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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 September 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

Indicate by check mark whether the registrantfi{@dl all reports required to be filed by Sectiahdr 15(d) of the Exchange Act during
the past 12 months (or for such shorter periodtti@tegistrant was required to file such repogsyl (2) has been subject to such filing
requirements for the past 90 days. Y&s8 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 filer O Accelerated filer Non-accelerated filer]
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgfe Act.) Yes O No
As of October 31, 2006, there were 42,522,014 shafrthe 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)
September 3C December 31
2006 2005
ASSETS
Current asset:
Domestic cash and cash equivale $ 23,63 $ 33,35!
Restricted international cash and cash equiva 34¢ 241
Shor-term investment 8,99¢ 12,00(
Accounts receivable, net of allowances for bad slabtl customer credits of $806 and $1,124,
respectively 17,97( 19,04:
Prepaid expenses and other current a: 2,102 2,45¢
Total current asse 53,05: 67,09:
Long-term investment — 3,00(
Property and equipment, r 4,38( 4,22¢
Goodwill 70,697 70,697
Acquired intangible assets, r 1,03¢ 2,18¢
Other asset 74 124
Total asset $ 129,24. $ 147,32
LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 8,101 $ 5,70¢
Accrued expense 7,752 7,415
Deferred revenue 2,33¢ 3,87¢
Other current liabilitie 1,58¢ 1,66¢€
Total current liabilities 19,78: 18,66¢
Deferred rer—nor-current 157 131
Deferred revenu—nor-current — 21
Total liabilities 19,93¢ 18,81¢
Minority interest 162 162
Commitments and contingencies (Note
Stockholder' equity:
Preferred stock, $0.001 par value; 11,445,187 sheuthorized; none outstandi — —
Common stock, $0.001 par value; 200,000,000 startm®rized; 42,522,014 and 42,133,410 sh:
issued and outstanding, respectiv 42 42
Additional paic-in capital 287,92¢ 282,92:
Accumulated defici (178,829 (154,619
Total stockholder equity 109,14: 128,34
Total liabilities, minority interest and stockhote’ equity $ 129,24. $ 147,32

The accompanying notes are an integral part obtheadensed 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)

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Revenue: $  28,15¢ $ 30,59t $ 86,60: $  95,30¢
Costs and expense
Cost of revenue 13,77¢ 12,81: 42,99( 38,88(
Sales and marketir 6,142 6,06¢ 20,98: 21,15¢
Product and technology developm 6,461 5,71z 18,26¢ 18,06:
General and administratiy 9,641 6,47¢ 28,80¢ 23,34:
Amortization of acquired intangible ass 35( 37C 1,06( 1,18¢
Total costs and expens 36,37¢ 31,43¢ 112,10¢ 102,62¢
Loss from operation (8,220 (844) (25,509 (7,32))
Interest incom 457 401 1,40C 1,13¢
Foreign currency exchange g 4 11 9 21
Loss before income taxes and minority inte (7,759 (432) (24,095 (6,167)
(Provision) benefit for income tax (11%) 14t (11%) (12€)
Minority interest (5 — — (93
Net loss $ (7,879 $ (287) $ (24,210 $ (6,380)
Net loss per sha— basic and dilute $ (0.19 $ (0.09) $ (0.57) $ (0.1%)
Shares used in computing net loss per s— basic and dilute 42,437,70 41,955,01 42,323,35 41,922,75
Comprehensive los
Net loss $ (7,879 $ (287) $ (24,210 $ (6,380)
Foreign currency translation adjustm — (87) — (407)
Comprehensive los $ (7,879 $ (374 $ (24,210 $ (6,78))

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

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

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Non-cash charge:
Depreciation and amortizatic
Amortization of acquired intangible ass
Provision for bad det
Provision for customer credi
Write-off of capitalized internal use softwe
Loss (gain) on disposal of property and equipn
Stocl-based compensatic
Minority interest
Foreign currency exchange g
Changes in assets and liabiliti
Accounts receivabl
Prepaid expenses and other current a:
Other asset
Accounts payabl
Accrued expense
Deferred revenue
Accrued domestic restructuri
Other liabilities

Net cash used in operating activit
Cash flows from investing activitie
Maturities of shorterm and lon-term investment
Purchases of shiterm and lon-term investment
Change in restricted international cash and caslvalgnts
Purchases of property and equipm
Proceeds from sale of property and equipn
Net cash provided by investing activiti
Cash flows from financing activitie
Proceeds from exercise of stock options and awasded under the employee stock purchase
Net cash provided by financing activiti
Net (decrease) increase in cash and cash equis
Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

Supplemental disclosure of cash flow informati
Cash paid during the period for income ta

The accompanying notes are an integral part oktbeasolidated financial statements
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Nine Months Ended

September 30,

2006 2005
$(24,210 $(6,380)
1,63¢ 1,517
1,15C 1,53¢
13¢ 621
1,36: 2,33(

264 —
111 (10)

3,86( —
— 93

©) —
(430) (4,457
354 (981)
50 17
2,392 (607)
33¢ (294
(1,556 85
— (74)
(51) 18
(14,599 (6,586
9,00( 21,60(
(2,99¢) (8,100
(99) (219
(2,179 (2,249
12 92
3,73¢€ 11,13(
1,14: 31€
1,14: 31¢€
(9,720 4,86
33,35:¢ 24,28’
$ 23,637  $29,14¢
$ 31& $§ 58¢
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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 months and nine months ended Septerih@036 are not necessarily indicative
of the results to be expected for the year endiagenber 31, 2006 or any other 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 the price of its comnsinck at the date of grant based on historicaltild of its common stock for a period equal
to the expected term of the awards. The assumptised in calculating the fair value of stock-baaegrds represent its best estimates, but
these estimates involve inherent uncertaintiestiam@pplication of management judgment. As a redéictors change and the Company
uses different assumptions, stock-based compensatjpense could be materially different in the fatun addition, the Company is required
to estimate the expected forfeiture rate and omtpgnize expense for those options expected to TlestCompany estimates the forfeiture
rate based on historical experience of its stodetiawards that are granted, exercised and cathcélies actual forfeiture rate is materially
different from its estimate, the stock-based corspton expense could be significantly differenbiravhat it has recorded in the current
period. See Note 4 — “Stock-Based Compensationafialitional information.

6



Table of Contents

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

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 months and months ended September 30, 2006 and 2005 (isdahds):

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Revenues

Lead fees $16,46. $18,56( $52,20¢ $59,88¢
Advertising 4,29 4,832 12,38¢ 14,09(
CRM services 6,40¢ 6,151 19,08¢ 17,94¢
Data, applications and oth 994 1,052 2,91¢ 3,38¢
Total revenue $28,15¢ $30,59¢ $86,60: $95,30¢

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

In accounting for multiple-element arrangements ofthe 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 detetioriraf the relative fair value of that
element to the aggregate fair value of all elemértie fair values must be reliable, verifiable amjectively 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 exisemee is not allocated among them until
that evidence exists. Instead, the revenue is rezed as earned using revenue recognition prinsigpplicable to the entire arrangement as if
it were a single element arrangement.

At September 30, 2006, the Company deferred reveh$#i806,000 in accordance with EITF Issue 00-2demrone multiple-element
arrangement. At December 31, 2005, the Companyreefeevenue of $300,000 under two multiple-elenz@rangements. Revenue
recognized under these arrangements totaled $121&80$909,000 for the three months and nine manttled September 30, 2006,
respectively.

Risk Due to Concentration of Sgnificant Customers

The Company had no balances owed from any singteraiive manufacturer that accounted for more th@# of total accounts
receivable as of September 30, 2006. The Compashphlances owed from two automotive manufactuteaseach accounted for more than
10% of total accounts receivable as of Decembe305.

Business Segment
The Company conducts its business within one basisegment which is defined as providing automatiaeketing services.

Recent Accounting Pronouncements

In May 2005, the Financial Accounting Standardsrddq&ASB) issued SFAS No. 154, “Accounting Changed Error Corrections.”
SFAS No. 154 requires retrospective applicatioprior periods’ financial statements of changesdooainting principle. It also requires that
the new accounting principle be applied to the ieda of assets and liabilities as of the beginnirthe 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 the income statement. SFAS N4é.id gffective for accounting changes and correstiaf errors made in fiscal years
beginning after December 15, 2005. The CompanytaddpFAS No. 154 on January 1, 2006, and its agioplid not have a material effect
on the Company’s consolidated financial positiomesults of operations.
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

In June 2006, FASB’s EITF reached a consensussue ISo. 06-1, “Accounting for Consideration GivgnabService Provider to
Manufacturers or Resellers of Equipment Necessargri End-Customer to Receive Service from thei&eRrovider”. EITF 06-1 provides
guidance on the accounting for consideration gieaihird party manufacturers or resellers of equéptrwhich is required by the end-
customer in order to utilize the service from teevice provider. EITF 06-1 is effective for fisgadars beginning after June 15, 2007 and its
adoption is not expected to have a material efiadhe Company’s consolidated financial positiomesults of operations.

In June 2006, FASB’s EITF reached a consensussue INo. 06-3, “How Taxes Collected from Customeis Remitted to
Governmental Authorities Should be Presented ifrtbeme Statement”. EITF 06-3 provides accountiniglgnce regarding the presentation
of taxes assessed by a governmental authorityrememue producing transaction between a selleaanustomer such as sales and use taxes.
EITF 06-3 is effective for fiscal years beginnirftea December 15, 2006 and its adoption is not etgaeto have a material effect on the
Company’s consolidated financial position or resolt operations.

In July 2006, FASB issued FIN 48 “Accounting for démtainty in Income Taxes” which prescribes a redthan threshold and
measurement process for recording in the finastéiements 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.

In September 2006, FASB issued SFAS No. 157, “Falue MeasurementsSFAS No. 157 defines fair value, establishes a éramrk
for measuring fair value and expands disclosureiafair value. SFAS No. 157 is effective for fisgalars beginning after November 15, 2
and its adoption is not expected to have a mateffiett on the Company’s consolidated financialifpms or results of operations.

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

Three Months Nine Months
Ended Ended
September 30, September 30,
2006 2005 2006 2005
(in thousands, except share and per share data)
Numerator:
Net loss $ (7879 % (287) $ (24210 $ (6,380

Denominator
Weighted average common shares and denominatbagic
and diluted calculatio 42,437,70 41,955,01 42,323,35 41,922,75
Net loss per sha—basic and dilute: $ (0.19) $ (0.03) $ (0.57) $ (0.1%)

For the three months and nine months ended Septe88b2006, 8,280,314 and 7,597,522, respectiegitidilutive potential shares of
common stock, consisting of employee and diredtmrksoptions and employee stock purchase plan ayheye been excluded from the
calculation of diluted net loss per share, as thm@any incurred a net loss for the period. Forthinee months and nine months ended
September 30, 2005, 5,975,840 and 6,094,129, rixgglgc antidilutive potential shares of commoncditpconsisting of employee and direc
stock options and employee stock purchase plandsywhave been excluded from the calculation otedwet loss per share, as the Company
incurred a net loss for 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 cosigeized for the three months and nine months eBe@tiember 30, 2006, includes the
applicable amounts of: (a) compensation cost dcftattk-based payments granted prior to, but novgsted as of December 31, 2005 (based
on the grant-date fair value estimated in accordavith the original provisions of SFAS No. 123 adviously presented in the pro forma
footnote disclosures), and (b) compensation caosdlfetock-based payments granted subsequentderblger 31, 2005 (based on the grant-
date fair value estimated in accordance with the provisions of SFAS No. 123(R)). Results from pperiods have not been restated.
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

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 Annuagdd®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,h8fes of the Company’s common stock are availabbeetawarded to the Company’s
newly hired employees or appointed directors, galetonnection with the hiring of the employeeappointing of the director, in the form of
nonqualified stock options. The per share exengig® of the stock options shall not be less thaBPa of the fair market value of a share on
the date of grant. No option shall be exercisafikr ¢he expiration of ten years from its grantedatn optionee who is not an officer or a
director must have the right to exercise at 1e@% ®f the options granted per year over five yéans the date of grant. Unless the award
agreement provides differently, the unvested pontibthe awards will immediately become vested ugaoy merger (other than a merger in
which the Company is the surviving entity and terts remain unchanged as compared to the terntstptioe merger), consolidation, or
sale or transfer of the Company’s assets, excepeibptions are assumed by the acquiring partieddrthe award agreement provides
differently, upon any liquidation or dissolution thie Company, all the rights to any portion of usted awards will end, and the awards will
be canceled at the time of the liquidation or diggon unless the relevant dissolution or liquidatplan provides otherwise.

