $ 1 9 - 7 / 8

At March 2, 1 9 9 8 ,t h e re we re approx i m a t e ly 440,214,238 shares of Common Stock outstanding,
held by 5,700 holders of re c o rd .

Ava i l ability of Form 10-K

S h a re h o l d e rs may obtain, at no ch a rg e , a copy of the Company ’s A n nual Report to the Securities 
and Exchange Commission on Form 10-K by writing to Investor Relations at the Corp o rate Office.

Notice of A n nual Meeting

The A n nual Meeting of Share h o l d e rs of Republic Industries, I n c . will be held at 1:30 p. m . ,M ay 20, 1 9 9 8 ,
at The Browa rd Center for the Pe r forming A r t s , Fort Lauderd a l e ,F l o r i d a .


