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April 22, 2005

Dear Fellow Stockholder:

     You are cordially invited to attend the 2005 Annual Meeting of Stockholders of Group 1 Automotive, Inc. to be
held at 10:00 a.m., central time, on Wednesday, May 18, 2005, at JPMorgan Chase, Mezzanine Level, 707 Travis
Street, Houston, Texas.

     The matters to be acted on at the meeting are set forth in the accompanying Notice of Annual Meeting and Proxy
Statement. Additionally, we will report on the business and financial performance of Group 1.

     It is important that your shares are represented at the meeting, whether or not you plan to attend the meeting in
person and regardless of the number of shares you own. To make sure your shares are represented, we urge you to
submit a proxy containing your voting instructions, as soon as possible, by telephone, through the Internet, or by
signing, dating and mailing your proxy card, each in the manner described in the accompanying Proxy Statement. Our
Board of Directors recommends that stockholders vote FOR each of the matters described in the proxy statement to be
presented at the meeting.

     We look forward to seeing you on May 18th at our Annual Meeting in Houston.

Sincerely,

John L. Adams
Chairman of the Board
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Houston, Texas

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

Wednesday, May 18, 2005

To the Stockholders of Group 1 Automotive, Inc.:

     The Annual Meeting of Stockholders of Group 1 Automotive, Inc. will be held on Wednesday, May 18, 2005, at
10:00 a.m., central time, at JPMorgan Chase, Mezzanine Level, 707 Travis Street, Houston, Texas. At the meeting, we
will consider and vote upon the following matters:

(1)  The election of two directors to serve until the 2008 Annual Meeting of Stockholders;

(2)  The ratification of the appointment by the Audit Committee of Ernst & Young LLP as independent auditors
of Group 1 for the year ended December 31, 2005; and

(3)  The consideration of any other business that is properly presented at the meeting or any adjournments or
postponements of the meeting.

     If you were a stockholder at the close of business on March 21, 2005, you are entitled to vote at the meeting. A list
of stockholders is available and may be inspected during normal business hours prior to the annual meeting at the
offices of Group 1, 950 Echo Lane, Suite 100, Houston, Texas 77024. The list of stockholders will also be available
for your review at the annual meeting. In the event there are not sufficient votes for a quorum or to approve the
forgoing proposals at the time of the annual meeting, the annual meeting may be adjourned in order to permit further
solicitation of proxies.

     We cordially invite you to attend the annual meeting in person. Even if you plan to attend the meeting, we ask
that you cast your vote as soon as possible. You may vote your shares in person at the meeting, by telephone,
through the Internet or by mailing in a proxy card, each in the manner described in the accompanying proxy statement.
You may revoke your proxy at any time prior to its exercise.

By Order of the Board of Directors,

Jeffrey M. Cameron
Secretary

Houston, Texas
April 22, 2005

IMPORTANT

Please VOTE by proxy card, telephone or Internet
whether or not you plan to attend the meeting.

TABLE OF CONTENTS

Edgar Filing: GROUP 1 AUTOMOTIVE INC - Form DEF 14A

Table of Contents 5



About the Annual Meeting 1

Item 1 - Election of Directors 4

Board of Directors 4

Corporate Governance 6

Information about our Board of Directors and Committees 8

Audit Committee Report 15

Executive Officers 17

Executive Compensation 18

Performance Graph 28

Stock Ownership Information 29

Equity Compensation Plan Information 31

Compensation Committee Interlocks and Insider Participation 31

Certain Relationships and Related Transactions 32

Item 2 - Ratification of the Appointment of Ernst & Young LLP as Independent Auditors 33

Voting of Shares Covered by Proxies 34

Other Matters 34

Stockholder Proposals for 2006 Annual Meeting 34

Exhibit A - Group 1 Automotive, Inc. Audit Committee Charter A-1

i

Edgar Filing: GROUP 1 AUTOMOTIVE INC - Form DEF 14A

Table of Contents 6



Table of Contents

950 Echo Lane, Suite 100
Houston, TX 77024

PROXY STATEMENT

     These proxy materials are furnished to you in connection with the solicitation of proxies by the Board of Directors
of Group 1 Automotive, Inc. for use at our 2005 Annual Meeting of Stockholders and at any adjournment of that
meeting. The meeting will be held at JPMorgan Chase, Mezzanine Level, 707 Travis Street, Houston, Texas, on
Wednesday, May 18, 2005, at 10:00 a.m., central time. This proxy statement and the enclosed proxy card are being
mailed to stockholders beginning on or about April 22, 2005. Because many stockholders are unable to attend the
meeting, our Board of Directors solicits proxies from our stockholders to ensure that each stockholder has an
opportunity to vote on all matters scheduled to come before the meeting. We urge you to read carefully the material in
this proxy statement.

ABOUT THE ANNUAL MEETING

What is the purpose of the meeting?

     At our annual meeting, stockholders will act upon the matters outlined in the notice of meeting, including the
election of directors, the ratification of Ernst & Young LLP as our independent auditors and consideration of any other
matters properly presented at the meeting. In addition, senior management will report on our business and financial
performance during fiscal 2004 and respond to your questions.

Who is entitled to vote at the meeting?

     Only our stockholders as of 5:00 p.m., central time, on March 21, 2005, the record date, are entitled to receive
notice of the annual meeting and to vote at the meeting. On March 21, 2005, there were 23,521,169 shares of Group 1
common stock issued and outstanding and entitled to vote at the meeting.

How many votes can I cast?

     You are entitled to one vote for each share of Group 1 common stock you owned at 5:00 p.m., central time, on
March 21, 2005 on all matters presented at the meeting.

How do I vote my shares?

     If you hold your shares as a stockholder of record, you can vote in person at the annual meeting or you can provide
a proxy to be voted at the meeting by:

�  calling 1-866-540-5760;

�  using the Internet, at www.proxyvoting.com/gpi; or

�  mailing the enclosed proxy card.
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     If you are a stockholder of record and you would like to vote by telephone or by using the Internet, please refer to
the specific instructions set forth on the enclosed proxy card. Voting by telephone or by the Internet is expressly
permitted in Delaware, our state of incorporation. The telephone and Internet voting procedures have been set up for
your convenience and have been designed to authenticate your identity, allow you to give voting instructions and
confirm that those instructions have been recorded properly. If you wish to vote using a paper format and you return
your signed proxy to us before the annual meeting, we will vote your shares as you direct.

     If you choose to submit your proxy with voting instructions by telephone or through the Internet, you will be
required to provide your assigned control number located on the enclosed proxy card before your proxy will be
accepted. In addition to the instructions that appear on the enclosed proxy card and information sheet, step-by-step
instructions will be provided by recorded telephone message or at the designated Web site on the Internet. Once you
have voted in accordance with those instructions, you will receive confirmation that your proxy has been successfully
submitted.

     If you hold your shares in �street name,� you will receive instructions from your broker or other nominee describing
how to vote your shares. If you do not instruct your broker or nominee how to vote such shares, they may vote your
shares as they decide as to each matter for which they have discretionary authority under the rules of the New York
Stock Exchange.

     If you vote by granting a proxy, Earl J. Hesterberg, Jr., our President and Chief Executive Officer or Robert T.
Ray, our Senior Vice President, Chief Financial Officer and Treasurer, will vote the shares of which you are the
stockholder of record in accordance with your instructions. If you submit a proxy card without giving specific voting
instructions, Messrs. Hesterberg or Ray will vote those shares as recommended by our Board of Directors.

What is the difference between a stockholder of record and a �street name� holder?

     If your shares are registered directly in your name with Mellon Investor Services, LLC, our stock transfer agent,
you are considered the stockholder of record with respect to those shares. If your shares are held in a stock brokerage
account or by another nominee, you are considered the beneficial owner of those shares, and your shares are held in
�street name.�

How do I vote my shares in person at the meeting?

     If you are a stockholder of record, you may vote your shares by completing a ballot at the meeting. If you choose to
do so, please bring the enclosed proxy card or proof of identification. Even if you currently plan to attend the annual
meeting in person, we recommend that you also submit your proxy as described above so that your vote will be
counted if you later decide not to attend the meeting. If you hold your shares in �street name,� you may only vote those
shares in person if you obtain a signed proxy from your broker or other nominee giving you the right to vote the
shares.

Can I revoke my proxy?

     Yes. You can revoke your proxy at any time before it is exercised by:

�  submitting written notice of revocation to Jeffrey M. Cameron, Group 1 Automotive, Inc., 950 Echo Lane,
Suite 100, Houston, Texas 77024;

�  submitting another proxy by telephone, via the Internet or by mail that is later dated and, if by mail, that is
properly signed; or
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�  attending our meeting and voting your shares in person.
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What vote is required to approve the election of directors?

     In the election of directors, you may either vote �FOR� the nominees or �WITHHOLD� your vote for the nominees.
Abstentions and broker non-votes will have no effect on the outcome of the election of the directors. If a nominee
receives a plurality of the votes cast, he will be elected to our Board of Directors.

     Abstentions occur when stockholders are present at the annual meeting but choose to withhold their vote for any of
the matters upon which the stockholders are voting. Broker non-votes occur when nominees (such as banks and
brokers) that hold shares on behalf of beneficial owners do not receive voting instructions from the beneficial owners
before the meeting and do not have discretionary authority to vote those shares under the applicable rules of the New
York Stock Exchange.

What vote is required to approve the ratification of the appointment of Ernst & Young LLP as Group 1�s
independent auditors?

     In voting on the ratification of the appointment of Ernst & Young LLP as our independent auditors, you may vote
�FOR� the ratification, �AGAINST� the ratification or �ABSTAIN� from voting on the ratification. Holders of a majority of
the shares of our common stock cast with respect to the proposal must vote �FOR� the ratification of the appointment of
Ernst & Young LLP as our independent auditors in order for such ratification to be approved at the annual meeting.
Abstentions and broker non-votes are not counted as votes cast with respect to the proposal.

How does the Board of Directors recommend I vote on the proposals?

     The Board of Directors recommends that you vote:

�  FOR each of the nominees for director set forth on pages 4 and 5; and

�  FOR the ratification of the appointment by the Audit Committee of Ernst & Young LLP as our independent
auditors.

What is a quorum?

     A quorum is the presence at the meeting, in person or by proxy, of the holders of a majority of the outstanding
shares of our common stock as of the record date. There must be a quorum for the meeting to be held. If you submit a
valid proxy card, vote by Internet or phone, or attend the meeting, your shares will be counted to determine whether
there is a quorum. Abstentions and broker non-votes will be counted toward the quorum.