At September 30, 2006, 1,580,411 shares understimzk options were available for grant under thenGany’s existing stock option
plans. The Company grants incentive and non-gedlgtock options at an exercise price equal torthket closing price at the date of grant
and that vest according to vesting schedules détethby the Board of Directors or a committee théréhe Company utilizes the straight-
line attribution method for recognizing stock-basethpensation expense under SFAS No. 123(R). Sbamsnmon stock issued upon
exercise of stock options or awards under the eyeglatock purchase plan are from previously unéshares. For the three months and
months ended September 30, 2006, the Company ext8376,000 and $3,860,000 of stock-based corapenexpense, or $0.03 and
$0.09 earning per share, respectively. Stock-besetbensation expense is included in costs and sggen the accompanying condensed
consolidated statement of operations for the threrths and nine months ended September 30, 200d@ss:

Three Months

Nine Months

Ended Ended
September 3C September 3C

2006 2006

(in thousands)

Cost of revenue $ 52 $ 13t
Sales and marketir 31¢& 89t
Product and technology developm 313 704
General and administratiy 69¢€ 2,12¢
$ 1,37¢ $ 3,86(

Prior to adopting SFAS No. 123(R) on January 1628 Company accounted for share-based compengdtins under the
recognition and measurement principles of APB Qpirilo. 25, “Accounting for Stock Issued to Emplay&eand related Interpretations. No
compensation cost was reflected in the net losthfothree months and nine months ended Septerib2085 related to stock options, as all
options granted under sharased compensation plans have an exercise pricé gihhe market closing price of the underlyingneoon stocl
on the date of grant.
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

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 stockdmhemployee compensation for the three months er@dnmonths ended September 30,
2005:

Three Months

Ended
September 3C Nine Months
Ended
2005 September 30, 20C
(in thousands, except per
share data)
Net loss:
As reportec $ (287) $ (6,380)
Employee stock-based compensation determined theldair value based
method (2,157%) (5,036
Pro forma $ (2449 $ (11,410
Net loss per sha—basic and dilutec
As reportec $ (0.0)) $ (0.1%)
Pro forma $ (0.06) $ (0.27)

Prior to the adoption of SFAS No. 123(R), the Comypdid not record any tax benefits resulting fréra exercise of options due to
uncertainty surrounding the timing of realizing tienefits of its deferred tax assets in futurequkyi SFAS No. 123(R) requires the benefi
tax deductions in excess of recognized compensatishto be reported as a financing cash flow eratiian an operating cash flow as reqt
under APB No. 25. Had the Company recognized apsxtax benefit from deductions resulting fromekercise of stock options, it would
have classified the benefit as a financing cadbvnin the consolidated statement of cash flows.

The weighted-average fair market value per shatheobptions granted during the three months eSdgdember 30, 2006 and 2005
was $2.01 and $2.39, respectively. The weightedameefair market value per share of the optionatgdhduring the nine months ended
September 30, 2006 and 2005, was $2.28 and $24®ctively. The weighted-average fair market valufie stock options at the date of
grant was estimated using the Black-Scholes opirazing model on the date of grant and the follogvaissumptions:

Three Months Nine Months

Ended September 30, Ended September 30,

2006 2005 2006 2005
Dividend yield 0.00(% 0.0(% 0.00(% 0.00(%
Volatility 78.59% 70.61% 79.1% 71.3¢%
Weightec-average ris-free interest rat 4.86% 4.02% 4.85% 3.82%
Expected life 4.99 year 3.50 year  4.99 year 3.50 year

The risk-free interest rate is based on UnitedeStaeasury yield for a term consistent with thpeeted life of the stock option in effect
at the time of grant. The risk-free interest rateged from 4.67% to 5.04% and 4.35% to 5.07% fetlinee and nine months ended
September 30, 2006, respectively. Expected vdiatibased on the Company’s historical experidaca period equal to the expected life.
The Company has used historical volatility becatibas a limited number of options traded on itsiomon stock to support the use of an
implied volatility or a combination of both histodl and implied volatility. Expected life is calet#d using a lattice expected term model
which utilizes historical data to calculate futisehavior for the three months and nine months esdgdember 30, 2006. Expected life for
three months and nine months ended September 38,i2@ased on historical exercise patterns. Adéivd yield was not considered in the
option-pricing formula since the Company has nad jpéidends in the past and has no current plamotso in the future. The forfeiture rate
used was based on historical experience. As redjbiyeSFAS No. 123(R), the Company adjusts the estichforfeiture rate based on actual
experience.
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AUTOBYTEL INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (continued)
(unaudited)

Awards issued under the employee stock purchasewsae estimated to have a weighted-average faievyzer award of $0.75 and
$1.42 for the three months ended September 30, 200@005, respectively. Awards issued under thel@rae stock purchase plan during
the nine months ended September 30, 2006 and 28G5estimated to have a weighted average fair \afl$6.93 and $1.18, respectively.
The fair value of the awards is based on the BBcheles option-pricing model and the following asptions:

Three Months Nine Months
Ended Ended
September 30, September 30,
2006 2005 2006 2005

Dividend yield 0.0(% 0.00% 0.00(% 0.00%
Volatility 53.51% 44.95%-77.97% 53.4% 44.95%-77.97%
Weightec-average ris-free interest rat 5.1&% 2.99%-3.69% 4.92% 2.99%-3.69%
Expected life 6 month: 6 month: 6 month: 6 month:

The weighted-average risk-free interest rate iethas United States treasury yield for a term aiast with the expected life of the
award in effect at the time of grant. Expected tilithais 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 experienci
required by SFAS No. 123(R), the Company adjustsestimated forfeiture rate based on actual expezie

A summary of the Company’s outstanding stock ostias of September 30, 2006, and changes duringirtenonths 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 3,332,001 3.4z
Exercisec (269,34 2.74
Forfeited and expire (688,462 7.8%
Outstanding at September 30, 2( 11,012,87 $ 5.22 7.44 $ 1,94¢
Vested and expected to vest at September 30, 9,071,461 $ 5.3¢ 7.0¢ $ 1,94F
Exercisable at September 30, 2( 6,354,32 $ 5.91 6.1 $ 1,944

The total intrinsic value of options exercised dgrthe three months ended September 30, 2006 &% @@s $49,000 and $136,000,
respectively. The total intrinsic value of optiamsercised during the nine months ended Septemb&08® and 2005, was $328,000 and
$145,000, respectively.

As of September 30, 2006, there was $5,857,0006taf tnrecognized compensation cost, net of esticnitrfeitures, related to
nonvested share-based compensation arrangementsdytander sharbased compensation plans. The cost is expectesl iecbgnized ovetr
weighted-average period of 1.27 years using tlagstt-line attribution method.

The Company also has awards outstanding unde9®@ Employee Stock Purchase Plan. At Septembet(®®, the awards
outstanding under the 1996 Employee Stock PurdAsehad an exercise price of $2.69 per sharen@®fatal outstanding awards, none w
exercisable at September 30, 2006 or December0®5. 2
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A summary of the Company'outstanding awards under the employee stock psecplan as of September 30, 2006, and changesy

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 173,71- 2.74
Exercisec (119,26 3.3¢
Forfeited (38,639 3.31
Outstanding at September 30, 2( 83,82 $ 2.6€ 4 month: $ 20
Vested and expected to vest at September 30, 78,10: $ 2.6¢ 4 month: $ 19

As of September 30, 2006, there was $39,000 of tiotzcognized compensation cost related to opitipasted under the employee
stock purchase plan. The cost is expected to lmgnied over 4 months using the straight-line aition method.

To induce James E. Riesenbach to join the CompsuGhaf Executive Officer and President, on Mar6hZ006, the Company entered
into an agreement with Mr. Riesenbach whereby thigany granted 1,000,000 options to him at an ésexprice of $4.68. Of the 1,000,0
options granted, 600,000 were service-based aveardisnet the criteria for granted options in accocgawith SFAS No. 123(R) as of
March 20, 2006. The remaining 400,000 options aréopmance-based awards where the future perforeeniteria will be defined at a
future date. As such, in accordance with SFAS N3(R), the awards are not considered granted sunth time that the performance criteria
have been defined and were not included in outstgraptions at September 30, 2006. The Companybeiin recognizing stock-based
compensation expense based on the fair value gfdtfermance-based options on the date the perfareneriteria have been defined.

5. Selected Balance Sheet Accounts
Short-Term and Long-Term Investments

At September 30, 2006 and December 31, 2005 thetiaeab cost basis, aggregate fair value, unrealiggds and losses by security
type were as follows:

Aggregate
Amortized Fair Unrealized Unrealized
Cost Basis Value Gains Losses

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

Government sponsored agency bo $ 6,00( $ 5,97¢ $ — $ 22
Commercial pape 2,99¢ 2,99¢ — —
Total as of September 30, 20 $ 8,99¢ $ 8,97¢ $ — $ 22
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 September G06 Zre due within one year.

The longer the term of the securities, the moreestible they are to changes in market rates efést and yields on bonds. The
Company reviews its investments in debt securftepotential impairment on a regular basis. Ag pathe evaluation process, the Company
reviews factors such as the length of time andrgxtewhich fair value has been below cost bakis financial condition of the issuer and the
Company’s intent and ability to hold the investmiemta period of time which may be sufficient fartizipated recovery in market value. The
Company has the intent and ability to hold these
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securities for a reasonable period of time sufficfer a forecasted recovery of fair value up te ithitial cost of the investment. The Company
expects to realize the full value of all of thesegstments upon maturity. The Company will recardnapairment loss on investments for any
other-than-temporary decline in fair value of thdebt securities below their cost basis. The Comjpliah not record any impairment losses
that were related to other-than-temporary decliniir value of its debt securities for the ninentis ended September 30, 2006 and 2005.

Capitalized Internal Use Software

The Company capitalizes costs, including stock-th@senpensation costs, to develop internal use sofétwnder the provisions of
Statement of Position (“SOP”) 98-1, “Accounting fbe Costs of Computer Software Development or i@éthfor Internal Use.” The
Company periodically reviews and evaluates capidlinternal use software for indications thatsbftware may no longer be expected to
provide any service potential or be placed in servor its intended use. In June 2006, the Comparyrded a charge of $264,000 associated
with the write-off of a capitalized internal usetaare project no longer being developed or expgbtiebe placed in service for its intended
use. This charge was included in products and tdogg development expenses.

Acquired Intangible Assets

Acquired intangible assets at September 30, 208@@tember 31, 2005 are amortized over their egtdnaseful lives and consist of
the following:

As of September 30, 2006

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

Developed technolog 2year $ 82C $ (800) $ 20
Customer relationshiy 3 year 4,37¢ (3,712 663
Domain name 5 year 70C (3449) 35€
Total $5,89F $ (4,850  $1,03¢

As of December 31, 2005
Average Gross

Estimated Carrying Accumulated Net
Useful Lives Amount Amortization Amount
(in thousands)
Developed technolog 2year $ 82C $ (710) $ 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 nine moatided September 30, 2006 was $370,000 and $1,T50&3pectively. Amortizatio
expense for the three and nine months ended Septe8@h2005 was $560,000 and $1,536,000, respbctimortization expense related to
technology is classified as cost of revenues. Arratibn expense for the remaining lives of thenigille assets is estimated to be as follows:

Amortization
Expense
(in thousands’
Three months ending December 31, 2 $ 36¢
2007 49z
2008 14C
2009 41
$  1,03¢
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Accrued Liability for Realignment

In June 2006, the Board of Directors of the Companyhe recommendation of management, approvedl@nment 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 peolines and to enable new investment in key graavétas. As a result, the Company
recorded a $299,000 charge, consisting of severaosts, in June 2006. This charge was includedlegssand marketing expenses, product
and technology development expenses and generadmithistrative expenses of $102,000, $138,0006&3¢000 respectively. As of
September 30, 2006, these costs were fully paid.

6. Autobytel.Europe LLC

In December 2005, the owners of Autobytel.Europeedto dissolve Autobytel.Europe. As of Septen38gr2006 and December 31,
2005, the assets and liabilities of Autobytel.Ewragere as follows:

September 3C December 31
2006 2005
(in thousands)
Restricted international cash and cash equiva $ 34¢ $ 241
Other current and ni-current asset — 13€
Other current liabilitie (30 (62)
Minority interest (163 (163
$ 15€ $ 15E

Autobytel.Europe did not generate any revenuelferthree and nine months ended September 30, 2088ezult of the substantial
liquidation in December 2005. Total revenue fortiree and nine months ended September 30, 2005188000 and $212,000,
respectively.

