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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

XI QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2006
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 0-22239

Autobytel Inc.

(Exact name of registrant as specified in its chaetr)

Delaware 33-0711569
(State or other jurisdiction of incorporation or or ganization) (I.R.S. Employer identification number)
18872 MacArthur Boulevard, Irvine, California 92612
(Address of principal executive offices) (Zip Code)

(949) 225-4500

(Registrant’s telephone number, including area code

Check whether the registrant: (1) filed all repoeiguired to be filed by Section 13 or 15(d) of Erehange Act during the past 12
months (or for such shorter period that the regigtwas required to file such reports), and (2)bdeen subject to such filing requirements for
the past 90 days. Ye&x] No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRnle 12b-2 of the Exchange Act. (Check one):

Large accelerated fileld Accelerated fileil] Non-accelerated fileld

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act.) Yes O No

As of August 1, 2006, there were 42,449,764 shafrdse Registrant’s Common Stock outstanding.
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PART I. FINANCIAL INFORMATION
ltem 1. Condensed Consolidated Financial Statements

AUTOBYTEL INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share and per shareath)
(unaudited)

ASSETS
Current asset:
Domestic cash and cash equivale
Restricted international cash and cash equiva
Shor-term investment
Accounts receivable, net of allowances for bad slabtl customer credits of $821 and $1,124,
respectively
Prepaid expenses and other current a:
Total current asse
Long-term investment
Property and equipment, r
Goodwill
Acquired intangible assets, r
Other asset
Total asset

LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS' EQ UITY
Current liabilities:
Accounts payabl
Accrued expense
Deferred revenue
Other current liabilitie:
Total current liabilities
Deferred rer—nor-current
Deferred revenu—nor-current
Total liabilities
Minority interest
Commitments and contingencies (Note
Stockholder' equity:
Preferred stock, $0.001 par value; 11,445,187 shauthorized; none outstandi

Common stock, $0.001 par value; 200,000,000 steartwrized; 42,354,204 and 42,133,410 shares

issued and outstanding, respectiv
Additional paic-in capital
Accumulated defici
Total stockholder equity
Total liabilities, minority interest and stockhote’ equity

June 30, December 31
2006 2005
$ 29,171 $ 33,35:
244 241
8,95¢ 12,00(
17,93¢ 19,04:
2,75(C 2,45¢€
59,06¢ 67,09:
— 3,00(
4,25¢ 4,22¢
70,69 70,69
1,40¢ 2,18¢
86 124
$ 13551 $ 147,32
$ 7,572 $ 5,70¢
6,49¢ 7,417
4,181 3,87¢
1,74¢€ 1,66¢€
20,00 18,66¢
16¢ 131
— 21
20,17: 18,81¢
15¢€ 163
42 42
286,08¢ 282,92
(170,95() (154,619
115,18: 128,34
$ 135,51 $ 147,32¢

The accompanying notes are an integral part oktbeadensed consolidated financial statements.
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AUTOBYTEL INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Amounts in thousands, except share and per shareath)

Revenue!
Costs and expense
Cost of revenue
Sales and marketir
Product and technology developm
General and administratiy
Amortization of acquired intangible ass
Total costs and expens
Loss from operation
Interest incom
Foreign currency exchange g
Loss before income taxes and minority inte
Provision for income taxe
Minority interest
Net loss

Net loss per sha— basic and dilute
Shares used in computing net loss per s— basic and dilute

Comprehensive los
Net loss
Foreign currency translation adjustm

Comprehensive los

The accompanying notes are an integral part obtheadensed consolidated financial statements.

(unaudited)

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005

$ 29,37: $ 31,38t $ 58,44: $ 64,71
14,42: 12,68: 29,21: 26,06¢
7,307 7,00¢ 14,84( 15,09(
6,18: 6,27¢ 11,80 12,35(
9,45¢ 8,53¢ 19,15¢ 16,86
_ &sE 354 71C 814
37,72: 34,86: 75,72¢ 71,19(
(8,350 (3,477 (17,289 (6,477
472 38¢ 948 73€
2 8 5 10
(7,876) (3,080) (16,336 (5,729
— (127) — (271)
8 (76) 5 (93
$ (7,869 $ (3,289 $ (16,33) $ (6,099
$ (0.19 $ 0.0 $ (039 $ (0.15)
42,337,30 41,906,85 42,265,22 41,906,35
$ (7,869 $ (3,289 $ (16,33) $ (6,099
— (249) — (314)
$ (7,869 $ (3,530 $ (16,33) $ (6,409
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AUTOBYTEL INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)
(unaudited)

Six Months Ended
June 30,
2006 2005

Cash flows from operating activitie
Net loss $(16,33) $(6,099)
Adjustments to reconcile net loss to net cash usegerating activities
Non-cash charge:

Depreciation and amortizatic 1,06t 1,04¢
Amortization of acquired intangible ass 78C 97€
Provision for bad det 63 342
Provision for customer credi 974 1,48:
Write-off of capitalized internal use softwe 264 —
Loss on disposal of property and equipmr 3 2
Stocl-based compensatic 2,48¢ —
Minority interest (5) 93
Foreign currency exchange g 3 —
Changes in assets and liabiliti
Accounts receivabl 69 (3,147
Prepaid expenses and other current a: (2949) (728)
Other asset 38 5
Accounts payabl 1,86: 1,03z
Accrued expense (91¢) (1,492
Deferred revenue 29z 15C
Accrued domestic restructurii — (74)
Other liabilities 11€ (31)
Net cash used in operating activit (9,539 (6,430
Cash flows from investing activitie
Maturities of shorterm and lon-term investment 9,00( 18,60(
Purchases of shiterm and lon-term investment (2,959 (8,100
Change in restricted international cash and caslvalgnts — (16¢)
Purchases of property and equipm (1,379 (1,126
Proceeds from sale of property and equipn 13 6
Net cash provided by investing activiti 4,681 9,217
Cash flows from financing activitie
Proceeds from exercise of stock options and awasded under the employee stock purchase 681 16
Net cash provided by financing activiti 681 16
Net (decrease) increase in cash and cash equis (4,176 2,79¢
Cash and cash equivalents, beginning of pe 33,35: 24,28
Cash and cash equivalents, end of pe $29,177 $27,08¢
Supplemental disclosure of cash flow informati
Cash paid during the period for income ta $ 31€ $ 534

The accompanying notes are an integral part oktbeasolidated financial statements
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

1. Organization and Operations of Autobytel

Autobytel Inc. (the “Company” or “Autobytel”) is aautomotive marketing services company that hedadeds sell cars and
manufacturers build brands through efficient mangeand advertising primarily through the Internte Company owns and operates
automotive Web sites, including Autobytel.com, Auéd.com, Car.com, CarSmart.com, AutoSite.com, Al©&ite.com, Autoahorros.com
and CarTV.com. The Company is among the largestisgited car buying content networks and reachdsnslof Internet visitors as they
make their vehicle buying decisions. The Comparglss a leading provider of customer relationshgnagement (“CRM”) products and
programs consisting of lead management producssorier loyalty and retention marketing programsa @xtraction services and automo
marketing data and technology.

The Company is a Delaware corporation incorporatetay 17, 1996. Its principal corporate offices kcated in Irvine, California.
The Company’s common stock is listed on the NASD@IQbal Market under the symbol ABTL.

2. Summary of Significant Accounting Polices
Unaudited Interim Financial Satements

In the opinion of management, the accompanying dited interim condensed consolidated financialestents contain all adjustments
necessary (consisting only of normal recurring aalsi) to present fairly the financial informatioontained therein. These statements do not
include all disclosures required by accounting gigles generally accepted in the United StatesroéAca (“GAAP”) for annual periods and
should be read in conjunction with the Companydita consolidated financial statements and relattds for the year ended December 31,
2005 included in the Company’s Annual Report omi@0-K filed with the Securities and Exchange Cossian (“SEC”) on March 16,

2006. The Company prepared the unaudited interim@osed consolidated financial statements followlegrequirements of the SEC for
interim reporting. As permitted under those rutastain footnotes or other financial informatioattlare normally required by GAAP can be
condensed or omitted. The results of operationgi®three and six months ended June 30, 2006careenessarily indicative of the results to
be expected for the year ending December 31, 20@6yother period(s).

Use of Estimates in the Preparation of Financial Satements

The preparation of financial statements in confoymiith GAAP requires the Company to make estimates assumptions that affect
the reported amounts of assets and liabilitiesdisilosure of contingent assets and liabilitiethatdate of the financial statements and the
reported amounts of revenues and expenses dugngplorting period. Actual results could differrfrahose estimates.

Sock Based Compensation Expense

Effective January 1, 2006, the Company adopted®iant of Financial Accounting Standards (SFAS) Nt3(R), “Share-Based
Payments,” which is a revision to SFAS No. 123, ¢8enting for Stock-Based Compensation” issued 8619ising the modified prospective
method and therefore has not restated prior péniedslts. Under the fair value recognition prowiss of SFAS No. 123(R), the Company
recognizes stock-based compensation net of anasiihfiorfeiture rate and therefore only recognazmapensation cost for those shares
expected to vest over the service period of theréwRrior to SFAS No. 123(R) adoption, the Compaogounted for share-based payments
under APB Opinion No. 25 and, accordingly, gengradcognized no compensation expense related te-$tzsed awards as awards were
generally granted at fair value at the date of gaaa accounted for forfeitures as they occurred.

Calculating stock-based compensation expense egtlie input of highly subjective assumptions,udiig the expected term of the
stock-based awards, stock price volatility, andy@sting option forfeitures. The Company estimatesexpected life of options granted be
on historical exercise patterns, which it belieass representative of future behavior, using &catixpected term model. The Company
estimates the volatility of its common stock at tla¢e of grant based on historical volatility &f @ommon stock for a period equal to the
expected term of the awards. The assumptions asealgulating the fair value of stock-based awaegsesent its best estimates, but these
estimates involve inherent uncertainties and theieation of management judgment. As a resultadtérs change and the Company uses
different assumptions, stock-based compensatioaresgpcould be materially different in the futureatldition, the Company is required to
estimate the expected forfeiture rate and onlygeize expense for those shares expected to vestCdmpany estimates the
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

forfeiture rate based on historical experienceao$iock-based awards that are granted, exerciskdamcelled. If its actual forfeiture rate is
materially different from its estimate, the stocsbd compensation expense could be significarffigreint from what it has recorded in the
current period. See Note 4 — “Stock-Based Comp@nsan the condensed consolidated financial statets for additional information.

Revenue Recognition

The Company classifies revenues as lead fees, t&gingr CRM services, and data, applications aheémntRevenues by groups of
services are as follows for the three and six moetided June 30, 2006 and 2005 (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Revenues

Lead fees $17,75¢ $19,69¢ $35,74¢ $41,32¢
Advertising 4,311 4,497 8,09( 9,25¢
CRM services 6,34 6,04( 12,68: 11,79¢
Data, applications and oth 96( 1,14¢ 1,92¢ 2,33:
Total revenue $29,37. $31,38: $58,44: $64,71:

The Company recognizes revenues when earned addfy Staff Accounting Bulletin (“SAB”) No. 104Revenue Recognition,” and
Emerging Issues Task Force (“EITF”) Issue 00-21gc¢dunting for Revenue Arrangements with MultipldiBerables.” SAB No. 104
considers revenue realized after all four of tH¥ang criteria are met: (i) persuasive eviden€@m arrangement exists, (ii) delivery has
occurred or services have been rendered, (iiiséler’s price to the buyer is fixed or determinable amaydollectibility is reasonably assure

In accounting for multiple-element arrangementg, ofithe key judgments to be made is the accountihge that is attributable to the
different contractual elements. The appropriatecalion of value not only impacts which revenueatn is credited with the revenue, it also
impacts the amount and timing of revenue recorddtie consolidated statement of operations durigiyen period due to the differing
methods of recognizing revenue. Revenue is allddateach element based on the accounting detetionirat the relative fair value of that
element to the aggregate fair value of all elemertie fair values must be reliable, verifiable ahjectively determinable. When available,
such determination is based principally on theipgof similar cash arrangements with unrelatedigsthat are not part of a multipgemen
arrangement. When sufficient evidence of the falugs of the individual elements does not existemele is not allocated among them until
that evidence exists. Instead, the revenue is rézed as earned using revenue recognition prinsigpplicable to the entire arrangement as if
it were a single element arrangement.

As of June 30, 2006, the Company deferred revemaedordance with EITF Issue 00-21 under two miek@glement arrangements. At
June 30, 2006 and December 31, 2005 deferred revetated to these arrangements totaled $657,a08200,000, respectively. Revenue
recognized under these arrangements totaled $308/@0$762,000 for the three and six months endee 30, 2006.

Risk Due to Concentration of Sgnificant Customers and Export Sales
The Company had no balances owed from any singterentive manufacturer that accounted for more th@# of total accounts
receivable as of June 30, 2006. The Company hathtes owed from two automotive manufactures that aacounted for more than 10%
total accounts receivable as of December 31, 2005.
Business Segment
The Company conducts its business within one basisegment which is defined as providing automatiaeketing services.

7
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

Recent Accounting Pronouncements

In May 2005, the Financial Accounting Standardsrddq&ASB) issued SFAS No. 154, “Accounting Changmed Error Corrections.”
SFAS No. 154 requires retrospective applicatioprior periods’ financial statements of changesdooanting principle. It also requires that
the new accounting principle be applied to the meda of assets and liabilities as of the beginoirthe earliest period for which retrospect
application is practicable and that a corresponditjgstment be made to the opening balance ohedaarnings for that period rather than
being reported in an income statement. SFAS No.id Bffective for accounting changes and correstioinerrors made in fiscal years
beginning after December 15, 2005. The CompanytaddpFAS No. 154 on January 1, 2006, and its agiopkid not have a material effect
on the Company'’s condensed consolidated finanoisitipn or results of operations.

In July 2006, FASB issued FIN 48 “Accounting for ¢émtainty in Income Taxes” which prescribes a redthan threshold and
measurement process for recording in the finastégiements uncertain tax positions taken or exgdotbe taken in a tax return. It also
provides guidance on the derecognition, classificataccounting in interim periods and disclosw@guirements for uncertain tax positions.
The accounting provisions of FIN 48 will be effeetifor the Company beginning January 1, 2007. Tova@any is currently evaluating the
impact of adopting FIN 48 on its consolidated ficiahstatements.

3. Computation of Basic and Diluted Net Loss Per Sire
The following table sets forth the computation asiz and diluted net loss per share:

Three Months Six Months
Ended Ended
June 30, June 30,
2006 2005 2006 2005
(in thousands, except share and per share data)
Numerator:
Net loss $ (7,869 $ (3,289 $ (16,33) $ (6,099

Denominator
Weighted average common shares and denominator for
basic and diluted calculatic 42,337,30 41,906,85 42,265,22 41,906,35
Net loss per sha—basic and dilute: $ (0.19) $ (0.0¢) $ (0.39) $ (0.1%)

For the three and six months ended June 30, 20261,814 and 7,264,833 antidilutive potential shafecommon stock, consisting of
employee and director stock options and employaekgiurchase plan awards, have been excluded freroadiculation of diluted net loss per
share, as the Company incurred a net loss forghiech For the three and six months ended Jun2®g, 7,944,035 and 7,866,917
antidilutive potential shares of common stock, ¢stiveg of employee and director stock options amgleyee stock purchase plan awards,
have been excluded from the calculation of dilutetlloss per share, as the Company incurred asefdr the period.

4. Stock-Based Compensation

Effective January 1, 2006, the Company adoptegtbeisions of SFAS No. 123(R) using the modifiedgpective application method.
Under this transition method, compensation cosigrized for the three months and six months ended 30, 2006, includes the applicable
amounts of: (a) compensation cost of all stock-thqgesgyments granted prior to, but not yet vesteaf &@cember 31, 2005 (based on the
grant-date fair value estimated in accordance thighoriginal provisions of SFAS No. 123 and pregigipresented in the pro forma footnote
disclosures), and (b) compensation cost for alllsttased payments granted subsequent to Decemp20@. (based on the grant-date fair
value estimated in accordance with the new pronssiaf SFAS No. 123(R)). Results from prior peribdse not been restated.

The Company has several stock-based compensatios, pthich are more fully described in Note 9 ef @onsolidated Financial
Statements of the Company included in its Annugdd®eon Form 10-K for the year ended December 8052

In June 2006, the Autobytel Inc. 2006 InducementsOption Plan (the “2006 Plan”) was approvedhs/ Board of Directors. The
2006 Plan provides that an aggregate of 2,000,08fks of Autobytel’'s common stock are availablbaé@warded to Autobytel’s newly hired
employees or appointed directors, solely in conarawith the hiring of the employee or appointirfgtee director, in the form of nonqualifi
stock options. The per share exercise price ostihek options shall not be less than 100% of tirerfarket value of a share on the date of
grant. No option shall be exercisable after tharetipn of
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

ten years from its grant date. An optionee whaootsam officer or a director must have the righexercise at least 20% of the options granted
per year over five years from the date of grantesimthe award agreement provides differentlyutineested portion of the awards will
immediately become vested upon any merger (otlar dhmerger in which the Company is the survivimiityand the terms remain
unchanged as compared to the terms prior to thgemerconsolidation, or sale or transfer of the @any’s assets, except if the options are
assumed by the acquiring party. Unless the awarekatent provides differently, upon any liquidat@rdissolution of the Company, all the
rights to any portion of unvested awards will edg the awards will be canceled at the time ofithedation or dissolution unless the
relevant dissolution or liquidation plan provideberwise.

At June 30, 2006, 3,619,415 shares underlying stptions were available for grant under the Com{saayisting stock option plans.
The Company grants incentive and non-qualifiedkstiations at an exercise price equal to the marlsing price at the date of grant and
that vest according to vesting schedules deterntigettie Board of Directors or committee thereofe Bompany utilizes the straight-line
attribution method for recognizing stock-based cengation expense under SFAS No. 123(R). Shareznafon stock issued upon exercise
of stock options or awards under the employee spockhase plan are from previously unissued shisthe three months and six months
ended June 30, 2006, the Company recorded $1,1®400%$2,484,000 of stock-based compensation egpen$0.03 and $0.06 earning per
share, respectively. Stock-based compensation egperincluded in costs and expenses in the acanyimpcondensed consolidated
statement of operations for the three months andhenths ended June 30, 2006 as follows:

Six Months
Three Months
Ended
Ended June 30,
June 30, 200t 2006
(in thousands)

Cost of revenue $ 43 $ 83
Sales and marketir 257 582
Product and technology developm 194 391
General and administrati 70C 1,42¢
$ 1,19¢ $ 2,48¢

Prior to adopting SFAS No. 123(R) on January 16289 Company accounted for share-based compengadéins under the
recognition and measurement principles of APB Qpirllo. 25, “Accounting for Stock Issued to Emplay@and related Interpretations. No
compensation cost was reflected in the net losthfothree months and six months ended June 36, r2lited to stock options, as all options
granted under share-based compensation plans haseecise price equal to the market closing pofce underlying common stock on the
date of grant.

The following table illustrates the pro forma effeo net loss and earnings per share as if the @oynpad applied the fair value
recognition provisions of SFAS No. 123 to stockdzhemployee compensation for the three monthsiandanths ended June 30, 2005:

Three Months

Six Months
Ended Ended
June 30, 200! June 30, 200
(in thousands, except per
share data)
Net loss:
As reportec $ (3,289 $ (6,099
Less: Employee sto-based compensation determined under the fair \@sed metho (1,28€) (2,879
Pro forma $ (4,569 $ (8,979
Net loss per sha—basic and dilutec
As reportec $ (0.0¢) $ (0.1%)
Pro forma $ (0.11) $ (0.2))

Prior to the adoption of SFAS No. 123(R), the Comypdid not record any tax benefits resulting frdra exercise of options due to
uncertainty surrounding the timing of realizing tienefits of its deferred tax assets in futurequyi SFAS No. 123(R) requires the benefi
tax deductions in excess of recognized compensatishto be reported as a financing cash flow eratian an operating cash flow as reqt
under APB No. 25. Had the Company recognized arssxtax benefit
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

from deductions resulting from the exercise of ktoptions, it would have classified the benefiagmancing cash inflow in the consolidated
statement of cash flows.