May I propose actions for consideration at next year�s annual meeting of stockholders or nominate individuals
to serve as directors?

     You may submit proposals for consideration at future stockholder meetings, including director nominations. In
order for a stockholder proposal, including a director nomination, to be considered for inclusion in our proxy
statement for next year�s annual meeting, the written proposal must be received by us no later than December 23, 2005.
In addition, for a stockholder proposal, including a director nomination, to be considered at next year�s annual meeting,
the written proposal must be received by us no earlier than February 17, 2006 and no later than March 9, 2006. Please
read �Stockholder Proposals for 2006 Annual Meeting� on page 34 for a more detailed discussion of the requirements
for submitting a stockholder proposal for consideration at next year�s annual meeting.

3
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ITEM 1 - ELECTION OF DIRECTORS

     Our Restated Certificate of Incorporation provides for a classified Board of Directors. The directors are divided
into three classes, with each class serving for a period of three years. As a result, the stockholders elect approximately
one-third of the members of our Board of Directors annually. You are being asked to elect two Class III directors at
this annual meeting to serve until the 2008 annual meeting, until his successor is elected and qualified or until the
earlier of his death, resignation or removal. The term for our Class I directors expires in 2006, and the term for our
Class II directors expires in 2007.

     In accordance with our bylaws, the two nominees who receive the greatest number of votes cast for election by our
stockholders will be elected as directors. As a result, abstentions, votes �WITHHELD,� and broker non-votes will have
no effect on the outcome of the election of directors, assuming a quorum is present or represented by proxy at the
annual meeting. Stockholders may not cumulate their votes in the election of our directors.

     Unless otherwise instructed or unless authority to vote is withheld, the enclosed proxy will be voted for the election
of the nominees listed in this proxy statement. We have no reason to believe that the nominees will be unable or
unwilling to serve if elected. However, if a nominee should become unable or unwilling to serve for any reason,
proxies may be voted for another person nominated as a substitute by our Board of Directors, or the Board of
Directors may reduce the number of directors.

     The following table sets forth certain information, as of the date of this proxy statement, regarding the nominees
and the other directors of Group 1.

Director
Position and Offices with Group 1 Since Age

Class III Nominees
Louis E. Lataif Director 2002 66
Stephen D. Quinn Director 2002 49

Class I Directors
Earl J. Hesterberg, Jr. Director, President and Chief

Executive Officer
2005 51

B.B. Hollingsworth, Jr.
(1)

Director 1996 62

Robert E. Howard II Director 1997 58

Class II Directors
John L. Adams Director, Chairman of the Board 1999 60
J. Terry Strange Director 2003 61
Max P. Watson, Jr. Director 2001 59

(1) Mr. Hollingsworth resigned as Chairman of the Board, President and Chief Executive Officer on April 9, 2005.
BOARD OF DIRECTORS

Nominees for Election to Term Expiring 2008 (Class III Directors)

Louis E. Lataif
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     Mr. Lataif has served as one of our directors since August 2002. He has served as Dean of the School of
Management at Boston University since 1991 following a distinguished 27-year career with Ford Motor Company.
While at Ford, he was named General Manager of Ford Division and elected a corporate Vice President, then Ford�s
youngest officer, and served as President, Ford of Europe from 1988 to 1991. Mr. Lataif serves on the Boards of
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Directors of Sanyo Electric Company, Ltd., an electronic and consumer products manufacturer, and Magna
Entertainment Corp., an owner and operator of thoroughbred racetracks. He is also a member of the Boards of
Directors of Interaudi Bank and Great Lakes Chemical Corporation, a producer of specialty and performance
chemicals, where he is Chairman of the Audit Committee. Mr. Lataif is a member of the Board of Trustees of the
Iacocca Foundation.

Stephen D. Quinn

     Mr. Quinn has served as one of our directors since May 2002. Mr. Quinn joined Goldman, Sachs & Co. in
August 1981 where he specialized in Corporate Finance. From 1990 until his retirement in 2001, Mr. Quinn served as
a General Partner and Managing Director of Goldman, Sachs & Co. Mr. Quinn also serves on the Board of Directors,
the Audit Committee and the Nominating and Governance Committee of Zions Bancorporation and on the Board of
Directors and the Audit Committee of American Express Bank, Ltd., a wholly-owned subsidiary of American Express
Company.

Class I Directors

Earl J. Hesterberg, Jr.

     Mr. Hesterberg has served as President and Chief Executive Officer of Group 1 since April 9, 2005. Prior to
joining Group 1, Mr. Hesterberg served as Group Vice President, North America Marketing, Sales and Service for
Ford Motor Company since October 2004. From July 1999 to September 2004, he served as Vice President,
Marketing, Sales and Service for Ford of Europe. Mr. Hesterberg has also served as President and Chief Executive
Officer of Gulf States Toyota, as well as held various senior sales, marketing, general management, and parts and
service positions with Nissan Motor Corporation in U.S.A. and Nissan Europe.

B.B. Hollingsworth, Jr.

     Mr. Hollingsworth, a co-founder of Group 1, has served as one of our directors since August 1996.
Mr. Hollingsworth served as our President and Chief Executive Officer from August 1996, and as Chairman of the
Board from March 1997, until his resignation from those positions on April 9, 2005. Prior to joining Group 1,
Mr. Hollingsworth spent 19 years in various positions with Service Corporation International (�SCI�), which he helped
establish as the leading funeral service company in North America. He served as a director and President of SCI from
1975 until his retirement in 1986. Prior to November 1997, Mr. Hollingsworth was a stockholder and director of Foyt
Motors, Inc., a Group 1 subsidiary acquired in November 1997. He also serves on The Council of Overseers of Rice
University�s Jesse H. Jones Graduate School of Management, as a Director on the JPMorgan Chase Houston Regional
Advisory Board and on the Board of Directors of the Greater Houston Partnership.

Robert E. Howard II

     Mr. Howard, a co-founder of Group 1, has served as one of our directors since April 1997, and served as President
of the Bob Howard Auto Group from November 1997 through November 2002. Mr. Howard has more than 32 years
of experience in the automotive retailing industry. In January 2003, Mr. Howard purchased Mercedes-Benz of
Oklahoma from us and now serves as a director and President of the dealership, which is unaffiliated with Group 1.
From 1969 to 1977, he served in various management positions at franchised dealerships, many of which were
acquired by Group 1. He was a recipient of the 1997 Time Magazine Quality Dealer Award and presently serves as a
Commissioner of the Oklahoma Motor Vehicle Commission.

Class II Directors
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John L. Adams

     Mr. Adams has served as Chairman of the Board since April 9, 2005 and as one of our directors since
November 1999. Mr. Adams has served as Executive Vice President of Trinity Industries, Inc., one of North America�s
largest manufacturers of transportation, construction and industrial products, since January 1999. He has been elected
Vice Chairman effective July 1, 2005. Before joining Trinity Industries, Mr. Adams spent 25 years in various
positions
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with Texas Commerce Bank N.A. and its successor, Chase Bank of Texas, National Association. From 1997 to 1998,
Mr. Adams was Chairman, President and Chief Executive Officer of Chase Bank of Texas. Mr. Adams serves on the
Board of Directors and as Chairman of the Audit Committee of American Express Bank, Ltd., a wholly-owned
subsidiary of American Express Company. Mr. Adams serves as Southwest Region Trustee for the Boys & Girls
Clubs of America and on the University of Texas Chancellor�s Council and Business School Advisory Board, and also
serves on the Board of Directors, the Compensation Committee and as Chairman of the Audit Committee of the
Children�s Medical Center of Dallas.

J. Terry Strange

     Mr. Strange has served as one of our directors since October 2003. In 2002, Mr. Strange retired from KPMG, LLP,
an independent accounting firm, where he served from 1996 to 2002 as Vice Chairman, Managing Partner of U.S.
Audit Practice and head of KPMG�s internal risk management program. From 1998 to 2002, Mr. Strange served as
Global Managing Partner of Audit Business and a member of KPMG�s International Executive Committee. During his
34-year career at KPMG, his work included interaction with the Financial Accounting Standards Board and the
Securities and Exchange Commission, testifying before both bodies on issues impacting the auditing profession and
SEC registrants. Mr. Strange serves on the Boards of Directors and the Audit Committees of Compass Bancshares,
Inc., a financial institution, New Jersey Resources Corporation, a retail and wholesale energy service provider, and
Newfield Exploration Company, an oil and gas exploration and production company. Mr. Strange also serves on the
Board of Directors, the Audit Committee and the Compensation Committee of BearingPoint, Inc., a business
consulting, systems integration and managed services firm.

Max P. Watson, Jr.

     Mr. Watson has served as one of our directors since May 2001. Mr. Watson served as President and Chief
Executive Officer of BMC Software, Inc., one of the world�s largest software vendors, from April 1990 to
January 2001. He served as Chairman of the Board of BMC from January 1992 to April 2001. Mr. Watson is
President of the Board of Trustees of Texas Children�s Hospital.

OUR BOARD OF DIRECTORS RECOMMENDS A VOTE �FOR�
THE ELECTION OF EACH OF THE NOMINEES FOR DIRECTOR.

CORPORATE GOVERNANCE

Corporate Governance Guidelines

     Our Board of Directors has adopted Corporate Governance Guidelines, which can be viewed on our Web site at
www.group1auto.com. Among other matters, the guidelines include the following:

Director Qualification Standards

�  The Nominating/Governance Committee is responsible for establishing criteria for selecting new directors and
actively seeking individuals to become directors for recommendation to the Board. This assessment will
include members� qualification as independent, as well as consideration of diversity, age, skill and experience in
the context of the needs of the Board.

�  The number of directors that constitutes the Board will be between three and nine. The Board believes that a
smaller board generally functions more effectively than a large board as smaller boards generally promote
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greater participation by each board member, more effective and efficient decision making and greater
individual accountability.

�  No director may serve on more than four other public company boards.
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Director Responsibilities

�  The basic responsibility of each director is to exercise his or her business judgment to act in what he or she
reasonably believes to be in the best interests of Group 1 and its stockholders.

�  Directors are expected to attend Board meetings and meetings of committees on which they serve, and to spend
the time needed and meet as frequently as necessary to properly discharge their responsibilities.

�  Directors are encouraged to attend the annual meeting of stockholders.
Director Access to Management and Independent Advisors

�  The Board and each committee of the Board have the power to hire independent legal, financial or other
advisors as they may deem necessary.