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’sextrand former directors and officers (the “Aut@dyhdividual Defendants”) and
underwriters involved in the Company’s initial pigbbffering. 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 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 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 Comypainitial public offering was false and
misleading in violation of the securities laws hezait 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 classfition in the remaining cases. The
Underwriter Defendants sought leave to appealdédasion 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 ¢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 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@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
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defendants settle for less than $1 billion, thaéss are required to make up the difference.dnifcipated that any potential financial
obligation of the Company to plaintiffs pursuantte terms of the settlement agreement and retafesements will be directly covered and
paid by its insurance carriers. The Company culyréninot aware of any material limitations on theected recovery of any potential
financial obligation to plaintiffs from its insurea carriers. Its carriers are solvent, and the Gomiis not aware of any uncertainties as to the
legal sufficiency of an insurance claim with regpgecany recovery by plaintiffs. Therefore, the Gumany does not expect that the settlement
will involve any payment by the Company. If matéfiaitations on the expected recovery of any ptitsdriinancial obligation to the plaintif
from the Company’s insurance carriers should atiseCompany’s maximum financial obligation to ptéfs pursuant to the settlement
agreement would be less than $3.4 million. HoweiWéhe JPMorgan Chase settlement is finally appththe Compang’ maximum financiz
obligation to the plaintiffs pursuant to the settent agreement would be less than $2 million. Gorlray 15, 2005, the Court granted
preliminary approval of the settlement agreemartiject to certain modifications consistent withdafsnion. Those modifications have been
made. On March 20, 2006, the Underwriter Defendamitenitted objections to the settlement to the €dlive Court held a hearing regarding
these and any other objections to the settlememfaitness hearing on April 24, 2006, but it hasyet issued a ruling. There is no assurance
that the Court will grant final approval to thetkahent. If the settlement agreement is not appi@red the Company is found liable, the
Company is unable to estimate or predict the piatetdmages that might be awarded, whether suctageswould be greater than its
insurance coverage, or whether such damages waukddmaterial impact on its results of operatiinancial condition or cash flows in a
future period.

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 offiqghe “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 Ad&S#4. Plaintiffs allege that the underwriter
defendants agreed to allocate stock in Autowebtmirpublic offering to certain investors in exeige for excessive and undisclosed
commissions and agreements by those investorske 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 lgriL3 2002. On October 9, 2002, the Court disniigshe Autoweb Individual Defendants
from the case without prejudice based upon Stipratof Dismissal filed by the plaintiffs and theitaweb 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 Undemvridefendants sought leave to appeal this dec@ioithe 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 thwab 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 agreenfiena 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 extemthie underwriter defendants settle for less 8tahillion, 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 direothgred 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 tdegal sufficiency of an insurance claim with respi® 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, Agfow maximum financial obligation to
plaintiffs pursuant to the settlement agreementldvbe less than $3.4 million. However, if the JPlyenm Chase settlement is finally appro
Autoweb’s maximum financial obligation to the plaifs pursuant to the settlement agreement woultebg than $2 million. On February 15,
2005, the Court granted preliminary
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approval of the settlement agreement, subjectrtaicemodifications consistent with its opinion.d&e modifications have been made. On
March 20, 2006, the Underwriter Defendants subnhittigiections to the settlement to the Court. TharCleeld a hearing regarding these and
any other objections to the settlement at a fagesring 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#uggsmight be awarded, whether such damages viuiteater than Autoweb’s insurance
coverage, or whether such damages would have aiat@tepact on the Company’s results of operatidimancial condition 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 September 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 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 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 discovery period has closed and the gaatie now preparing for a November 2006 trial. Didabrporation also seeks attorney’s
fees and costs. The Company expects to incur aistfiees and costs in this matter as are customahe prosecution of patent litigation,
and could be liable for Dealix Corporation’s atteyn’ fees and costs if Dealix Corporation is susftésn its counterclaims.

Between October and December 2004, five separapmpad class actions were filed in the United &district 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@éuly 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 misreprésgiand 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 all
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 domad dismiss the Consolidated Amended Class Adiomplaint on August 1, 2005 and
filed their reply brief on February 17, 2006. Thealing 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 releaswd &ll claims related to this action, a settlen@ass consisting of all persons who purchased
or otherwise acquired the common stock of Autoblyegiveen July 24, 2003 and October 21, 2004 wittdréified, and a settlement fund will
be established. The settlement was funded by tinep@oy’s insurer. At the final settlement hearing@etober 30, 2006, the court approved
the settlement. If the approval of the settlemeratpipealed or the settlement does not take effeetnfy reason, the Company cannot currently
predict the impact or outcome of the litigation,igihcould have a material impact on the Compangssilts of operations, financial condition
and cash flows. The Company has not recorded #itladgainst this claim as of September 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 relevanet due to violations of
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generally accepted accounting principles and Sgesiand Exchange Commission rules. The complagitsunspecified compensatory
damages, treble damages, equitable and/or injunciief, restitution, and attorneys’ fees and 0a$ well as accountants’ and experts’ fees.
Plaintiffs filed and served an Amended Derivativaarlaint on July 29, 2005. Defendants filed andegr motion to stay and a demurrer in
October 2005. On November 29, 2005, the court grhtite motion to stay and set a status conferemdddrch 1, 2006. On February 22,
20086, the parties stipulated to continue the Mdrc®006 status conference, and the court apprdweestipulation. The parties have stipulated
to further continue the status conference. A statuderence is currently scheduled for November2P96. The parties have negotiated a
settlement of this action, and are in the procé$malizing the settlement documents which musintive presented to the court for approv:
the settlement is not finalized for any reasorthercourt does not approve the settlement, oncstéyeis lifted, the Company intends to
defend this suit vigorously. However, the Compaagrmt currently predict the impact or outcome afslitigation, which could be material,
and the continuation and outcome of this lawsuityeall as the initiation of similar suits may havenaterial impact on the Company’s results
of operations, financial condition and cash flowke Company has not recorded a liability againstdlaim as of September 30, 2006.

On October 21, 2005, Autobytel received a complagivell 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 directr 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 arbitnatontain 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@3l00 and 25500, fraud, negligent misrepresemtafiaudulent 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 folation of Section 17(a) of the Securities Act 0889The complaint and demand for arbitra
seek unspecified damages and attorneys’ fees ats, @ well as rescission and punitive awards delfiendants 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 midife. 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 eobrded a liability against this claim as of
September 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 swamdtal 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 Trdylichigan for some of its
wholly-owned subsidiaries. The maximum guaranteeiarhis approximately $1,032,000 which represdmsémaining commitment,
through January 2011, on such operating leasegemaants as of September 30, 2006.

Commitments

New contractual commitments entered into in thedtuarter of 2006 consisted of an operating Iéaisae domain name and a purchase
obligation for hosting and communication servicegigng in July 2009 and October 2007, respectivAly of September 30, 2006, future
minimum payments related to these agreements veehalaws:

For the three
months ending

December 31, Year ending December 31,
(in thousands)
2006 2007 2008 2009 Total
Operating leas $ 19 $75 $75 $ 44  $218
Hosting and communicatic 48 12¢ — — 17€
$ 67 $20< $ 75 $ 44 $38¢
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8. Subsequent Event

The Company is exploring strategic alternativesttoRPM and data businesses. The Company hadisis&éaba retention plan for

employees of these businesses. The cost is expededapproximately $0.8 million which is basedtioe number of current employees of
these businesses.
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Item 2. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

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 199Bords such as “anticipate,”
“estimate,” “expects,” “projects,” “intends,” “plai’ “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 cajpiaisil 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 achievehsgmals 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 couldecaatial results to differ materially from thos#eeted in forward-looking statements made
in this Quarterly Report on Form 10-Q include bt ot limited to those set forth under Part Iefit 1A. Risk Factors.” Investors are urged
not to place undue reliance on forward-lookingestegnts, which speak only as of the date hereofat¥'@inder no obligation, and expressly
disclaim any obligation, to update or alter anyfard-looking statements, whether as a result of infevmation, future events or otherwise.
All forward-looking statements contained herein gualified in their entirety by the foregoing caurtary statements. Unless specified
otherwise, as used herein, the terms “we,” “us’oor” refer to Autobytel Inc. and its subsidiaries.

You should read the following discussion of ountesof 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 buéidds 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 automotadkating data and technology services. In the thirarter of 2006 we continued to
implement certain strategic initiatives, includitngnsitioning our business toward a media-centugiiess model, focusing on providing best-
of-class marketing and media services for our deald manufacturer customers, and capturing integrapportunities within our business.

We are exploring strategic alternatives for our R&M data businesses. We have established a ostgtain for employees of these
businesses. The cost is expected to be approxiyr@e8 million which is based on the number of entremployees of these businesses.

Effective August 9, 2006, PricewaterhouseCooperB [[IPwC") ceased being our independent registetddigpaccounting firm. On
August 23, 2006, we engaged McGladrey & Pullen, lalsPhur new independent registered public accogfitim.

Our results of operations have been affected irtting quarter of 2006, and may continue to beciéfé in the future, by various facto
including, but not limited to, the following:

» 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

» increased spending with third parties who direaersie queries to our Web site

» stock compensation expense as a result of adohtingrovisions of SFAS No. 123(F
» costs associated with enforcing our intellectuaperty rights; an

» costs associated with defending purported classmaaerivative and other lawsuits filed againsaus certain current and former
directors and officers relating to the restatemehtsur consolidated financial statemel

Also, our results of operations have been affebiethe implementation of certain strategic initta8, including those described above.
We anticipate these strategic initiatives will requan investment of approximately $1 million to®2lion in operating expenses and
approximately $3 million to $4 million in capitakpenditures over the remainder of 2006. There aldlb be further investments over the
course of 2007.

19



Table of Contents

For the year ending December 31, 2006, we expattdéivenue from leads and advertising will bothlideovhen compared to the same
period in 2005. CRM revenues are expected to iseréa2006 when compared to 2005. Cost of revenagpected to increase as a
percentage of total revenue for the year endingeBoer 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, ¢8ienting for Stock-Based Compensation” issued ®61i%sing the modified prospective
application method. Under this transition methammpensation cost of $1.4 million was recognizethathird 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 September 30, 2006, we had $32.6 millionamdstic cash, cash equivalents, and short-ternsiments.

Net cash used in operations was $5.1 million intitirel quarter of 2006. For the remainder of 2006 ,expect to continue to use cash in
excess of cash generated from operations.

During the third quarter of 2006, we changed howcadeulate the number of vehicle lead referral @ungrs. We now calculate a vehi
lead referral customer based on the dealershipigaiysstablishment not on the dealer franchise vemdount a customer in a single physical
establishment who subscribes to more than onerafi@n car lead referral programs as one customedealership at a particular physical
establishment is considered a single dealership naigh it may encompass multiple franchisesuakatone or more of our new car lead
referral programs. Going forward, we will discldead referral dealerships for both our new car ledgrral programs in the aggregate and
used car lead referral program, and will not causipended dealers as customers. As an examplevoféaalculate these customers, a
dealer with three different franchises in a simglgsical establishment that subscribes to the Aatoeom and Autobytel.com new car lead
referral programs for such franchises is counteghnascustomer. As a further example, a dealershipsingle physical establishment that
subscribes to the Autobytel.com new car lead refgmogram and to our used car lead referral pragsacounted as two customers.

Our lead referral dealerships represent domestiéraported makes of vehicles and light trucks solthe United States. At
September 30, 2006 and 2005, our new car leadaéfialerships, excluding lead referral enterpdisalerships attributable to automotive
manufacturers or their automotive buying serviddiatkes, totaled approximately 2,550 and 2,588pextively. Our used car lead referral
dealerships, excluding lead referral enterprisdedships attributable to automotive manufacturertheir automotive buying service affiliat
totaled approximately 1,630 and 1,530 at Septer@®eP006 and 2005, respectively. Additionally, thgb our enterprise sales initiatives, we
have 10 direct relationships with automotive maontufeers or their automotive buying service afféisencompassing 20 brands.

A majority of our revenue from lead referral dealgps is derived from retail dealerships and eniggealerships with major dealer
groups. In addition, as of September 30, 2006fioance lead referral network included approxima10 relationships with retail
dealerships, finance request intermediaries, atahaative finance companies who participate in oar.€m finance referral network.
Participants in the finance referral network reea@quests to arrange for financing the purchasa @utomobile. As of September 30, 2006,
the CRM customer relationships consisted of appnakely 2,610 Web Contrél, our lead management product (“Web Control”), and
approximately 950 RPM, our customer loyalty and retention marketing paog relationships.

Web Control customer relationships are accountedddsed on the number of customers using Web Qoratber than the number of
franchises owned by a given customer. A dealerghbscribes to our Web Control product and RPM anogaccounts for two CRM

customer relationships. We no longer include iMmggour legacy lead management tool) product relakiggsswithin CRM customer
relationships, as we are offering dealers who Mgamager the opportunity to migrate to our Web Calrpgroduct.
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The number of dealerships and customer relatiossispf September 30, 2006 and 2005 referred teealias determined in
conformity with the methodology described above.

We conduct our business within one business segm#ith 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) dedbeat are eligible to receive purchase
requests from us as part of a single agreementamitiutomotive manufacturer or its automotive bgysarvice affiliate. Major dealer groups
include AutoNation and automotive manufacturersuide General Motors and Ford. Fees paid by custopeaticipating 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 refengtiworks. Transaction fees are based on the nuafilperrchase requests provided to retail
and enterprise dealers and automotive manufactaeasfs month.

Generally, our dealer contracts are terminable@day/s’ notice by either party. From time to tiraenajor dealer group or automotive
manufacturer may significantly increase or decr¢seumber of purchase requests accepted from us.