The weighted-average fair market value per shatkeobptions granted during the three months edded 30, 2006 and 2005 was
$2.12 and $2.58, respectively. The weighted-avefaigenarket value per share of the options gradigihg the six months ended June 30,
2006 and 2005, was $2.76 and $2.58, respectivbly vileighted-average fair market value of the stitions at the date of grant was
estimated using the Black-Scholes option-pricingled@mn the date of grant and the following assuomsti

Three Months Six Months
Ended June 30, Ended June 30,
2006 2005 2006 2005
Dividend yield 0.0(% 0.00(% 0.0(% 0.0(%
Volatility 79.1% 71.90% 80.32% 71.9%%
Weightec-average ris-free interest rat 5.05% 3.65% 4.8% 3.65%
Expected life 4.99year: 3.50year: 4.99year: 3.50year:

The risk-free interest rate is based on UnitedeStaeasury yield for a term consistent with thpested life of the stock option in effect
at the time of grant. The risk-free interest ratieged from 4.90% to 5.07% and 4.35% to 5.07% fethihee and six months ended June 30,
2006, respectively. Expected volatility is basedim Company’s historical experience for a perigdas to the expected life. Expected life is
calculated using a lattice expected term model whidizes historical data to calculate future bébafor the three months and six months
ended June 30, 2006. Expected life for the threethsoand six months ended June 30, 2005 is baski$tonical exercise patterns. A
dividend yield was not considered in the optioreimg formula since the Company has not paid divildein the past and has no current plans
to do so in the future. The forfeiture rate used Wwased on historical experience. As required &SNo. 123(R), the Company adjusts the
estimated forfeiture rate based on actual expegienc

There were no awards issued under the employek gtwchase plan during the three months ended 3@n2006. Awards issued under
the employee stock purchase plan were estimatbdve a weightedverage fair value per award of $0.87 for the timeaths ended June @
2005. Awards issued under the employee stock psecpkan during the six months ended June 30, 200@@05 were estimated to have a
weighted average fair value of $1.15 and $0.8heetively. The fair value of the awards is basedhenBlack-Scholes option-pricing model
and the following assumptions:

Three Months

Six Months
Ended Ended
June 30, June 30,

2005 2006 2005
Dividend yield 0.0(% 0.0(% 0.0(%
Volatility 46.9% 53.42% 46.9%
Weightec-average ris-free interest rat 2.9% 4.6(% 2.9%
Expected life 1.4month: 6 month: 1.4 month:

The weighted-average risk-free interest rate iethas United States treasury yield for a term tast with the expected life of the
award in effect at the time of grant. Expected tilitiais based on the Company’s historical expece for a period equal to the expected life.
Expected life is based on the term of the offepegod. A dividend yield was not considered in tiption-pricing formula since the Company
has not paid dividends in the past and has nomuptans to do so in the future. The forfeitureerased was based on historical experienc
required by SFAS No. 123(R), the Company adjusisstimated forfeiture rate based on actual expezie
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

A summary of the Company’s outstanding stock opgtias of June 30, 2006, and changes during theaith® then ended is presented
below:

Weighted
Average Aggregate
Remaining
Weighted Average Contractual Intrinsic
Number of Value
Options Exercise Price Term ($000)
Outstanding at December 31, 2( 8,638,68. $ 6.04
Granted 1,190,50! 4.11
Exercisec (167,09) 2.7t
Forfeited (580,90 7.6€
Outstanding at June 30, 20 9,081,18! $ 5.74 7.1C $ 3,80(
Vested and expected to vest at June 30, : 7,760,34 $ 5.7¢€ 6.94 $ 3,72(
Exercisable at June 30, 20 6,218,11. $ 5.87 6.2¢ $ 3,591

The total intrinsic value of options exercised dgrthe three months ended June 30, 2006 and 2@35$24,000 and $9,000,
respectively. The total intrinsic value of optiamsercised during the six months ended June 30, 2668005, was $279,000 and $9,000,
respectively.

As of June 30, 2006, there was $5,319,000 of totedcognized compensation cost related to nonvesiae-based compensation
arrangements granted under share-based compengkien The cost is expected to be recognized avarighted-average period of 1.02
years using the strai¢-line attribution method.

The Company also has awards outstanding undei9®@ BEmployee Stock Purchase Plan. At June 30, 208&wards outstanding
under the 1996 Employee Stock Purchase Plan hedenise price of $4.12 per share. Of the totadtanding awards, none were exercisable
at June 30, 2006 or December 31, 2005.

A summary of the Company’s outstanding awards uttgdeemployee stock purchase plan as of June 88, 20id changes during the
period then ended is presented below:

Weighted
Average
Weighted Remaining
Number of Average Contractual Aggregate
Exercise Intrinsic
Options Price Term Value ($000
Outstanding at December 31, 2( 68,01: $ 4.37
Granted 65,98¢ 4.1z
Exercisec (53,70¢) 4.1z
Forfeited (14,30¢) 4.37
Outstanding at June 30, 20 65,98¢ $ 4.17 1 montt $ —
Vested and expected to vest at June 30, : 62,77: $ 4.1C 1 montt $ —

As of June 30, 2006, there was $12,000 of totatemgnized compensation cost related to optionseglamder the employee stock
purchase plan. The cost is expected to be recatjpizer 1 month using the straight-line attributioathod.

On March 20, 2006, the Company entered into aneageat with James E. Riesenbach whereby the Congranyed 1,000,000 options
to him at an exercise price of $4.68. Of the 1,000,0ptions granted, 600,000 were service-baseddavead met the criteria for granted
options in accordance with SFAS No. 123(R) as ofdii®20, 2006. The remaining 400,000 options aréopmance-based awards where the
future performance criteria will be defined at &ufie date. As such, in accordance with SFAS No(RP3he awards are not considered
granted until such time that the performance dathave been defined and were not included in antihg options at June 30, 2006. The
Company will begin recognizing stock-based compemsaxpense based on the fair value of the peidoa-based options on the date the
performance criteria have been defined.
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5. Selected Balance Sheet Accounts
Short-Term and Long-Term Investments

At June 30, 2006 and December 31, 2005 the amdrtiast basis, aggregate fair value, unrealizedsgaid losses by security type w
as follows:

Aggregate
Amortized Fair Unrealized Unrealized
Cost Basis Value Gains Losses

(in thousands)
June 30, 200¢
Shor-term investments, he-to-maturity:

Government sponsored agency bo $ 6,00( $ 5,94« $ — $ 56
Commercial pape 2,95¢ 2,95¢ — —
Total as of June 30, 20( $ 8,95¢ $ 8,90¢ $ — $ 56

December 31, 200!
Shor-term investments, he-to-maturity:

Government sponsored agency bo $12,00( $11,90: $ — $ 99
Long-term investments, he-to-maturity:

Government sponsored agency bo 3,00(¢ 2,96/ — 36

Total as of December 31, 20 $15,00( $14,86¢ $ — $ 13t

The maturities of investments as of June 30, 208&lae within one year.

The longer the term of the securities the moreexptsigle they are to changes in market rates ofesteand yields on bonds. The
Company reviews its investments in debt securfaepotential impairment on a regular basis. Ag pthe evaluation process, the Company
reviews factors such as the length of time andnéxtewhich fair value has been below cost babkis financial condition of the issuer and the
Company’s intent and ability to hold the investmfamta period of time which may be sufficient fartizipated recovery in market value. The
Company has the intent and ability to hold theseisges for a reasonable period of time sufficitmrta forecasted recovery of fair value u
the initial cost of the investment. The Companye®tp to realize the full value of all of these istveents upon maturity. The Company will
record an impairment loss on investments for ahgmthan-temporary decline in fair value of thesbtdsecurities below their cost basis. The
Company did not record any impairment losses tleewelated to other-than-temporary decline invfalue of its debt securities for the six
months ended June 30, 2006 and 2005.

Capitalized Internal Use Software

The Company capitalizes costs to develop intersalanftware under the provisions of Statement siti®a (“SOP”) 98-1, Accounting
for the Costs of Computer Software Development bta@ed for Internal Use.” The Company periodicalyiews and evaluates capitalized
internal use software for indications that thewafe may no longer be expected to provide any seqbtential or placed in service for its
intended use. During the three months ended Jun20®®, the Company recorded a charge of $264,86fcated with the write-off of a
capitalized internal use software project no lorfgging developed or expected to be placed in sefeicits intended use. This charge was
included in products and technology expenses.
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Acquired Intangible Assets
Acquired intangible assets at June 30, 2006 an@mber 31, 2005 are amortized over their estimasefuilives and consist of the
following:

As of June 30, 2006
Average Gross

Estimated Carrying Accumulated Net
Useful Lives Amount Amortization Amount
(in thousands)
Developed technolog 2year $ 82C $ (780 $ 40
Customer relationshiy 3 year 4,37¢ (3,399 97¢
Domain name 5 year: 70C (309) 391
Total $589 $ (4,486)  $1,40¢

As of December 31, 2005

Average Gross
Estimated Carrying Accumulated Net
Useful Lives Amount Amortization Amount
(in thousands)

Developed technolog 2year $ 82C $ (7100 $ 1ac
Customer relationshiy 3 year 4,37¢ (2,757 1,61¢
Domain name 5 year: 70C (239) 461
Total $5,89F $ (3,706  $2,18¢

Amortization expense for the three and six montided June 30, 2006 was $385,000 and $780,000 ctesge. Amortization expense
for the three and six months ended June 30, 2083p4&7,000 and $976,000, respectively. Amortizatiopense related to technology is
classified as cost of revenues. Amortization expdosthe remaining lives of the intangible assetsstimated to be as follows:

Amortization
Expense
(in thousands’
Six months ending December 31, 2( $ 733
2007 49k
2008 14C
2009 41
$  1,40¢

Accrued Liability for Realignment

In June 2006, the Board of Directors of the Compahyhe recommendation of management, approvedlgnment of its workforce,
which included a reduction of its workforce by apgmately 10% or 46 employees. The realignment efected in order to generate
operational efficiencies across the Company’s prolines and to enable new investment in key graavétas. As a result, the Company
recorded a $299,000 charge, consisting of severausts, during the three months and six monthsceddee 30, 2006. This charge was
included in sales and marketing expenses, produttechnology expenses and general and adminigratipenses of $102,000, $138,000
and $59,000 respectively. The Company paid $197¢0@3 severance costs during the three monthsdeiane 30, 2006. As of June 30,
2006, the remaining accrued liability related tis tiealignment was $102,000. The Company expeetsetimaining accrued liability to be p:
in the third quarter of 2006.
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6. Autobytel.Europe LLC

In December 2005, the owners of Autobytel.Europeedto dissolve Autobytel.Europe. As of June 3@&and December 31, 2005,
the assets and liabilities of Autobytel.Europe wasdollows:

June 30 December 31
2006 2005
(in thousands)
Restricted international cash and cash equiva $ 244 $ 241
Other current and ni-current asset 12C 13€
Other current liabilitie (54) (62)
Minority interest (159¢) (163

Autobytel.Europe did not generate any revenuelfertiree and six months ended June 30, 2006 asilh oéthe substantial liquidation
in December 2005. Total revenue for the three anthenths ended June 30, 2005 was $31,000 and @76:@spectively.

7. Commitments and Contingencies

Litigation

In August 2001, a purported class action lawsui filad in the United States District Court for tBeuthern District of New York
against Autobytel and certain of the Company’sentrand former directors and officers (the “Autadyhdividual Defendants”) and
underwriters involved in the Company’s initial picbbffering. The complaints against the Companyehagen consolidated with two other
complaints that relate to its initial public offeg but do not name it as a defendant, and a Calageti Amended Complaint, which is now the
operative complaint, was filed on April 19, 200Ai§ action purports to allege violations of the Baes Act of 1933 and the Securities
Exchange Act of 1934. Plaintiffs allege that thelemvriter defendants agreed to allocate stocken@bmpany'’s initial public offering to
certain investors in exchange for excessive andsaloded commissions and agreements by those orgast make additional purchases of
stock in the aftermarket at pre-determined priBéaintiffs allege that the prospectus for the Conypsinitial public offering was false and
misleading in violation of the securities laws hesait did not disclose these arrangements. Thenasteks damages in an unspecified
amount. The action is being coordinated with apjpnately 300 other nearly identical actions filechengt other companies. A motion to
dismiss addressing issues common to the compamiemdividuals who have been sued in these acti@ssfiled on July 15, 2002. On
October 9, 2002, the Court dismissed the Autolyigividual Defendants from the case without prejedbased upon Stipulations of
Dismissal filed by the plaintiffs and the Autobytetividual Defendants. On February 19, 2003, tber€denied the motion to dismiss the
complaint against the Company. On October 13, 20@4Court certified a class in six of the approaiety 300 other nearly identical actions
and noted that the decision is intended to prostdeng guidance to all parties regarding classfigation in the remaining cases. The
Underwriter Defendants sought leave to appealdéasion and the Second Circuit has accepted theahgPlaintiffs have not yet moved to
certify a class in the Company case. The Compasypproved a settlement agreement and relatednagnég which set forth the terms of a
settlement between Autobytel, the plaintiff clasd the vast majority of the other approximately 8Xuer defendants. Among other
provisions, the settlement provides for a releddheoCompany and the Autobytel Individual Defenddor the conduct alleged in the action
to be wrongful. The Company would agree to underaktain responsibilities, including agreeing dsign away, not assert, or release ce
potential claims the Company may have againstitkeawriters. The settlement agreement also provadgsaranteed recovery of one billion
dollars to plaintiffs for the cases relating to@ithe approximately 300 issuers. On April 20, QIPMorgan Chase and the plaintiffs reached
a preliminary agreement for a settlement for $426an. The JPMorgan Chase settlement has not gehlapproved by the Court. However,
if it is finally approved, then the maximum amotimt the issuers’ insurers will be potentially l@for is $575 million. To the extent that the
underwriter defendants settle all of the casesfféeast one billion dollars, no payment will bgu&ed under the issuers’ settlement
agreement. To the extent that the underwriter difets settle for less than $1 billion, the issaeesrequired to make up the difference. It is
anticipated that any potential financial obligatmirthe Company to plaintiffs pursuant to the tewhthe settlement agreement and related
agreements will be directly covered and paid bynissirance carriers. The Company currently is matra of any material limitations on the
expected recovery of any potential financial oliiigato plaintiffs from its insurance carriers. tigrriers are solvent, and the Company is not
aware of any uncertainties as to the legal suffityeof an insurance claim with respect to any recpby plaintiffs. Therefore, the Company
does not expect that the settlement will involvg payment by the Company. If material limitatiomsthe expected recovery of any potential
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financial obligation to the plaintiffs from the Cg@ny’s insurance carriers should arise, the Conipangximum financial obligation to
plaintiffs pursuant to the settlement agreementldvbe less than $3.4 million. However, if the JPlyenm Chase settlement is finally appro
the Company’s maximum financial obligation to tHaimtiffs pursuant to the settlement agreement @dnal less than $2 million. On
February 15, 2005, the Court granted preliminagrayal of the settlement agreement, subject tasenodifications consistent with its
opinion. Those modifications have been made. Orcman, 2006, the Underwriter Defendants submittgdaiions to the settlement to the
Court. The Court held a hearing regarding theseagydbther objections to the settlement at a fasreearing on April 24, 2006, but it has
yet issued a ruling. There is no assurance thattduwet will grant final approval to the settlemelfithe settlement agreement is not apprc
and the Company is found liable, the Company it estimate or predict the potential damagasrttight be awarded, whether such
damages would be greater than its insurance coggoagvhether such damages would have a maten@dton its results of operations,
financial condition or cash flows in any future ipek

Between April and June 2001, eight separate pwgarass actions virtually identical to the onedikhgainst Autobytel were filed
against Autoweb.com, Inc. (“Autoweb”), certain ofithweb’s current and former directors and offiqge “Autoweb Individual
Defendants”) and underwriters involved in Autoweinisial public offering. The complaints against thweb have been consolidated into a
single action, and a Consolidated Amended Complainich is now the operative complaint, was filedApril 19, 2002. The foregoing
action purports to allege violations of the SedesitAct of 1933 and the Securities Exchange Ad9#4. Plaintiffs allege that the underwriter
defendants agreed to allocate stock in Autowebtgirpublic offering to certain investors in exeige for excessive and undisclosed
commissions and agreements by those investorshke additional purchases of stock in the aftermaak@ire-determined prices. Plaintiffs
allege that the prospectus for Autoweb’s initiable offering was false and misleading in violatiohthe securities laws because it did not
disclose these arrangements. The action seeks éarimagn unspecified amount. The action is beirgdinated with approximately 300
other nearly identical actions filed against otb@mpanies. A motion to dismiss addressing issuesr@n to the companies and individuals
who have been sued in these actions was filed lgriL312002. On October 9, 2002, the Court disniigshe Autoweb Individual Defendants
from the case without prejudice based upon Stimriatof Dismissal filed by the plaintiffs and theitdweb Individual Defendants. On
February 19, 2003, the Court dismissed the Sedfigh) claim without prejudice and with leave tolega but denied the motion to dismiss
the claim under Section 11 of the Securities Act@33 against Autoweb. On October 13, 2004, theriGmutified a class in six of the
approximately 300 other nearly identical actiond anted that the decision is intended to providenst guidance to all parties regarding class
certification in the remaining cases. The Undemvribefendants sought leave to appeal this decaidnthe Second Circuit has accepted the
appeal. Plaintiffs have not yet moved to certifglass in the Autoweb case. Autoweb has approvettiement agreement and related
agreements which set forth the terms of a settléimetmveen Autoweb, the plaintiff class and the vaajority of the other approximately 300
issuer defendants. Among other provisions, théese#int provides for a release of Autoweb and thewab Individual Defendants for the
conduct alleged in the action to be wrongful. Autvwvould agree to undertake certain responsitsijitiecluding agreeing to assign away, not
assert, or release certain potential claims Automa have against its underwriters. The settleragréement also provides a guaranteed
recovery of one billion dollars to plaintiffs fdne cases relating to all of the approximately 3@0iérs. On April 20, 2006, JPMorgan Chase
and the plaintiffs reached a preliminary agreenfiené settlement for $425 million. The JPMorgan &haettlement has not yet been appr
by the Court. However, if it is finally approvethen the maximum amount that the issuers’ insurdtd®/potentially liable for is $575
million. To the extent that the underwriter defenidasettle all of the cases for at least one hiltollars, no payment will be required under
the issuers’ settlement agreement. To the extantlie underwriter defendants settle for less $fahillion, the issuers are required to make
up the difference. It is anticipated that any pt#rinancial obligation of Autoweb to plaintiffsursuant to the terms of the settlement
agreement and related agreements will be direothered and paid by its insurance carriers. Autoewgbently is not aware of any material
limitations on the expected recovery of any potdriitnancial obligation to plaintiffs from its insance carriers. Its carriers are solvent, and
Autoweb is not aware of any uncertainties as tdebal sufficiency of an insurance claim with resp® any recovery by plaintiffs. Therefc
the Company does not expect that the settlemehinwdlve any payment by Autoweb. If material limtiions on the expected recovery of any
potential financial obligation to the plaintiffsofin Autoweb’s insurance carriers should arise, Agfo'w maximum financial obligation to
plaintiffs pursuant to the settlement agreementlavbe less than $3.4 million. However, if the JPlyl Chase settlement is finally appro
the Company’s maximum financial obligation to tHaiptiffs pursuant to the settlement agreement @dnd less than $2 million. On
February 15, 2005, the Court granted preliminagyagal of the settlement agreement, subject tagermodifications consistent with its
opinion. Those modifications have been made. Orcman, 2006, the Underwriter Defendants submittgdaiions to the settlement to the
Court. The Court held a hearing regarding theseagydbther objections to the settlement at a fasriearing on April 24, 2006, but it has
yet issued a ruling. There is no assurance thatthet will grant final approval to the settlemelfithe settlement agreement is not apprc
and Autoweb is found liable, the Company is unablestimate or predict the potential damages thghnie
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awarded, whether such damages would be greateAtltaweb’s insurance coverage, or whether such desmeould have a material impact
on the Company’s results of operations, finanadition or cash flows in any future period.

The Company has reviewed the above class actioersa@ind does not believe that it is probabledHass contingency has occurred;
therefore, the Company has not recorded a liakalitginst these claims as of June 30, 2006.