�  The Board has full and free access to the officers and employees of Group 1 and welcomes regular attendance
at each Board meeting of senior officers of Group 1.

Chief Executive Officer Evaluation and Management Succession

�  The Compensation Committee will annually review and approve corporate goals and objectives relevant to the
compensation of the Chief Executive Officer, evaluate the performance of the Chief Executive Officer in light
of those goals and objectives and set the compensation of the Chief Executive Officer.

�  The Nominating/Governance Committee will meet annually on succession planning.
Annual Performance Evaluation, Director Orientation and Continuing Education

�  The Board will conduct an annual self-evaluation of itself, its committees and each individual director.

�  All new directors must participate in an orientation program.

�  The Board will periodically allocate meeting time to receive information and updates on corporate governance
issues, director best practices and legal and regulatory changes.

Code of Ethics for Chief Executive Officer, Chief Financial Officer, Controller and Certain Other Officers

     The Board has adopted a code of ethics for our Chief Executive Officer, our Chief Financial Officer, our Controller
and all other financial and accounting officers of Group 1. A copy of this code of ethics can be viewed on our Web
site at www.group1auto.com. Any change to, or waiver from, this code of ethics will be disclosed on our Web site
within five business days after such change or waiver. Among other matters, this code of ethics requires each of these
officers to:

�  act with honesty and integrity, including the ethical handling of actual or apparent conflicts of interest in
personal and professional relations;

�  avoid conflicts of interest and disclose any material transactions or relationships that reasonably could be
expected to give rise to a conflict of interest;

�  work to ensure that Group 1 fully, fairly and accurately discloses information in a timely and understandable
manner in all reports and documents that Group 1 files with the Securities and Exchange Commission and in
other public communications made by Group 1;
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�  comply with applicable governmental laws, rules and regulations; and

�  report any violations of the code to the Chief Executive Officer and the Chairman of the Audit Committee.
Code of Conduct

     The Board has adopted a code of conduct, which sets forth the standards of behavior expected of every employee,
director and agent of Group 1. A copy of this code of conduct can be viewed on our Web site at
www.group1auto.com. Among other matters, this code of conduct is designed to deter wrongdoing and to promote:

�  honest and ethical dealing with each other, with clients and vendors of Group 1, and with all other third parties;

�  respect for the rights of fellow employees and all third parties;

�  equal opportunity, regardless of age, race, sex, sexual orientation, color, creed, religion, national origin, marital
status, veteran status, handicap or disability;

�  fair dealing with employees and all other third parties with whom Group 1 conducts business;

�  avoidance of conflicts of interest;

�  compliance with all applicable laws and regulations;

�  the safeguarding of Group 1 assets; and

�  the reporting of any violations of the code to the appropriate officers of Group 1.
INFORMATION ABOUT OUR

BOARD OF DIRECTORS AND COMMITTEES

     Our Board of Directors held six meetings in 2004. During the year, all directors attended at least 81% of the
meetings of the Board of Directors and of the committees on which each served. Under our corporate governance
guidelines, our directors are encouraged to attend the annual meeting of our stockholders. All of our directors attended
our 2004 annual meeting of stockholders.

The Independence of the Members of the Board of Directors

     The Board of Directors has determined that each member of the Board of Directors, other than Messrs. Hesterberg,
Hollingsworth and Howard, is �independent� as that term is defined in the New York Stock Exchange�s listing standards.

     Max P. Watson, Jr., who is a director and a member of the Compensation Committee, is the brother of John S.
Watson who, although not an employee of Group 1, served as our Secretary until his resignation in March 2005. In
addition, John Watson had been engaged to provide advisory services to Group 1 from time to time. During the twelve
months ended December 31, 2004, Group 1 paid John Watson approximately $64,375 in fees.

     The Board of Directors has determined that Max Watson is independent under the rules of the New York Stock
Exchange. In making this decision, the Board considered John Watson�s relationship with Group 1. The Board
determined that such relationship is not material to the independence of Max Watson based on the following: (i) the
relationship is not a direct relationship between Group 1 and Max Watson, but rather a relationship between Group 1
and Max Watson�s brother; (ii) the Secretary of Group 1 only performs a ministerial function, and John Watson was
neither an executive officer nor an employee of Group 1; (iii) the Board�s view, based on Max Watson�s service on the
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management; (iv) the fact that John Watson has provided legal services to Group 1 (whether as a partner of Vinson &
Elkins L.L.P. or as an individual consultant) since Group 1�s inception in 1995 and prior to Max Watson�s election to
the Board; and (v) the fact that the relationship did not implicate any of the New York Stock Exchange�s bright line
independence disqualifications set forth in Section 303A(2).

     Group 1 has in the past, and may, in the future, make donations to various charitable organizations. From time to
time, some of our directors, officers and employees have been, and in the future may be, affiliated with such charities.
Our Board of Directors has determined that any such affiliations have not impacted the independence of our directors.

Executive Sessions of the Board of Directors

     The independent directors meet in executive session at each regularly scheduled meeting of the Board of Directors.
In addition, the non-management directors meet in executive session at least annually at a regularly scheduled meeting
of the Board of Directors. Mr. Adams, our non-executive Chairman of the Board, presides over these meetings and is
responsible for preparing an agenda for the meetings of the independent directors or non-management directors in
executive session.

Committees of the Board of Directors

     Our Board of Directors has established three standing committees to assist it in discharging its responsibilities: the
Audit Committee, the Compensation Committee and the Nominating/Governance Committee. The following chart
reflects the current membership of each of our Board�s committees:

Audit Compensation Nominating/Governance
Name Committee Committee Committee
John L. Adams * * *
Earl J. Hesterberg, Jr.
B.B. Hollingsworth, Jr.
Robert E. Howard II
Louis E. Lataif * *
Stephen D. Quinn * * **
J. Terry Strange ** *
Max P. Watson, Jr. ** *

* Member

** Chair
Audit Committee

     Our Audit Committee functions in an oversight role and has the following purposes:

�  oversee the quality, integrity and reliability of the financial statements and other financial information we
provide to any governmental body or the public;

�  oversee our compliance with legal and regulatory requirements;

�  oversee our independent auditors� qualifications and independence;
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�  oversee our systems of internal controls regarding finance, accounting, legal compliance and ethics that our
management and Board of Directors have established;
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�  provide an open avenue of communication among our independent auditors, financial and senior management,
the internal auditing department, and our Board of Directors, always emphasizing that the independent auditors
are accountable to the Audit Committee; and

�  perform such other functions as our Board of Directors may assign to the Audit Committee from time to time.
     In connection with these purposes, the Audit Committee annually selects, engages and evaluates the performance
and on-going qualifications of, and determines the compensation for, our independent auditors, reviews our annual
and quarterly financial statements, and confirms the independence of our independent auditors. The Audit Committee
also meets with our management and external auditors regarding the adequacy of our financial controls and our
compliance with legal, tax and regulatory matters and significant Group 1 policies. While the Audit Committee has
the responsibilities and powers set forth in its charter, it is not the duty of the Audit Committee to plan or conduct
audits, to determine that our financial statements are complete and accurate, or to determine that such statements are
in accordance with accounting principles generally accepted in the United States and other applicable rules and
regulations. Our management is responsible for the preparation of our financial statements in accordance with
accounting principles generally accepted in the United States and our internal controls. Our independent auditors are
responsible for the audit work on our financial statements. It is also not the duty of the Audit Committee to conduct
investigations or to assure compliance with laws and regulations and our policies and procedures. Our management is
responsible for compliance with laws and regulations and compliance with Group 1�s policies and procedures.

     Our Board of Directors has adopted an Audit Committee Charter. The Audit Committee reviewed and
recommended an amendment to its charter, which was approved by the Board of Directors at its regularly scheduled
meeting in May 2004. A copy of the revised Audit Committee Charter is attached as Exhibit A to this Proxy Statement
for your reference and is also posted on our Web site, www.group1auto.com.

     During 2004, the Audit Committee met 14 times and consisted of Mr. Adams (Chairman), Mr. Quinn, Mr. Lataif
and Mr. Strange. On April 9, 2005, Mr. Strange was appointed Chairman of the Audit Committee, filling the position
vacated by Mr. Adams in connection with his appointment as Chairman of the Board. Mr. Strange also serves on the
Audit Committees of Compass Bancshares, Inc., New Jersey Resources Corporation, Newfield Exploration Company
and BearingPoint, Inc. The Board of Directors has determined that such simultaneous service on these other Audit
Committees and our Audit Committee will not impair the ability of Mr. Strange to serve effectively on our Audit
Committee.

     All members of the Audit Committee are independent as that term is defined in the New York Stock Exchange�s
listing standards and as that term is defined by Rule 10A-3 promulgated under the Securities Exchange Act of 1934.
Our Board of Directors has determined that each member of the Audit Committee is financially literate and that
Mr. Strange has the necessary accounting and financial expertise to serve as chairman. Our Board of Directors has
determined that Mr. Strange is an �audit committee financial expert� following a determination that Mr. Strange met the
criteria for such designation under the Securities and Exchange Commission rules and regulations. The Audit
Committee Report is set forth on pages 15 and 16 of this Proxy Statement.

Compensation Committee

     Our Compensation Committee has the following purposes:

�  review, evaluate, and approve our agreements, plans, policies, and programs to compensate the corporate
officers of Group 1;

�  produce an annual report on executive compensation and to publish the report in our proxy statement for our
annual meeting of stockholders;
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�  otherwise discharge the Board of Directors� responsibility relating to compensation of our corporate officers;
and

�  perform such other functions as our Board of Directors may assign to the Compensation Committee from time
to time.

     In connection with these purposes, the Compensation Committee approves the compensation levels and terms of
employment for our executive officers, including salary and bonus levels. In addition, the Compensation Committee
oversees our incentive compensation, stock purchase and deferred compensation plans. All members of the
Compensation Committee are independent as that term is defined in the New York Stock Exchange�s listing standards.
In May 2004, Mr. Strange was appointed to the Compensation Committee. The Compensation Committee, consisting
of Mr. Watson (Chairman), Mr. Adams, Mr. Quinn and Mr. Strange, held nine meetings during fiscal year 2004.

     Our Board of Directors has adopted a Compensation Committee Charter, which is posted on our Web site,
www.group1auto.com.

     The Compensation Committee�s Report on Executive Compensation is set forth on pages 18 through 27 of this
Proxy Statement.