Revenues from lead fees were $16.5 million and68lion, or 58% and 61% of total revenues in thied quarter of 2006 and 2005,
respectively.

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

To enhance the quality of purchase requests, aachase request is passed through our Quality igatibn Systen¥™which uses
filters and validation processes to identify conswswith valid purchase intent before delivering plurchase request to our retail and
enterprise dealers. We believe the implementaticdhese quality enhancing processes allows uslieedédniigh 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 genefratedpurchase requests to the total number of @agehequests sent to that dealer.

We delivered approximately 0.7 million and 0.8 ioifl purchase requests through our online systemetad and enterprise dealers in
the third quarter of 2006 and 2005, respectivelyth®se, approximately 0.5 million were deliveredétail dealers in both the third quarter of
2006 and 2005, and approximately 0.2 million ar8lrillion were delivered to enterprise dealershia third quarter of 2006 and 2005,
respectively. The number of purchase requests Viseded to our retail and enterprise dealers intthiel quarter of 2006 reflects a decline
from the same period in 2005. We are taking actionrsverse this trend. However, we cannot as$atethis trend will not continue for the
remainder of 2006.

Additionally, we delivered approximately 0.2 miltidinance requests in both the third quarter of&280d 2005 to retail dealers, finance
request intermediaries, and automotive finance congs.

Advertising revenues represent fees from automaetisaufacturers and other advertisers who targebugers 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 advertise brands effectively on any of our Web siteddrgeting advertisements to consumers
who are researching vehicles, thereby increasiadikblihood of influencing their purchase decison

Revenues from advertising were $4.3 million and$dillion, or 15% and 16% of total revenues in thied quarter of 2006 and 2005,
respectively.

CRM services consist of fees paid by customers uggoour customer retention and lead managementgdCustomer retention and
lead management products consist of Web Controlcoestomer lead management product, RPM, and AuieemBownload Services
(“ADS"), our data extraction service. Customersigsbur CRM services pay transaction fees basetdengecified service, or ongoing
monthly subscription fees based on the level otfionality selected from our suite of lead manageinpeoducts. Revenues from CRM
services were $6.4 million and $6.2 million, or 23%d 20% of total revenues in the third quarte2@d6 and 2005, respectively.

21



Table of Contents

Revenues from data, applications and other inclede from automotive marketing data and technolotssified listings for used cars,
international licensing agreements, internet sm#gning and other products and services. Revefragsdata, applications and other were
$1.0 million and $1.1 million, or 4% and 3% of tlatavenues in the third quarter of 2006 and 2085pectively. We develop data for use on
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 deaddysut 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

Because our primary revenue source is from leag] fag business model is different from many oth&srnet commerce sites. The
automobiles requested through our Web sites acelgotiealers; therefore, we derive no direct reesrftom the sale of a vehicle and have
procurement, carrying or shipping costs and noritogy 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’ltesunder the fair value recognition provisionsS&ifAS No. 123(R), we recognize stock-
based compensation net of an estimated forfeiateeand therefore only recognize compensationfoosiose shares expected to vest over
the service period of the award. Prior to SFAS Nt8(R) adoption, we accounted for share-based patgnoeder APB Opinion No. 25 and,
accordingly, generally recognized no compensatiqrerse related to share-based awards as awardgereelly granted at fair value at the
date of grant and accounted for forfeitures as treeyrred.

Calculating stock-based compensation expense exgthie 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 believerapgesentative of future behavior, using a lattikpected term model. We estimate the
volatility of our common stock at the date of grhased on historical volatility of the price of aommon stock for a period equal to the
expected term of the awards. We have used histmotatility because we have a limited humber ofiaps traded on our common stock to
support the use of an implied volatility or a cormdtion of both historical and implied volatilityh® assumptions used in calculating the fair
value of stock-based awards represent our bestass, but these estimates involve inherent uringes and the application of management
judgment. As a result, if factors change and wediferent assumptions, our st-based compensation expense could be materiafirelift
in the future. In addition, we are required torastie the expected forfeiture rate and only recageipense for those options expected to
vest. We estimate the forfeiture rate based owtiistl experience of our stock-based awards tleageanted, exercised and cancelled. If our
actual forfeiture rate is materially different framar estimate, the stodkased compensation expense could be significaiftgreht from whai
we have recorded in the current period. See Nete“&tock-Based Compensation” in the condensed dimtated financial statements for
additional information.

Revenue Recognition. We recognize revenues when earned as defined HyA8tounting Bulletin (“SAB”) No. 104, “Revenue
Recognition,” and Emerging Issues Task Force (“E)JTésue 00-21, “Accounting for Revenue Arrangensemith 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 beedeeed, (iii) the seller’s price to the buyer ieefil or determinable and (iv) collectibility is
reasonably assured.
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In accounting for multiple-element arrangementg, ofithe key judgments to be made is the accountihge that is attributable to the
different contractual elements. The appropriatecalfion of value not only impacts which revenueatn is credited with the revenue, it also
impacts the amount and timing of revenue recorddte consolidated statement of operations durigiyen period due to the differing
methods of recognizing revenue. Revenue is allddateach element based on the accounting detetionrat 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 Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Revenue: 10C% 10C% 10C% _10C%
Costs and expense
Cost of revenue 49 42 50 41
Sales and marketir 22 20 24 22
Product and technology developm 23 19 21 19
General and administrati\ 34 21 33 25
Amortization of acquired intangible ass 1 1 1 1
Total costs and expens 12¢ 103 12¢ _10¢
Loss from operation (29 3 (29 (8)
Other income 1 1 1 1
Loss before income taxes and minority inte (28) 2 (28) @)
(Provision) benefit for income tax — 1 — —
Minority interest — — — =
Net loss (28)% ()% (28)% (N%
Revenues by groups of similar services are asviglign thousands):
Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
Revenues
Lead fees $16,46. $18,56( $52,20¢ $59,88¢
Advertising 4,29t 4,83z 12,38  14,09(
CRM services 6,40¢ 6,151 19,08¢  17,94¢
Data, applications and oth 994 1,052 2,91¢ 3,38¢
Total revenue $28,15¢ $30,59¢ $86,60: $95,30¢

Three Months Ended September 30, 2006 Compared the Three Months Ended September 30, 2005

Revenues. Our revenues decreased by $2.4 million, or 8%$2&2 million in the third quarter of 2006 compated30.6 million in the
third quarter of 2005.

Lead Fees. Lead fees decreased by $2.1 million, or 11%, ta%d@llion in the third quarter of 2006 comparedstt8.6 million in the
third quarter of 2005. The decrease was primarily th a decline in the purchase requests deliveredr retail and enterprise dealers,
coupled with a lower average selling price perikrgtarchase request. This decline was partiallgetfby an increase in the average sales price
per finance request delivered. The decline in Irptaichase requests was primarily due to a loweraye monthly delivery of purchase
requests per dealer.

Advertising. Advertising revenue decreased by $0.5 million, B¥1to $4.3 million in the third quarter of 2006ngoared to $4.8 milliol
in the third quarter of 2005. The decrease in athieg revenue was primarily due to lower spendiggautomotive manufacturers with our
Web properties.

23



Table of Contents

CRM Services. CRM services increased by $0.3 million, or 4%, &o4$million in the third quarter of 2006 compareds6.2 million in
the third quarter of 2005. The increase was prilpdrtie to an increase in fees from Web Control potsias a result of an increase in the
average fee per customer.

Data, Applications and Other. Revenues from data, applications and other deatdas80.1 million or 6%, to $1.0 million in the tHi
quarter of 2006 compared to $1.1 million in thedtquarter of 2005. The decrease was primarilytdwedecrease in international license -
as a result of the substantially complete liquanf Autobytel.Europe in the fourth quarter of 206oupled with a decline in fees from
training.

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

Cost of revenues increased by $1.0 million or 8%18.8 million in the third quarter of 2006 comghte $12.8 million in the third
quarter of 2005. This represents 49% and 42% af tevenues for the third quarter of 2006 and 208&pectively. The increase was prims
due to a $0.9 million increase in TAC and a $0.4ioni increase in printing, production and postagsts. These increases were offset by a
$0.2 million decrease in personnel and relatedscastl a $0.1 million decrease in amortization giteéized internal use software and
acquired intangible assets. The increase in TACpwiasarily due to our increased spending with thiedties who direct search queries to our
Web sites and an increase in the costs of finaegeeasts acquired from third parties, partially eiffsy a decrease in the number of purchase
requests acquired directly from third parties. Twease in printing, production and postage casts primarily due to the increase in
customer loyalty and retention program volume inREM business. The decrease in personnel an@detasts was primarily due to a
decline in headcount offset by the adoption off@visions of SFAS No. 123(R) on January 1, 200& decrease in amortization of
capitalized internal use software and acquirechigitzle assets was due to certain costs that wéyeaimortized in 2005.

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 supaies and marketing expense remained
relatively flat at $6.1 million in both the thirdugrter of 2006 and 2005. This represents 22% afrd &Gotal revenues for the third quarter of
2006 and 2005, respectively. In the third quarfe20®6, there was a $0.3 million increase in stomkpensation expense when compared to
the same period in 2005, as a result of adoptiagtbvisions of SFAS No. 123(R) on January 1, 2006s increase was offset by a $0.3
million decrease in other expenses, including aibirg and consulting fees.

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-basechewnications platform, costs associated
with our telecommunications and computer infragtrites and costs related to data and technologylaleweent. Product and technology
development expense increased by $0.7 million 386,10 $6.5 million in the third quarter of 2006ngpared to $5.7 million in the third
quarter of 2005. This represents 23% and 19% af tetenues for the third quarter of 2006 and 20@&pectively. The increase was prime
due to a $0.6 million increase in professional f@e$0.3 million increase in stock compensatioreese and a $0.3 million increase in
relocation costs. The increase in professional feesprimarily due to spending with third partiesassist us with the implementation of
certain strategic initiatives. The increase in Btoeampensation expense was due to the adoptidregirovisions of SFAS No. 123(R) on
January 1, 2006. The increase in relocation coatsdue to the relocation of certain newly hired lelyges to our corporate office. These
increases were offset by lower personnel and rklatsts of $0.5 million associated with the decéaseadcount.
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General and Administrative. General and administrative expense consists ofutivec financial and legal personnel expenses astsc
related to being a public company. General and adimative expense increased by $3.2 million, 6¥%4& $9.6 million in the third quarter
2006 compared to $6.5 million in the third quad&R005. This represents 34% and 21% of total regerior the third quarter of 2006 and
2005, respectively. The increase was primarily tuan:

* increase in legal fees of $2.4 million associatéti enforcing our intellectual property righ

* increase in stock compensation expense of $0.1oméls a result of adopting the provisions of SF¥&S 123(R) on January 1,
2006,

» increase in relocation costs of $0.5 million asaterd with the relocation of certain newly hired éoypes to our corporate office,
and

» increase in other costs of $0.1 millic

These increases were offset by a decrease in leth@rfees of $0.5 million associated with defegdaurported class action and
derivative lawsuits filed against us and other legatters.

Interest Income. In the third quarter of 20086, interest income @ased by $0.1 million, to $0.5 million compared$®4 million in the
third quarter of 2005. The increase in interesbine was due to the investment of our cash in adsguelding higher interest rates.

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

Income Taxes. In the third quarter of 2006, we recorded a priovigor state income taxes of $0.1 million compat@d $0.1 million
benefit for the third quarter of 2005.

Nine Months Ended September 30, 2006 Compared to M Months Ended September 30, 2005

Revenues. Our revenues decreased by $8.7 million, or 9%8& & million for the nine months ended Septembe2806 compared to
$95.3 million for the same period in 2005.

Lead Fees. Lead fees decreased by $7.7 million, or 13%, taZ&#llion for the nine months ended September2B06 compared to
$59.9 million for the same period in 2005. The dase was primarily due to a decline in the purchegeests delivered to our retail and
enterprise dealers coupled with a lower averagmgedrice per retail purchase request. This dedlitas partially offset by an increase in the
average sales price per finance request deliv@itezldecline in retail purchase requests was priyndue to a lower average monthly deliv:
of purchase requests per dealer.

Advertising. Advertising revenue decreased by $1.7 million, 2] to $12.4 million for the nine months ended 8eyter 30, 2006
compared to $14.1 million for the same period i020The decrease was primarily due to lower spenbynautomotive manufacturers with
our Web properties.

CRM Services. CRM services increased by $1.1 million, or 6%, 1.8 million for the nine months ended Septembe2806
compared to $17.9 million for the same period i020The increase was due to a $1.0 million incréasees primarily from Web Control
products as a result of an increase in the avdesgper customer and a $0.1 million increase in REN#nue.

Data, Applications and Other. Revenues from data, applications and other deatdas80.5 million, or 14%, to $2.9 million for timéne
months ended September 30, 2006 compared to $8idmfior the same period in 2005. The decrease prisarily due to a $0.1 million
decrease in fees from classified advertising the discontinued in the second quarter of 2005, hi®dlion decrease in international
licensing fees as a result of the substantiallyglete liquidation of Autobytel.Europe in the foudharter of 2005, a $0.1 million decline in
fees from training, a $0.1 million decrease in feem customers who use our automotive marketirtg ead technology through our
Automotive Information Center (“AIC”) division, anal $0.1 million decrease in other revenue.