On September 24, 2004, the Company filed a lavistiite United States District Court for the Easteistrict of Texas against Dealix
Corporation. In that lawsuit, the Company asserné&thgement of U.S. Patent No. 6,282,517, entitledal Time Communication of
Purchase Requests,” against Dealix Corporation.ddrapany contended that Dealix Corporation is ingfiig the Companyg’ patent by virtu
of Dealix Corporation’s software system for thetidligition of purchase requests, and sought damagd®r a preliminary injunction. Dealix
Corporation filed answers to this lawsuit on Jag28, 2005, February 1, 2005 and July 19, 200%tith it asserts typical defensive
counterclaims denying infringement, asserting patgiause and challenging the validity of the pat@ihie Company filed a reply responding
to such counterclaims on August 2, 2005. A MarkHaaring, to construe the individual terms of theeaed patent’s claims prior to a
determination of infringement, was held in OctoB@05. An order construing certain terms of the i@sdeclaims was issued in January 2006.
The parties are conducting fact discovery withal ttate set for November 2006. Dealix Corporattso seeks attorney’s fees and costs. The
Company expects to incur attornejeés and costs in this matter as are customahgeipitosecution of patent litigation, and couldibblé fol
Dealix Corporation’s attorneys’ fees and costseflix Corporation is successful in its counterciim

Between October and December 2004, five separapmpad class actions were filed in the United &adistrict Court for the Central
District of California against Autobytel and certaif its current and former directors and formdicefs. The claims were brought on behalf
of stockholders who purchased shares during thieg@duly 24, 2003 through October 21, 2004. Thandeaalleged in all of these purported
class actions were virtually identical, and purpdrto allege violations of Sections 10(b) and 20fahe Securities Exchange Act of 1934 and
Rule 10b-5 promulgated thereunder. In this regiuel plaintiffs alleged that the Company misreprésgtiand omitted material facts with
respect to its financial results and operationsnduthe time period between July 24, 2003 and Gat@0, 2004. The complaint sought
unspecified compensatory damages, and attornegs’'@ed costs, as well as accountants’ and expeets’ On January 28, 2005, the court
ordered the consolidation of the currently pendilags actions into a single case pursuant to alatipn for consolidation signed by alll
parties. On March 14, 2005, the court appointezhd blaintiff and approved the selection of leainsel and liaison counsel. On June 30,
2005, the lead plaintiff filed and served a Cordatied Amended Class Action Complaint. The putatlass period is July 24, 2003 to
October 21, 2004. Defendants filed and served domdd dismiss the Consolidated Amended Class Adfiomplaint on August 1, 2005 and
filed their reply brief on February 17, 2006. Theahing was set for March 13, 2006, but the pafiied a stipulation to take the hearing off
calendar without prejudice to re-noticing the heguin the future. On July 31, 2006, the partiegmt into a Stipulation of Settlement which
was subsequently filed with the court for approyahong the terms of the proposed settlement, thag2my and individual defendants, as
well as other released persons, will be releas®d #ll claims related to this action, and a seetiund will be established. The settlement
fund is expected to be funded in full by the Comyparnnsurer. If the court does not approve the satld or the settlement is not finalized
any other reason and the litigation continuesQbmpany intends to vigorously defend the claimse Tompany cannot currently predict the
impact or outcome of the litigation, which couldveaa material impact on the Company’s results @ragons, financial condition and cash
flows. The Company has not recorded a liabilityiagtethis claim as of June 30, 2006.

In addition, certain current and former directansl aertain former officers of the Company are dééets in a derivative suit pending in
the Superior Court of Orange County, Californiag &utobytel is named as a nominal defendant inghis This suit purports to allege that
the defendants breached numerous duties to the &ogmimcluding breach of fiduciary duty and misagptation of information, abuse of
control, gross mismanagement, waste of corporaget®sand unjust enrichment, as well as violatafrGalifornia Corporations Code 25402
(trading with material non-public information), atitht these breaches and violations caused losske Company, including damages to its
reputation and goodwill. Plaintiffs’ claims are bdsn allegations that the defendants dissemiriateel and misleading statements
concerning the Company’s results of operationsthatithese results were inflated at all relevanes due to violations of generally accepted
accounting principles and Securities and Exchargar@ission rules. The complaint seeks unspecifiedpsmsatory damages, treble
damages, equitable and/or injunctive relief, restin, and attorneys’ fees and costs, as well eswattants’ and experts’ fees. Plaintiffs filed
and served an Amended Derivative Complaint on 28[y2005. Defendants filed and served a motionayp and a demurrer in October 2005.
On November 29, 2005, the court granted the mdtistay and set a status
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conference for March 1, 2006. On February 22, 2€@@$parties stipulated to continue the March D&2€tatus conference, and the court
approved the stipulation. The parties have stipdlab further continue the status conference. Tdragany intends to defend this suit
vigorously. However, the Company cannot currentidict the impact or outcome of the litigation, aiicould be material, and the
continuation and outcome of this lawsuit, as welttee initiation of similar suits may have a matkitnpact on the Company’s results of
operations, financial condition and cash flows. Twmpany has not recorded a liability against ¢kagm as of June 30, 2006.

On October 21, 2005, Autobytel received a complagnivell as a demand for arbitration/statementadficfiled by certain former
shareholders of Stoneage Corporation (“Stoneagé&¥.complaint was filed in the Central District@dlifornia and names Autobytel as well
as certain current and former officers and directs defendants. The demand for arbitration wed filith the American Arbitration
Association and names the same group of defendemsallegations and claims in both of these matiee virtually identical and stem from
the acquisition of Stoneage by Autobytel on ApE| 2004. Both the complaint and demand for arbinatontain causes of action for: breach
of the acquisition agreement, breach of the regisin rights agreement, violations of Californiar@arations Code Sections 25401 and 25
violations of California Corporations Code Secti@300 and 25500, fraud, negligent misrepresemiatiaudulent concealment, and
violations of Sections 10(b) and 20(a) of the SiiesrExchange Act of 1934 and Rule 10b-5 prom@dahereunder. The demand for
arbitration also contains a cause of action folagion of Section 17(a) of the Securities Act 0889The complaint and demand for arbitra
seek unspecified damages and attorneys’ fees ats, ez well as rescission and punitive awards defendants have not responded to either
the complaint or demand for arbitration. On Novenif 2005, the parties requested that the arlgitrdiie stayed, and on February 8, 2006,
the plaintiffs dismissed the complaint without idige. If the arbitration stay is lifted or a neantplaint is filed, the Company will defend
these claims vigorously. The Company cannot cusrgmedict the outcome of this litigation, whickgemknding on the outcome, may have a
material impact on its results of operations, fitiahcondition or cash flows. The Company has mobrded a liability against this claim as of
June 30, 2006.

From time to time, the Company is involved in otliggation matters arising from the normal couddéts business activities. The
actions filed against the Company and other litiggteven if not meritorious, could result in swargtal costs and diversion of resources and
management attention, and an adverse outcomégatiin could materially adversely affect the Comga business, results of operations,
financial condition and cash flows.

Guarantees

The Company guarantees operating lease commitmedated to facilities in Westerville, Ohio and Tradyichigan for some of its
wholly-owned subsidiaries. The maximum guaranteetarhis approximately $1,080,000 which represdmsémaining commitment on
such operating lease arrangements as of June 36, 20
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Item 2. Managemer's Discussion and Analysis of Financial Conditionnal Results of Operations

The Securities and Exchange Commission (“SEC”) eragges companies to disclose forward-looking infttion so that investors can
better understand a company'’s future prospectsraaie informed investment decisions. This QuartBdport on Form 10-Q contains such
forward-looking statements within the meaning & Brivate Securities Litigation Reform Act of 1998Bords such as “anticipate,”
“estimate,” “expects,” “projects,” “intends,” “plaq’ “believes” and words of similar substance usedonnection with any discussion of
future operations or financial performance identifgward-looking statements. In particular, statategegarding expectations and
opportunities, new product expectations and cajiaisil and our outlook regarding our performance growth are forward-looking
statements. This Quarterly Report on Form 10-Q edsdains statements regarding plans, goals aretilgs. There is no assurance that we
will be able to carry out such plans or achievehggmals and objectives or that we will be ableuccgssfully do so on a profitable basis.
These forward-looking statements are just predistiand involve risks and uncertainties such thiatshcesults may differ materially from
these statements. Important factors that couldecaasial results to differ materially from thos#éeeted in forward-looking statements made
in this Quarterly Report on Form 10-Q are set fartlder Part Il “Item 1A. Risk Factors.” Investors arged not to place undue reliance on
forward-looking statements, which speak only athefdate hereof. We are under no obligation, apdessly disclaim any obligation, to
update or alter any forward-looking statements,ttwbieas a result of new information, future evenmtstherwise. All forward-looking
statements contained herein are qualified in temtirety by the foregoing cautionary statementdekkspecified otherwise, as used herein,
the terms “we,” “us” or “our” refer to Autobytel tn and its subsidiaries.

You should read the following discussion of oumtesof operations and financial condition in caorgtion with our condensed
consolidated financial statements and related rinthsded elsewhere in this Quarterly Report omi@0-Q.

Overview

We are an automotive marketing services compartyhtlps dealers sell cars and manufacturers buidds through efficient
marketing and advertising primarily through theshmiet. We own and operate automotive Web sitekjdimgg Autobytel.com, Autoweb.com,
Car.com, CarSmart.com, AutoSite.com, AICAutoSitmicdutoahorros.com, and CarTV.com. We are als@ditgy provider of customer
relationship management (CRM) products and programssisting of lead management products, custdogatty and retention marketing
programs, data extraction services and automotadk@ting data and technology services. In the sbqoarter of 2006 we began, and pla
continue, to implement certain strategic initiaivancluding transitioning us toward a media-cenisiness model, focusing on providing
best-of-class marketing and media services foldeaier and manufacturer customers, and capturirgrition opportunities within our
business.

On June 12, 2006, our Board of Directors, at titemenendation of management, approved a realignafentr workforce, which
included a reduction of our workforce by approxielatl0%. The realignment was effected in orderdnegate operational efficiencies across
our product lines and to enable new investmeneindrowth areas. As a result, we recorded a $0l®mcharge in the second quarter of
2006, consisting of severance costs.

Effective August 9, 2006, PricewaterhouseCooper® [[IPwC”) will cease being our independent registered pwdaunting firm. Wi
expect to select an independent registered pubdicuanting firm to replace PwC in the third quadéf006.

We announced on May 1, 2006 that Michael Schmigt Ghief Financial Officer, is expected to trarwmitfrom his position upon the
completion of our search for a new chief finanoificer.

Richard Walker resigned as Executive Vice PresidedtChief Operating Officer and all other offitiéles he holds with us or any of
our subsidiaries effective May 31, 2006.

Our results of operations have been affected irséttend quarter of 2006, and may continue to ez in the future, by various
factors, including, but not limited to, the follavg:

» general economic and market conditions in the aatwe industry;

» the effects of competition (e.g., the availabihtyd pricing of competing services and productsthadesulting effects on sales and
pricing of our services and product

e variations in spending by automotive manufactuogrsur advertising service
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» increase spending with third parties who directegueries to our Web site
» stock compensation expense as a result of adohtngrovisions of SFAS No. 123(F
e costs associated with enforcing our intellectuaperty rights; an

e costs associated with defending purported classraaterivative and other lawsuits filed againstasg certain current and former
directors and officers relating to the restatemehtsur consolidated financial statemel

Also, our results of operations may be affectethenfuture by the implementation of certain stratégjtiatives, including those
described above. We anticipate these strategiatiniés will require an investment of approximat&® million to $4 million in operating
expenses and approximately $3 million to $4 milliercapital expenditures over the remainder of 200 re will also be further investments
over the course of 2007.

For the year ending December 31, 2006, we expattéivenue from leads and advertising will bothlideavhen compared to the same
period in 2005. CRM revenues are expected to iser@a2006 when compared to 2005. Cost of revemagpected to increase as a
percentage of total revenue for the year endingeBeer 31, 2006 when compared to the same peripdds. Operating expenses, excluding
cost of revenue, are expected to increase in 20@hwompared to 2005. Operating expenses incledpréviously mentioned costs
associated with the implementation of our stratégiatives, stock-based compensation expensdaltiee implementation of FAS 123(R)
and costs associated with enforcing our intelldqiuaperty rights.

On January 1, 2006, we adopted the provisionsaiEBtent of Financial Accounting Standards (SFAS) N3(R), “Share-Based
Payments,” which is a revision to SFAS No. 123, ¢8enting for Stock-Based Compensation” issued 861%sing the modified prospective
application method. Under this transition methammpensation cost of $1.2 million was recognizethsnsecond quarter of 2006, which
includes the applicable amounts of: (a) compensaidst of all stock-based payments granted pridoubnot yet vested as of December 31,
2005 (based on the grant-date fair value estimatadcordance with the original provisions of SFN&. 123 and previously presented in the
pro forma footnote disclosures), and (b) compearatdst for all stock-based payments granted sulesedo December 31, 2005 (based on
the grant-date fair value estimated in accordante tive new provisions of SFAS No. 123(R)). Seee\at Stock-Based Compensation, in the
accompanying notes to the condensed consolidateddial statements.

As of June 30, 2006, we had $38.1 million in doneesish, cash equivalents, and short-term invegsnen

Net cash used in operations was $5.2 million instheond quarter of 2006. For the remainder of 2@@6expect to continue to use cash
in excess of cash generated from operations.

Our lead referral dealer relationships representaftic and imported makes of vehicles and lightksusold in the United States. As of
June 30, 2006, our lead referral dealer relatigsstaxcluding dealer enterprise relationshipstaitable to automotive manufacturers or their
automotive buying service affiliates, totaled apjimmately 6,330, encompassing approximately 5,57dIrdealer relationships (including
approximately 140 suspended dealers) and relatipmstith major dealer groups representing approieéga’60 enterprise dealer
relationships. Additionally, our lead referral deralelationships include 10 direct relationshipsa@npassing 20 brands with automotive
manufacturers or their automotive buying servidaiatles through our enterprise sales initiativepresenting up to approximately 21,350
enterprise dealer relationships. As of June 30628pproximately 660 retail dealers had more thanretail lead referral dealer relationship
with us.

A majority of our revenue from lead referral deakdationships is derived from retail dealer raaghips and enterprise dealer
relationships with major dealer groups. In additias of June 30, 2006, our finance lead referralowk included approximately 370
relationships with retail dealers, finance requermediaries, and automotive finance companies participate in our Car.com finance
referral network. Participants in the finance reienetwork receive requests to arrange for finagehe purchase of an automobile. As of
June 30, 2006, the CRM customer relationships stetsiof approximately 2,940 Web Contfglour lead management product (“Web
Control”), and approximately 900 RP} our customer loyalty and retention marketing jpaong, relationships.

As an example of how we calculate these relatigrssta dealer that subscribes to the Autobytel.cew car program and the
Autoweb.com new car program accounts for two retadler relationships, and a dealer that subsctibear Web Control product and RPM
program accounts for two CRM customer relationshiyssa further example, a dealer group that owrestkifferent franchises and that
subscribes to the Autoweb.com new car programlf@uah franchises accounts for three retail deationships. Web Control customer
relationships are accounted for based on the nuoftmrstomers using Web Control, rather than thaber of franchises owned by a given
customer. We no longer include iMana§éour
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legacy lead management tool) product relationshifiin CRM customer relationships, as we are offgrilealers who use iManager the
opportunity to migrate to our Web Control product.

Suspended dealer relationships are relationshifhsdeialers to whom the delivery of purchase reguarsperformance of services has
been suspended. The suspension may be initiated bythe dealers for various reasons, includingnbt limited to nonpayment by dealers
or dealers temporarily not having an Internet managhe number of dealer relationships and custoglationships as of June 30, 2006
referred to above was determined in conformity i methodology described above.

We conduct our business within one business segmith is defined as providing automotive markgtervices.
Lead fees consist of car buying purchase requestfte new and used cars, and finance request fees.

Fees for car buying purchase requests are paidthif dealers, enterprise dealers and automotiveufaaturers or their automotive
buying service affiliates who participate in outina car buying referral networks. Enterprise desatmnsist of (i) dealers that are part of
major dealer groups with more than 25 dealershigiswhom we have a single agreement and (ii) dedbet are eligible to receive purchase
requests from us as part of a single agreementamitiutomotive manufacturer or its automotive bgygarvice affiliate. Major dealer groups
include AutoNation and automotive manufacturerstide General Motors and Ford. Fees paid by cust®pesticipating in our car buying
referral networks are comprised of monthly subsiaipand/or transaction fees for consumer leadpuochase requests, which are directed to
participating dealers. These monthly subscriptiod ansaction fees are recognized in the perindcgeis provided. Ongoing fixed monthly
subscription fees are based, among other thingseosize of territory, demographics and, indingdthe transmittal of purchase requests to
customers participating in our car buying refenetiworks. Transaction fees are based on the nuafilperrchase requests provided to retail
and enterprise dealers and automotive manufactaeesfs month.

Generally, our dealer contracts are terminable@day/s’ notice by either party. As of June 30, 2@0fajor manufacturer in our
program accounted for up to approximately 8,00@mmnise dealer relationships. This program witthswmajor manufacturer automatically
extends in one-month increments until terminatedidpr the manufacturer. From time to time, a mdgaler group or automotive
manufacturer may significantly increase or decrésaumber of enterprise dealers participatingundealer networks or the number of
purchase requests accepted from us.

Revenues from lead fees were $17.8 million and#fllion, or 60% and 63% of total revenues in seeond quarter of 2006 and 2(C
respectively.

We expect to derive a majority of our revenuedinforeseeable future from retail dealers, enteepealers and automotive
manufacturers that participate in our online cayitg referral networks and dealers, finance requestmediaries, and automotive finance
companies that participate in our finance refamedivork.

To enhance the quality of purchase requests, aachgse request is passed through our Quality igatibn Systen¥™which uses
filters and validation processes to identify constswith valid purchase intent before delivering purchase request to our retail and
enterprise dealers. We believe the implementaticdhese quality enhancing processes allows uslieeddnigh quality purchase requests to
our retail and enterprise dealers. High qualitychase requests are those that result in high gaatios. Closing ratio is the ratio of the
number of vehicles purchased at a dealer genefrmt@dpurchase requests to the total number of magehequests sent to that dealer.

We delivered approximately 0.8 million and 0.9 ioill purchase requests through our online systemetad and enterprise dealers in
the second quarter of 2006 and 2005, respecti@lthese, approximately 0.5 million and 0.6 millimere delivered to retail dealers in the
second quarter of 2006 and 2005, respectively appdoximately 0.3 million were delivered to entésprdealers in both the second quarter of
2006 and 2005. The number of purchase requestehvetd to our retail dealers in the second quafte006 reflects a decline from the
same period in 2005. We are taking actions to s=v#is trend. However, we cannot assure thatrénigl will not continue for the remainder
of 2006.

Additionally, we delivered approximately 0.2 millidinance requests in both the second quarter @ 2did 2005 to retail dealers,
finance request intermediaries, and automotivenfieacompanies.

Advertising revenues represent fees from automatimaufacturers and other advertisers who targebuwgers during the research,
consideration and decision making process on our ¥ites, as well as through direct marketing offigsi Using the targeted nature of
Internet advertising, manufacturers can advertis@ brands effectively on any of our Web sitegdrgeting advertisements to consumers
who are researching vehicles, thereby increasiadikblihood of influencing their purchase decision
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Revenues from advertising were $4.3 million andb$illion, or 15% and 14% of total revenues in seeond quarter of 2006 and 20
respectively.

CRM services consist of fees paid by customers uggoour customer retention and lead managementigieodCustomer retention and
lead management products consist of Web Controlcostomer lead management product, RPM, and AuieenBownload Services
(“ADS"), our data extraction service. Customersigsbur CRM services pay transaction fees basetdengecified service, or ongoing
monthly subscription fees based on the level otfiomality selected from our suite of lead managenpeoducts. Revenues from CRM
services were $6.3 million and $6.0 million, or 22%d 19% of total revenues in the second quart2006 and 2005, respectively.

Revenues from data, applications and other inclede from automotive marketing data and technolotssified listings for used cars,
international licensing agreements, internet sm#ning and other products and services. Revefragsdata, applications and other were
$1.0 million and $1.1 million, or 3% and 4% of tiotavenues in the second quarter of 2006 and 2@3pectively. We develop data for use
our Web sites, and also make it available to thadies, such as automotive manufacturers anchigttgiortals.

We continue to focus our efforts on offering maikgtservices to dealers and automotive manufacturer

To enhance our retail dealers’ ability to sell aasgg our programs, we developed and implemeraeidws products and processes that
allow us to provide high quality dealer support. @datact all retail dealers new to our programsotafirm their initiation on our programs
and train their designated personnel on the usaioprograms and products. We also contact ouit tetalers on a regular basis to identify
retail dealers who are not using our programs #&ffely, develop relationships with retail dealeingipals and their personnel responsible for
calling consumers and to inform our retail deaddrsut their effectiveness using surveys compleyepuschase-intending consumers.