Nominating/Governance Committee

     Our Nominating/Governance Committee was formed in November 2002 to serve the following purposes:

�  assist our Board of Directors by identifying individuals qualified to become members of our Board of Directors
and recommend director nominees to our Board of Directors for election at the annual meetings of stockholders
or for appointment to fill vacancies;

�  recommend director nominees to our Board of Directors for each committee of our Board of Directors;

�  advise our Board of Directors about the appropriate composition of our Board of Directors and its committees;

�  advise our Board of Directors about and recommend to our Board of Directors appropriate corporate
governance practices and assist our Board of Directors in implementing those practices;

�  lead our Board of Directors in its annual review of the performance of the Board of Directors and its
committees;

�  direct all matters relating to the succession of our Chief Executive Officer;

�  review and make recommendations to the Board with respect to the form and amount of director compensation;
and

�  perform such other functions as our Board of Directors may assign to the Nominating/Governance Committee
from time to time.

     In connection with these purposes, the Nominating/Governance Committee actively seeks individuals qualified to
become members of our Board of Directors, seeks to implement the independence standards required by law,
applicable listing standards, our certificate of incorporation or bylaws, and our corporate governance guidelines, and
identifies the qualities and characteristics necessary for an effective Chief Executive Officer.
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     All members of the Nominating/Governance Committee are independent as that term is defined in the New York
Stock Exchange�s listing standards. The Nominating/Governance Committee, consisting of Mr. Quinn (Chairman),
Mr. Adams, Mr. Lataif and Mr. Watson, held four meetings during fiscal year 2004.
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     The Nominating/Governance Committee is responsible for establishing criteria for selecting new directors and
actively seeking individuals to become directors for recommendation to the Board of Directors. In considering
candidates for the Board of Directors, the Nominating/Governance Committee will consider the entirety of each
candidate�s credentials. There is currently no set of specific minimum qualifications that must be met by a nominee
recommended by the Nominating/Governance Committee, as different factors may assume greater or lesser
significance at particular times and the needs of the Board of Directors may vary in light of its composition and the
committee�s perceptions about future issues and needs. However, while the Nominating/Governance Committee does
not maintain a formal list of qualifications, in making its evaluation and recommendation of candidates, the committee
may consider, among other factors, diversity, age, skill, experience in the context of the needs of the Board of
Directors, independence qualifications and whether prospective nominees have relevant business and financial
experience, have industry or other specialized expertise, and have high moral character.

     The committee may consider candidates for the Board from any reasonable source, including from a search firm
engaged by the committee or stockholder recommendations, provided that the procedures set forth below are
followed. The Nominating/Governance Committee does not intend to alter the manner in which it evaluates
candidates based on whether the candidate is recommended by a stockholder or not. However, in evaluating a
candidate�s relevant business experience, the committee may consider previous experience as a member of our Board
of Directors. Any invitation to join the Board of Directors must be extended by the Board of Directors as a whole, by
the Chairman of the Nominating/Governance Committee and by the Chairman of the Board.

     Stockholders or a group of stockholders may recommend potential candidates for consideration by the
Nominating/Governance Committee by sending a written request to our Secretary at our principal executive offices,
950 Echo Lane, Suite 100, Houston, Texas 77024 not earlier than the 150th calendar day and not later than the 120th
calendar day before the first anniversary of the date our proxy statement is released to stockholders in connection with
the preceding year�s annual meeting. The written request must include the candidate�s name, contact information,
biographical information and qualifications. The request must also include the potential candidate�s written consent to
being named in our proxy statement as a nominee and to serving as a director if nominated and elected. The
stockholder or group of stockholders making the recommendation must also disclose, with the written request
described above, the number of shares of common stock that the stockholder or group beneficially owns and the
period of time the stockholder or group has beneficially owned the securities. From time to time, the committee may
request additional information from the nominee or the stockholder.

     The stockholder recommendation procedures described above do not preclude a stockholder of record from making
nominations of directors or making proposals at any annual stockholder meeting; provided that they comply with the
requirements described in the section entitled �Stockholder Proposals for 2006 Annual Meeting.�

     Our Board of Directors has adopted a Nominating/Governance Committee Charter, which is posted on our Web
site, www.group1auto.com.

Stock Ownership Guidelines

     In November 2004, our Board of Directors approved certain stock ownership guidelines for our non-employee
directors. Under the guidelines, each director is required to maintain ownership of a minimum of 3,000 shares of our
common stock. Such minimum ownership is required to be achieved within three years of election to our Board of
Directors or, in the case of our current directors, by November 2007. Restricted stock or phantom stock units granted
to our directors as part of their annual retainer will count toward such minimum ownership requirement without regard
to the vesting or other liquidity provisions related thereto.

Director Compensation
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     During 2004, the annual retainer fee for our non-employee directors was $12,000. Our non-employee directors also
received $1,500 for attendance at each Board meeting and $1,000 for attendance at each committee meeting. The chair
of each committee received an additional $4,000 annual fee for serving in that capacity.
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     Effective November 17, 2004, the Board of Directors approved the following changes to the compensation payable
to Group 1�s non-employee directors:

�  an annual retainer of (a) $35,000 in cash and (b) restricted stock or phantom stock units valued at $60,000 at
the time of the grant pursuant to the Group 1 Automotive, Inc. 1996 Stock Incentive Plan;

�  an additional cash retainer of $15,000 for the chair of the Audit Committee and for the presiding director, and
$7,500 for the chairs of the Compensation Committee and the Nominating/Governance Committee;

�  a meeting fee of $2,500 for each Board and Audit Committee meeting attended, and $1,500 for each
Compensation Committee and Nominating Governance Committee meeting attended; and

�  the use of one company vehicle, or the economic equivalent, equal to $17,600 annually, paid quarterly.
     In connection with the election of Mr. Adams as Chairman of the Board, the Board of Directors approved the
payment of an additional cash retainer of $100,000 to the non-executive Chairman of the Board. All cash retainer
amounts are paid quarterly and all meeting fees are payable on the date of the meeting. As a result of a change
approved in March 2005, the equity portion of the annual retainer will be paid annually. Abbreviated meetings, as
determined at the discretion of the chair, will result in the payment of one-half of the regular fees for such meeting.
Due to the increase in the cash retainer approved at the November 2004 meeting, each of our non-employee directors
received an annual cash retainer of $17,750 in 2004.

     Some of our directors have elected to participate in the Group 1 Automotive, Inc. Deferred Compensation Plan.
The plan provides select employees and members of our Board of Directors who elect to participate, an opportunity to
accumulate additional savings for retirement on a tax-deferred basis. Participants in the plan can choose from various
defined investment options in which the deferred compensation is notionally invested. One investment option is a
declared interest rate, which was set by the Compensation Committee at 10.0% for 2004 and for 2005. Group 1 has
complete discretion over how the deferred funds are utilized and they represent an unsecured obligation of Group 1 to
the participants. During 2004, Messrs. Adams, Lataif and Quinn elected to participate in the 10.0% declared interest
rate investment option, deferring $75,250, $51,750 and $68,625, respectively, of their retainer and attendance fees.

     On March 10, 2005, the Board of Directors of Group 1 approved a grant of $60,000 of restricted stock or phantom
stock units to each non-employee director of Group 1 in payment of the equity portion of the annual retainer for 2005,
as well as a grant of $15,000 of restricted stock or phantom stock units in payment of the equity portion of the annual
retainer for the remainder of 2004. Based on the closing prices of Group 1 common stock on November 17, 2004 and
March 14, 2005, each non-employee director is entitled to receive 513 shares of restricted stock or phantom stock
units in payment of the equity portion of the annual retainer for the remainder of 2004, and 2,189 shares of restricted
stock or phantom stock units in payment of the equity portion of the annual retainer for 2005. Each non-employee
director has the option to select whether he shall receive restricted stock or phantom stock units. Each of these grants
was made effective as of the later of March 14, 2005 and the date on which the director made an election to receive
restricted stock or phantom stock units. Subsequent grants of equity awards in payment of the equity portion of the
annual retainer are expected to be made annually in March.

     The restricted stock or phantom stock units shall vest fully after six months. Any unvested restricted stock and any
phantom stock units may not be sold or otherwise transferred. In the event that the director�s membership on the Board
of Directors is terminated for any reason other than death or disability, such director shall, for no consideration, forfeit
to Group 1 all of his unvested shares of restricted stock or phantom stock units. All unvested restricted stock or
phantom stock units held by a director shall vest upon the death or disability of such director. The vested phantom
stock units held by a director shall be settled in shares of Group 1 common stock upon the termination of such
director�s membership on the Board of Directors.
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     Our directors have historically from time to time been granted stock options under the Group 1 Automotive, Inc.
1996 Stock Incentive Plan. The following table sets forth information concerning stock options granted in 2004, 2003
and 2002 to our non-employee directors:

Non-Employee Director Stock Option Grants
Grant # of Exercise

Director Date Shares Price
John L. Adams 2004 � �

2003 � �
2002 3,000 $ 19.47

Robert E. Howard II (1) 2004 � �
2003 � �

Louis E. Lataif 2004 � �
2003 � �
2002 10,000 24.55

Stephen D. Quinn 2004 � �
2003 � �
2002 10,000 44.96

J. Terry Strange 2004 � �
2003 10,000 32.50

Max P. Watson, Jr. 2004 � �
2003 � �
2002 3,000 19.47

(1) During 2002, Mr. Howard was an employee of Group 1.
Communications with Directors

     Our Board welcomes communications from our stockholders and other interested parties. Stockholders and any
other interested parties may send communications to our Board, to any Board committee, to the Chairman of the
Board (who presides over the executive sessions of our independent and non-management directors), or to any
director in particular, to:

c/o Group 1 Automotive, Inc.
950 Echo Lane, Suite 100
Houston, Texas 77024

Any correspondence addressed to our Board, to any Board committee, to the Chairman of the Board, or to any one of
the directors care of our offices are required to be forwarded to the addressee or addressees without review by any
person to whom such correspondence is not addressed.
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AUDIT COMMITTEE REPORT

     The Audit Committee has reviewed and discussed with management and Ernst & Young LLP, our independent
auditors, our audited financial statements as of and for the year ended December 31, 2004. The Audit Committee has
also discussed with Ernst & Young LLP the matters required to be discussed by Statement on Auditing Standards
No. 61 (Communications with Audit Committees).