Cost of Revenues. Cost of revenues increased by $4.1 million or 12%43.0 million for the nine months ended Septen30eR2006
compared to $38.9 million for the same period iI020This represents 50% and 41% of total revenuethé nine months ended
September 30, 2006 and 2005, respectively. Theaserwas primarily due to a $3.6 million increas®AC and a $1.1 million increase in
printing, production and postage costs. The inereess offset by a $0.4 million decrease in amaitpeof capitalized internal use software
and acquired intangible assets and a $0.2 millemehse in personnel and related costs. The irchedAC was primarily due to our
increased spending with third parties who direarde queries to our Web sites and an increaseesindhts of finance requests acquired from
third parties, partially offset by a decrease i tlumber of purchase requests acquired directhy fhord parties. The increase in printing,
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production and postage costs was primarily dubedricrease in customer loyalty and retention @ogvolume in our RPM business. The
decrease in amortization of capitalized internal sisftware and acquired intangible assets wasalcertain costs that were fully amortized in
2005. The decrease in personnel and related castprmarily due to a decline in headcount offseth® adoption of the provisions of SFAS
No. 123(R) on January 1, 20(

Sales and Marketing. Sales and marketing expense decreased by $0.2midif 1%, to $21.0 million for the nine months edd
September 30, 2006 compared to $21.2 million fersaame period in 2005. This represents 24% andd28tal revenues for the nine mon
ended September 30, 2006 and 2005, respectivetyd@brease was primarily due to a $0.9 millionideah advertising spending and a $0.2
million decrease in other costs, offset by a $0illan increase in stock compensation expenserasalt of adopting the provisions of SFAS
No. 123(R) on January 1, 20(

Product and Technology Development. Product and technology development expense inatdas80.2 million, or 1%, to $18.3 million
for the nine months ended September 30, 2006 cadpar$18.1 million for the same period in 2005isTHepresents 21% and 19% of total
revenues for the nine months ended September 86, &@d 2005, respectively. The increase was priyndiie to:

» increased stock compensation expense of $0.7 mgifoa result of adopting the provisions of SFAS Nt3(R) on January 1, 20C

* increased professional fees of $0.5 million, whias primarily due to spending with third partiesasist us with the
implementation of certain strategic initiativ:

» a$0.3 million charge associated with the writeadff capitalized internal use software no longend developed or expected to be
placed in service for its intended u

» anincrease in relocation costs of $0.3 millioroagsted with the relocation of certain newly hiedployees to our corporate offis
and

e anincrease in other expenses of $0.1 mill
These increases were offset by lower personnetelated costs of $1.7 million, which were primardye to the decrease in headcount.

General and Administrative. General and administrative expense increased IByrilion, or 23%, to $28.8 million for the nine mihs
ended September 30, 2006 compared to $23.3 mfbhiothe same period in 2005. This represents 338@2&M/6 of total revenues for the nine
months ended September 30, 2006 and 2005, resplgctiihe increase was primarily due to an:

* increase in legal fees of $5.7 million associatéti enforcing our intellectual property righ

* increase in stock compensation expense of $2.lom#ls 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 sefiamef two employees and an
officer and $0.1 million associated with the reafigent and reduction of our workfor¢

* increase in temporary personnel costs of $0.6onil

» increase in relocation costs of $0.5 million asatemd with the relocation of certain newly hired éoypes to our corporate office,
and

» increase in other costs of $0.2 millic

These increases were offset by a:

» decrease in costs associated with the preparatimadits of our consolidated financial statemefit3.5 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

e decrease in bad debt expense of $0.5 mil

» decrease in other legal fees of $0.4 million aggediwith defending purported class action andvelgvie lawsuits filed against us
and other legal matters, a

» reimbursement of $0.4 million by our insurance ieaufor specific legal costs incurred associatethwefending purported class ¢
derivative action lawsuits, acquisition arbitraditigation and securities litigatio
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Interest Income. For the nine months ended September 30, 2006¢sttercome increased by $0.3 million, to $1.4 millcompared to
$1.1 million for the same period in 2005. The irs® in interest income was due to the investmeatio€ash 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 a $0.1 million provision for statedme taxes for both the nine months ended Septe8th@006 and
2005.

Stock Options Granted in 2006

From January 1, 2006 through September 30, 200@rarged (i) stock options to purchase 2,732,0@0eshof common stock under
1996 Stock Incentive Plan, 1998 Stock Option P1&99 Stock Option Plan, 1999 Employee and AcqoisiRelated Stock Option Plan, 2(
Stock Option Plan, Amended and Restated 2001 RestrStock and Option Plan, 2004 Restricted Stock@ption Plan, and 2006
Inducement Stock Option Plan and (ii) an inducensémtk option to purchase 1,000,000 shares of camstaxk to Mr. Riesenbach. The
stock options were granted at our common stockrgogrice on the date of grant. Of the 1,000,0@ugement stock options granted to
Mr. Riesenbach, 400,000 performance-based opti@ns granted with the performance criteria to bénéeffat a later date. These 400,000
options are not reflected in outstanding stockam#tiat September 30, 2006. As of September 30,, 20@81ding these 400,000 options, we
had 11,012,878 outstanding stock options.

Employees

As of October 31, 2006, we had a total of 377 eygrs. We also utilize independent contractors Gsined. None of our employees .
represented by a labor union. We have not expezteanay work stoppages and consider our employataes$ to be good.

Liquidity and Capital Resources

Our working capital decreased by $15.2 million$&3.3 million at September 30, 2006 compared to4p48llion at December 31,
2005. The decrease was primarily related to castl bg operations and purchases of property angyeagrit, offset in part by cash proceeds
received from the maturity of long-term investmeauts the issuances of common stock in connectitimtive exercise of employee stock
options and pursuant to our employee stock purcplase

Our domestic cash, cash equivalents and shortiterestments totaled $32.6 million as of Septemife2B06 compared to domestic
cash, cash equivalents, short-term and long-temesiments of $48.4 million as of December 31, 2@@50f September 30, 2006, we had
$23.6 million in domestic cash and cash equivalants$9.0 million in short-term investments.

Net Cash Used In Operating Activities

Net cash used in operating activities was $14.6anibnd $6.6 million for the nine months ended t8egber 30, 2006 and 2005,
respectively. Net cash used in operating activitieshe nine months ended September 30, 2006tegsptimarily from the net loss of $24.2
million for the period and a $1.6 million decreaseleferred revenues, which was partially offsetl$2.7 million increase in accounts
payable and accrued expenses as well as non-caglesh The decrease in deferred revenue was pisirdag to revenue recognized for our
services provided to our customers participatinguncar buying referral networks and customers wdmour automotive marketing data and
technology through our AIC division, offset by ttieferral of revenue related to the multiple-elensrangement mentioned above. The
increase in accounts payable and accrued expermsegrinarily due to professional fees incurred eissed with enforcing our intellectual
property rights, implementation of certain strageigitiatives and relocation of certain newly hireahployees to our corporate office.

Net cash used in operating activities for the mmmnths ended September 30, 2005 resulted from laggeof $6.4 million for the perio
a $4.5 million increase in accounts receivableQ $illion increase in prepaid expenses and otheentiassets and a $0.9 million decrease in
accounts payable and accrued expenses, which adially offset by non-cash charges. The increasstounts receivable was primarily
due to the increase in days sales outstanding H®ntays during the nine months ended December(®Y @ 59 days for the nine months
ended September 30, 2005. The increase in prepp@hses and other current assets was primarilyatie payment of insurance premiums
during the first half of 2005, partially offset llye amortization of the insurance premiums. Theetese in accounts payable and accrued
expenses was primarily due to payout of accruedoemsation costs in the first half of 2005, parnjialifset by the accrual of compensation
costs for the nine months ended September 30, 2005.
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Net Cash Provided By Investing Activities

Net cash provided by investing activities was $8ilfion and $11.1 million for the nine months endgeptember 30, 2006 and 2005,
respectively. Cash provided by investing activifi@sthe nine months ended September 30, 2006 elated to the 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 activitiestifie nine months ended September 30, 2005 wasdeiathe sale and maturities of short-
term investments in government sponsored agencgsbaind auction rate securities, offset by purchasskort-term and long-term
investments in government sponsored agency bordlawtion rate securities and purchases of propaédyequipment.

Net Cash Provided By Financing Activities

Net cash provided by financing activities was $tillion and $0.3 million for the nine months end&elptember 30, 2006 and 2005,
respectively. Cash provided by financing activifiesthe nine months ended September 30, 2006 @08 ®as due to proceeds received from
the sale of common stock through our employee gbockhase plan and the exercise of stock options.

Contractual Obligations

New contractual commitments entered into in thedtuarter of 2006 consisted of an operating Iéaisae domain name and a purchase
obligation for hosting and communication servicegigng in July 2009 and October 2007, respectivAly of September 30, 2006, future
minimum payments related to these agreements vadialaws:

For the three
months ending

December 31, Year ending December 31,
(in thousands)
2006 2007 2008 2009 Total
Operating leas $ 19 $75 $75 $44 $21¢
Hosting and communicatic 48 12¢ — — 17€
$ 67 $20¢ $ 75 $ 44 $38¢

Subsequent to September 30, 2006, we enteredriradditional obligation for hosting and communioatservices. This arrangement
provides for additional contractual obligations$df32,000 over a 12 month period.

Prospective Capital Needs

A decline in the general economic environment teggatively affects the financial condition of owistomers or an increase in the
number of customers that are dissatisfied withsauvices could have a material adverse impact obusiness, results of operations or
financial condition.

We do not have debt. Although we forecast and buckggh 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 obtamtorable terms, if at all.

Although we believe that we have sufficient captitefund our activities for at least the next 12nths, 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 adviagjsncluding the cost of contractual arrangemaevith Internet portals, online
information providers and other referral sourc
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» 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

» costs of ongoing litigation and any adverse judgimeasulting 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, “Accountiganges and Error Corrections.” SFAS No. 154 reguietrospective
application to prior periods’ financial statemeatshanges in accounting principle. It also regaiiteat the new accounting principle be
applied to the balances of assets and liabilitiesfahe beginning of the earliest period for whietrospective application is practicable and
that a corresponding adjustment be made to theimpé&alance of retained earnings for that peridderathan 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.

In June 2006, FASB’s Emerging Issues Task ForcélfB reached a consensus on Issue No. 06-1, “Acting for Consideration
Given by a Service Provider to Manufacturers ordRess of Equipment Necessary for an End-Custom&eceive Service from the Service
Provider” (EITF 06-1). EITF 06-1 provides guidaraethe accounting for consideration given to tipiadty manufacturers or resellers of
equipment which is required by the end-customeriter to utilize the service from the service pdavi EITF 061 is effective for fiscal yea
beginning after June 15, 2007 and its adoptiorieRrpected to have a material effect on our cédatEd financial position or results of
operations.

In June 2006, FASB's EITF reached a consensussue INo. 06-3, “How Taxes Collected from Customeid Remitted to
Governmental Authorities Should be Presented ifrtbeme Statement” (EITF 06-3). EITF 06-3 providesounting guidance regarding the
presentation of taxes assessed by a governmeiit@rdy on a revenue producing transaction betwaesaller and a customer such as sales
and use taxes. EITF 06-3 is effective for fiscangebeginning after December 15, 2006 and its @mlof not expected to have a material
effect on our consolidated financial position suks of operations.

In July 2006, FASB issued FIN 48 “Accounting for démtainty in Income Taxes” which prescribes a redtian threshold and
measurement process for recording in the finarstéements uncertain tax positions taken or exgdotbe 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.

In September 2006, FASB issued SFAS No. 157, “¥alue MeasurementsSFAS No. 157 defines fair value, establishes a dramrk
for measuring fair value and expands disclosureitafaar value. SFAS No. 157 is effective for fisgalars beginning after November 15, 2
and its adoption is not expected to have a matefiiett on our consolidated financial position esults of operations.
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Item 3. Quantitative and Qualitative Disclosures About MakRisk
We are exposed to the impact of changes in theehagtues of our investments.