Our relationship with retail dealers may terminf@tevarious reasons including:

» termination by the dealer due to issues with pwelraquest volume, purchase request quality, f¥eases or lack of dedicated
personnel to manage the program effectiv

e termination by us due to the dealer providing pmgtomer service to consumers or for nonpaymefeesf by the deale
« termination by us of dealers that cannot providevitls a reasonable profi

» elimination of the manufacturer brand,

» sale or termination of the dealer franch

From time to time as we sign major dealer groupeteive purchase requests, dealers that are fggrt groups and previously
represented retail dealer relationships are coweazhterprise dealer relationships. In the seqoader of 2006, we had a slight increase in
our number of retail dealer relationships. We camssure that we will be able to continue to inseear maintain our number of retail dealer
relationships. If we are unable to maintain our benof retail dealer relationships, our businessuits of operations and financial condition
could be materially and adversely affected.

Because our primary revenue source is from leag] fag business model is different from many oth&grnet commerce sites. The
automobiles requested through our Web sites adelgotiealers; therefore, we derive no direct reesrftom the sale of a vehicle and have
procurement, carrying or shipping costs and noritegy risk.

Critical Accounting Policies

Sock Based Compensation Expense. Effective January 1, 2006, we adopted SFAS No.RP86ing the modified prospective method
and therefore have not restated prior periods’li@sunder the fair value recognition provisionsSi#AS No. 123R, we recognize stock-based
compensation net of an estimated forfeiture ratetharefore only recognize compensation cost fosd¢tshares expected to vest over the
service period of the award. Prior to SFAS No. R)3Hdoption, we accounted for share-based paynueatesr APB Opinion No. 25 and,
accordingly, generally recognized no
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compensation expense related to share-based amsedgards were generally granted at fair valueeatiite of grant and accounted for
forfeitures as they occurred.

Calculating stock-based compensation expense egtlie input of highly subjective assumptions,udiig the expected term of the
stock-based awards, stock price volatility, andy@sting option forfeitures. We estimate the expédife of options granted based on
historical exercise patterns, which we believerapesentative of future behavior, using a lattikpected term model. We estimate the
volatility of our common stock at the date of grased on historical volatility of our common stdoka period equal to the expected term of
the awards. The assumptions used in calculatinfathgalue of stock-based awards represent ourdstgnates, but these estimates involve
inherent uncertainties and the application of mansnt judgment. As a result, if factors changewedise different assumptions, our stock-
based compensation expense could be materiallgrdift in the future. In addition, we are require@stimate the expected forfeiture rate and
only recognize expense for those shares expectesstoWe estimate the forfeiture rate based aotiisl experience of our stock-based
awards that are granted, exercised and cancefledr hctual forfeiture rate is materially diffetdrom our estimate, the stock-based
compensation expense could be significantly diffefeom what we have recorded in the current per8sk Note 4 — “Stock-Based
Compensation” in the condensed consolidated firsustatements for additional information.

Revenue Recognition. We recognize revenues when earned as defined HyA8tounting Bulletin (“SAB”) No. 104, “Revenue
Recognition,” and Emerging Issues Task Force (“EJTésue 00-21, “Accounting for Revenue Arrangensenith Multiple Deliverables.”
SAB No. 104 considers revenue realized after alt fif the following criteria are met: (i) persuasisvidence of an arrangement exists,
(i) delivery has occurred or services have beedeead, (iii) the seller’s price to the buyer iefil or determinable and (iv) collectibility is
reasonably assured.

In accounting for multiple-element arrangementg, ofithe key judgments to be made is the accountihge that is attributable to the
different contractual elements. The appropriatecallion of value not only impacts which revenueatn is credited with the revenue, it also
impacts the amount and timing of revenue recorddtie consolidated statement of operations durigiyen period due to the differing
methods of recognizing revenue. Revenue is allddateach element based on the accounting detetiomrat the relative fair value of that
element to the aggregate fair value of all elemertie fair values must be reliable, verifiable ahjectively determinable. When available,
such determination is based principally on theipgof similar cash arrangements with unrelatedigsthat are not part of a multipdemen
arrangement. When sufficient evidence of the falugs of the individual elements does not existemele is not allocated among them until
that evidence exists. Instead, the revenue is rézed as earned using revenue recognition princigpplicable to the entire arrangement as if
it were a single element arrangement.

Results of Operations
The following table sets forth our results of opienas as a percentage of revenues:

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Revenue: 100% 10C% 100% _100%
Costs and expense
Cost of revenue 49 41 50 40
Sales and marketir 25 22 26 24
Product and technology developm 21 20 20 19
General and administrati\ 32 27 33 26
Amortization of acquired intangible ass 1 1 1 _ 1
Total costs and expens 12¢€ 111 13C _1ac
Loss from operation (28) (11 (30 (20
Other income 1 1 2 1
Loss before income taxes and minority inte (27) (20 (28) 9
Provision for income taxe — — — —
Minority interest — — — —
Net loss (279%) (10%) (28%) (%)
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Revenues by groups of similar services are asviglign thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Revenues

Lead fees $17,75¢ $19,69¢ $35,74¢ $41,32¢
Advertising 4,311 4,497 8,09( 9,25¢
CRM services 6,34 6,04( 12,68: 11,79¢
Data, applications and oth 96( 1,14¢ 1,92¢ 2,33:
Total revenue $29,37. $31,38: $58,44: $64,71:

Three Months Ended June 30, 2006 Compared to the Tée Months Ended June 30, 2005

Revenues. Our revenues decreased by $2.0 million, or 6%2@&4 million in the second quarter of 2006 comgace$31.4 million in
the second quarter of 2005.

Lead Fees. Lead fees decreased by $1.9 million, or 10%, ta&#illion in the second quarter of 2006 compare@#19.7 million in the
second quarter of 2005. The decrease was prinduéyto a decline in the (i) purchase requests e@d/to our retail dealers of 0.1 million,
primarily due to a lower average monthly delivefyparchase requests per dealer coupled with ardeiliour retail dealer relationships and
(i) average sales price per retail lead.

Advertising. Advertising revenue decreased by $0.2 million, %, 40 $4.3 million in the second quarter of 2006hpared to $4.5
million in the second quarter of 2005. The decréasalvertising revenue was primarily due to lospending by automotive manufacturers
with our properties.

CRM Services. CRM services increased by $0.3 million, or 5%, 6ca3million in the second quarter of 2006 compacefi6.0 million in
the second quarter of 2005. The increase was dame itacrease in fees from Web Control products @salt of an increase in the average fee
per customer coupled with an increase in the nurobenstomers from approximately 2,900 at June2B05 to approximately 2,940 at
June 30, 2006.

Data, Applications and Other. Revenues from data, applications and other deatdas&0.2 million or 16%, to $1.0 million in the
second quarter of 2006 compared to $1.1 milliothexsecond quarter of 2005. The decrease was [iyirdae to a decrease in fees from
classified advertising that was discontinued indbeond quarter of 2005 and international licerss s a result of the substantially complete
liquidation of Autobytel.Europe in the fourth quarrbf 2005, coupled with a decline in fees froniniray.

Cost of Revenues. Cost of revenues consists of traffic acquisitioatsq“TAC”) and other cost of revenues. TAC corssidtpayments
made to our internet consumer request providecfyding Internet portals and online automotive infation providers. Other cost of
revenues consists of printing, production, andaapstfor our customer loyalty and retention progrdess paid to third parties for data and
content included on our properties, connectivitgtsptechnology license fees, server equipmenedégiion and technology amortization and
compensation related expense.

Cost of revenues increased by $1.7 million or 14%14.4 million in the second quarter of 2006 coragddo $12.7 million in the
second quarter of 2005. This represents 49% andof1@tal revenues for the second quarter of 20@B2005, respectively. The increase
primarily due to a $1.8 million increase in TACasgesult of our increased spending with third artivho direct search queries to our Web
sites and an increase in the costs of finance stgaequired from third parties, partially offsgtébdecrease in the number of purchase
requests acquired directly from third parties. Thigease was offset by a $0.1 million decline timeo costs.

Salesand Marketing. Sales and marketing expense includes costs falagng our brand equity and personnel and othsisco
associated with dealer sales, CRM sales, Web ditertising sales, and dealer training and supfates and marketing expense increased by
$0.3 million, or 4%, to $7.3 million in the secoqdarter of 2006 compared to $7.0 million in theosetquarter of 2005. This represents 25%
and 22% of total revenues for the second quartgf06 and 2005, respectively. The increase wasgpiliyrdue to a $0.3 million increase in
stock compensation expense as a result of adathngrovisions of SFAS No. 123(R) on January 16200

Product and Technology Development. Product and technology development expense inclpeiesonnel costs related to developing new
products, enhancing the features, content anditumadity of our Web sites and our Internet-based
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communications platform, costs associated withtel@communications and computer infrastructure,@sds related to data and technology
development. Product and technology developmergresgpdecreased by $0.1 million, or 2%, to $6.Zionilin the second quarter of 2006
compared to $6.3 million in the second quarterGii%® This represents 21% and 20% of total revefarabe second quarter of 2006 and
2005, respectively. The decrease was primarilytddewer personnel and related costs of $0.6 nnilhissociated with the decrease in
headcount, offset by a $0.3 million charge assediatith the write-off of a capitalized internal usEtware no longer being developed or
expected to be placed in service for its intendss] and a $0.2 million increase in stock compeosakpense as a result of adopting the
provisions of SFAS No. 123(R) on January 1, 2006.

General and Administrative. General and administrative expense consists ofutixeg financial and legal personnel expenses astsc
related to being a public company. General and aidtnative expense increased by $0.9 million, dlio $9.5 million in the second quarter
of 2006 compared to $8.5 million in the second tprasf 2005. This represents 32% and 27% of tetamues for the second quarter of 2006
and 2005, respectively. The increase was primdrily to:

* increase in legal fees of $2.6 million associatéti enforcing our intellectual property righ

» increase in stock compensation expense of $0.7fom#ls a result of adopting the provisions of SF¥®S 123(R) on January 1,
2006,

* increase in compensation costs of $0.6 million prity associated with the separation of an offftem us and the realignment and
reduction of our workforce
These increases were offset by a:

» decrease in costs associated with the preparatidaadits of our consolidated financial statemef®2.1 million, which were
primarily due to professional fees incurred in $eeond quarter of 2005 associated with the inteevééw and restatements of our
consolidated financial statemer

» reimbursement of $0.4 million by our insurance ieaufor specific legal costs incurred associatethwefending purported class ¢
derivative action lawsuits, acquisition arbitraditigation and securities litigatio

» decrease in other legal costs of $0.2 million,
» decrease in other costs of $0.3 million, includiegruiting and consulting fee

Interest Income. In the second quarter of 2006, interest incomeeemed by $0.1 million, to $0.5 million compared@®4 million in the
second quarter of 2005. The increase in interesinie was due to the investment of our cash in atsatielding higher interest rates.

Minority Interest. Minority interest represents the portion of AutadyEurope’s net income allocable to Autobytel.pg's other
shareholder.

Income Taxes. We recorded zero for the provision for state inedaxes for the second quarter of 2006 compar&6.tomillion for the
second quarter of 2005.

Six Months Ended June 30, 2006 Compared to Six Mom$ Ended June 30, 2005

Revenues. Our revenues decreased by $6.3 million, or 109584 million for the six months ended June 30,626@0mpared to $64.7
million for the same period in 2005.

Lead Fees. Lead fees decreased by $5.6 million, or 13%, taB8&4llion for the six months ended June 30, 2006 \pared to $41.3
million for the same period in 2005. The increases \primarily due to a decline in the (i) purchasguests delivered to our retail dealers of
0.2 million, primarily due to a lower average mdwttielivery of purchase requests per dealer coupiéiia decline in our retail dealer
relationships and (ii) average sales price peilfetd.

Advertising. Advertising revenue decreased by $1.2 million, 21 to $8.1 million for the six months ended JuBeZ006 compared to
$9.3 million for the same period in 2005. The daseewas primarily due to lower spending by autoveathanufacturers with our properties.

CRM Services. CRM services increased by $0.9 million, or 7%, 1@.8 million for the six months ended June 30, 26@®pared to
$11.8 million for the same period in 2005. The @age was due to a $0.8 million increase in feen eb Control products as a result of an
increase in the average fee per customer couplddaniincrease in the number of customers fromaamprately 2,900 at June 30, 2005 to
approximately 2,940 at June 30, 2006 and a $0.liomihcrease in RPM revenue.
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Data, Applications and Other. Revenues from data, applications and other deatdas&0.4 million, or 17%, to $1.9 million for thsex
months ended June 30, 2006 compared to $2.3 mfthiothe same period in 2005. The decrease wasapilindue to a $0.2 million decrease
in fees from classified advertising that was distared in the second quarter of 2005, a $0.1 nmildecrease in international licensing fees as
a result of the substantially complete liquidatadrAutobytel.Europe in the fourth quarter of 200&a $0.1 million decline in fees from
training.

Cost of Revenues. Cost of revenues increased by $3.1 million or 18%29.2 million for the six months ended June 3M&compared
to $26.1 million for the same period in 2005. TiEpresents 50% and 40% of total revenues for thmenths ended June 30, 2006 and 2005,
respectively. The increase was primarily due t@.& $illion increase in TAC and a $0.7 million irese in printing, production and postage
costs. The increase was offset by a $0.3 milliccrekese in amortization of capitalized internal sisifware and acquired intangible assets.
increase in TAC was primarily due to our increaspending with third parties who direct search qgetd our Web sites and an increase in
the costs of finance requests acquired from théndigs, partially offset by a decrease in the nunab@urchase requests acquired directly
from third parties. The increase in printing, protion and postage costs was primarily due to theease in customer loyalty and retention
program volume in our RPM business. The decreaaeiortization of capitalized internal use softwanel acquired intangible assets was due
to certain costs that were fully amortized in 2005.

Sales and Marketing. Sales and marketing expense decreased by $0.8mitli 2%, to $14.8 million for the six months eddeine 30,
2006 compared to $15.1 million for the same pero2005. This represents 26% and 24% of total regerior the six months ended June 30,
2006 and 2005, respectively. The decrease was piyrdae to a $0.8 million decline in advertisingending and a $0.1 million decrease in
other costs, offset by $0.6 million increase ircktoompensation expense as a result of adoptingrthasions of SFAS No. 123(R) on
January 1, 2006.

Product and Technology Development. Product and technology development expense decré&gs®0.5 million, or 4%, to $11.8 million
for the six months ended June 30, 2006 compar&d2at million for the same period in 2005. Thisresgents 20% and 19% of total revenues
for the six months ended June 30, 2006 and 208pentively. The decrease was primarily due to Igveesonnel and related costs of $1.1
million associated with the decrease in headcondtza$0.1 million decrease in telephone costseelad our voice communications, offset by
a $0.4 million increase in stock compensation egpeaas a result of adopting the provisions of SFASI23(R) on January 1, 2006 and a
million charge associated with the writé-of a capitalized internal use software no lanigeing developed or expected to be placed in e
for its intended use.

General and Administrative. General and administrative expense increased I3yriflion, or 14%, to $19.2 million for the six mihrs
ended June 30, 2006 compared to $16.9 millionHersame period in 2005. This represents 33% andd?@étal revenues for the six months
ended June 30, 2006 and 2005, respectively. Thedre was primarily due to:

» increase in legal fees of $3.3 million associatéti enforcing our intellectual property righ

* increase in stock compensation expense of $1.4oméis a result of adopting the provisions of SB&S 123(R) on January 1,
2006,

* increase in compensation costs of $1.2 million,chtincludes $0.6 million associated with the sefiameof two employees and an
officer from us and $0.1 associated with the resfignt and reduction of our workforce, ¢

* increase in temporary personnel costs of $0.7 onil

These increases were offset by a:

» decrease in costs associated with the preparatidaadits of our consolidated financial statemefn3.8 million, which were
primarily due to professional fees incurred durting first six months of 2005 associated with thenmal review and restatements of
our consolidated financial statemer

» reimbursement of $0.4 million by our insurance ieaufor specific legal costs incurred associatethwefending purported class ¢
derivative action lawsuits, acquisition arbitraiditigation and securities litigation, a

» decrease in other costs of $0.1 milli

Interest Income. For the six months ended June 30, 2006, interestrie increased by $0.2 million, to $0.9 million quared to $0.7
million for the same period in 2005. The increasaterest income was due to the investment ottash in accounts yielding higher interest
rates.

Minority Interest. Minority interest represents the portion of AutaidyEurope’s net income allocable to Autobytel. Ew'smther
shareholder.

Income Taxes. We recorded zero for the provision for state inedaxes for the six months ended June 30, 2006 amdpo $0.3
million for the same period in 2005.
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Stock Options Granted in 2006

From January 1, 2006 through June 30, 2006, waeptdi) stock options to purchase 590,500 sharesmwimon stock under our 1996
Stock Incentive Plan, 1998 Stock Option Plan, 198%k Option Plan, 1999 Employee and Acquisitioteie Stock Option Plan, 2004
Restricted Stock and Option Plan, and 2006 Induc¢@ck Option Plan and (ii) an inducement stogtam to purchase 1,000,000 share
common stock to Mr. Riesenbach. The stock optioaewgranted at our common stock closing price erdtte of grant. Of the 1,000,000
inducement stock options granted to Mr. Riesenb4@f,000 performance-based options were grantddtiagt performance criteria to be
defined at a later date. These 400,000 optionsareflected in outstanding stock options at B®e2006. As of June 30, 2006, excluding
these 400,000 options, we had 9,081,186 outstarstianlx options.

Employees

As of July 31, 2006, we had a total of 397 emplsy&®e also utilize independent contractors as requNone of our employees are
represented by a labor union. We have not expezteaay work stoppages and consider our employataes to be good.

Liquidity and Capital Resources

Our working capital decreased by $9.4 million, 84 million at June 30, 2006 compared to $48.4ionilat December 31, 2005. The
decrease was primarily related to cash used byatipas and purchases of property and equipmerseifi part by cash proceeds received
from the maturity of long-term investments andigsiances of common stock in connection with trex@se of employee stock options and
pursuant to our employee stock purchase plan.

Our domestic cash, cash equivalents and shortiterastments totaled $38.1 million as of June 3@62€ompared to domestic cash,
cash equivalents, short-term and long-term investesnef $48.4 million as of December 31, 2005. ASwife 30, 2006, we had $29.2 million
in domestic cash and cash equivalents and $9.®mit short-term investments.

Net Cash Used In Operating Activities

Net cash used in operating activities was $9.5aniland $6.4 million for the six months ended J88e2006 and 2005, respectively.
Net cash used in operating activities for the sonths ended June 30, 2006 resulted primarily fioemiet loss of $16.3 million for the perit
which was partially offset by a $0.9 million incesain accounts payable and accrued expenses, an#lloB increase in deferred revenues,
and non-cash charges. The increase in accountblpagtad accrued expenses was primarily due to gsfeal fees incurred related to
enforcing our intellectual property rights, offgetpart by payments of accrued compensation codtsei first half of 2006. The increase in
deferred revenues was primarily due to the defefredvenue related to the two multiple-elemenaiagements mentioned above.

Net cash used in operating activities for the sonths ended June 30, 2005 resulted from a nebfds8.1 million for the period, a $3.1
million increase in accounts receivable, $0.7 wnillincrease in prepaid expenses and other curssatsaand a $0.5 million decrease in
accounts payable and accrued expenses, which wadrally offset by non-cash charges. The $3.1 orillincrease in accounts receivable was
primarily due to the increase in days sales ouditanfrom 51 days during the three months endeceBéer 31, 2004 to 57 days for the six
months ended June 30, 2005. The $0.7 million irseré@ prepaid expenses and other current assetgrimzily due to the payment of
insurance premiums during the first half of 2008se&t by the amortization of the insurance premiufitee $0.5 million decrease in accounts
payable and accrued expenses was primarily duaytoyp of accrued compensation costs in the fir§tdi@2005, offset by professional fees
incurred related to the restatements of our codatgd financial statements, internal review, arfdrilting purported class action and
derivative lawsuits filed against us and certairrent directors and current and former officers.

Net Cash Provided By Investing Activities

Net cash provided by investing activities was $4illion and $9.2 million for the six months endecé 30, 2006 and 2005,
respectively. Cash provided by investing activifi@sthe six months ended June 30, 2006 was retatdte maturity of investments in
government sponsored agency bonds, offset by pseshaf short-term investment in commercial papdrpanchases of property and
equipment. Cash provided by investing activitiestfie six months ended June 30, 2005 was relatdtbteale and maturities of short-term
investments in government sponsored agency bordlawtion rate securities, offset by purchase$oftderm and long-term investments in
government sponsored agency bonds and auctiosgateities and purchases of property and equipment.