     Ernst & Young LLP submitted to the Audit Committee the written disclosures and the letter required by
Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees). The Audit
Committee discussed with Ernst & Young LLP such firm�s independence. The Audit Committee has also considered
whether the provision of non-audit services to our Company by Ernst & Young LLP is compatible with maintaining
their independence.

     Based on the review and discussions referred to above, the Audit Committee recommended to the Board of
Directors that the audited financial statements referred to above be included in Group 1�s Annual Report on Form 10-K
for the year ended December 31, 2004, for filing with the Securities and Exchange Commission.

     Respectfully submitted by the Audit Committee of the Board of Directors of Group 1,

J. Terry Strange (Chairman)
John L. Adams
Louis E. Lataif
Stephen D. Quinn

Audit and Other Fees

     Set forth below is a summary of certain fees paid to Ernst & Young LLP, our independent auditors, for services
related to the fiscal years ended December 31, 2003 and December 31, 2004. In determining the independence of
Ernst & Young LLP, the Audit Committee considered whether the provision of non-audit services is compatible with
maintaining Ernst & Young LLP�s independence.

2003 2004
Audit Fees $ 788,328 $ 1,887,187
Audit Related Fees 18,000 159,271
Tax Fees 124,735 112,250
All Other Fees � �

Audit Fees. Audit fees consisted of amounts incurred for services performed in association with the annual
financial statement audit (including required quarterly reviews), and other procedures required to be performed by the
independent auditor to be able to form an opinion on our consolidated financial statements, as well as specific
procedures performed by the external auditors in connection with their review of Group 1�s internal control structure in
accordance with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002. Other procedures included
consultations relating to the audit or quarterly reviews, and services performed in connection with SEC registration
statements, periodic reports and other documents filed with the SEC or other documents issued in connection with
securities.

Audit Related Fees. Audit related fees consisted of amounts incurred for assurance and related services that are
reasonably related to the performance of the audit or review of Group 1�s financial statements or that are traditionally
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performed by the independent auditor. Audit related services in 2004 primarily consisted of consultations related to
management�s documentation and assessment of Group 1�s internal controls over financial reporting as required by
Group 1�s adoption of Section 404 of the Sarbanes-Oxley Act of 2002.

Tax Fees. Tax fees consisted of amounts incurred for tax compliance and tax consultation services provided.

All Other Fees. No other fees were incurred during the periods presented.
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     The Audit Committee considers whether the provision of these services is compatible with maintaining Ernst &
Young LLP�s independence, and has determined such services for fiscal 2004 and 2003 were compatible. All of the
services described above were pre-approved by the Audit Committee pursuant to paragraph (c)(7)(ii)(C) of Rule 2-01
of Regulation S-X under the Exchange Act, to the extent that rule was applicable during fiscal 2003 and 2004.

     Ernst & Young LLP does not provide any internal audit services to Group 1. We use a separate firm, Crowe Chizek
and Company LLP, for internal audit services.

     In November 2003, the Audit Committee adopted a policy requiring pre-approval by the Audit Committee of all
services (audit and non-audit) to be provided to Group 1 by its independent auditor. In accordance with this policy, the
Audit Committee has given its annual approval for the provision of audit services by Ernst & Young LLP through
May 31, 2005 and has also given its approval for up to a year in advance for the provision by Ernst & Young LLP of
particular categories or types of audit-related, tax and permitted non-audit services, in each case subject to a specific
budget. Any proposed services to be provided by the independent auditor not covered by one of these approvals,
including proposed services exceeding pre-approved budget levels, will require special pre-approval by the Audit
Committee. The Audit Committee does not delegate its responsibilities to pre-approve services performed by the
independent auditor to management.
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EXECUTIVE OFFICERS

     Except as described under the heading �Executive Compensation�Employment Agreements� below, our executive
officers serve at the pleasure of our Board of Directors and are subject to annual appointment by our Board of
Directors at its first meeting following each annual meeting of stockholders. The following table sets forth certain
information as of the date of this proxy statement regarding our executive officers:

Note 2: Fair Value Measurements

The Company measures certain financial assets and liabilities at fair value on a recurring basis, including available-for-sale fixed income securities, trading fixed income and equity securities held in its deferred compensation plan and the liability associated with its deferred compensation plan. The fair value of these certain financial assets and liabilities was determined using the following inputs at March 30, 2012 (in thousands):

Fair Value Measurements at Reporting Date Using

Total

Quoted Prices in Active Markets for Identical Assets

(Level 1)
Significant Other Observable Inputs

(Level 2)

Significant Unobservable Inputs
(Level 3)

Assets
Money market
securities (1) $44,803 $44,803 $- $-

Fixed income available
for sale securities (2) 25,157 - 25,157 -

Fixed income trading
securities held in deferred
compensation plan (3) 11,172 11,172 - -

Equity trading securities
held in deferred
compensation plan (3) 14,137 14,137 - -

       Total $95,269 $70,112 $25,157 $-

Liabilities
Deferred compensation
plan (4) 25,167 25,167 - -

       Total $25,167 $25,167 $- $-
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(1) Included in cash and cash equivalents on the Company’s unaudited condensed consolidated balance sheet.
(2) Included in short-term investments on the Company’s unaudited condensed consolidated balance sheet.

(3) Included in other current assets and deferred compensation plan assets on the Company’s unaudited condensed consolidated balance sheet.
(4) Included in accrued liabilities and deferred compensation on the Company’s unaudited condensed consolidated balance sheet.
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The fair value of these certain financial assets and liabilities was determined using the following inputs at December 30, 2011 (in thousands):

Fair Value Measurements at Reporting Date Using

Total

Quoted Prices in Active Markets for Identical Assets

(Level 1)
Significant Other Observable Inputs

(Level 2)

Significant Unobservable Inputs

(Level 3)

Assets
Money market
securities (1) $44,448 $44,448 $- $-

Fixed income available
for sale securities (2) 25,260 - 25,260 -

Fixed income trading
securities held in deferred
compensation plan (3) 7,456 7,456 - -

Equity trading securities
held in deferred
compensation plan (3) 12,626 12,626 - -

       Total $89,790 $64,530 $25,260 $-

Liabilities
Deferred compensation
plan (4) 19,927 19,927 - -

       Total $19,927 $19,927 $- $-

(1) Included in cash and cash equivalents on the Company’s consolidated balance sheet.
(2) Included in short-term investments on the Company’s consolidated balance sheet.

(3) Included in other current assets and deferred compensation plan assets on the Company’s consolidated balance sheet.
(4) Included in accrued liabilities and deferred compensation on the Company’s consolidated balance sheet.

Fixed income available-for-sale securities as of March 30, 2012 and December 30, 2011 primarily represent obligations of state and local government agencies. Fixed income and equity trading securities represent mutual funds held in the Company’s deferred compensation plan. See Note 6 for additional information about the Company’s deferred compensation plan.

As of March 30, 2012, the Company held state and municipal bonds with a fair value of $25,157,000 and an amortized cost of $25,028,000. The unrealized gain recorded in accumulated other comprehensive income was $129,000. There were no securities in a continuous unrealized loss position for more than twelve months. Cash equivalents had maturities of 3 months or less and all short-term investments had maturities of 18 months or less, with an average effective maturity of 0.33 years as of March 30, 2012.
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As of December 30, 2011, the Company held state and municipal bonds with a fair value of $25,260,000 and an amortized cost of $25,173,000.

At March 30, 2012 and December 30, 2011, the Company did not have any assets valued using significant unobservable inputs.
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There were no other-than-temporary impairments or credit losses related to available-for-sale securities during the three months ended March 30, 2012 and April 1, 2011.

Note 3: Net Income Per Share

Basic per share amounts are computed using the weighted-average number of common shares outstanding during the period. Diluted per share amounts are calculated using the weighted-average number of common shares outstanding during the period and, when dilutive, the weighted-average number of potential common shares from the issuance of common stock to satisfy outstanding restricted stock units and the exercise of outstanding options to purchase common stock using the treasury stock method.

The following schedule reconciles the shares used to calculate basic and diluted net income per share:

Three Months
Ended

(In thousands)
March
30,
2012

April 1,
2011

Shares used in basic per share computation 13,859 14,532
Effect of dilutive common stock options outstanding 176 205
Effect of dilutive restricted stock units outstanding 384 403

Shares used in diluted per share computation 14,419 15,140

Common stock options to purchase 14,011 shares were excluded from the diluted per share calculation for the three months ended March 30, 2012 due to their antidilutive effect. The weighted-average exercise price for the antidilutive shares was $48.27 for the three months ended March 30, 2012. There were no options excluded from the diluted per share calculation for the three months ended April 1, 2011.

Note 4: Stock-Based Compensation

Restricted Stock Units

Restricted stock unit grants are designed to attract and retain employees, and to better align employee interests with those of the Company’s stockholders. For a select group of employees, up to 40% of their annual bonus is settled with fully vested restricted stock unit awards. Under these fully vested restricted stock unit awards, the holder of each award has the right to receive one share of the Company’s common stock for each fully vested restricted stock unit four years from the date of grant. Each individual who receives a fully vested restricted stock unit award is also granted a matching number of unvested restricted stock unit awards. Unvested restricted stock unit awards are also granted for select new hires and promotions. These unvested restricted stock unit awards generally cliff vest four years from the date of grant, at which time the holder of each award will have the right to receive one share of the Company’s common stock for each restricted stock unit award provided the holder of each award has met certain employment conditions. In the case of retirement at 59½ years or older, all unvested restricted stock unit awards will continue to vest, provided that the holder of each award does all consulting work through the Company and does not become an employee for a past or present client, beneficial party or competitor of the Company.

The value of these restricted stock unit awards is determined based on the market price of the Company’s common stock on the date of grant. The value of fully vested restricted stock unit awards issued is recorded as a reduction to accrued bonuses. The portion of bonus expense that the Company expects to settle with fully vested restricted stock unit awards is recorded as stock-based compensation during the period the bonus is earned. The Company recorded stock-based compensation expense associated with accrued bonus awards of $1,474,000 and $1,419,000 during the three months ended March 30, 2012 and April 1, 2011, respectively. The value of the unvested restricted stock unit awards granted is recognized on a straight-line basis over the shorter of the four-year vesting period or the period between the grant date and the date the award recipient turns 59½. If the award recipient is 59½ years or older on the date of grant, the value of the entire award is expensed upon grant. The Company recorded stock-based compensation expense associated with the unvested restricted stock unit awards of $2,831,000 and $2,243,000 during the three months ended March 30, 2012 and April 1, 2011, respectively.
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Stock Options

Stock options are granted for terms of ten years and generally vest 25% per year over a four-year period from the grant date. For options granted on or after January 1, 2012, all unvested stock options awards will continue to vest in the case of retirement at 59½ or older, provided that the holder of each award does all consulting work through the Company and does not become an employee for a past or present client, beneficial party or competitor of the Company. The Company grants options at exercise prices equal to the fair value of the Company’s common stock on the date of grant. The Company recorded stock-based compensation expense of $152,000 and $153,000 during the three months ended March 30, 2012 and April 1, 2011, respectively, associated with stock option grants.