Investment Risk

The primary objective of our investment activitisgo 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 shontatend long-term investments in a variety
of securities, including both government and coap®obligations and money market funds. For theetlmonths and nine months ended
September 30, 2006 and 2005, net unrealized lasstd®ese investments 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 thogk shorter maturities. While floating rate secestgenerally are subject to less interagt-risk
than fixed-rate securities, floating-rate secusitieay produce less income than expected if inteaéss 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 $0.8mill

ltem 4. Controls and Procedures

As described more fully in our Management's Reg@mtinternal Control Over Financial Reporting setlan our Annual Report on
Form 10K for the fiscal year ended December 31, 2005, mament assessed the effectiveness of our inteon#at 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 “Iltem 9A Controls and Procedures” of our Annireport on Form 10-K for the year ended DecembeB@5, 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 asto our control environment, there remainskathat the transitional procedures on
which we are currently relying will fail to be sidiently effective to address the internal contteficiencies 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 Grieancial Reporting, our Chief
Executive Officer and our Chief Financial Officezlieve that, as of the end of the period coverethisyQuarterly Report on Form 10-Q, our
disclosure controls and procedures were not effeet ensuring that the information required taltselosed 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 asmmunicated to our management, including our ppimlogxecutive 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 aadtcflows for the periods presented in conformiithwgenerally 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 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. OrcmMan, 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 thattduet will grant final approval to the settlemelfithe settlement agreement is not apprc
and the Company is found liable, the Company iblm#o estimate or predict the potential damagasrtiight be awarded, whether such
damages would be greater than its insurance cogeoagvhether such damages would have a matendhon 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 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. Teeegoing action purports to allege
violations of the Securities Act of 1933 and theB#ies Exchange Act of 1934. Plaintiffs allegattthe underwriter defendants agreed to
allocate stock in Autoweb’s initial public offerirtg certain investors in exchange for excessiveuwanttisclosed commissions and agreements
by those investors to make additional purchaseasoak in the aftermarket at pre-determined pribésintiffs allege that the
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prospectus for Autoweb’s initial public offering éalse and misleading in violation of the secesiiaws because it did not disclose these
arrangements. The action seeks damages in an ififsgp@enount. The action is being coordinated wveigiproximately 300 other nearly
identical actions filed against other companiesndtion to dismiss addressing issues common todh®anies and individuals who have
been sued in these actions was filed on July 182 20n October 9, 2002, the Court dismissed th@web Individual Defendants from the
case without prejudice based upon Stipulationsisfrizsal filed by the plaintiffs and the Autoweldividual Defendants. On February 19,
2003, the Court dismissed the Section 10(b) claithomt prejudice and with leave to replead but ddrthe motion to dismiss the claim un
Section 11 of the Securities Act of 1933 againstofueb. On October 13, 2004, the Court certifiedea<in six of the approximately 300
other nearly identical actions and noted that #esion is intended to provide strong guidancdltpaaties regarding class certification in the
remaining cases. The Underwriter Defendants sdeghe to appeal this decision and the Second Cinesi accepted the appeal. Plaintiffs
have not yet moved to certify a class in the Autowase. Autoweb has approved a settlement agreemdmelated agreements which set
forth the terms of a settlement between Autoweb piaintiff class and the vast majority of the athpproximately 300 issuer defendants.
Among other provisions, the settlement providesafoglease of Autoweb and the Autoweb Individualendants for the conduct alleged in
the action to be wrongful. Autoweb would agree toertake certain responsibilities, including agngeb assign away, not assert, or release
certain potential claims Autoweb may have agaiisstnderwriters. The settlement agreement alsoigeewa guaranteed recovery of one
billion dollars to plaintiffs for the cases relajito all of the approximately 300 issuers. On Ag€il 2006, JPMorgan Chase and the plaintiffs
reached a preliminary agreement for a settlemar$485 million. The JPMorgan Chase settlement lvayet been approved by the Court.
However, if it is finally approved, then the maximw@amount that the issuers’ insurers will be potiytiiable for is $575 million. To the
extent that the underwriter defendants settlefath® cases for at least one billion dollars, ngrpant will be required under the issuers’
settlement agreement. To the extent that the unrdervdefendants settle for less than $1 billitng issuers are required to make up the
difference. It is anticipated that any potentiakficial obligation of Autoweb to plaintiffs pursuda the terms of the settlement agreemen
related agreements will be directly covered and pgiits insurance carriers. Autoweb currentlyas aware of any material limitations on the
expected recovery of any potential financial oliiigato plaintiffs from its insurance carriers. #arriers are solvent, and Autoweb 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 Autoweb. If material limitations oretbxpected recovery of any potential
financial obligation to the plaintiffs from Autowshinsurance carriers should arise, Autoweb’s maximfinancial obligation to plaintiffs
pursuant to the settlement agreement would behess$3.4 million. However, if the JPMorgan Chasttlement is finally approved,
Autoweb’s maximum financial obligation to the plaffs pursuant to the settlement agreement woultébg than $2 million. On February 15,
2005, the Court granted preliminary approval ofsh#lement agreement, subject to certain modifinatconsistent with its opinion. Those
modifications have been made. On March 20, 20@Uthderwriter Defendants submitted objections &déttiement to the Court. The Court
held a hearing regarding these and any other abjecto the settlement at a fairness hearing ol 2gr 2006, but it has not yet issued a
ruling. There is no assurance that the Court wilhg final approval to the settlement. If the settént agreement is not approved and Autc

is found liable, the Company is unable to estinmatpredict the potential damages that might be de@grwhether such damages would be
greater than Autoweb’s insurance coverage, or vanetiich damages would have a material impact oG dmepany’s results of operations,
financial condition or cash flows in any future ipek

We reviewed the above class action matters andtbalieve that it is probable that a loss contimiyehas occurred; therefore, we have
not recorded a liability against these claims aSejftember 30, 2006.

On September 24, 2004, we filed a lawsuit in th@édhStates District Court for the Eastern DistatiTexas against Dealix
Corporation. In that lawsuit, we asserted infringetof U.S. Patent No. 6,282,517, entitled “ReahdiCommunication of Purchase
Requests,” against Dealix Corporation. We conterilaiDealix Corporation is infringing our patent\irtue of Dealix Corporation’s
software system for the distribution of purchaspuessts, and sought damages and/or a preliminargdtipn. Dealix Corporation filed
answers to this lawsuit on January 28, 2005, FeprLia2005 and July 19, 2005, in which it assenscal defensive counterclaims denying
infringement, asserting patent misuse and chalfentie validity of the patent. We filed a replypesding to such counterclaims on
August 2, 2005. A Markman Hearing, to construeititkvidual terms of the asserted patent’s claimesrgo a determination of infringement,
was held in October 2005. An order construing @etisrms of the asserted claims was issued in Jar2@96. The discovery period has
closed and the parties are now preparing for a hdrez 2006 trial. Dealix Corporation also seeksraty’s fees and costs. We expect to ir
attorneys’ fees and costs in this matter as ar®m#y in the prosecution of patent litigation, axadild be liable for Dealix Corporation’s
attorneys’ fees and costs if Dealix Corporatioauscessful in its counterclaims.
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Between October and December 2004, five separapmpad class actions were filed in the United &adistrict Court for the Central
District of California against us and certain of aurrent and former directors and former officdiise claims were brought on behalf of
stockholders who purchased shares during the péulyd24, 2003 through October 21, 2004. The claiftegyed in all of these purported cl
actions were virtually identical, and purportecitiege violations of Sections 10(b) and 20(a) ef #ecurities Exchange Act of 1934 and Rule
10b-5 promulgated thereunder. In this regard, thimtiffs alleged that we misrepresented and omhitteterial facts with respect to our
financial results and operations during the timequebetween July 24, 2003 and October 20, 2004.cdmplaint sought unspecified
compensatory damages, and attorneys’ fees and assigll as accountants’ and experts’ fees. Onalgr28, 2005, the court ordered the
consolidation of the currently pending class adiomo a single case pursuant to a stipulatiorcémsolidation signed by all parties. On
March 14, 2005, the court appointed a lead pldiatil approved the selection of lead counsel aisdin counsel. On June 30, 2005, the lead
plaintiff filed and served a Consolidated Amendéds§ Action Complaint. The putative class periodly 24, 2003 to October 21, 2004.
Defendants filed and served a motion to dismisiiesolidated Amended Class Action Complaint onustd.,, 2005 and filed their reply
brief on February 17, 2006. The hearing was sefarch 13, 2006, but the parties filed a stipulatio take the hearing off calendar without
prejudice to re-noticing the hearing in the futu@a July 31, 2006, the parties entered into a &tffmn of Settlement which was subsequently
filed with the court for approval. Among the terofghe proposed settlement, we and individual dddeits, as well as other released persons,
will be released from all claims related to thiSi@t, a settlement class consisting of all persshs purchased or otherwise acquired our
common stock between July 24, 2003 and Octobe2@14 will be certified, and a settlement fund Wil established. The settlement was
funded by our insurer. At the final settlement rgguon October 30, 2006, the court approved thitese¢nt. If the approval of the settlement
is appealed or the settlement does not take dffeainy reason, we cannot currently predict theaotr outcome of the litigation, which
could have a material impact on our results of af@ns, financial condition and cash flows. We hawerecorded a liability against this cle
as of September 30, 2006.

In addition, certain current and former directomsl @ertain former officers of ours are defendamta derivative 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, ingudiach of fiduciary duty and misappropriationndérmation, 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 defendiggeminated false and misleading statements ooingeour results of operatio
and that these results were inflated at all reletiares due to violations of generally acceptedaaoting principles and SEC rules. The
complaint seeks unspecified compensatory damagdse tdamages, equitable and/or injunctive refetitution, and attorneys’ fees and
costs, as well as accountants’ and experts’ fdamtfs filed and served an Amended Derivativen@aint on July 29, 2005. Defendants
filed and served a motion to stay and a demurr&@dtober 2005. On November 29, 2005, the courttgtathe motion to stay and set a status
conference for March 1, 2006. On February 22, 2886 parties stipulated to continue the March D&2&atus conference, and the court
approved the stipulation. The parties have stipdlab further continue the status conference. Aisteonference is currently scheduled for
November 29, 2006. The parties have negotiatedtlarsent of this action, and are in the procesnaflizing the settlement documents wh
must then be presented to the court for approi/tiel settlement is not finalized for any reasarthe court does not approve the settlement,
once the stay is lifted, we intend to defend this wgorously. However, we cannot currently predie impact or outcome of such litigation,
which could be material, and the continuation antt@me of this lawsuit, as well as the initiatidrsonilar suits may have a material impact
on our results of operations, financial conditiol @ash flows. We have not recorded a liabilityiagfethis claim as of September 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 us as well as
certain current and former officers and directarslefendants. The demand for arbitration was filéhl the American Arbitration Associatic
and names the same group of defendants. The afiegand claims in both of these matters are Migtudentical and stem from the
acquisition of Stoneage by us on April 15, 2004tHBtbe complaint and demand for arbitration containses of action for: breach of the
acquisition agreement, breach of the registrafigits agreement, violations of California Corpava Code Sections 25401 and 25501,
violations of California Corporations Code Secti@3l00 and 25500, fraud, negligent misrepresemtafiaudulent 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, @ well as rescission and punitive awards . delfiendants have not responded to either
the complaint or demand for arbitration. On Noven#t 2005, the parties requested that the artuitrdte stayed, and on February 8, 20086,
the plaintiffs dismissed the complaint without pidige. If the arbitration stay is lifted or a neantplaint is filed, we will defend these claims
vigorously. We cannot currently predict the outcamh#his litigation, which, depending on the outemmay have a material impact on our
results of operations, financial condition or clletwvs. We have not recorded a liability againsstbliiaim as of September 30, 2006.
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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 meittos, could result in substantial costs and diearsf resources and management attention,
and an adverse outcome in litigation could matigredversely affect our business, results of openat financial condition and cash flows.

Item 1A. Risk Factors

In addition to the factors discussed in the “Ovewwiand “Liquidity and Capital Resources” secti@figart | “ltem 2. Management'’s
Discussion and Analysis of Financial Condition &websults of Operations” in this Quarterly Reportrammm 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 nine mostbf 2006 and cannot assure that we will be prdfiin the future. If we are unable to
achieve profitability in the future and we continu® lose money, our operations will not be finantijaviable.

Because of the relatively recent emergence ofrttenet-based vehicle information and purchasidgsitry, none of our senior
executives have long-term experience in the inglugtnis 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 for the nine months ended Septe8h&006. We cannot assure that we
will be profitable in the future. We had an accuatetl deficit of $178.8 million and $154.6 millios af September 30, 2006 and
December 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 rapidiwang 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 purchasesesjto dealers that result in sufficient deakmgactions to justify our fee
« expand the number of dealers in our networks ahdme the quality of deale!

e sustain and expand our relationships with autoreatianufacturer:

* identify and successfully consummate and integratpiisitions

* 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 name

» defend and enforce our intellectual property rig

« design and implement effective internal controkteyss,

e continue to attract, retain and motivate qualifiedsonnel, an

» continue to upgrade and enhance our technologiascmmmodate expanded service offerings and inetea@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.
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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 finahceporting 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 acegpaccounting principles commensurate with ounfai@ 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 idarse opinion by our then independent registetddigpaccounting firm on the
effectiveness of our internal control over finaheegporting.

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 basisomntinue 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 duri
the course of 2006, which are designed to remethatenaterial weaknesses in our internal contretedbed in our ManagemesitReport Ol
Internal Control Over Financial Reporting set fosthpage 2 of our Annual Report on Form 10-K far ylear 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 disdusseart 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 thabjeeiees of the control system will be
achieved.