26



Table of Contents

Net Cash Provided By Financing Activities

Net cash provided by financing activities was $@ilfion for the six months ended June 30, 2006 ramhinal for the six months ended
June 30, 2005. Cash provided by financing actwitge the six months ended June 30, 2006 and 2@35dwe to proceeds received from the
sale of common stock through our employee stocklmse plan and the exercise of stock options.

Prospective Capital Needs

A decline in the general economic environment teggatively affects the financial condition of ouistomers or an increase in the
number of customers that are dissatisfied withsauvices could have a material impact on our bgsinesults of operations or financial
condition.

We do not have debt. Although we forecast and buckgh requirements, assumptions underlying thmatgs may change and could
have a material impact on our cash requirementagital requirements vary materially from thoserently planned, we may require
additional financing sooner than anticipated. Weehao commitments for any additional financing. @dave need financing, there can be
assurance that any such commitments can be obtamd/orable terms, if at all.

Although we believe that we have sufficient captitefund our activities for at least the next 12mtis, our future capital requirements
may vary materially from those now planned. Weapéte that the amount of capital we will needha future will depend on many factors,
including but not limited to:

» the level of expenditures required to implementaierstrategic initiatives

» planned future growth, hiring, infrastructure aadility needs

» changes in our compensation polici

» the level of exercises of stock options and stagklpases under our employee stock purchase

e our competitor responses to our products and servi

» our relationships with suppliers and custom

» the level of expenditures on marketing and adviegjsncluding the cost of contractual arrangemaevith Internet portals, online
information providers and other referral sourc

» the level of expenditures on product and technobbgpelopment

» the level of expenditures for general and admiaiste matters, including compliance with the Sads-Oxley Act of 2002
» costs associated with remediation of material weakes

» the ability to increase the volume of purchase estgiand finance requests and transactions retatad Web sites

« the amount and timing of cash collection and disborents

» the cash portion of acquisition transactions ait jentures; an

e costs of ongoing litigation and any adverse judgimessulting from such litigatiol

Off-Balance Sheet Arrangements
We have no off-balance sheet arrangements as ddfiriRegulation S-K Item 303(a)(4)(ii).

Recent Accounting Pronouncements

In May 2005, FASB issued SFAS No. 154, “AccountPiganges and Error Corrections.” SFAS No. 154 reguietrospective
application to prior periods’ financial statemeatshanges in accounting principle. It also recaiiteat the new accounting principle be
applied to the balances of assets and liabilitiesfdhe beginning of the earliest period for whietrospective application is practicable and
that a corresponding adjustment be made to theimpéalance of retained earnings for that periddenathan being reported in an income
statement. SFAS No. 154 is effective for accountingnges and corrections of errors made in fiseats/beginning after December 15, 2005.
We adopted SFAS No. 154 on January 1, 2006, aradidption did not have a material effect on oursctidated financial position or results
of operations.
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In July 2006, FASB issued FIN 48 “Accounting for démtainty in Income Taxes” which prescribes a redtign threshold and
measurement process for recording in the finastéiements uncertain tax positions taken or exgdotee taken in a tax return. It also
provides guidance on the derecognition, classificataccounting in interim periods and disclos@guirements for uncertain tax positions.
The accounting provisions of FIN 48 will be effeetifor us beginning January 1, 2007. We are cugrenaluating the impact of adopting
FIN 48 on our consolidated financial statements.

ltem 3. Quantitative and Qualitative Disclosures About MarkRisk
We are exposed to the impact of changes in theehagtues of our investments.

Investment Risk

The primary objective of our investment activitisdo preserve principal while at the same time imé&ing yields without significantly
increasing risk. To achieve this objective, we rt@mour portfolio of cash equivalents and shontateand long-term investments in a variety
of securities, including both government and coap®obligations and money market funds. For theetlmonths and six months ended
June 30, 2006 and 2005, net unrealized lossesese thvestments were not material.

Investments in both fixed-rate and floating-rateiast-earning instruments carry varying degreéstefest rate risk. The fair market
value of our fixed-rate securities may be advergalyacted due to a rise in interest rates. In g#nsecurities with longer maturities are
subject to greater interest-rate risk than thosh shorter maturities. While floating rate secestgenerally are subject to less interagt-risk
than fixed-rate securities, floating-rate secusitigay produce less income than expected if inteaés$ decrease. Due in part to these factors,
our investment income may fall short of expectatidhinterest rates were to increase (decreasdpPbybasis points, the fair market value of
our total investment portfolio could decrease @ase) on an annual basis by approximately $0.4omill

Item 4. Controls and Procedure

As described more fully in our Management’s Regamtinternal Control Over Financial Reporting settian our Annual Report on
Form 10K for the fiscal year ended December 31, 2005, meament assessed the effectiveness of our inteonédat over financial reportin
as of December 31, 2005, and this assessmentfiddrititernal control deficiencies that individuabr collectively constitute material
weaknesses in our internal control over finanaglorting. Management currently is implementingaiertemedial measures identified in Part
Il “ltem 9A Controls and Procedures” of our AnniReport on Form 10-K for the year ended DecembeB325, and intends to implement
the remaining remedial measures during the codr28@6. While this implementation is underway, we eelying on extensive manual
procedures and the utilization of outside accognpirofessionals to assist us with meeting the olbjes otherwise fulfilled by an effective
control environment. While we are implementing ajgsto our control environment, there remainslathat the transitional procedures on
which we are currently relying will fail to be sidiently effective to address the internal contieficiencies identified in Management's
Report On Internal Control Over Financial ReportiRtease see Part Il “ltem 1A. “Risk Factor®uf internal controls and procedures nee
be improved.”

As of the end of the period covered by this Quarteeport on Form 10-Q, we carried out an evalumtimder the supervision and with
the participation of our management, including Ghief Executive Officer and our Chief Financial O, of the effectiveness of the design
and operation of our disclosure controls and procesipursuant to Rule 13a-15 under the Securitiehdhge Act of 1934, as amended.
Because of the internal control deficiencies inellith Management’s Report On Internal Control Gsieancial Reporting, our Chief
Executive Officer and our Chief Financial Officezlieve that, as of the end of the period coverethlsyQuarterly Report on Form 10-Q, our
disclosure controls and procedures were not effeet ensuring that the information required tallselosed by us in the reports that we file
or submit under the Securities Exchange Act of 1834 recorded, processed, summarized and reparithin the time periods specified in
the SEC'’s rules and forms or (ii) accumulated asdmunicated to our management, including our ppiglogéxecutive officer and principal
financial officer, as appropriate, to allow timelgcisions regarding required financial disclosttetwithstanding the material weaknesses,
our management concluded that the financial statesmecluded in this Quarterly Report on Form 1@a{ly present, in all material respects,
our financial position, results of operations aadttflows for the periods presented in conformitthwgenerally accepted accounting
principles.

As of the end of the period covered by this Qurteeport on Form 10-Q, there were no changes irintarnal control over financial
reporting that have materially affected or weresozebly likely to materially affect, our internardrol over financial reporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

In August 2001, a purported class action lawsui filad in the United States District Court for tReuthern District of New York
against Autobytel and certain of the Company’sexntrand former directors and officers (the “Autadyhdividual Defendants”) and
underwriters involved in the Company'’s initial pighbffering. The complaints against the Companyehleen consolidated with two other
complaints that relate to its initial public offeg but do not name it as a defendant, and a Calateti Amended Complaint, which is now the
operative complaint, was filed on April 19, 200Ai§ action purports to allege violations of the Baes Act of 1933 and the Securities
Exchange Act of 1934. Plaintiffs allege that thelemvriter defendants agreed to allocate stocken@bmpany’s initial public offering to
certain investors in exchange for excessive anésualided commissions and agreements by those orgdst make additional purchases of
stock in the aftermarket at pre-determined priBéaintiffs allege that the prospectus for the Comypainitial public offering was false and
misleading in violation of the securities laws hexait did not disclose these arrangements. Thenasteks damages in an unspecified
amount. The action is being coordinated with apipnaxely 300 other nearly identical actions filecgt other companies. A motion to
dismiss addressing issues common to the compamiemdividuals who have been sued in these acti@ssfiled on July 15, 2002. On
October 9, 2002, the Court dismissed the Autolyigividual Defendants from the case without prejedbased upon Stipulations of
Dismissal filed by the plaintiffs and the Autobytetividual Defendants. On February 19, 2003, tberCdenied the motion to dismiss the
complaint against the Company. On October 13, 20@4Court certified a class in six of the approxiety 300 other nearly identical actions
and noted that the decision is intended to prostdeng guidance to all parties regarding classfi@tion in the remaining cases. The
Underwriter Defendants sought leave to appealdéasion and the Second Circuit has accepted theahgPlaintiffs have not yet moved to
certify a class in the Company case. The Compasypproved a settlement agreement and relatednagnee which set forth the terms of a
settlement between Autobytel, the plaintiff clasd ¢he vast majority of the other approximately 8Xuer defendants. Among other
provisions, the settlement provides for a releddheoCompany and the Autobytel Individual Defenddor the conduct alleged in the action
to be wrongful. The Company would agree to undertatain responsibilities, including agreeingdsign away, not assert, or release ce
potential claims the Company may have againstitieawriters. The settlement agreement also proadgsaranteed recovery of one billion
dollars to plaintiffs for the cases relating to@lithe approximately 300 issuers. On April 20, QPMorgan Chase and the plaintiffs reached
a preliminary agreement for a settlement for $426an. The JPMorgan Chase settlement has not gehlapproved by the Court. However,
if it is finally approved, then the maximum amotimt the issuers’ insurers will be potentially l@for is $575 million. To the extent that the
underwriter defendants settle all of the caseafdeast one billion dollars, no payment will bguized under the issuers’ settlement
agreement. To the extent that the underwriter difets settle for less than $1 billion, the issaeesrequired to make up the difference. It is
anticipated that any potential financial obligatmfithe Company to plaintiffs pursuant to the tewwhthe settlement agreement and related
agreements will be directly covered and paid bynissirance carriers. The Company currently is ma@ra of any material limitations on the
expected recovery of any potential financial oldfigmto plaintiffs from its insurance carriers. tiarriers are solvent, and the Company is not
aware of any uncertainties as to the legal suffityeof an insurance claim with respect to any recpby plaintiffs. Therefore, the Company
does not expect that the settlement will involvg payment by the Company. If material limitationmsthe expected recovery of any potential
financial obligation to the plaintiffs from the Cqany’s insurance carriers should arise, the Comnipangximum financial obligation to
plaintiffs pursuant to the settlement agreementlavbe less than $3.4 million. However, if the JPlylr Chase settlement is finally appro
the Companys maximum financial obligation to the plaintiffsrguant to the settlement agreement would be less$8 million. On Februai
15, 2005, the Court granted preliminary approvahefsettlement agreement, subject to certain nicadibns consistent with its opinion.
Those modifications have been made. On March 206,2te Underwriter Defendants submitted objecttorthe settlement to the Court. T
Court held a hearing regarding these and any aibjections to the settlement at a fairness heanmm@gpril 24, 2006, but it has not yet issued
aruling. There is no assurance that the Courtgréht final approval to the settlement. If thalsetent agreement is not approved and the
Company is found liable, the Company is unablestorete or predict the potential damages that ntighrawarded, whether such damages
would be greater than its insurance coverage, etheln such damages would have a material impait$ easults of operations, financial
condition or cash flows in any future period.

Between April and June 2001, eight separate pwgartass actions virtually identical to the onedikhgainst Autobytel were filed
against Autoweb.com, Inc. (“Autoweb”), certain ofithweb’s former directors and officers (the “Autdwiedividual Defendants”) and
underwriters involved in Autoweb’s initial publidfering. The complaints against Autoweb have bemrsolidated into a single action, and a
Consolidated Amended Complaint, which is now therafive complaint, was filed on April 19, 2002. Tleeegoing action purports to allege
violations of the Securities Act of 1933 and
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the Securities Exchange Act of 1934. Plaintiffegd that the underwriter defendants agreed toa#agtock in Autoweb’s initial public
offering to certain investors in exchange for esogsand undisclosed commissions and agreemerit®bg investors to make additional
purchases of stock in the aftermarket at pre-detertinprices. Plaintiffs allege that the prospeétusiutoweb’s initial public offering was
false and misleading in violation of the securiless because it did not disclose these arrangem€hé action seeks damages in an
unspecified amount. The action is being coordinati approximately 300 other nearly identical ans filed against other companies. A
motion to dismiss addressing issues common todhganies and individuals who have been sued iretheons was filed on July 15, 2002.
On October 9, 2002, the Court dismissed the Autolmdlvidual Defendants from the case without pregadased upon Stipulations of
Dismissal filed by the plaintiffs and the Autowedtllvidual Defendants. On February 19, 2003, therCdismissed the Section 10(b) claim
without prejudice and with leave to replead butiddrthe motion to dismiss the claim under Sectibmoflthe Securities Act of 1933 against
Autoweb. On October 13, 2004, the Court certifiedlagss in six of the approximately 300 other neatntical actions and noted that the
decision is intended to provide strong guidancalltparties regarding class certification in thmaining cases. The Underwriter Defendants
sought leave to appeal this decision and the SeCimedit has accepted the appeal. Plaintiffs haateyet moved to certify a class in the
Autoweb case. Autoweb has approved a settlemeataggnt and related agreements which set fortrethestof a settlement between
Autoweb, the plaintiff class and the vast majodfythe other approximately 300 issuer defendantsog other provisions, the settlement
provides for a release of Autoweb and the Autowelividual Defendants for the conduct alleged inahgon to be wrongful. Autoweb wot
agree to undertake certain responsibilities, inclg@greeing to assign away, not assert, or releagain potential claims Autoweb may have
against its underwriters. The settlement agreemsntprovides a guaranteed recovery of one bitliolfars to plaintiffs for the cases relating
to all of the approximately 300 issuers. On Apfll 2006, JPMorgan Chase and the plaintiffs reaehgeliminary agreement for a settlement
for $425 million. The JPMorgan Chase settlementrtzas/et been approved by the Court. However,iff finally approved, then the
maximum amount that the issuers’ insurers will beeptially liable for is $575 million. To the extethat the underwriter defendants settle all
of the cases for at least one billion dollars, agrpent will be required under the issuers’ settlenagreement. To the extent that the
underwriter defendants settle for less than $lobillthe issuers are required to make up the diffeg. It is anticipated that any potential
financial obligation of Autoweb to plaintiffs purant to the terms of the settlement agreement datedeagreements will be directly covered
and paid by its insurance carriers. Autoweb culyaatnot aware of any material limitations on theected recovery of any potential
financial obligation to plaintiffs from its insurea carriers. Its carriers are solvent, and Autoiseint aware of any uncertainties as to the
legal sufficiency of an insurance claim with respecany recovery by plaintiffs. Therefore, the Gmany does not expect that the settlement
will involve any payment by Autoweb. If materiafitations on the expected recovery of any potefitiahcial obligation to the plaintiffs
from Autoweb’s insurance carriers should arise,ofugb’s maximum financial obligation to plaintiffsiguant to the settlement agreement
would be less than $3.4 million. However, if thViifgan Chase settlement is finally approved, then@any’s maximum financial obligatic
to the plaintiffs pursuant to the settlement agreetmvould be less than $2 million. On February205, the Court granted preliminary
approval of the settlement agreement, subjectrtaicemodifications consistent with its opinion.d&e modifications have been made. On
March 20, 2006, the Underwriter Defendants subuhittigiections to the settlement to the Court. TharCleeld a hearing regarding these and
any other objections to the settlement at a fagmesring on April 24, 2006, but it has not yetiesba ruling. There is no assurance that the
Court will grant final approval to the settlemelfithe settlement agreement is not approved andwel is found liable, the Company is
unable to estimate or predict the potential dam#ggsmight be awarded, whether such damages viugiteater than Autoweb’s insurance
coverage, or whether such damages would have aial@tepact on the Company’s results of operatidimgncial condition or cash flows in
any future period.

The Company has reviewed the above class actioersa@ind does not believe that it is probabledHatss contingency has occurred;
therefore, the Company has not recorded a liakdlifginst these claims as of June 30, 2006.

On September 24, 2004, the Company filed a lavisiite United States District Court for the Eastorstrict of Texas against Dealix
Corporation. In that lawsuit, the Company assernéthgement of U.S. Patent No. 6,282,517, entitiedal Time Communication of
Purchase Requests,” against Dealix Corporation.ddrapany contended that Dealix Corporation is mgfing Autobytel’s patent by virtue of
Dealix Corporation’s software system for the dinition of purchase requests, and sought damagéasrangreliminary injunction. Dealix
Corporation filed answers to this lawsuit on Jagd, 2005, February 1, 2005 and July 19, 200%tith it asserts typical defensive
counterclaims denying infringement, asserting pgatgause and challenging the validity of the pat@ihie Company filed a reply responding
to such counterclaims on August 2, 2005. A MarkHaaring, to construe the individual terms of theeaed patent’s claims prior to a
determination of infringement, was held in OctoP@05. An order construing certain terms of the dsdeclaims was issued in January 2006.
The parties are conducting fact discovery withia ttate set for November 2006. Dealix Corporatitsov seeks attorney’s fees and costs. The
Company expects to incur attorneys’ fees and éngtgs matter as are
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customary in the prosecution of patent litigatiand could be liable for Dealix Corporation’s atteys’ fees and costs if Dealix Corporation is
successful in its counterclaims.

Between October and December 2004, five separapmpad class actions were filed in the United &addistrict Court for the Central
District of California against Autobytel and certaif its current and former directors and formdicefs. The claims were brought on behalf
of stockholders who purchased shares during thieg@duly 24, 2003 through October 21, 2004. Thandeaalleged in all of these purported
class actions were virtually identical, and purpdrto allege violations of Sections 10(b) and 20fahe Securities Exchange Act of 1934 and
Rule 10b-5 promulgated thereunder. In this regiuel plaintiffs alleged that the Company misreprésgtiand omitted material facts with
respect to its financial results and operationsnduthe time period between July 24, 2003 and Gat@0, 2004. The complaint sought
unspecified compensatory damages, and attornegs’'@ed costs, as well as accountants’ and expees’ On January 28, 2005, the court
ordered the consolidation of the currently pendilags actions into a single case pursuant to alatipn for consolidation signed by alll
parties. On March 14, 2005, the court appointezhd blaintiff and approved the selection of leainsel and liaison counsel. On June 30,
2005, the lead plaintiff filed and served a Cordatied Amended Class Action Complaint. The putatlass period is July 24, 2003 to
October 21, 2004. Defendants filed and served domdd dismiss the Consolidated Amended Class Adfiomplaint on August 1, 2005 and
filed their reply brief on February 17, 2006. Theahing was set for March 13, 2006, but the pafiied a stipulation to take the hearing off
calendar without prejudice to re-noticing the heguin the future. On July 31, 2006, the partiegmt into a Stipulation of Settlement which
was subsequently filed with the court for approyahong the terms of the proposed settlement, thegamy and individual defendants, as
well as other released persons, will be releas®d #ll claims related to this action, and a setetiund will be established. The settlement
fund is expected to be funded in full by the Comyparnnsurer. If the court does not approve the setld or the settlement is not finalized
any other reason and the litigation continuesQbmpany intends to vigorously defend the claims Tompany cannot currently predict the
impact or outcome of the litigation, which couldveaa material impact on the Company’s results @ragons, financial condition and cash
flows. The Company has not recorded a liabilityiagtethis claim as of June 30, 2006.

In addition, certain current and former directansl aertain former officers of the Company are dééets in a derivative suit pending in
the Superior Court of Orange County, Californiaj &utobytel is named as a nominal defendant inghis This suit purports to allege that
the defendants breached numerous duties to the &ogmimcluding breach of fiduciary duty and misagptation of information, abuse of
control, gross mismanagement, waste of corporaget®sand unjust enrichment, as well as violatafrGalifornia Corporations Code 25402
(trading with material non-public information), atitht these breaches and violations caused losske Company, including damages to its
reputation and goodwill. Plaintiffs’ claims are bdsn allegations that the defendants dissemiriateel and misleading statements
concerning the Company’s results of operationsthatithese results were inflated at all relevanes due to violations of generally accepted
accounting principles and SEC rules. The compkseks unspecified compensatory damages, treblegéggmaquitable and/or injunctive
relief, restitution, and attorneys’ fees and coasswell as accountants’ and experts’ fees. Pitsrflied and served an Amended Derivative
Complaint on July 29, 2005. Defendants filed andesst a motion to stay and a demurrer in Octobeb2@h November 29, 2005, the court
granted the motion to stay and set a status carderior March 1, 2006. On February 22, 2006, thégsastipulated to continue the March 1,
2006 status conference, and the court approvestifhdation. The parties have stipulated to furtb@ntinue the status conference. The
Company intends to defend this suit vigorously. ideer, the Company cannot currently predict the ichpaoutcome of the litigation, which
could be material, and the continuation and outcofrikis lawsuit, as well as the initiation of slarisuits may have a material impact on the
Company’s results of operations, financial conditéemd cash flows. The Company has not recordeabdity against this claim as of June 30,
2006.