The Company uses the Black-Scholes option-pricing model to determine the fair value of options granted. The determination of the fair value of stock-based awards on the date of grant using an option-pricing model is affected by the Company’s stock price as well as assumptions regarding a number of complex and subjective variables. These variables include expected stock price volatility over the term of the award, actual and projected employee stock option exercise behaviors, the risk-free interest rate and expected dividends.

The Company used historical exercise and post-vesting forfeiture and expiration data to estimate the expected term of options granted. The historical volatility of the Company’s common stock over a period of time equal to the expected term of the options granted was used to estimate expected volatility. The risk-free interest rate used in the option-pricing model was based on United States Treasury zero-coupon issues with remaining terms similar to the expected term on the options. The Company does not anticipate paying any cash dividends in the foreseeable future and therefore used an expected dividend yield of zero in the option-pricing model. The Company is required to estimate forfeitures at the time of grant and revise those estimates in subsequent periods if actual forfeitures differ from those estimates. Historical data was used to estimate pre-vesting option forfeitures and stock-based compensation expense was recorded only for those awards that are expected to vest. All share-based payment awards are recognized on a straight-line basis over the requisite service periods of the awards.

Note 5:	Treasury Stock

On February 19, 2009, the Company’s Board of Directors authorized $25.1 million for the repurchase of the Company’s common stock. On May 25, 2011, the Company’s Board of Directors authorized an additional $35 million for the repurchase of the Company’s common stock. On February 9, 2012, the Company’s Board of Directors authorized an additional $35 million for the repurchase of the Company’s common stock.

The Company repurchased 84,174 shares of its common stock for $4,033,000 during the three months ended March 30, 2012.  The Company repurchased 181,640 shares of its common stock for $7,126,000 during the three months ended April 1, 2011.  As of March 30, 2012, the Company had remaining authorization under its stock repurchase plans of $40,373,000 to repurchase shares of common stock.

The Company reissued 241,653 shares of its treasury stock with a cost of approximately $6,377,000 to settle restricted stock unit awards, stock options and purchases under the Employee Stock Purchase Plan during the three months ended March 30, 2012. The Company reissued 215,456 shares of its treasury stock with a cost of approximately $5,341,000 to settle restricted stock unit awards, stock options and purchases under the Employee Stock Purchase Plan during the three months ended April 1, 2011.

Note 6: Deferred Compensation Plan

The Company maintains a nonqualified deferred compensation plan for the benefit of a select group of highly compensated employees. Under this plan participants may elect to defer up to 100% of their compensation. Company assets that are earmarked to pay benefits under the plan are held in a rabbi trust and are subject to the claims of the Company’s creditors. As of March 30, 2012 and December 30, 2011, the invested amounts under the plan totaled $25,309,000 and $20,082,000, respectively. These assets are classified as trading securities and are recorded at fair market value with changes recorded as adjustments to other income and expense.
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As of March 30, 2012 and December 30, 2011, vested amounts due under the plan totaled $25,167,000 and $19,927,000, respectively. Changes in the liability are recorded as adjustments to compensation expense. During the three months ended March 30, 2012 and April 1, 2011, the Company recognized compensation expense of $1,488,000 and $651,000 and respectively, as a result of changes in the market value of the trust assets with the same amount being recorded as other income, net.

Note 7: Supplemental Cash Flow Information

The following is supplemental disclosure of cash flow information:

Three Months
Ended

(In thousands)
March
30,
2012

April
1,
2011

Cash paid during period:

       Income taxes $361 $236

Non-cash investing and financing activities:

       Unrealized gain on short-term investments $26 $1

       Vested stock unit awards issued to settle accrued bonuses $5,343 $4,538

       Stock repurchases payable to broker $513 $-

Note 8: Accounts Receivable, Net

At March 30, 2012 and December 30, 2011, accounts receivable, net, was comprised of the following:

March
30,

December
30,

(In thousands) 2012 2011

Billed accounts receivable $46,467 $ 50,338
Unbilled accounts receivable 30,071 25,066
Allowance for doubtful accounts (2,437 ) (2,339 )
   Total accounts receivable, net $74,101 $ 73,065
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Note 9: Inventory

At March 30, 2012, the Company had $363,000 of finished goods inventory included in prepaid expenses and other current assets on its unaudited condensed consolidated balance sheet. At December 30, 2011 the Company had $739,000 and $849,000 of finished goods and raw materials inventory, respectively, included in prepaid expenses and other current assets on its consolidated balance sheet.

Note 10: Segment Reporting

The Company has two operating segments based on two primary areas of service. One operating segment is a broad service group providing technical consulting in different practices primarily in the areas of engineering and technology development. The Company’s other operating segment provides services in the area of environmental, epidemiology and health risk analysis. This operating segment provides a wide range of consulting services relating to environmental hazards and risks and the impact on both human health and the environment.
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Segment information for the three ended March 30, 2012 and April 1, 2011 follows:

Revenues
Three Months
Ended

(In thousands)
March
30,
2012

April 1,
2011

Engineering and other scientific $51,717 $55,661
Environmental and health 20,208 17,812

                           Total revenues $71,925 $73,473

Operating income
Three Months
Ended

(In thousands)
March
30,
2012

April 1,
2011

Engineering and other scientific $14,933 $16,230
Environmental and health 6,784 5,275

Total segment operating income 21,717 21,505

Corporate operating expense (9,901 ) (9,139 )

                           Total operating income $11,816 $12,366

Capital Expenditures
Three Months
Ended

(In thousands)
March
30,
2012

April
1,
2011

Engineering and other scientific $478 $335
Environmental and health 143 80

Total segment capital expenditures 621 415

Corporate capital expenditures 673 386
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                               Total capital expenditures $1,294 $801

Depreciation and Amortization
Three Months
Ended

(In thousands)
March
30,
2012

April
1,
2011

Engineering and other scientific $684 $658
Environmental and health 68 51

Total segment depreciation and amortization 752 709

Corporate depreciation and amortization 392 355

                           Total depreciation and amortization $1,144 $1,064

No single customer comprised more than 10% of the Company’s revenues during the three months ended March 30, 2012. The Company derived 11% of revenues from agencies of the U.S. federal government for the three months ended April 1, 2011. No single customer comprised more that 10% of the Company’s accounts receivable at March 30, 2012. Agencies of the U.S. federal government comprised 12% of the Company’s accounts receivable at December 30, 2011.
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Note 11: Goodwill

Below is a breakdown of goodwill reported by segment as of March 30, 2012:

Environmental Engineering and
(In thousands) and health other scientific Total

Goodwill $     8,099 $        508 $     8,607

There were no changes in the carrying amount of goodwill for the three months ended March 30, 2012. There were no goodwill impairments or gains or losses on disposals for any portion of the Company’s reporting units during the three months ended March 30, 2012.

Note 12: Contingencies

In July of 2008, the Company was served with a writ by a former client. The writ did not articulate a claim. The Company met with the former client in November of 2008 and again in January of 2009 and learned in those discussions of potential claims against the Company arising out of the testimony delivered by one of the Company’s employees. The former client claims that this testimony contributed to an adverse verdict against them. Given the uncertainty as to whether the claimant will choose to pursue one or more claims against the Company, and the nature of the potential claims against the Company, an estimated loss cannot be determined at this time. The Company believes it has a strong defense against all such potential claims and intends to vigorously defend itself.  Further, the Company believes that some of the potential claims would be covered by insurance. Although the Company’s ultimate liability in this matter (if any) cannot be determined, based upon information currently available, the Company believes, after consultation with legal counsel, the ultimate resolution of these potential claims will not have a material adverse effect on its financial condition, results of operations or liquidity.

In addition to the above matter, the Company is a party to various other legal actions from time to time and may be contingently liable in connection with claims and contracts arising in the normal course of business, the outcome of which the Company believes, after consultation with legal counsel, will not have a material adverse effect on its financial condition, results of operations or liquidity. All legal costs associated with litigation are expensed as incurred.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with the unaudited condensed consolidated financial statements and notes thereto included herein and with our audited consolidated financial statements and notes thereto for the fiscal year ended December 30, 2011, which are contained in our fiscal 2011 Annual Report on Form 10-K.

Forward-Looking Statements

This Quarterly Report on Form 10-Q contains certain “forward-looking” statements (as such term is defined in the Private Securities Litigation Reform Act of 1995, and the rules promulgated pursuant to the Securities Act of 1933, as amended, and the Securities Exchange Act of 1934, as amended thereto) that are based on the beliefs of the Company’s management, as well as assumptions made by and information currently available to the Company’s management. Such forward-looking statements are subject to the safe harbor created by the Private Securities Litigation Reform Act of 1995. When used in this document the words “anticipate,” “believe,” “estimate,” “expect” and similar expressions, as they relate to the Company or its management, identify such forward-looking statements. Such statements reflect the current views of the Company or its management with respect to future events and are subject to certain risks, uncertainties and assumptions. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, the Company’s actual results, performance, or achievements could differ materially from those expressed in, or implied by, any such forward-looking statements. Factors that could cause or contribute to such material differences include the possibility that the demand for our services may decline as a result of changes in general and industry specific economic conditions, the timing of engagements for our services, the effects of competitive services and pricing, the absence of backlog related to our business, our ability to attract and retain key employees, the effect of tort reform and government regulation on our business and liabilities resulting from claims made against us. Additional risks and uncertainties are discussed in our fiscal 2011 Annual Report on Form 10-K under the heading “Risk Factors” and elsewhere in the report. The inclusion of such forward-looking information should not be regarded as a representation by the Company or any other person that the future events, plans, or expectations contemplated by the Company will be achieved. Due to such uncertainties and risks, you are warned not to place undue reliance on such forward-looking statements, which speak only as of the date hereof. The Company does not intend to release publicly any updates or revisions to any such forward-looking statements.