The impact of ongoing class action, derivative aother litigation may be material. We are also sutf¢o the risk of additional litigation ir
connection with the restatement of our consolidat@aancial statements and the potential liabilitydm any such litigation could materiall
and adversely affect our 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 liiige pending in the United States District Coortthe Central District of California. The
claims were brought on behalf of our stockholdeh®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 andrapens during the time period between July 24,280d October 20, 2004. The complaint
sought unspecified compensatory damages, and eygrfees and costs, as well as accountants’ aperex fees.

On January 28, 2005, the court ordered the coraaid of the currently pending class actions ingingle case pursuant to a stipulation
for consolidation signed by all parties. On Mareh 2005, the court appointed a lead plaintiff apgraved the selection of lead counsel and
liaison counsel. On June 30, 2005, the lead pfafildd and served a Consolidated Amended ClagsoAdComplaint. 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 reptiebon February 17, 2006. The hearing was seiMfarch 13, 2006, but the parties filed a
stipulation to take the hearing off calendar withprejudice to reioticing the hearing in the future. On July 31, @0ie parties entered int
Stipulation of Settlement which was subsequentidfivith the court for approval. Among the termgha proposed settlement, we and
individual defendants, as well as other releasesignmes, will be released from all claims relatethis action, a settlement class consisting of
all persons who purchased or otherwise acquire¢@mmon stock between July 24, 2003 and Octobe2@14 will be certified, and a
settlement fund will be established. The settlemeas funded by our insurer. At the final settlemigedring on October 30, 2006, the court
approved the settlement. If the approval of théesaent is appealed or the settlement does notafiget for any reason, we cannot currently
predict the impact or outcome of the litigation,igthcould have a material impact on our resultspErations, financial condition and cash
flows.
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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 3t purports to allege that the
defendants breached numerous duties to us, ingudiach of fiduciary duty and misappropriationndérmation, abuse of control, gross
mismanagement, waste of corporate assets, and enjishment, as well as violations of Californiarforations Code 25402 (trading with
material non-public information), and that theseadwhes and violations caused losses to us, ingutiimages to our reputation and goodwill.
Plaintiffs’ claims are based on allegations that the defendiggeminated false and misleading statements ooingeour results of operatio
and that these results were inflated at all reletiares due to violations of generally acceptedaaoting principles and SEC rules. The
complaint seeks unspecified compensatory damagdse tdamages, equitable and/or injunctive refetitution, and attorneys’ fees and
costs, as well as accountants’ and experts’ fdamtis filed and served an Amended Derivativen@aint on July 29, 2005. Defendants
filed and served a motion to stay and demurrerdtoer 2005. On November 29, 2005, the court gchttite motion to stay and set a status
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. A status conference iisecitly scheduled for November 29, 2006. The pati@ve negotiated a settlement of this
action, and are in the process of finalizing thi#esment documents which must then be presentditetoourt for approval. If the settlement is
not finalized for any reason, or the court doesapprove the settlement, once the stay is liftezlintend to defend this suit vigorously.
However, we cannot currently predict the impaocbwicome of this litigation, which could be materahd the continuation and outcome of
this lawsuit, as well as the initiation of simikswits may have a material impact on our resultspefations and financial condition.

On October 21, 2005, we received a complaint asageh 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 feeach of the acquisition agreement,
breach of the registration rights agreement, viotest of California Corporations Code Sections 2540d 25501, violations of California
Corporations Code Sections 25400 and 25500, fraegligent misrepresentation, fraudulent concealpeemt violations of Sections 10(b) ¢
20(a) of the Securities Exchange Act of 1934 ankR0b-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 forteation 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 ested that the arbitration be stayed, and on Feb8j&006, the plaintiffs dismissed the
complaint without prejudice. If the arbitration gta 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 materact 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. As of the date hereof, we are not awarengfaalditional litigation having been
commenced against us related to these mattersjdboainnot predict whether any such litigation wélcommenced or, if it is, the outcome of
any such litigation. The initiation of any additedrsecurities litigation, together with the lawsuitescribed above, may also harm our busines
and financial condition.

Until the existing purported class action and datiixe litigation or any additional litigation aresolved, it may be more difficult for us
to raise additional capital or incur indebtednesstber obligations. If an unfavorable result ocedrin any such action, our business and
financial condition could be further harmed.

We are currently involved in ongoing litigation thauntil resolved and unless resolved on terms that favorable to us, will continue to
materially and adversely affect our financial cortain, results of operations, and cash flow.

We are involved in a number of legal proceeding$amtil all such actions are resolved, we will ¢goaé to incur substantial expense
connection with ongoing litigation, including subistial fees for attorneys and other professionaisads. In addition, unless the actions are
resolved on terms that are favorable to us, weindlir substantial expenses in connection with sitigation, which may include costs
associated with any negative judgments or awardsak¥y also obligated to indemnify our current asrdher officers and directors named as
defendants in such actions. These expenses, éxtéet not covered by available insurance, willenatly and adversely affect our financial
condition, results of operations, and cash flows.
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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 iflgrttire, train and retain highly qualified salesarketing, managerial and technical
personnel. In addition, as we introduce new seswee may need to hire additional personnel. We nudype able to attract, assimilate or
retain such personnel in the future. The inabtlitattract and retain the necessary manageridinteal, sales and marketing personnel could
have a material adverse effect on our businessitsesf operations and financial condition.

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

We may incur substantial expenses relating to rena¢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 cadows.

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

Ouir 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-Qtierfiscal quarter ended March 31,
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 Stbtdrket 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 aniwn 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.

If our dealer attrition continues, our dealer netwks and revenues derived from these networks magrelase.

The majority of our revenues is derived from fea&lpy our networks of participating retail andezptise dealers. A few agreements
account for substantially all of our enterpriseldesaa From time to time, a major dealer group doaotive manufacturer may significantly
increase or decrease the number of enterpriserdgslgticipating in our dealer networks or the nemiif purchase requests accepted from us.
If dealer attrition increases or the number of pase requests accepted from us decreases and waaate to add new dealers to mitigate
attrition or decrease in number of accepted request revenues will decrease. A material factfectihg dealer attrition is our ability to
provide dealers with high quality purchase requastzices acceptable to dealers. High quality lpase requests are those that result in high
closing ratios. Closing ratio is the ratio of thember of vehicles purchased at a dealer generadedgurchase requests to the total number of
purchase requests sent to that dealer. If the nuaflzealers in our networks declines or dealedsice the services they receive from us, our
revenues will decrease and our business, resuttpariitions and financial condition will be matllyiand adversely affected. In addition, if
automotive manufacturers or major dealer groupsefois to decrease the fees we charge for our ssnaar revenues will decline which
could have a material adverse effect on our busjmresults of operations and financial condition.
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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 bgsing dependent upon our ability to attract
and retain qualified new and used vehicle retal@s, major dealer groups and automotive manufaistuln order for us to grow or maintain
our dealer networks, we need to reduce our dettéian. We cannot assure that we will be ablegduce the level of dealer attrition, and our
failure to do so could materially and adverselyetfffour business, results of operations and firsdusoindition.

We may lose participating retail dealers becausdhaf 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 excluséretbries currently assigned to Autobytel, CarSnoaiCar.com retail dealers. If a
retail dealer is unwilling to accept a reductiogganfiguration or elimination of its exclusive féory, it may terminate its relationship with us.
A retail dealer also could sue to prevent suchetdn, reconfiguration or elimination, or collecdrdages from us. A material decrease in the
number of retail dealers participating in our natesoor litigation with retail dealers could havenaterial adverse effect on our business,
results of operations and financial condition.

We send some individual purchase requests to midtietail 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 satisfaatanexperience. 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 cowld 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 conmsers who use our services may
decline causing a decrease in our revenues.

Promotion of our brand value depends on our alititgrovide consumers a high quality experiencefochasing vehicles throughout
the purchasing process. If our dealers do not demeonsumers 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.

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, recadfected 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 significgnin 2005. Our business is characterized by mihi@ehnical barriers to entry, and new
competitors can launch a competitive service attiredly low cost. To compete successfully, we nzighificantly increase awareness of our
services and brand names and deliver satisfacuewto 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 connlitio
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We compete with other entities which maintain samgommercial 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 fiand affinity programs offered by several comparnieduding Costco Wholesale
Corporation and Wal-Mart Stores, Inc. In additiathmajor automotive manufacturers have their oneb\W§ites and many have launched
online buying services, such as General Motors @attjpn 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 managemeodyzrt, RPM, competes with companies that provideketing services to automotive
manufacturers and dealers, including Reynolds amth&ds, TVI Inc., Minacs, Online Administratorscafeletech.

We believe that the principal competitive factarghie 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

e quality of service, an

» technical expertise

We cannot assure that we can compete successfaligst 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 makate or otherwise may materially and adversdbcabur business, results of operations
financial condition.

Our quarterly financial results are subject to sigitant 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 ¢ardwill 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 safisfia
» the announcement or introduction of new or enhasited, services and products by us or our conuyps}
» general economic conditions and economic conditspegific 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:

e our ability to upgrade and develop our systemsiafmdstructure and to attract new personnel imreely 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
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» 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

e 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, whilkisle purchasing in the United States is strongesite spring and summer months. In
addition, purchase request volume usually deciiméise summer because of the model year change avepme consumers defer purchases
until information regarding the new model yearvaitable, and many manufacturers do not make ttaa available for publication until la
in the year. As seasonality occurs, investors ntdyoa able to predict our annual operating reqidsed 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 résand could have a material adverse effect oosiness, results of operations and financial
condition.

Employee pricing and other actions by manufacturdteat 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 intradlpcegrams allowing all consumers to purchase nehicles at prices offered to
employees. Employee pricing and future actions bpufacturers that promote transparent pricing neaatively affect the perceived value
of our services to consumers and dealers. A detlitlee perceived value of our services to conssraad dealers may result in a decline in
demand for our services, which could adverselycaiber business, financial condition and resultegd#rations.

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

The economic strength of the automotive industgpigicantly impacts the revenues we derive fromleisa automotive manufacturers
and other customers and consumer traffic to our Bitels. The automotive industry is cyclical, witkhicle sales fluctuating due to change
national and global economic forces. Purchasegloicles are typically discretionary for consumeard enay be particularly affected by
negative trends in the general economy. The suadeng operations depends to a significant extgain a number of factors relating to
discretionary consumer spending, including econamoitditions (and perceptions of such conditionsdaysumers) affecting disposable
consumer income (such as employment, wages antkesallausiness conditions, energy prices and isteates in regional and local marke
Because the purchase of a vehicle is a significaetstment 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 ensignificantly than companies in other
industries. In addition, if any of our larger custers were to become insolvent because of econarnittitions in the automotive industry, our
business, results of operations and financial ¢ca@mmdmay be materially and adversely affected.

At some point in the future, manufacturers may ease current levels of incentive spending on nevicles, which has served to drive
sales volume in the past. Such a reduction in iivesicould lead to a decline in demand for newialeh. A decline in vehicle purchases may
result in a decline in demand for our services Witiculd adversely affect our business, financialdition and results of operations.

Threatened terrorist acts and the ongoing militatyon 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 produtth 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 thefsexts 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.
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If any of our relationships with Internet search @ines or online automotive information providersrtainates, our purchase reque
volume or quality could decline. If our purchase giaest volume or quality declines, our participatingalers may not be satisfied with our
services and may terminate their relationships witk or force us to decrease the fees we chargeoforservices. If this occurs, oL
revenues would decrease.

We depend on a number of strategic relationshighrézt a substantial amount of purchase requestdraffic to our Web sites. The
termination of any of these relationships or amgy#icant reduction in traffic to Web sites on whiour services are advertised or offered, or
the failure to develop additional referral soura@sjld cause our purchase request volume or qualiigcline. 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 businesslises operations and financial condition. We reee significant number of purchase
requests through a limited number of Internet deargines, online automotive information providansy 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 haiteated without cause. We may not be able to miaimtar relationship with our online
service providers or find alternative, comparablketing sponsorships and alliances capable oinatigg 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

If any of our advertising relationships with manufdurers terminates, our revenues would decree

We depend on a number of manufacturer relationgbipsubstantially all of our advertising revenuéke termination of any of these
relationships or any significant failure to devebuditional sources of advertising would causereuenues to decline which could have a
material adverse effect on our business, resultpefations and financial condition. We periodigalégotiate revisions to existing agreem
and these revisions could decrease our advertisirenues in future periods. A number of our agregsweith such manufacturers may be
terminated without cause. We may not be able totaai our relationship with such manufacturers arofable terms or find alternative
comparable relationships capable of replacing didbueg revenues on terms satisfactory to us. Itaenot do so, our revenues would decline
which could have a material adverse effect on ogirtess, 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 recognitilhincrease as more companies engage in comnmweethe Internet.
Development and awareness of the Autobytel.comoweb.com, Car.com, CarSmart.com and other brantideygend largely on our ability
to obtain a leadership position in Internet comraeltdealers and manufacturers do not perceivaswan effective channel for increasing
vehicle sales, or consumers do not perceive ufersng reliable information concerning new anddisehicles, as well as referrals to high
quality dealers, in a user-friendly manner thauges the time spent for vehicle purchases, websilinsuccessful in promoting and
maintaining our brands. Our brands may not be b¢min widespread acceptance among consumerstarsleOur failure to develop our
brands sufficiently would have a material adverffece on our business, results of operations amaniial 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 consuaretgiealers in order to establish ourselves aadeten 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 perstmpgersee the introduction of new services bxefoe generate revenues from these
services. Our inability to generate satisfactomereies from such expanded services to offset cosisl have a material adverse effect on our
business, results of operations and financial ¢amdi

We must also:

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

» expand our market presence through relationshigistird parties, an

e acquire new or complementary businesses, produtésbnologies
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We cannot assure that we can successfully achiege tobjectives.