On October 21, 2005, Autobytel received a complaiivell as a demand for arbitration/statementaifrcfiled by certain former
shareholders of Stoneage Corporation (“Stoneagé&§.complaint was filed in the Central District@dlifornia and names Autobytel as well
as certain current and former officers and directs defendants. The demand for arbitration wed filith the American Arbitration
Association and names the same group of defendemsallegations and claims in both of these matiee virtually identical and stem from
the acquisition of Stoneage by Autobytel on ApE| 2004. Both the complaint and demand for arliitratontain causes of action for: breach
of the acquisition agreement, breach of the reagistn rights agreement, violations of Californiar@arations Code Sections 25401 and 25
violations of California Corporations Code Secti@300 and 25500, fraud, negligent misrepresemtatiaudulent concealment, and
violations of Sections 10(b) and 20(a) of the SiiesrExchange Act of 1934 and Rule 10b-5 prom@ddhereunder. The demand for
arbitration also contains a cause of action folation of Section 17(a) of the Securities Act o0B39The complaint and demand for arbitra
seek unspecified damages and attorneys’ fees ats, ez well as rescission and punitive awards dBfendants have not responded to either
the complaint or demand for arbitration. On Novenif 2005, the parties requested that the arlgitrdiie stayed, and on February 8, 2006,
the plaintiffs dismissed the complaint
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without prejudice. If the arbitration stay is lidt®r a new complaint is filed, the Company will eled these claims vigorously. The Company
cannot currently predict the outcome of this litiga, which, depending on the outcome, may haveternal impact on its results of
operations, financial condition or cash flows. Tampany has not recorded a liability against thagwwas of June 30, 2006.

From time to time, the Company is involved in otliggation matters arising from the normal couddéts business activities. The
actions filed against the Company and other litiggteven if not meritorious, could result in swmdtal costs and diversion of resources and
management attention, and an adverse outcomégatiin could materially adversely affect the Comga business, results of operations,
financial condition and cash flows.

Item 1A. Risk Factors

In addition to the factors discussed in the “Ovewwiand “Liquidity and Capital Resources” secti@figart | “Item 2. Management'’s
Discussion and Analysis of Financial Condition &websults of Operations” in this Quarterly Reportramm 10-Q, the following additional
factors may affect our future results.

We have only been profitable from the fourth quartef 2002 through the fourth quarter of 2004 andlatrwise have a history of net loss
We incurred a loss in 2005 and the first half of @0 and cannot assure that we will be profitablethre future. If we are unable to achieve
profitability in the future and we continue to loseoney, our operations will not be financially viéh

Because of the relatively recent emergence ofrtteiet-based vehicle information and purchasidgsitry, none of our senior
executives have long-term experience in the inglustnis limited operating history contributes tar alifficulty in predicting future operating
results.

We have incurred losses every quarter throughhting quarter of 2002 and have achieved profitabflibom the fourth quarter of 2002
through the fourth quarter of 2004. We incurredsslin 2005 and the first half of 2006. We canisstiee that we will be profitable in the
future. We had an accumulated deficit of $171.0iamland $154.6 million as of June 30, 2006 andddger 31, 2005, respectively.

Our potential for future profitability must be cadered in light of the risks, uncertainties, expenand difficulties frequently
encountered by companies in emerging and rapidiweng markets, such as the market for Internetro@nce. We believe that to achieve
sustain profitability, we must, among other things:

» generate increased vehicle buyer traffic to our \Aleds,

» successfully introduce new products and serv

» continue to send new and used vehicle purchasesexjto dealers that result in sufficient deakemgactions to justify our fee
» expand the number of dealers in our networks ahdmge the quality of deale
e sustain and expand our relationships with autoreatanufacturer:

» identify and successfully consummate and integratgiisitions

» respond to competitive developmer

* maintain a high degree of customer satisfac:

» provide secure and easy to use Web sites for cesty

» increase visibility of our brand nam

» defend and enforce our intellectual property rig

» design and implement effective internal controlteyss,

e continue to attract, retain and motivate qualifiedsonnel, an
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» continue to upgrade and enhance our technologiascmmmodate expanded service offerings and inedea@nsumer traffic

We cannot be certain that we will be successfaldnieving these goals or that if we are successfathieving these goals, that we will
be profitable in the future.

Our internal controls and procedures need to be iroped.

Management is responsible for establishing and taiaiimg adequate internal control over financigarting. Our internal control over
financial reporting is a process designed to prevahsonable assurance regarding the reliabilifinafcial reporting and the preparation of
financial statements for external purposes in atmare with generally accepted accounting principtemaking its assessment of the
effectiveness of our internal control over finaheéporting as of December 31, 2005, managemert theecriteria described in Internal
Control—Integrated Framework issued by the CommitteSponsoring Organizations of the Treadway Caaion (“COSQ”). A material
weakness is a control deficiency, or combinatiooaftrol deficiencies, that results in a more tremote likelihood that a material
misstatement of the annual or interim financiatesteents will not be prevented or detected.

Management determined that we had material weaksésur internal control over financial reportiag of December 31, 2005. The
material weaknesses relate to not having a sufficdemplement of personnel with an appropriatellefaccounting knowledge, experience,
and training in the application of generally acegjpaccounting principles commensurate with ounfaia reporting requirements, which
contributed to material weaknesses in recordinggle@nue and deferred revenue and (b) accrueditiedand the related expense accounts.
Further, these material weaknesses resulted iarse opinion by our independent registered pwdtounting firm on the effectiveness of
our internal control over financial reporting.

If we are unable to substantially improve the dff@mess of our internal control over financial@gng, our ability to report our
financial results on a timely and accurate basikomntinue to be adversely affected. If our finmhstatements are not fairly presented,
investors may not have a complete understandimgiobperating results and financial condition.uf éinancial statements are not timely
filed with the SEC, we could be delisted from NASQAIf either or both of these events occur, it douhve a material adverse affect on our
ability to operate our business. Please see Pdteih 9A. Controls and Procedures” of our Annuaiprt on Form 10-K for the year ended
December 31, 2005 for more information regardirggrtteasures we have commenced to implement, andh wigiéntend to implement durii
the course of 2006, which are designed to remethatenaterial weaknesses in our internal contretedbed in our ManagemesitReport Ol
Internal Control Over Financial Reporting set fasthpage 2 of our Annual Report on Form 10-K fa yiear ended December 31, 2005. The
costs of remediating such deficiencies in our imaécontrols may adversely affect our financialdition and results of operations. In
addition, even after the remedial measures disduaseart Il “ltem 9A. Controls and Procedures’oofr Annual Report on Form 10-K for the
year ended December 31, 2005 are fully implememtedinternal controls may not prevent all potdrei@or and fraud, because any con
system, no matter how well designed, can only glveasonable and not absolute assurance thabjereiees of the control system will be
achieved.

The impact of ongoing purported class action, dexiive and other litigation may be material. We aatso subject to the risk of additional
litigation and regulatory action in connection witthe restatement of our consolidated financial satents and the potential liability from
any such litigation or regulatory action could harraur business.

We restated our consolidated financial statememtthe full 2002 fiscal year, the full 2003 fisgadar, the first, second and third fiscal
quarters of 2003, and the first and second fisaaltgrs of 2004. We, and a present and a formectdir and certain former officers, are
defendants in certain purported class action libge pending in the United States District Coortthe Central District of California. The
claims were brought on behalf of our stockholden®wurchased shares during the period July 24, #008gh October 21, 2004. The clai
in all of these purported class actions were vilyudentical, and purported to allege violatiorfsSctions 10(b) and 20(a) of the Securities
Exchange Act of 1934 and Rule 10b-5 promulgatecketiveder. In this regard, the plaintiffs allege tvatmisrepresented and omitted material
facts with respect to our financial results andrapiens during the time period between July 24,280d October 20, 2004. The complaint
sought unspecified compensatory damages, and ey&rfees and costs, as well as accountants’ aperesx fees.

On January 28, 2005, the court ordered the coraaid of the currently pending class actions insingle case pursuant to a stipulation
for consolidation signed by all parties. On Mareh 2005, the court appointed a lead plaintiff apdraved the selection of lead counsel and
liaison counsel. On June 30, 2005, the lead pfafildd and served a Consolidated Amended ClagsoAdcComplaint. The putative class
period is July 24, 2003 to October 21, 2004. Dedensl filed and served a motion to dismiss the Clateted Amended Class Action
Complaint on August 1, 2005 and filed their
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reply brief on February 17, 2006. The hearing wada March 13, 2006, but the parties filed adion to take the hearing off calendar
without prejudice to re-noticing the hearing in theure. On July 31, 2006, the parties entered &&tipulation of Settlement which was
subsequently filed with the court for approval. Amgahe terms of the proposed settlement, we ardichahl defendants, as well as other
released persons, will be released from all claiteted to this action, and a settlement fund bellestablished. The settlement fund is
expected to be funded in full by our insurer. & dourt does not approve the settlement or thkesetht is not finalized for any other reason
and the litigation continues, we intend to vigotguwefend the claims. We cannot currently predietimpact or outcome of the litigation,
which could have a material impact on our resultsperations, financial condition and cash flows.

In addition, certain of our present and former clives and certain former officers are defendantsderivative suit pending in the
Superior Court of Orange County, California, andase named as a nominal defendant in this suit St purports to allege that the
defendants breached numerous duties to us, ingud#ach of fiduciary duty and misappropriationndbrmation, abuse of control, gross
mismanagement, waste of corporate assets, and enjishment, as well as violations of Californiar@orations Code 25402 (trading with
material non-public information), and that thesedahes and violations caused losses to us, ingutiimages to our reputation and goodwill.
Plaintiffs’ claims are based on allegations that the defendisgeminated false and misleading statements otingeour results of operatio
and that these results were inflated at all reletiares due to violations of generally acceptedaating principles and SEC rules. The
complaint seeks unspecified compensatory damagdse tdamages, equitable and/or injunctive refedtitution, and attorneys’ fees and
costs, as well as accountants’ and experts’ fdamtfs filed and served an Amended Derivativen@aint on July 29, 2005. On
November 29, 2005, the court granted the moticstay and set a status conference for March 1, 2086=ebruary 22, 2006, the part
stipulated to continue the March 1, 2006 statuderence, and the court approved the stipulatiorieants filed and served a motion to stay
and a demurrer in October 2005. We intend to defleisdsuit vigorously. However, we cannot curremigdict the impact or outcome of this
litigation, which could be material, and the contition and outcome of this lawsuit, as well asititeation of similar suits may have a
material impact on our results of operations andrfcial condition.

On October 21, 2005, we received a complaint akageh demand for arbitration/statement of claledfby certain former shareholders
of Stoneage Corporation (“Stoneage”). The comphaim filed in the Central District of Californiadnames us as well as certain current and
former officers and directors as defendants. Theadel for arbitration was filed with the Americanbitration Association and names the
same group of defendants. The allegations and slairhoth of these matters are virtually identaadl stem from the acquisition of Stoneage
by us on April 15, 2004. Both the complaint and dachfor arbitration contain causes of action feeath of the acquisition agreement,
breach of the registration rights agreement, viofest of California Corporations Code Sections 2540d 25501, violations of California
Corporations Code Sections 25400 and 25500, fraegligent misrepresentation, fraudulent concealraerd violations of Sections 10(b) ¢
20(a) of the Securities Exchange Act of 1934 ankkR0b-5 promulgated thereunder. The demand fatration also contains a cause of
action for violation of Section 17(a) of the Seties Act of 1933. The complaint and demand forteabion seek unspecified damages and
attorneys’ fees and costs, as well as rescissidrpanitive awards. The defendants have not resgbtadeither the complaint or demand for
arbitration. On November 29, 2005, the parties estpd that the arbitration be stayed, and on FepB)2006, the plaintiffs dismissed the
complaint without prejudice. If the arbitration wgta lifted or a new complaint is filed, we will fnd these claims vigorously. We cannot
currently predict the outcome of this litigationhieh, depending on the outcome, may have a materfact on our results of operations,
financial condition or cash flows.

As a result of the restatement of our consolidéitethcial statements described above, we couldrhecubject to additional purported
class action, derivative, or other securities ditign. In addition, regulatory agencies, such asS&C, could commence an investigation
relating to the restatement of our consolidatedrfaial statements. As of the date hereof, we araware of any additional litigation or
investigation having been commenced against utertkta these matters, but we cannot predict whethgisuch litigation or regulatory
investigation will be commenced or, if it is, thetoome of any such litigation or investigationatfy such investigation were to result in a
regulatory proceeding or action against us, ouimnass and financial condition could be harmed. ifilt@ation of any additional securities
litigation, together with the lawsuits describeadad, may also harm our business and financial ¢iomdi

Until the existing purported class action and defiixe litigation or any additional litigation orgelatory investigation are resolved, it
may be more difficult for us to raise additionapital or incur indebtedness or other obligatiofsn unfavorable result occurred in any such
action, our business and financial condition cdaédurther harmed.
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We will incur substantial expenses in connectionttvbngoing purported class action, derivative anther litigation and possible related
regulatory investigations which will materially anddversely affect our financial condition, resultsf operations, and cash flow.

We will incur substantial expenses in connectiothyaurported class action, derivative and othégdtion and possible related
regulatory investigations in connection with thetaéement of our consolidated financial statementtyding substantial fees for attorneys
and other professional advisors. We are also dielégen indemnify our current and former officerslatirectors named as defendants in such
actions. These expenses, to the extent not cowgrastailable insurance, will materially and advérsdfect our financial condition, results
operations, and cash flows.

If we lose our key personnel or are unable to atttatrain and retain additional highly qualified das, marketing, managerial and technic
personnel, our business may suffe

Our future success depends on our ability to iflerttire, train and retain highly qualified salesarketing, managerial and technical
personnel. In addition, as we introduce new seswee may need to hire additional personnel. We nudyoe able to attract, assimilate or
retain such personnel in the future. The inabtlityttract and retain the necessary manageridinteal, sales and marketing personnel could
have a material adverse effect on our businessltses operations and financial condition.

Our business and operations are substantially diem¢on the performance of our executive officerd key employees. The loss of the
services of one or more of our executive officarkey employees could have a material adversetaffeour business, results of operations
and financial condition. We have and expect to iometto replace certain of our executive officeusimy 2006. If we are unable to recruit ¢
integrate new executive officers to fill these piosis our business, results of operations and @iishcondition may be materially adversely
affected.

We may incur substantial expenses relating to rernag¢idn of material weaknesses in our internal coots identified by our management,
which could materially and adversely affect our fincial condition, results of operations, and cados.

We may incur substantial expenses relating toe¢hgediation of material weaknesses in our interaatrols identified by our
management. These expenses could materially aredsady affect our financial condition, results glesations, and cash flows.

Our failure to comply with certain conditions reqred for our common stock to be listed on The NASDA&bbal Market could result in
the delisting of our common stock from The NASDAQoBal Market.

As a result of our failure to timely file our Quarty Report on Form 10-Q for the fiscal quartereth&eptember 30, 2004, our Annual
Report on Form 10-K for the fiscal year ended Dewen31, 2004, our Quarterly Report on Form 10-QHerfiscal quarter ended June 30,
2005, and certain required restatements of ounéiah statements for prior periods, from Novemhb@d£Lto May 2005 we were not in full
compliance with NASDAQ Marketplace Rule 4310(c)(Mhich requires us to make, on a timely basisfjlaigs with the SEC required by
the Securities Exchange Act of 1934, as amendedaM/esquired to comply with NASDAQ Marketplace 4B810(c) (14) as a condition 1
our common stock to continue to be listed on TheSBAQ Global Market.

We are currently in compliance with NASDAQ Marketpé Rule 4310(c) (14) and all other conditionsaotinued listing on The
NASDAQ Global Market. However, as a result of otibpfailure to comply, our continued listing israditioned on us timely filing a
periodic reports with the SEC and The NASDAQ Stbtarket for all reporting periods ending on or bef@ecember 31, 2006. The filing of
a Form 12b-25 extension request will not resulinrautomatic extension of these filing deadlines.

If we are unable to comply with the conditions éontinued listing, then our shares of common streksubject to immediate delisting
from The NASDAQ Global Market. If our shares of amwn stock are delisted from The NASDAQ Global Marikieey may not be eligible
trade on any national securities exchange or tlee-the-counter market. If our common stock is mugler traded through a market system, it
may not be liquid, which could affect its price.dddition, we may be unable to obtain future edfiitgncing, or use our common stock as
consideration for mergers or other business contibima We intend to appeal any decision to delistshares from The NASDAQ Global
Market, but cannot provide any assurance that ppeal will be successful. Any such appeal will siaty the decision to delist our shares.
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If our dealer attrition continues, our dealer netwks and revenues derived from these networks magrelase.

The majority of our revenues is derived from feagl by our networks of participating retail andezptise dealers. A few agreements
account for substantially all of our enterpriseldeeelationships. From time to time, a major degi®up or automotive manufacturer may
significantly increase or decrease the number tdrprise dealers participating in our dealer neks@r the number of purchase requests
accepted from us. If dealer attrition increasethemumber of purchase requests accepted fromansaizes and we are unable to add new
dealers to mitigate the attrition or decrease imioer of accepted requests, our revenues will dserdamaterial factor affecting dealer
attrition is our ability to provide dealers withghi quality purchase requests at prices acceptaldlealers. High quality purchase requests are
those that result in high closing ratios. Closiatiaris the ratio of the number of vehicles pureltbat a dealer generated from purchase
requests to the total number of purchase requestdathat dealer. If the number of dealers inrmtworks declines or dealers reduce the
services they receive from us, our revenues wileiese and our business, results of operationfirmarttial condition will be materially and
adversely affected. In addition, if automotive mi@aturers or major dealer groups force us to dserdlae fees we charge for our services
revenues will decline which could have a materiblease effect on our business, results of opersionl financial condition.

Generally, our retail dealer agreements are cableehy either party upon 30 days notice. Partidgijgatetail dealers may terminate their
relationship with us for any reason, including amvillingness to accept our subscription terms o assult of joining alternative marketing
programs. We cannot assure that retail dealerswailterminate their agreements with us. Our bigsine dependent upon our ability to attract
and retain qualified new and used vehicle retalels, major dealer groups and automotive manufactuln order for us to grow or maintain
our dealer networks, we need to reduce our dettéfan. We cannot assure that we will be ablegduce the level of dealer attrition, and our
failure to do so could materially and adverseletffour business, results of operations and fishgoindition.

We may lose patrticipating retail dealers becausdha reconfiguration or elimination of exclusive ader territories. We will lose the
revenues associated with any reductions in partatipg retail dealers resulting from such changes.

We may reduce, reconfigure or eliminate excluseretbries currently assigned to Autobytel, CarSnoaiCar.com retail dealers. If a
retail dealer is unwilling to accept a reductiaganfiguration or elimination of its exclusive i&ry, it may terminate its relationship with us.
A retail dealer also could sue to prevent suchcgon, reconfiguration or elimination, or collecrdages from us. A material decrease in the
number of retail dealers participating in our nategoor litigation with retail dealers could havenaterial adverse effect on our business,
results of operations and financial condition.

We send some individual purchase requests to midtigtail dealers. As a result, we may lose papating retail dealers and may be
subject to pressure on the fees we charge sucheatsdbr such purchase requests. We will lose theereues associated with any reductic
in participating retail dealers or fees.

We send some individual purchase requests to rfultgbail dealers to enhance consumer satisfaatahnexperience. If a retail dealer
perceives such requests as having less valueyitegaest that fees be reduced or may terminatelatonship with us. A material decrease
in the number of retail dealers participating im natworks or the fees such dealers pay us cowd aanaterial adverse effect on our
business, results of operations and financial ¢amdi

We rely heavily on our participating dealers to pnote our brand value by providing high quality séres to our consumers. If dealers do
not provide our consumers high quality services,rduwand value will diminish and the number of congsers who use our services may
decline causing a decrease in our revenues.