Business Overview

Exponent, Inc. is an engineering and scientific consulting firm that provides solutions to complex problems. Our multidisciplinary team of scientists, physicians, engineers and business consultants brings together more than 90 different technical disciplines to solve complicated issues facing industry and business today. Our services include analysis of product development, product recall, regulatory compliance, and discovery of potential problems related to products, people or property and impending litigation, as well as the development of highly technical new products.

CRITICAL ACCOUNTING ESTIMATES

In preparing our unaudited condensed consolidated financial statements, we make assumptions, judgments and estimates that can have a significant impact on our revenue, operating income and net income, as well as on the value of certain assets and liabilities on our consolidated balance sheet. We base our assumptions, judgments and estimates on historical experience and various other factors that we believe to be reasonable under the circumstances. Actual results could differ materially from these estimates under different assumptions or conditions. On a regular basis we evaluate our assumptions, judgments and estimates and make changes accordingly. We believe that the assumptions, judgments and estimates involved in the accounting for revenue recognition and estimating the allowance for doubtful accounts have the greatest potential impact on our consolidated financial statements, so we consider these to be our critical accounting policies. Historically, our assumptions, judgments and estimates relative to our critical accounting policies have not differed materially from actual results. Policies covering revenue recognition and estimating the allowance for doubtful accounts are described in our fiscal 2011 Annual Report on Form 10-K under “Critical Accounting Estimates” and Note 1 (Summary of Significant Accounting Policies) of the Notes to Consolidated Financial Statements.
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RESULTS OF CONSOLIDATED OPERATIONS

Executive Summary

Revenues for the first quarter of 2012 decreased 2% and revenues before reimbursements increased 4% as compared to the same period last year. The decrease in revenues was due to the decrease in product sales in defense technology development and a decrease in reimbursable project related costs for consulting projects in defense technology development. Product sales in defense technology development were unusually strong during the first quarter of 2011. The decreases in product sales in defense technology development and reimbursable project related costs for consulting projects in defense technology development were offset by growth in revenues before reimbursements driven by an increase in consulting revenues. We experienced strong demand for our consulting services from a diverse set of clients for both reactive and proactive projects and continued to see elevated levels of activity on a few major assignments. We continued to grow our design consulting offerings to the consumer electronics industry and expand our regulatory consulting services to clients in both the United States and European Union. Our utilization was 74% during the first quarter of 2012 as compared to 73% during the same period last year. Utilization in the quarter was better than expected and continued to benefit from a few large projects. We continue to expect these projects to decline in their level of activity over the next several quarters as they move through their project life cycle. Technical full-time equivalent employees increased 6% to 686 during the first quarter of 2012 as compared to 650 during the same period last year due to our recruiting and retention efforts.

During the quarter we assisted clients with several high-profile investigations that engage consultants across many of our practices. The growth in consulting revenues and the increase in utilization, partially offset by the decrease in product sales, resulted in a 2% increase in net income during the first quarter of 2012 as compared to the same period last year. Diluted earnings per share increased to $0.57 per share as compared to $0.53 in the same period last year due to our ongoing share repurchase program and the increase in net income.

We remain focused on selectively adding top talent and developing the skills necessary to expand our market position, providing clients with in-depth scientific research and analysis to determine what happened and how to prevent failures or exposures in the future, capitalizing on opportunities in defense technology development and emerging growth areas, managing other operating expenses, generating cash from operations, maintaining a strong balance sheet and undertaking activities such as share repurchases to enhance shareholder value.

Overview of the Three Months Ended March 30, 2012

During the first quarter of 2012, billable hours increased 7% to 263,000 as compared to 246,000 during the same period last year. The increase in billable hours was due to strong demand for our consulting services across a broad set of practices and elevated levels of activity on several major assignments. Technical full-time equivalent employees increased 6% to 686 during the first quarter of 2012 as compared to 650 during the same period last year due to our recruiting and retention efforts. Our utilization was 74% during the first quarter of 2012 as compared to 73% during the same period last year. We continue to selectively hire key talent to expand our capabilities and have experienced an increase in utilization due to elevated levels of activity on several major assignments and our management of headcount to align resources with anticipated demand. Product sales in defense technology development decreased to $2,386,000 for the first quarter of 2012 as compared to $6,143,000 during the same period last year due to lower sales of surveillance systems to the United States Army. Product sales will vary from quarter to quarter due to the timing of new contracts and delivery dates.
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Three Months Ended March 30, 2012 compared to Three Months Ended April 1, 2011

Revenues
Three Months
Ended

(In thousands)
March
30,
2012

April 1,
2011

Percent
Change

Engineering and other scientific $51,717 $55,661 (7.1 )%
Percentage of total revenues 71.9 % 75.8 %
Environmental and health 20,208 17,812 13.5 %
Percentage of total revenues 28.1 % 24.2 %

Total revenues $71,925 $73,473 (2.1 )%

The decrease in revenues for our engineering and other scientific segment was due to a decrease in product sales in defense technology development and a decrease in reimbursable project related costs for consulting projects in defense technology development, partially offset by an increase in billable hours. Product sales in defense technology development decreased to $2,386,000 for the first quarter of 2012 as compared to $6,143,000 during the same period last year due to lower sales of surveillance systems to the United States Army. Product sales will vary from quarter to quarter due to the timing of new contracts and delivery dates. Reimbursable project related costs for consulting projects in defense technology development decreased to $1,245,000 during the first quarter of 2012 as compared to $3,056,000 during the same period last year. Reimbursable project related costs will vary from quarter to quarter depending on the nature of our projects. During the first quarter of 2012, billable hours for this segment increased by 3% to 183,000 as compared to 177,000 during the same period last year. The increase in billable hours was due to strong demand for our services in our mechanics and materials, electrical, and thermal sciences practices. Technical full-time equivalent employees increased 4% to 473 during the first quarter of 2012 as compared to 457 for the same period last year due our continuing recruiting and retention efforts. Utilization decreased to 74% during the first quarter of 2012 as compared to 75% during the same period last year.

The increase in revenues for our environmental and health segment was due to an increase in billable hours. During the first quarter of 2012, billable hours for this segment increased by 16% to 80,000 as compared to 69,000 during the same period last year. The increase in billable hours was due to strong demand for our services. Utilization increased to 72% for the first quarter of 2012 as compared to 69% for the same period last year due in part to elevated levels of activity on a number of major assignments that involved consultants across many of our practices. Technical full-time equivalent employees increased by 10% to 213 during the first quarter of 2012 as compared to 193 for the same period last year due to our continuing recruiting and retention efforts.

Compensation and Related Expenses
Three Months
Ended

(In thousands)
March
30,
2012

April 1,
2011

Percent
Change

Compensation and related expenses $46,175 $42,700 8.1 %
Percentage of total revenues 64.2 % 58.1 %

The increase in compensation and related expenses during the first quarter of 2012 was due to an increase in payroll expense, an increase in stock-based compensation expense and the change in the value of assets associated with our deferred compensation plan. Payroll expense increased $1,645,000 due to a 6% increase in technical full-time equivalent employees and our annual salary increase on April 2, 2011. Stock-based compensation expense increased $584,000 due to an increase in the value of unvested restricted stock units granted during the first quarter of 2012. During the first quarter of 2012, deferred compensation expense increased $837,000 with a corresponding increase to other income, net, as compared to first quarter of 2011 due to the change in value of assets associated with our deferred compensation plan. This increase consisted of an increase in the value of the plan assets of $1,488,000 during the first quarter of 2012 and in increase in the value of the plan assets of $651,000 during the first quarter of 2011. We expect our compensation expense to increase as we selectively add new talent and our annual salary increases take effect at the beginning of the second quarter of 2012.
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Other Operating Expenses
Three Months
Ended

(In thousands)
March
30,
2012

April
1,
2011

Percent
Change

Other operating expenses $5,562 $5,782 (3.8 )%
Percentage of total revenues 7.7 % 7.9 %

Other operating expenses include facilities-related costs, technical materials, computer-related expenses and depreciation and amortization of property, equipment and leasehold improvements. The decrease in operating expenses during the first quarter of 2012 was due to a decrease in occupancy expense of $147,000 and a decrease in technical materials of $111,000. The decrease in occupancy expense was due to planned maintenance in our owned facilities in 2011. The decrease in technical materials was due to a decrease in development activities in our defense technology development practice. We expect other operating expenses to grow as we selectively add new talent and make investments in our corporate infrastructure.

Reimbursable Expenses
Three Months
Ended

(In thousands)
March
30,
2012

April
1,
2011

Percent
Change

Reimbursable expenses $5,455 $9,290 (41.3 )%
Percentage of total revenues 7.6 % 12.6 %

The decrease in reimbursable expenses was due to a decrease in project related costs. The amount of reimbursable expenses will vary from quarter to quarter depending on the nature of our projects.

General and Administrative Expenses
Three Months
Ended

(In thousands)
March
30,
2012

April
1,
2011

Percent
Change

General and administrative expenses $2,917 $3,335 (12.5 )%
Percentage of total revenues 4.1 % 4.5 %

The decrease in general and administrative expenses during the first quarter of 2012 was due to a decrease in legal expenses of $383,000. The decrease in legal expenses was due to a decrease in costs associated with legal claims during the first quarter of 2012 as compared to the same period last year. We expect general and administrative expenses to increase as we selectively add new talent, expand our business development efforts and pursue staff development initiatives.

Other Income, Net
Three Months
Ended
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(In thousands)
March
30,
2012

April
1,
2011

Percent
Change

Other income, net $1,917 $1,013 89.2 %
Percentage of total revenues 2.7 % 1.4 %
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Other income, net, consists primarily of interest income earned on available cash, cash equivalents and short-term investments, changes in the value of assets associated with our deferred compensation plan and rental income from leasing space in our Silicon Valley facility. During the first quarter of 2012, other income, net, increased $837,000 with a corresponding increase to deferred compensation expense, as compared to the first quarter in 2011 due to a change in value of assets associated with our deferred compensation plan. This increase consisted of an increase in the value of the plan assets of $1,488,000 during the first quarter of 2012 and in increase in the value of the plan assets of $651,000 during the first quarter of 2011.

Income Taxes
Three Months
Ended

(In thousands)
March
30,
2012

April
1,
2011

Percent
Change

Income taxes $5,532 $5,376 2.9 %
Percentage of total revenues 7.7 % 7.3 %
Effective tax rate 40.3 % 40.2 %

The increase in income tax expense was due to a corresponding increase in pre-tax income.