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

We believe that neither our relationship with oaalkérs nor our dealer subscription agreements itatestfranchises” under federal or
state franchise laws. A federal court of appealgichigan 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 aditen agreement with our dealers were
found to be a “franchise” under federal or statahise laws, we could be subject to other reguriatisuch as franchise disclosure and
registration requirements and limitations on oulitgtto 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 sutpeates or other penalties or if we
determine that the franchise and related requirésreme overly burdensome, we may elect to termiopégations in such state. In each case,
our revenues may decline and our business, resffutiserations and financial condition could be matly and adversely affected.

We also believe that our dealer marketing servageglly does not qualify as an automobile brokeegivity and, therefore, state
motor vehicle dealer or broker licensing requiretagyenerally do not apply to us. Through a subsjdiae are licensed as a motor vehicle
dealer and broker. In response to Texas Departoféimansportation concerns, we modified our margfrogram in that state to make our
program open to all dealers who wish to apply.ddition, we modified the program to include a prigimodel under which all participating
dealers, regardless of brand, in a given zip codeekas are charged uniform fees for referral o€pase requests. If other states’ regulatory
requirements relating to motor vehicle dealersrokérs are deemed applicable to us, we may becabject to fines, penalties or other
requirements and may be required to modify our etamg programs in such states in a manner thatrorides the attractiveness of the
program to consumers or dealers. If we determiatthie licensing or other requirements, in a gistatbe are overly burdensome, we may
to terminate operations in such state. In each, casgevenues may decline and our business, sesluitperations and financial condition
could 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-corisgmrocess 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 requiiog changes in current operations or the intradaaif new services, we could be subject
to fines or other penalties or be compelled toatitioue operations in such states, and our businessits of operations and financial
condition could be materially and adversely affdcte

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

If we are unable to be licensed to comply with &iddal regulations, or are otherwise unable to dgmgth 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, sesutiperations and financial condition could bearially and adversely affected.

There are many risks associated with consummated potential acquisitions.

We may evaluate potential acquisitions which wéelvel will complement or enhance our existing buséndf we acquire other
companies in the future, it may dilute the valuexisting stockholdergdwnership. The impact of dilution may restrict aibility or otherwist
not allow us to consummate acquisitions. Issuahegity securities may restrict utilization of rgterating loss carry forwards because ¢
annual limitation due to ownership change limitaainder the Internal Revenue Code. We may also ohebt 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 definiigeeements to acquire any company or businessyamday not be able to identify or
complete any acquisition in the future.
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Acquisitions involve numerous risks. For example:

» It may be difficult to assimilate the operationslgrersonnel of an acquired business into our ovemnless

« 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
» We may enter markets in which we have limited pexperience, 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 Inténeeddoption of new local, state or national lawsegulations may decrease the
growth of Internet usage or the acceptance of hetscommerce which could, in turn, decrease theadenfor 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 curreetijewing the appropriate tax treatment of compsgingaged in Internet commerce.
New state tax regulations may subject us to additistate 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 @piens may be subject to direct and indirect adwoptexpansion or reinterpretation of
various laws and regulations. Compliance with tHasgre laws and regulations may require us toiakdppropriate licenses at an
undeterminable and possibly significant initial retary and annual expense. These additional monexggnditures may increase future
overhead, thereby potentially reducing our fut@suits of operations.

We have identified what we believe are the areatoofestic government regulation, which if changealld be costly to us. These la
and regulations include franchise laws, motor MeHicokerage licensing laws, motor vehicle deatarising laws, insurance licensing laws
and financial services laws, which are or may h@iegble to aspects of our business. There couldws and regulations applicable to our
business which we have not identified or whiclthinged, may be costly to us.

Our success is dependent on keeping pace with adearin technology. If we are unable to keep pacthwidvances in technology,
consumers may stop using our services and our rexenwill 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, chaimgaser and customer
requirements, frequent new service and produatdinictions embodying new technologies and the emeggef new industry standards and
practices that could render our existing Web sitas$technology obsolete. These market characteriste exacerbated by the emerging n.
of the market and the fact that many companiegxgpected to introduce new Internet products andces 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 abilityctintinue to enhance our existing services, devedaptechnology that addresses the
increasingly sophisticated and varied needs opoospective 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 significarghieical and business risks. We may not be sucdeedfising 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 substardiabunts in technology in order to keep pace withrtelogical advances, our results of
operations will suffer.
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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, Auto$iten, 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 prinsanyers are vulnerable to interruption by damagmfiire, earthquake, flood, power
loss, telecommunications failure, break-ins aneo#vents beyond our control. In the event thaewmerience significant system disruptions,
our business, results of operations and financiatition would be materially and adversely affecét have, from time to time, experienc
periodic systems interruptions and anticipate siigh interruptions will occur in the future.

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

We maintain business interruption insurance whieyspup to $9.0 million for the actual loss of besis income sustained due to the
suspension of operations as a result of directiphly®ss of or damage to property at our offidéswever, 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 serviessohly recently begun to develop and is rapidyhéag. As is typical for a new and
rapidly evolving industry, demand and market acaepe for recently introduced services and prodonés the Internet are subject to a high
level of uncertainty and there are few proven sewiand products. Moreover, since the market foservices is relatively new and evolving,
it is difficult to predict the future growth ratié,any, and size of this market. Accordingly, wenat assure that our business model will be
successful or that we will be profitable in theufi.

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 depeyah the adoption of the Internet by consumersdeaders 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 dgateere can be no assurance of continued acoeptdmour services by consumers, dealers
or automotive companies. Our success assumesahstimers and dealers who have historically relfmhuraditional means of commerce
purchase or lease vehicles, and to procure vefiigacing and insurance, will continue to accept meethods of conducting business and
exchanging information and that automotive manuiizgss will continue to accept a role for all ma& model third-party sites such as ours
that allow for comparisons. In addition, dealersstruontinue to adopt new selling models and bedrhto use and invest in developing
technologies. If the market for Internet-based elehinarketing services fails to develop, develdpwesr than expected, faces opposition or
becomes saturated with competitors, or if our seydo not continue to be accepted, our businesslits of operations and financial
condition may be materially and adversely affected.
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Internet-related issues may reduce or slow the growth ie tise of our services in the future.

Critical issues concerning the commercial use efititernet, such as ease of access, security cgrivaliability, cost, and quality of
service, remain unresolved and may impact the drofvinternet use. If Internet usage continuesitogase rapidly, the Internet infrastruct
may not be able to support the demands placedpnthtis growth, and its performance and reliapiitay 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 andexdely affected.

The public market for our common stock may continteebe 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 decline. The stock market in gent
and the shares of emerging companies in partibidee experienced significant price fluctuationse fimarket price of our common stock is
likely to continue to be highly volatile and coudd subject to wide fluctuations in response todiecsuch as:

* actual or anticipated variations in our quartegpe@ting results

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

« announcements of new product or service offeri

» technological innovation:

e competitive developments, including actions by endtive manufacturer:

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

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

» our ability to comply with the conditions to contied listing of our stock on The NASDAQ Global Matk

» adoption of new accounting standards affectingdéknology or automotive industry, a

» general market conditions and other fact

Further, the stock markets, and in particular tAasSRAQ Global Market, have experienced extreme paicg volume fluctuations that
have particularly affected the market prices ofigggecurities of many technology companies ancehaften been unrelated or
disproportionate to the operating performance chstompanies. These broad market factors havetadfemd 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 adverséfga the market price of the common stock.
In the past, following periods of volatility in thlearket price of a company’s securities, securitlass action litigation has often been

instituted against companies with publicly tradedwsities. Such litigation could result in subsi@ntosts and a diversion of management’s
attention and resources, which would have a matsdizerse effect on our business, results of ojpersand 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 lbyarel used vehicle dealers who
do not subscribe to our programs. Such busineseeaxftan represented by influential lobbying orgations, and such organizations or other
persons may propose legislation which could imgaetevolving marketing and distribution model whalr 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 resourcdslavying or related government affairs issues vibeitmay 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.
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Our computer infrastructure may be vulnerable toaaity 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 vulndeato physical or electronic computer bréag; viruses and similar disruptive proble
and security breaches. Any such problems or sgduraches could cause us to have liability to@mmore third parties and disrupt all or
part of our operations. A party able to circumveat security measures could misappropriate praganhformation, customer information
consumer information, jeopardize the confidentatune of information transmitted over the Interoetause interruptions in our operations.
Concerns over the security of Internet transactanbthe privacy of users could also inhibit thevgh of the Internet in general, particularly
as a means of conducting commercial transactiomshd extent that our activities or those of thpatty contractors involve the storage and
transmission of proprietary information such asspaeal financial information, security breaches daepose us to a risk of financial loss,
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 businessltses operations and financial condition.

We depend on continued technological improvememnt®iir 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 tisen 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 potgsequired to handle increased levels of Inteacévity 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 tdofggptransaction-processing systems and netwdristructure. 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 cawsoire 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 dudrae affect on our business, results of opersitima 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 tecaAhmeasures to protect our proprietary rights oeleve 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 establishingremgdtaining a leadership position and strengtheoungbrands. 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 togatatur proprietary rights, unauthorized partiey mizempt 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, copytragid 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. Wéefl 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 operatond financial condition. Misappropriation of aniellectual property or potential litigation
could also have a material adverse effect on osinless, results of operations and financial coowliti
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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 liabifity products sold over the Internet. We could xgosed 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 mater&lsh claims might assert, among other
things, that, by directly or indirectly providinmks 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 ¢jition, divert management'’s attention and resoucasse delays in releasing new or
upgrading existing services or require us to eimterroyalty or licensing agreements.

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 statl 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, dealat others.

Litigation regarding intellectual property rightsdommon in the Internet and software industries.afpect 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 typeslaims 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 insuraowerage 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 meittos, could result in substantial costs and dieersf resources and management attention
and an adverse outcome in litigation could matigredversely affect our business, results of opeanatand financial condition.

We are uncertain of our ability to obtain additiom&inancing 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 ecbaervices or products or respond to competiiiessures would be significantly limited.
In addition, our ability to continue to operate twisiness 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.
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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 certifichiecorporation 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 thekesses, which may have the effect of
delaying or preventing changes in control or changair management because less than a majortthyedfoard of directors are up for
election at each annual meeting. In addition, tipeseisions impose various procedural and othemwiremnents 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 moreunfcommon stock, all rights holders, except trguarer, will be entitled to acquire at the
then exercise price of a right that number of shafeour common stock which, at the time, has aataralue of two times the exercise price
of the right. In addition, under certain circumstes, all right holders, other than the acquireli, lva 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 of our common stock and may have the effet#tlaying or preventing a change in
control. The issuance of preferred stock also cdalctease the amount of earnings and assets dediallistribution to the holders of
common stock or could adversely affect the rights powers, including voting rights, of the holdefshe common stock.

We are also subject to the anti-takeover provisafrSection 203 of the Delaware General Corpordtian. 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 iiclwtihe person became an interested stockholdEssithe business combination is approved
in a prescribed manner. For purposes of Section203usiness combination” includes a merger, assletor other transaction resulting in a
financial benefit to the interested stockholded an “interested stockholder” is a person who, tiegrewith affiliates and associates, owns or
did own 15% or more of the corporation’s votingckto

Iltem 6. Exhibits

311 Chief Executive Officer Section 302 CertificatiohReriodic Report, dated November 9, 20

312 Chief Financial Officer Section 302 CertificatiohReriodic Report, dated November 9, 20

32.1 Chief Executive Officer and Chief Financial Officeection 906 Certification of Periodic Report, dakovember 9, 200t
* 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: November 9, 2006
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By: /sl MICHAEL 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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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: November 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: November 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 108 for the period ended September 30, 2006
“ Report ), we, James E. Riesenbach, Chief Executive Offidehe Company, and Michael F. Schmidt, Executiiee President and Chief
Financial Officer of the Company, certify, pursuémil8 U.S.C. ss. 1350, as adopted pursuant 808sof 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
November 9, 200

/s/ Michael F. Schmic
Michael F. Schmid
Executive Vice President and
Chief Financial Officer
November 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