Promotion of our brand value depends on our akititgrovide consumers a high quality experiencefochasing vehicles throughout
the purchasing process. If our dealers do not demegonsumers with high quality service, the valueur brands could be damaged and the
number of consumers using our services may decrééselevote significant efforts to train participatretail dealers in practices that are
intended to increase consumer satisfaction. Ounilibato train retail dealers effectively, or ti@lure by participating dealers to adopt
recommended practices, respond rapidly and prafieakly to vehicle inquiries, or sell and lease e#ds in accordance with our marketing
strategies, could result in low consumer satiséactiiamage our brand names and materially and selyaaffect our business, results of
operations and financial condition.
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Competition could reduce our market share and haour financial performance. Our market is competigwnot only because the Internet
has minimal technical barriers to entry, but als@bause we compete directly with other companiethaoffline environment.

Our vehicle purchasing services compete againatiaty of Internet and traditional vehicle purclmasservices, automotive brokers and
classified advertisement providers. Therefore, meadfected by the competitive factors faced byhboternet commerce companies as we
traditional, offline companies within the autometiand automotive-related industries. The markelrfiarnet-based commercial services is
relatively new. Competition intensified significinin 2005. Our business is characterized by mihi@ehnical barriers to entry, and new
competitors can launch a competitive service atiradly low cost. To compete successfully, we nsighificantly increase awareness of our
services and brand names and deliver satisfacue\to our customers. Failure to compete sucdbssfill cause our revenues to decline
and would have a material adverse effect on ounbas, results of operations and financial conalitio

We compete with other entities which maintain sasméommercial Web sites including AutoNation’s AU®A, Microsoft
Corporation’s MSN Autos, CarsDirect.com, Cars.ce®ayMotors.com, Dealix.com, and AutoTrader.com.aé® compete with vehicle
dealers. Such companies, including vehicle deateay, already maintain or may introduce Web siteilwhompete with ours. We also
compete indirectly against vehicle brokerage fiamd affinity programs offered by several comparirmduding Costco Wholesale
Corporation and Wal-Mart Stores, Inc. In additiahmajor automotive manufacturers have their oweb\gites and many have launched
online buying services, such as General Motors @atjpn and Ford Motor Company in its partnershithvts dealers through
FordDirect.com. The Web Control product competeh wioducts from companies such as Reynolds andd¥ty and Cobalt Systems
Corporation. Our customer relationship managemerdyzct, RPM, competes with companies that provideketing services to automotive
manufacturers and dealers, including Reynolds amh&ds, TVI Inc., Minacs, Online Administratorsceifeletech.

We believe that the principal competitive factarshie online market are:

* brand recognitior

» dealer return on investme!

* lead quality,

e prices of products and servic

e speed and quality of fulfillmen

» field sales and customer suppt

» dealer territorial coverag

» relationships with automotive manufacture

» variety of integrated products and servic

» ease of use

» customer satisfactiol

e quality of Web site conten

» quality of service, an

» technical expertise

We cannot assure that we can compete successfialigsd current or future competitors, many of whielve substantially more capital,
existing brand recognition, resources and acceaddiional financing. In addition, competitive pseires may result in increased marketing

costs, decreased Web site traffic or loss of maskate or otherwise may materially and adversdbcabur business, results of operations
financial condition.
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Our quarterly financial results are subject to sigicant fluctuations which may make it difficult fo investors to predict our future
performance.

Our quarterly operating results have fluctuatethepast and may fluctuate in the future due toynfactors. Our expense levels are
based in part on our expectations of future revemudch may vary significantly. If revenues do imatrease faster than expenses, our
business, results of operations and financial ¢ammwvill be materially and adversely affected. &tlfactors that may adversely affect our
quarterly operating results include:

e our ability to retain existing dealers, attract ndgalers and maintain dealer and customer safifia
« the announcement or introduction of new or enhasded, services and products by us or our congpst
» general economic conditions and economic conditsmegific to the Internet, online commerce or thmotive industry

» adecline in the usage levels of online servicesa@msumer acceptance of the Internet and comnherdiae services for the
purchase of consumer products and services sutiose offered by u:

» our ability to upgrade and develop our systemsiafndstructure and to attract new personnel inreely and effective manne
» the level of traffic on our Web sites and otheesithat refer traffic to our Web sitt
» technical difficulties, system downtime, Interneddwnouts or electricity blackout

« the amount and timing of operating costs and ch@xjaenditures relating to expansion of our busineperations and infrastructt
and our participation in an annual trade sh

e costs relating to remediation of material weakngegsénternal controls

» costs of ongoing litigation and any adverse judgimeasulting from such litigatiol
» costs of defending and enforcing our intellectuaberty rights

» governmental regulation, ai

» unforeseen events affecting the indus

Seasonality is likely to cause fluctuations in oaperating results. Investors may not be able togiot our annual operating results base
on a quarter to quarter comparison of our operatimgsults.

The seasonal patterns of Internet usage and vghictdasing do not completely overlap. Historicalhternet usage typically declines
during summer and certain holiday periods, whilkiele purchasing in the United States is strongesie spring and summer months. In
addition, purchase request volume usually decliméise summer because of the model year change avepome consumers defer purchases
until information regarding the new model yearvsitable, and many manufacturers do not make thein available for publication until la
in the year. As seasonality occurs, investors ntyba able to predict our annual operating reqidted on a quarter to quarter comparison of
our operating results. Seasonality in the autonedtidustry, Internet and commercial online servisage and advertising expenditures is
likely to cause fluctuations in our operating résaind could have a material adverse effect omuosiness, results of operations and financial
condition.

Employee pricing and other actions by manufacturetesat promote transparent pricing may decrease flerceived value of our services
consumers and dealers. If the number of consumensl @ealers who use our services declines, our rexenwill decrease.

In the summer of 2005, some manufacturers introdlpcegrams allowing all consumers to purchase nehicles at prices offered to
employees. Employee pricing and future actions byufacturers that promote transparent pricing may
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negatively affect the perceived value of our sesito consumers and dealers. A decline in the petealue of our services to consumers
and dealers may result in a decline in demanddoservices, which could adversely affect our bes# financial condition and results of
operations.

We may be particularly affected by general economanditions due to the nature of the automotive urstry.

The economic strength of the automotive industgyisicantly impacts the revenues we derive fromleisa automotive manufacturers
and other customers and consumer traffic to our ¥itels. The automotive industry is cyclical, withhicle sales fluctuating due to change
national and global economic forces. Purchasegloitles are typically discretionary for consumeard may be particularly affected by
negative trends in the general economy. The suafeas operations depends to a significant extqpain a number of factors relating to
discretionary consumer spending, including econaroidditions (and perceptions of such conditionsdrysumers) affecting disposable
consumer income (such as employment, wages aniesalausiness conditions, energy prices and isteates in regional and local marke
Because the purchase of a vehicle is a significasgistment and is relatively discretionary, anyuettbn in disposable income in general or a
general increase in interest rates, energy pricaggeneral tightening of lending may affect us esignificantly than companies in other
industries. In addition, if any of our larger custers were to become insolvent because of econamnititions in the automotive industry, our
business, results of operations and financial cmmmay be materially and adversely affected.

Employee pricing and other incentives offered taahsumers by some manufacturers in 2005 may ivefjatffect vehicle sales in
2006. Consumers may have accelerated their plargtadle purchases from 2006 to 2005. At some poittie future, manufacturers may
decrease current levels of incentive spending envehicles, which has served to drive sales volumibe past. Such a reduction in
incentives could lead to a decline in demand fav mehicles. A decline in vehicle purchases mayltéswa decline in demand for our servi
which could adversely affect our business, finanmadition and results of operations.

Threatened terrorist acts and the ongoing militatjon have created uncertainties in the automatisrestry and domestic and
international economies in general. These evenystrage an adverse impact on general economic ¢onsljtwhich may reduce demand for
vehicles and consequently our services and produltth could have an adverse effect on our busjrigesicial condition and results of
operations. At this time, however, we are not ablpredict the nature, extent and duration of theferts on overall economic conditions on
our business, financial condition and results aragions.

We cannot assure that our business will not be mafiieadversely affected as a result of an industrgeneral economic downturn.

If any of our relationships with Internet search gines or online automotive information providersrtainates, our purchase reque
volume or quality could decline. If our purchasegaest volume or quality declines, our participatimigalers may not be satisfied with our
services and may terminate their relationships witk or force us to decrease the fees we chargeforservices. If this occurs, oL
revenues would decrease.

We depend on a humber of strategic relationshighrézt a substantial amount of purchase requestdraffic to our Web sites. The
termination of any of these relationships or amygicant reduction in traffic to Web sites on whiour services are advertised or offered, or
the failure to develop additional referral soureas)ld cause our purchase request volume or qualidgcline. If this occurs, dealers may no
longer be satisfied with our services and may teata their relationships with us or force us tordase the fees we charge for our services. If
dealers terminate their relationships with us océaus to decrease the fees we charge for ourcesnaur revenues will decline which could
have a material adverse effect on our businessitsesf operations and financial condition. We ieee significant number of purchase
requests through a limited number of Internet deargyines, online automotive information providersy other auto related Internet sites.
periodically negotiate revisions to existing agreets and these revisions could increase our ao$tstre periods. A number of our
agreements with online service providers may baiteated without cause. We may not be able to miaimtar relationship with our online
service providers or find alternative, comparabbrketing sponsorships and alliances capable ofnatigg significant numbers of purchase
requests on terms satisfactory to us. If we camraihtain or replace our relationships with onlieevice providers, our revenues may decline
which could have a material adverse effect on ogirtess, results of operations and financial caordit
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If any of our advertising relationships with manufaurers terminates, our revenues would decree

We depend on a number of manufacturer relationgbipsubstantially all of our advertising revenu€ke termination of any of these
relationships or any significant failure to devebfditional sources of advertising would causereuenues to decline which could have a
material adverse effect on our business, resultgperfations and financial condition. We periodigalégotiate revisions to existing agreem
and these revisions could decrease our advertisirgnues in future periods. A number of our agregswith such manufacturers may be
terminated without cause. We may not be able totaai our relationship with such manufacturersawrofable terms or find alternative
comparable relationships capable of replacing aibieg revenues on terms satisfactory to us. Icaenot do so, our revenues would decline
which could have a material adverse effect on asiress, results of operations and financial caordit

If we cannot build and maintain strong brand loyait our business may suffe

We believe that the importance of brand recognitidhincrease as more companies engage in comnmeethe Internet.
Development and awareness of the Autobytel.compoweb.com, Car.com, CarSmart.com and other brantlgegiend largely on our ability
to obtain a leadership position in Internet comreeltdealers and manufacturers do not perceivesumn effective channel for increasing
vehicle sales, or consumers do not perceive uffesng reliable information concerning new anddisehicles, as well as referrals to high
quality dealers, in a user-friendly manner thaues the time spent for vehicle purchases, websillinsuccessful in promoting and
maintaining our brands. Our brands may not be tab¢min widespread acceptance among consumerslarsleOur failure to develop our
brands sufficiently would have a material adveféeceé on our business, results of operations amahitial condition.

We are a relatively new business in an emergingustty and need to manage our growth and our entngd new business areas in order
avoid increased expenses without corresponding neses.

We have been introducing new services to consuaretsiealers in order to establish ourselves aadefdn the evolving market for
automotive marketing services. Introducing newrdranced products and services requires us to semgenditures before we generate
revenues. For example, we may need to hire perbtmogersee the introduction of new services befee generate revenues from these
services. Our inability to generate satisfactomeraies from such expanded services to offset costsl have a material adverse effect on our
business, results of operations and financial d¢ardi

We must also:

» test, introduce and develop new services and pteduncluding enhancing our Web sit
» expand the breadth of products and services offi

« expand our market presence through relationshigistird parties, an

* acquire new or complementary businesses, produtesibnologies

We cannot assure that we can successfully achiese tobjectives.

If federal or state franchise laws apply to us weynbe required to modify or eliminate our marketiq@ograms. If we are unable to mark
our services in the manner we currently do, our esmwes may decrease and our business may suffer.

We believe that neither our relationship with oaalérs nor our dealer subscription agreementsitatestfranchises” under federal or
state franchise laws. A federal court of appealdichigan has ruled that our dealer subscriptioreament is not a “franchise” under
Michigan law. However, if any state’s regulatorgu@ements relating to franchises or our methodusiiness impose additional requirements
on us or include us within an industry-specificukegory scheme, we may be required to modify ourketing programs in such states in a
manner which undermines the program'’s attractivet@sonsumers or dealers. If our relationship dften agreement with our dealers were
found to be a “franchise” under federal or stataéhise laws, we could be subject to other regratisuch as franchise disclosure and
registration requirements and limitations on odulitgtto effect changes in our relationships withraealers, which may negatively impact
ability to compete and cause our revenues to deeraad our business to suffer. If we become sutjdiates or other penalties or if we
determine that the franchise and related requirésrame overly burdensome, we may elect to termiopégations in
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such state. In each case, our revenues may dacitheur business, results of operations and fimfwondition could be materially and
adversely affected.

We also believe that our dealer marketing servareegally does not qualify as an automobile broke@givity and, therefore, state
motor vehicle dealer or broker licensing requiretagyenerally do not apply to us. Through a subsjdige are licensed as a motor vehicle
dealer and broker. In response to Texas Departoféiiransportation concerns, we modified our margrogram in that state to make our
program open to all dealers who wish to apply.dditon, we modified the program to include a prggmodel under which all participating
dealers, regardless of brand, in a given zip codekas are charged uniform fees. If other statggllatory requirements relating to motor
vehicle dealers or brokers are deemed applicahls,teve may become subject to fines, penaltieshar sequirements and may be required to
modify our marketing programs in such states inaammer that undermines the attractiveness of thgrano to consumers or dealers. If we
determine that the licensing or other requirementa,given state are overly burdensome, we mast &determinate operations in such state.
In each case, our revenues may decline and oundmssiresults of operations and financial conditiomd be materially and adversely
affected.

If financial broker and insurance licensing requin@ents apply to us in states where we are not cutlselicensed, we will be required
obtain additional licenses and our business mayfsuf

If we are required to be licensed as a financiakeér, it may result in an expensive and time-coriegrprocess that could divert the
effort of management away from day-to-day operatidm the event states require us to be licensddvanare unable to do so, or are
otherwise unable to comply with regulations requiipy changes in current operations or the intradaaif new services, we could be subject
to fines or other penalties or be compelled toalitioue operations in such states, and our businesglts of operations and financial
condition could be materially and adversely affdcte

We provide links on our Web sites so consumergeeaive real time quotes for insurance coveraga fiird parties and submit quote
applications online through such parties’ Web sit®¥e receive fees from such participants in coriaratith this advertising activity. We do
not believe that such activities require us toibensed under state insurance laws. The use dftdet in the marketing of insurance
products, however, is a relatively new practicés ot clear whether or to what extent state iasce licensing laws apply to activities similar
to ours. Given these uncertainties, we currentlg tbrough a wholly-owned subsidiary, insuranceradicenses or are otherwise authorized
to transact insurance in numerous states.

If we are unable to be licensed to comply with &ddal regulations, or are otherwise unable to dymyith regulations required by
changes in current operations or the introductiomesv services, we could be subject to fines oeopenalties or be compelled to discontinue
operations in such states, and our business, sesfuliperations and financial condition could bearially and adversely affected.

There are many risks associated with consummated potential acquisitions.

We may evaluate potential acquisitions which weelvel will complement or enhance our existing bussnéf we acquire other
companies in the future, it may dilute the valuexikting stockholdersiwnership. The impact of dilution may restrict aibility or otherwist
not allow us to consummate acquisitions. Issuahegoity securities may restriatilization of net operating loss carry forwardsaese of a
annual limitation due to ownership change limitaiainder the Internal Revenue Code. We may also gebt and losses related to the
impairment of goodwill and acquired intangible assewe acquire another company, and this coulgatieely impact our results of
operations. We currently do not have any definidgeeements to acquire any company or businessyamday not be able to identify or
complete any acquisition in the future.

Acquisitions involve numerous risks. For example:

» It may be difficult to assimilate the operationglgersonnel of an acquired business into our oveinless

« Management information and accounting systems afcguired business must be integrated into ouentisystems

* We may lose dealers participating in both our nekvas well as that of the acquired business, if

« Our management must devote its attention to assimgl the acquired business which diverts atterftiom other business concer
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* We may enter markets in which we have limited peixperience, an
* We may lose key employees of an acquired busi

Government regulations may result in increased cotat may reduce our future earnings.

Because our business is dependent on the Int¢needdoption of new local, state or national lawsegulations may decrease the
growth of Internet usage or the acceptance of metecommerce which could, in turn, decrease thead€nfor our services and increase our
costs or otherwise have a material adverse effecuo business, results of operations and finarciatition.

Tax authorities in a number of states are curremtiyjewing the appropriate tax treatment of comgsigingaged in Internet commerce.
New state tax regulations may subject us to aduitistate sales, use and income ta

Evolving government regulations may require futulieensing which could increase administrative costsadversely affect our revenue

In a regulatory climate that is uncertain, our @giens may be subject to direct and indirect adoptexpansion or reinterpretation of
various laws and regulations. Compliance with tHesgre laws and regulations may require us toiotsppropriate licenses at an
undeterminable and possibly significant initial retary and annual expense. These additional monetmgnditures may increase future
overhead, thereby potentially reducing our fut@suits of operations.

We have identified what we believe are the areaiofestic government regulation, which if changeaolild be costly to us. These la
and regulations include franchise laws, motor Vehitokerage licensing laws, motor vehicle deagarising laws, insurance licensing laws
and financial services laws, which are or may b@iegble to aspects of our business. There couldws and regulations applicable to our
business which we have not identified or whiclthiinged, may be costly to us.

Our success is dependent on keeping pace with adgarnn technology. If we are unable to keep pacthveidvances in technology,
consumers may stop using our services and our rexanwill decrease. If we are required to invest stamtial amounts in technology, our
results of operations will suffer.

The Internet and electronic commerce markets aaeackerized by rapid technological change, chammgaser and customer
requirements, frequent new service and produabdiuictions embodying new technologies and the emeggef new industry standards and
practices that could render our existing Web sita$technology obsolete. These market characteriste exacerbated by the emerging n.
of the market and the fact that many companieggpected to introduce new Internet products amndcas in the near future. If we are une
to adapt to changing technologies, our business)teeof operations and financial condition couddrbaterially and adversely affected. Our
performance will depend, in part, on our abilityctmtinue to enhance our existing services, devedaptechnology that addresses the
increasingly sophisticated and varied needs ofoospective customers, license leading technolagiesrespond to technological advances
and emerging industry standards and practicestionedy and cost-effective basis. The developmerdwfWeb sites and CRM systems and
other proprietary technology entails significardghteical and business risks. We may not be sucdergfigsing new technologies effectively or
adapting our Web sites and CRM systems, or othwpri@tary technology to customer requirements @nterging industry standards. In
addition, if we are required to invest substardiaounts in technology in order to keep pace withitelogical advances, our results of
operations will suffer.

We are vulnerable to electricity and communicatiosgstem interruptions. The majority of our primaservers are located in a single
location. If electricity or communications to thdbcation or to our headquarters were interruptedjmoperations would be adversely
affected.

With the exception of the ADS production serverd aertain related systems, our production Web sitekscertain systems, including
Autobytel.com, Autoweb.com, CarSmart.com, Auto8iten, Car.com, Finance.Car.com, AVV.com, iDriveoaland RPM are currently
hosted at secure third-party hosting facilities. Nést the ADS production servers at a company oviaetity.

Although backup servers are available, our prins@nyers are vulnerable to interruption by damagm fiire, earthquake, flood, power
loss, telecommunications failure, break-ins aneiodvents beyond our control. In the event thaeweerience significant system disruptions,
our business, results
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of operations and financial condition would be miath/ and adversely affected. We have, from timméiine, experienced periodic systems
interruptions and anticipate that such interrugiwll occur in the future.

Our main production systems and our accountingyile and contract management systems are hostedure facilities with
generators and other alternate power suppliessie cha power outage. However, our corporate cffiadere we have the users and limited
applications for our accounting, finance and caritraanagement systems, are vulnerable to wide-poaler outages. To date, we have not
been significantly affected by blackouts or othrgeiruptions in service. In the event we are affédty interruptions in service, our business,
results of operations and financial condition cduddmaterially and adversely affected.