LIQUIDITY AND CAPITAL RESOURCES

As of March 31, 2012, our cash, cash equivalents and short-term investments were $103.7 million compared to $109.7 million at December 30, 2011. The following table summarizes our cash flows (in thousands):

Three Months
Ended
March
30,
2012

April 1,
2011

Net cash used in operating activities $(1,399) $(5,950)
Net cash used in investing activities (1,294) (3,139)
Net cash used in financing activities (3,480) (7,816)

The decrease in net cash used in operating activities during the first quarter of 2012 as compared 2011 was due to a smaller increase in accounts receivable, a larger increase in accounts payable and accrued liabilities and a decrease in deferred income taxes partially offset by a smaller decrease in prepaid expense and other assets and a larger decrease in accrued payroll and employee benefits. Accounts receivable increased $1,334,000 during the first quarter of 2012 as compared to an increase of $8,791,000 during the same period last year. The smaller increase in accounts receivable during the first quarter of 2012 was due to improved collections. Days sales outstanding were 88 days for the first quarter of 2012 as compared to 96 days for the same period last year. Accounts payable and accrued liabilities increased $3,555,000 during the first quarter of 2012 as compared to an increase of $1,223,000 during the same period last year. The larger increase in accounts payable and accrued liabilities during the first quarter of 2012 was due to the timing of payments to vendors. Prepaid expenses and other assets decreased $2,240,000 during the first quarter of 2012 as compared to a decrease of $6,472,000 during the same period last year. This smaller decrease during the first quarter of 2012 was due to a decrease in inventory of $1,225,000 during the first quarter of 2012 as compared to $2,729,000 during the same period last year and a smaller decrease in prepaid taxes of $1,969,000 during the first quarter of 2012 as compared to $3,934,000 during the same period last year. Accrued payroll and employee benefits decreased $16,174,000 during the first quarter of 2012 as compared to a decrease of $13,348,000 during the same period last year. The larger decrease in accrued payroll and employee benefits was due an increase in the amount of accrued bonus paid during the first quarter of 2012 as compared to the same period last year.

The decrease in net cash used in investing activities was due to a decrease in purchases of short-term investments of $2,338,000.
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The decrease in net cash used in financing activities was due to a decrease in repurchases of our common stock under our stock repurchase program of $3,606,000.

For the remainder of 2012, we expect to continue our investing activities including purchases of short-term investments and capital expenditures. Furthermore, cash reserves may be used to repurchase common stock under our stock repurchase program or strategically acquire professional services firms that are complementary to our business.

The following schedule summarizes our principal contractual commitments as of March 30, 2012 (in thousands):

Operating
Fiscal lease Capital Purchase
year commitments leases obligations Total
2012 (remaining portion) $ 5,636 $ 37 $ 758 $6,431
2013 5,586 49 - 5,635
2014 4,305 48 - 4,353
2015 2,688 - - 2,688
2016 1,896 - - 1,896
Thereafter 1,890 - - 1,890

$ 22,001 $ 134 $ 758 $22,893

We maintain a nonqualified deferred compensation plan for the benefit of a select group of highly compensated employees. Vested amounts due under the plan of $24,465,000 were recorded as a long-term liability on our unaudited condensed consolidated balance sheet at March 30, 2012. Company assets that are earmarked to pay benefits under the plan are held in a rabbi trust and are subject to the claims of our creditors. As of March 30, 2012 invested amounts under the plan of $24,607,000 were recorded as a long-term asset on our condensed consolidated balance sheet.

As permitted under Delaware law, we have agreements whereby we indemnify our officers and directors for certain events or occurrences while the officer or director is, or was, serving at our request in such capacity. The indemnification period covers all pertinent events and occurrences during the officer’s or director’s lifetime. The maximum potential amount of future payments we could be required to make under these indemnification agreements is unlimited; however, we have director and officer insurance coverage that reduces our exposure and enables us to recover a portion of any future amounts paid.

We believe that our existing cash, cash equivalents, short-term investments and our anticipated cash flows from operations will be sufficient to meet our anticipated operating requirements for at least the next twelve months.

Non-GAAP Financial Measures

Regulation G, conditions for use of Non-Generally Accepted Accounting Principles ("Non-GAAP") financial measures, and other SEC regulations define and prescribe the conditions for use of certain Non-GAAP financial information. Generally, a Non-GAAP financial measure is a numerical measure of a company's performance, financial position or cash flow that either excludes or includes amounts that are not normally excluded or included in the most directly comparable measure calculated and presented in accordance with GAAP. We closely monitor two financial measures, EBITDA and EBITDAS, which meet the definition of Non-GAAP financial measures. We define EBITDA as net income before income taxes, net interest income, depreciation and amortization. We define EBITDAS as EBITDA before stock-based compensation. The Company regards EBITDA and EBITDAS as useful measures of operating performance and cash flow to complement operating income, net income and other GAAP financial performance measures. Additionally, management believes that EBITDA and EBITDAS provide meaningful comparisons of past, present and future operating results. These measures are used to evaluate our financial results, develop budgets and determine employee compensation. These measures, however, should be considered in addition to, and not as a substitute or superior to, operating income, cash flows, or other measures of financial performance prepared in accordance with GAAP. A reconciliation of the Non-GAAP measures to the nearest comparable GAAP measure is set forth below.
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The following table shows EBITDA as a percentage of revenues before reimbursements for the three months ended March 30, 2012 and April 1, 2011:

Three Months
Ended

(in thousands, except percentages)
March
30,
2012

April 1,
2011

Revenues before reimbursements $66,470 $64,183

EBITDA $14,800 $14,422

EBITDA as a % of revenues before reimbursements 22.3 % 22.5 %

The decrease in EBITDA as a percentage of revenues before reimbursements was primarily due to a decrease in revenues before reimbursements for product sales in defense technology development, partially offset by an increase in utilization and a slight decrease in other operating expenses. Revenues before reimbursements for product sales decreased to $860,000 for the first quarter of 2012 as compared to $2,536,000 during the same period last year. Utilization for the first quarter of 2012 increased to 74% as compared to 73% during the same period last year.

The following table is a reconciliation of EBITDA and EBITDAS to the most comparable GAAP measure, net income, for the three months ended March 30, 2012 and April 1, 2011:

Three Months
Ended

(in thousands)
March
30,
2012

April 2,
2010

Net income $8,201 $8,003

Add back (subtract):

Income taxes 5,532 5,376
Interest income, net (77 ) (21 )
Depreciation and amortization 1,144 1,064

EBITDA 14,800 14,422

Stock-based compensation 4,457 3,815

EBITDAS $19,257 $18,237

Item 3. Quantitative and Qualitative Disclosures About Market Risk
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We are exposed to interest rate risk associated with our balances of cash, cash equivalents and short-term investments. We manage our interest rate risk by maintaining an investment portfolio primarily consisting of debt instruments with high credit quality and relatively short average effective maturities in accordance with our investment policy. The maximum effective maturity of any issue in our portfolio is 3 years and the maximum average effective maturity of the portfolio cannot exceed 12 months. If interest rates were to instantaneously increase or decrease by 100 basis points, the change in the fair market value of our portfolio of cash equivalents and short-term investments would not have a material impact on our financial statements. We do not use derivative financial instruments in our portfolio. There have not been any material changes during the period covered by this Quarterly Report on Form 10-Q to our interest rate risk exposures, or how these exposures are managed. Notwithstanding our efforts to manage interest rate risk, there can be no assurances that we will be adequately protected against the risks associated with interest rate fluctuations.
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We are exposed to some foreign currency exchange rate risk associated with our foreign operations. Given the limited nature of these operations, we believe that any exposure is minimal. Currently, we do not employ a foreign currency hedging program to mitigate our foreign currency exchange risk as we believe the risks to date have not been significant.

Item 4. Controls and Procedures

(a)	Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15(b) of the Securities Exchange Act of 1934, as amended, an evaluation was performed under the supervision and with the participation of the Company’s management, including the Chief Executive Officer and the Chief Financial Officer, of the effectiveness of the design and operation of the Company’s disclosure controls and procedures (as defined in Rules 13a-15(e) or 15d-15(e) of the Exchange Act of 1934, as amended) as of the end of the period covered by this quarterly report. Based on that evaluation, the Company’s management, including the Chief Executive Officer and the Chief Financial Officer, concluded that the Company’s disclosure controls and procedures were effective.

We intend to review and evaluate the design and effectiveness of our disclosure controls and procedures on an ongoing basis, to improve our controls and procedures over time and to correct any deficiencies that we may discover in the future. Our goal is to ensure that our senior management has timely access to all material financial and non-financial information concerning our business. While we believe the present design of our disclosure controls and procedures is effective to achieve our goal, future events affecting our business may cause us to significantly modify our disclosure controls and procedures.

(b)	Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the three month period ended March 30, 2012 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART II - OTHER INFORMATION

Item 1A. Risk Factors

There have been no material changes from risk factors as previously discussed under the heading “Risk Factors” in the Company’s Annual Report on Form 10-K for the year ended December 30, 2011.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

The following table provides information on the Company’s repurchases of the Company’s common stock for the three months ended March 30, 2012:
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(In thousands, except price per share)

Total
Number of
Shares
Purchased

Average
Price
Paid Per
Share

Total
Number of
Shares
Purchased
as Part of
Publicly
Announced
Programs

Approximate
Dollar Value
of Shares
That May
Yet Be
Purchased
Under the
Programs (1)

December 31 to January 27 - $ - - $ 9,406
Additional funds authorized for
    share repurchases $ 35,000
January 28 to February 24 - - - $ 44,406
February 25 to March 30 84 47.91 84 $ 40,373
Total 84 $ 47.91 84 $ 40,373

(1) On May 25, 2011, the Board of Directors authorized $35.0 million for the repurchase of the Company’s common stock. On February 9, 2012, the Board of Directors authorized an additional $35.0 million for the repurchase of the Company’s common stock. These plans have no expiration date.
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Item 6.	Exhibits

(a) Exhibit Index

31.1 Certification of Chief Executive Officer pursuant to Rule 13a – 14(a) under the Securities Exchange Act of 1934.

31.2 Certification of Chief Financial Officer pursuant to Rule 13a – 14(a) under the Securities Exchange Act of 1934.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350.

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

EXPONENT, INC.	

(Registrant)

Date: May 4, 2012
/s/ Paul R. Johnston
Paul R. Johnston, Ph.D., Chief Executive Officer

/s/ Richard L. Schlenker
Richard L. Schlenker, Chief Financial Officer
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