We maintain business interruption insurance whiyspip to $9.0 million for the actual loss of besis income sustained due to the
suspension of operations as a result of directipaly®ss of or damage to property at our offiddswever, in the event of a prolonged
interruption, this business interruption insuranay not be sufficient to fully compensate us fa thsulting losses.

Internet commerce is relatively new and evolvinge\annot assure that our business model will befjtable in the future.

The market for Internet-based purchasing serviessonly recently begun to develop and is rapidyhgxg. As is typical for a new and
rapidly evolving industry, demand and market acaepe for recently introduced services and prodons the Internet are subject to a high
level of uncertainty and there are few proven sawiand products. Moreover, since the market foservices is relatively new and evolving,
it is difficult to predict the future growth raté any, and size of this market. Accordingly, wenat assure that our business model will be
successful or that we will be profitable in theufig.

If consumers do not continue to adopt Internet corarme as a mainstream medium of commerce or if autdive industry participants di
not continue to accept the role of third-party onk services, our revenues may not grow and our éags may suffer.

The success of our services will continue to depgrah the adoption of the Internet by consumersdmaders as a mainstream medium
for commerce and/or the willingness of automotivenofacturers to cooperate with third-party servi¥ékile we believe that our services
offer significant advantages to consumers and dgaleere can be no assurance of continued acoeptdour services by consumers, dealers
or automotive companies. Our success assumesahstimers and dealers who have historically relpghuraditional means of commerce
purchase or lease vehicles, and to procure vefinaacing and insurance, will continue to accept/ meethods of conducting business and
exchanging information and that automotive manuiizgs will continue to accept a role for all ma& model third-party sites such as ours
that allow for comparisons. In addition, dealersstraontinue to adopt new selling models and bedrhio use and invest in developing
technologies. If the market for Internet-based siehinarketing services fails to develop, develdpwer than expected, faces opposition or
becomes saturated with competitors, or if our sesydo not continue to be accepted, our businessits of operations and financial
condition may be materially and adversely affected.

Internet-related issues may reduce or slow the growth ie tise of our services in the future.

Critical issues concerning the commercial use efltiternet, such as ease of access, security cgrivaliability, cost, and quality of
service, remain unresolved and may impact the drafvinternet use. If Internet usage continuesitodase rapidly, the Internet infrastruct
may not be able to support the demands placedtonthtis growth, and its performance and reliapifitay decline. The recent growth in
Internet traffic has caused frequent periods ofelesed performance, outages and delays. Our abilincrease the speed with which we
provide services to consumers and to increasecthesand quality of such services is limited by dagendent upon the speed and reliability
of the Internet, which is beyond our control. Ifipels of decreased performance, outages or delajtseolnternet occur frequently or other
critical issues concerning the Internet are nadlkesl, overall Internet usage or usage of our Wials sould increase more slowly or decline,
which would cause our business, results of operatémd financial condition to be materially andexrdely affected.

The public market for our common stock may contint@be volatile, especially since market prices foternet-related and technology
stocks have often been unrelated to operating perfance.

Prior to the initial public offering of our commaock in March 1999, there was no public markeolarcommon stock. We cannot
assure that an active trading market will be sosthor that the market price of the common stodknet
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decline. The stock market in general and the shafremerging companies in particular have expesdrsignificant price fluctuations. The
market price of our common stock is likely to conte to be highly volatile and could be subject tdeafluctuations in response to factors
such as:

e actual or anticipated variations in our quartege@ting results

» historical and anticipated operating metrics suctha number of participating dealers, the visitorsur Web sites and the
frequency with which they transa

» announcements of new product or service offeri

» technological innovation:

» competitive developments, including actions by endgtive manufacturer:

» changes in financial estimates by securities atslysour failure to meet such estima

» conditions and trends in the Internet, electrooimmerce and automotive industri

e our ability to comply with the conditions to contied listing of our stock on The NASDAQ Global Matk
« adoption of new accounting standards affectingdkbnology or automotive industry, a

» general market conditions and other fact

Further, the stock markets, and in particular tAeSRAQ Global Market, have experienced extreme paice volume fluctuations that
have particularly affected the market prices ofigggecurities of many technology companies ancehaften been unrelated or
disproportionate to the operating performance chaompanies. These broad market factors havetaffend may adversely affect the
market price of our common stock. In addition, gaheconomic, political and market conditions, sastrecessions, interest rates, energy
prices, international currency fluctuations, teisbacts, military actions or wars, may adversélga the market price of the common stock.
In the past, following periods of volatility in thearket price of a company’s securities, securitlass action litigation has often been
instituted against companies with publicly tradedwsities. Such litigation could result in subskaintosts and a diversion of management’s
attention and resources, which would have a matdigerse effect on our business, results of ojpgrstaind financial condition.

Changing legislation affecting the automotive indurg could require increased regulatory and lobbyirgsts and may harm our business.

Our services may result in changing the way vehiale sold which may be viewed as threatening byaral used vehicle dealers who
do not subscribe to our programs. Such businessesften represented by influential lobbying orgations, and such organizations or other
persons may propose legislation which could imgaetevolving marketing and distribution model whaalr services promote. Should curi
laws be changed or new laws passed, our busiressdts of operations and financial condition cduddmaterially and adversely affected. As
we introduce new services, we may need to comply additional licensing regulations and regulat@guirements.

To date, we have not spent significant resourcdslaoying or related government affairs issues vireiimay need to do so in the future.
A significant increase in the amount we spend tbying or related activities could have a mateathterse effect on our results of operations
and financial condition.

Our computer infrastructure may be vulnerable tocaity breaches. Any such problems could jeopardimmfidential information
transmitted over the Internet, cause interruptioims our operations or cause us to have liability tioird persons.

Our computer infrastructure is potentially vulndeatm physical or electronic computer braak; viruses and similar disruptive proble
and security breaches. Any such problems or sgdurgtaches could cause us to have liability toammore third parties and disrupt all or
part of our operations. A party able to circumveat security measures could misappropriate praggiehformation, customer information
consumer information, jeopardize the confidentatune of information transmitted over the Interoetause interruptions in our operations.
Concerns over the security of Internet transactarsthe privacy of users could also inhibit thevgh of the Internet in general, particularly
as a means of conducting commercial transactiom$hd extent that our activities or those of thpatty contractors involve the storage
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and transmission of proprietary information suclpassonal financial information, security breacbesld expose us to a risk of financial Ic
litigation and other liabilities. Our current insumce program may protect us against some, butlnof auch losses. Any of these events ct
have a material adverse effect on our businessitsesf operations and financial condition.

We depend on continued technological improvememntsir systems and in the Internet overall. If weeaunable to handle an unexpecte:
large increase in volume of consumers using our Waites, we cannot assure our consumers or dealbas purchase requests will be
efficiently processed and our business may suffer.

If the Internet continues to experience significgrdwth in the number of users and the level of ttsen the Internet infrastructure may
not be able to continue to support the demandgglan it by such potential growth. The Internet maycontinue to be a viable commercial
medium because of inadequate development of theseary infrastructure, timely development of comq@atary products, delays in the
development or adoption of new standards and potgaequired to handle increased levels of Inteagtvity or increased government
regulation.

An unexpectedly large increase in the volume oepddraffic on our Web sites or the number of esd@daced by customers may
require us to expand and further upgrade our tdobgptransaction-processing systems and netwdr&structure. We may not be able to
accurately project the rate or timing of increadfesny, in the use of our Web sites or expand @gpgrade our systems and infrastructure to
accommodate such increases. In addition, we caasoire that our dealers will efficiently procesechase requests.

Any of such failures regarding the Internet in gaher our Web sites, technology systems and itrixagire in particular, or with
respect to our dealers, would have a material dmdrae affect on our business, results of opermstionl financial condition.

Misappropriation of our intellectual property andrpprietary rights could impair our competitive pdgin.

Our ability to compete depends upon our propriesgstems and technology. While we rely on tradentaskle secret, patent and
copyright law, confidentiality agreements and técahmeasures to protect our proprietary rights pekeve that the technical and creative
skills of our personnel, continued developmentwfaroprietary systems and technology, brand naoegnition and reliable Web site
maintenance are more essential in establishingremntaining a leadership position and strengtheoingbrands. As part of our
confidentiality procedures, we generally enter icbofidentiality agreements with our employees emaisultants and limit access to our trade
secrets and technology. Despite our efforts togetatur proprietary rights, unauthorized partiey @i@empt to copy aspects of our service
to obtain and use information that we regard apnpetary. Policing unauthorized use of our prognigtrights is difficult. We cannot assure
that the steps taken by us will prevent misappadiom of technology or that the agreements entitedfor that purpose will be enforceable.
Effective trademark, service mark, patent, copyragid trade secret protection may not be availabésrery country in which our products
and services are made available online. In additiigation may be necessary to enforce or probectintellectual property rights or to deft
against claims or infringement or invalidity. Weéefl one such lawsuit, which is currently pendimgptotect one of our patents. Such
litigation, even if successful, could result in stamtial costs and diversion of resources and nenagt attention and could materially
adversely affect our business, results of operataomd financial condition. Misappropriation of aniellectual property or potential litigation
could also have a material adverse effect on osinless, results of operations and financial coowliti

We face risk of claims from third parties relating intellectual property. In addition, we may incuiability for retrieving and transmitting
information over the Internet. Such claims and lidlies could harm our business.

As part of our business, we make Internet senacekcontent available to our customers. This csethie potential for claims to be mi
against us, either directly or through contractndémnification provisions with third parties. Weutd face liability for information retrieved
from or transmitted over the Internet and liabifiby products sold over the Internet. We could Yigosed to liability with respect to third-
party information that may be accessible through\Wab sites, links or car review services. Sucindamight, for example, be made for
defamation, negligence, patent, copyright or traaiénmfringement, personal injury, breach of coatranfair competition, false advertising,
invasion of privacy or other legal theories basedh® nature, content or copying of these materg&lsh claims might assert, among other
things, that, by directly or indirectly providinopks to Web sites operated by third parties, waukhbe liable for copyright or trademark
infringement or other wrongful actions by suchdhparties through such Web sites. It is also ptssitat, if any third-party content
information provided on our Web sites contains is;roonsumers could make claims against us foetoggurred in reliance on such
information. Any claims could result in costly gtition, divert management’s attention and resougaasse delays in releasing new or
upgrading existing services or require us to eimterroyalty or licensing agreements.
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We also enter into agreements with other compamidgr which any revenue that results from the pselof services through direct
links to or from our Web sites is shared. Suchragements may expose us to additional legal risksuacertainties, including disputes with
such parties regarding revenue sharing, locak stadl federal government regulation and potenéhilities to consumers of these services,
even if we do not provide the services ourselves.cdhnot assure that any indemnification providedstin our agreements with these
parties, if available, will be adequate.

Even to the extent such claims do not result ipilitg to us, we could incur significant costs mvestigating and defending against such
claims. The imposition upon us of potential liayilior information carried on or disseminated thgbwur system could require us to
implement measures to reduce our exposure to fllhity, which might require the expenditure obstantial resources or limit the
attractiveness of our services to consumers, deatat others.

Litigation regarding intellectual property rightsdommon in the Internet and software industries.akpect that Internet technologies
and software products and services may be incrglgssnbject to third-party infringement claims as number of competitors in our industry
segment grows and the functionality of productdifferent industry segments overlaps. There candassurance that our services do not
infringe on the intellectual property rights ofrthparties.

In the past, plaintiffs have brought these typeslaiims and sometimes successfully litigated thgairest online services. Our liability
insurance may not cover all potential claims toalhive are exposed and may not be adequate to iriyeunsrfor all liability that may be
imposed. Any imposition of liability that is notwered by insurance or is in excess of our insuraogerage could have a material adverse
effect on our business, results of operations arah€ial condition.

We could be adversely affected by litigation. If were subject to a significant adverse litigatiomtoome, our financial condition could be
materially adversely affected.

We are a defendant in certain proceedings whiclieseribed in “Item 1. Legal Proceedings” herein.

From time to time, we are involved in other litiget matters arising from the normal course of ausibess activities. The actions filed
against us and other litigation, even if not meitos, could result in substantial costs and dieersf resources and management attention
and an adverse outcome in litigation could matigredversely affect our business, results of op@natand financial condition.

We are uncertain of our ability to obtain additiohfinancing for our future capital needs. If we aranable to obtain additional financing
we may not be able to continue to operate our besis

We currently anticipate that our cash, cash egeitaland short-term and long-term investmentsheilsufficient to meet our
anticipated needs for working capital and othehaaguirements at least for the next 12 monthsnvilg need to raise additional funds
sooner, however, in order to develop new or enharisting services or products or to respond topstitive pressures. There can be no
assurance that additional financing will be avdéain terms favorable to us, or at all. If adequdatels are not available or are not available
on acceptable terms, our ability to develop or echaservices or products or respond to competitieasures would be significantly limited.
In addition, our ability to continue to operate twsiness may also be materially adversely affeiciéide event additional financing is not
available when required. Such limitation could haveaterial adverse effect on our business, restitiperations, financial condition and
prospects.

Our certificate of incorporation and bylaws, stocklder rights plan and Delaware law contain provisis that could discourage a third
party from acquiring us or limit the price third pdies are willing to pay for our stock

Provisions of our amended and restated certifishiecorporation and bylaws relating to our corgergovernance and provisions in t
stockholder rights plan could make it difficult farthird party to acquire us, and could discouratfgrd party from attempting to acquire
control of us. These provisions allow us to isstefgrred stock with rights senior to those of tbenmon stock without any further vote or
action by the stockholders. These provisions pmttigt the board of directors is divided into theesses, which may have the effect of
delaying or preventing changes in control or changauir management because less than a majortthyedfoard of directors are up for
election at each annual meeting. In addition, tigeeeisions impose various procedural and othewireqents which could make it more
difficult for stockholders to effect corporate acts such as a merger, asset sale or other chawgatodl of us. Under the stockholder rights
plan, if a person or group acquires 15% or moreuwfcommon stock, all rights holders, except trguaor, will be entitled to acquire at the
then exercise price of a right that number of shafeour common stock which, at the time, has &ataralue of two times the exercise price
of the right. In addition, under certain circumstas, all right holders, other than the acquirot, b& entitled to receive at the then exercise
price of a right that number of shares of commaglsbf the acquiring company which, at the times hanarket value of two times the
exercise price of the right. The initial exercis&e of a right is $65. Such charter and rightsvfgions could limit the price that certain
investors might be willing to pay in the future &rares
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of our common stock and may have the effect ofydietpor preventing a change in control. The isseavfopreferred stock also could
decrease the amount of earnings and assets aeditatdistribution to the holders of common stoclkcould adversely affect the rights and
powers, including voting rights, of the holdergioé common stock.

We are also subject to the anti-takeover provisafrSection 203 of the Delaware General Corpordtiaw. In general, the statute
prohibits a publicly held Delaware corporation fremgaging in a “business combination” with an “ietged stockholder” for a period of
three years after the date of the transaction iictwtine person became an interested stockholdirssithe business combination is approved
in a prescribed manner. For purposes of Section203usiness combination” includes a merger, asaletor other transaction resulting in a
financial benefit to the interested stockholded an “interested stockholder” is a person who, tlegrewith affiliates and associates, owns or
did own 15% or more of the corporation’s votingckto

ltem 4. Submission of Matters to a Vote of Security Holde

We held our Annual Meeting of Stockholders on Ju2g2006. The following is a brief description bétmatter voted upon at the
meeting and the number of votes cast for or witthméth respect to such matter. Each director pregdsy us was elected.

The stockholders reelected the following two noraséor our board of directors:

Withheld
Director For Authority
Mark N. Kaplan 31,638,90 3,481,96!
James E. Riesenba 34,918,37 202,50:

The term of office as director for Jeffrey H. Coatichael J. Fuchs, Robert S. Grimes and Mark RssRmntinued after the meeting.

Item 6. Exhibits

10.1 First Amendment to Employment Agreement dated aspoil 26, 2006 between Autobytel Inc. and Mich&ehmidt is
incorporated herein by reference to Exhibit 10.thef Current Report on Form 8-K filed with the Séties and Exchange
Commission on May 1, 200

10.2 2006 Inducement Stock option Plan is incorpora@in by reference to Exhibit 4.9 of the Registnatstatement on Form S-8
(File No. 33:-135076) filed with the Securities and Exchange Cdssion on June 16, 2006 (t“2006 $-8").

10.3 Form of Employee Inducement Stock Option Agreeneimcorporated herein by reference to Exhibit 41€he 2006 -8.

104 Inducement Stock Option Agreement dated March Q06detween James E. Riesenbach and Autobytetaspgarated herein by
reference to Exhibit 4.11 of the 200-8.

31.1* Chief Executive Officer Section 302 CertificatiohReriodic Report, dated August 9, 20
31.2* Chief Financial Officer Section 302 CertificatiohReriodic Report, dated August 9, 20
32.1* Chief Executive Officer and Chief Financial Officeection 906 Certification of Periodic Report, dbfaugust 9, 200€

* Filed herewith
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd¢port to be signed on its behalf

by the undersigned, thereunto duly authorized.

Date: August 9, 200

A UTOBYTEL| NC.

By: / s/ M ICHAEL F. ScHMIDT
Michael F. Schmidt
Executive Vice President and Chief Financial Office
(Duly Authorized Officer and Principal Financial Officer)

By: /s/ JILL C. RICHLING

Jill C. Richling
Vice President and Controller
(Principal Accounting Officer)
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(File No. 33:-135076) filed with the Securities and Exchange Cdssion on June 16, 2006 (t“2006 $-8").

Form of Employee Inducement Stock Option Agreeneimcorporated herein by reference to Exhibit 41¢he 2006 -8.
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reference to Exhibit 4.11 of the 200-8.

Chief Executive Officer Section 302 CertificatiohReriodic Report, dated August 9, 20
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Exhibit 31.1
CERTIFICATION

I, James E. Riesenbach, President and Chief ExecOfificer of Autobytel Inc., certify that:
1. | have reviewed this quarterly report on Forn-Q of Autobytel Inc.;

2. Based on my knowledge, this report does notatorny untrue statement of a material fact or emnittate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

3.  Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly presentin all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presentet
this report;

4.  The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and we ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared

b) Designed such internal control over financiglaring or caused such internal control over finahneporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntbd report our conclusio
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehlis report based on
such evaluation; ar

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an annuabrg that has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions!

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; anc

b) Any fraud, whether or not material, that invadveanagement or other employees who have a sigmnifiole in the
registran’'s internal control over financial reportir

Date: August 9, 2006

/s/ James E. Riesenba
James E. Riesenba
President and Chief Executive Officer




Exhibit 31.2
CERTIFICATION

I, Michael F. Schmidt, Executive Vice President &tdef Financial Officer of Autobytel Inc., certithat:
1. | have reviewed this quarterly report on Forn-Q of Autobytel Inc.;

2. Based on my knowledge, this report does notatorny untrue statement of a material fact or emnittate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

3.  Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly presentin all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presentet
this report;

4.  The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and we ha

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared

b) Designed such internal control over financiglaring or caused such internal control over finahneporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntbd report our conclusio
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehlis report based on
such evaluation; ar

d) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an annuabrg that has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions!

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting

which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; anc

b) Any fraud, whether or not material, that invadveanagement or other employees who have a sigmnifiole in the
registran’'s internal control over financial reportir

Date: August 9, 2006

/sl Michael F. Schmic
Michael F. Schmidt
Executive Vice President and
Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Autobyte. (the “Company ) on Form 10-Q for the period ended June 30, 2@0é “
Report "), we, James E. Riesenbach, Chief Executive QOffidehe Company, and Michael F. Schmidt, Executfiee President and Chief
Financial Officer of the Company, certify, pursuémil8 U.S.C. ss. 1350, as adopted pursuant 8D8sof the Sarbanes-Oxley Act of 2002,
that:

1. The Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities Exchangeof 1934; anc

2. The information contained in the Report fairhegents, in all material respects, the financialdition and result of operations of
the Company

/s/ James E. Riesenbs
James E. Riesenba
Chief Executive Officer
August 9, 200¢

/s/ Michael F. Schmic
Michael F. Schmid
Executive Vice President and
Chief Financial Officer
August 9, 200¢

A signed original of this written statement reqdit®y Section 906, or other document authenticatcgnowledging, or otherwise
adopting the signatures that appear in typed foithimthe electronic version of this written stagmhrequired by Section 906, has been
provided to Autobytel Inc. and will be retained Aytobytel Inc. and furnished to the Securities &xdhange Commission or its staff upon
request



