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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

XI QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2008
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 33-071156¢
(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{@yl all reports required to be filed by Sectiohdr 15(d) of the Exchange Act of 1934
during the past 12 months (or for such shorterogettiat the registrant was required to file sugiorts), and (2) has been subject to such filing
requirements for the past 90 days. YES No [

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer,” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated fileid] Accelerated filer
Non-accelerated filer 0 Smaller reporting company]

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

As of July 31, 2008, there were 44,151,903 shafréiseoRegistrant’'s Common Stock outstanding.
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PART I|. FINANCIAL INFORMATION
ltem 1. Unaudited Consolidated Condensed Financial Stateme

AUTOBYTEL INC.
UNAUDITED CONSOLIDATED CONDENSED BALANCE SHEETS
(Amounts in thousands, except per-share amounts)

December 31
June 30,
2008 2007
ASSETS
CURRENT ASSETS
Cash and cash equivale $ 35,72 $ 27,60
Shor-term investment 647 68€
Accounts receivable, net of allowances for bad slabtl customer credits of $473 and $534, respég! 14,11¢ 11,69:
Prepaid expenses and other current a: 2,23¢ 1,73¢
Assets held for sal — 17,16(
Total current asse 52,72« 58,87¢
Property and equipment, r 9,98¢ 10,753
Goodwill — 52,07«
Other asset 27¢ 447
TOTAL ASSETS $ 62,98 $ 122,15¢
LIABILITIES AND STOCKHOLDERS ' EQUITY
CURRENT LIABILITIES:
Accounts payabl $ 571 $ 5,852
Accrued expense 3,647 6,47(C
Deferred revenue 2,382 1,74¢
Other current liabilitie: 1,77¢ 1,19¢
Liabilities held for sal¢ — 19¢
Total current liabilities 13,51¢ 15,46¢
Other non current liabilitie 324 43€
TOTAL LIABILITIES 13,84: 15,90¢
COMMITMENTS AND CONTINGENCIES (Note 9
STOCKHOLDERS EQUITY:
Preferred stock, $0.001 par value; 11,445,187 steuthorized; none outstandi — —
Common stock, $0.001 par value; 200,000,000 sleart®rized; 44,151,903 and 43,788,663 shares i
and outstanding at June 30, 2008 and Decembel08Y, Pespectivel 44 44
Additional paic-in capital 299,13: 296,96¢
Unrealized gain from availat-for-sale securitie 647 68€
Accumulated defici (250,679 (191,447
TOTAL STOCKHOLDERY¢ EQUITY 49,14¢ 106,25:
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 62,98 $ 122,15¢

See accompanying notes.
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AUTOBYTEL INC.
UNAUDITED CONSOLIDATED CONDENSED STATEMENTS OF OPER ATIONS
AND COMPREHENSIVE INCOME (LOSS)
(Amounts in thousands, except per-share amounts)

Three Months Ended

Six Months Ended

June 30, June 30,
2008 2007 2008 2007

REVENUES:

Lead fees $17,17¢ $16,67¢ $ 35,33¢ $33,90¢

Advertising 1,767 4,947 4,26¢ 9,654

Other revenue 41 17 78 25

Total revenue 18,98¢ 21,64: 39,68 43,58¢

COSTS AND EXPENSES

Cost of revenue 12,21 12,76: 26,03¢ 24,431

Sales and marketir 4,32( 5,222 9,51t 10,92

Technology suppol 3,68( 4,60¢ 8,27: 8,81z

General and administrati\ 4,344 6,30¢ 10,65: 14,90¢

Amortization of acquired intangible ass 42 79 84 38C

Patent litigation settleme — — (2,667 (12,000

Goodwill impairment 52,07 — 52,07 —

Total costs and expens 76,67¢ 28,97 103,97: 47,45¢

Operating los! (57,68¢) (7,335 (64,289 (3,870
Interest and other incon 334 462 84¢€ 93¢
Foreign currency exchange Ic — — — (7
Provision for income taxe — — — —
Loss from continuing operatiol (57,359 (6,877 (63,44 (2,939
Discontinued operations, n 69 4,83¢ 4,20t 8,55:¢
NET (LOSS) INCOME $(57,28Y) $(2,035) $(59,23) $ 5,61¢
BASIC (LOSS) EARNINGS PER COMMON SHARI

Loss from continuing operatiol $ (130 $ (019 $ (149 $ (0.09)

Discontinued operations, n — 0.11 0.0¢ 0.2C
Basic (loss) earnings per common sk $ (130 $ (005 $ (1.3 $ o012
DILUTED (LOSS) EARNINGS PER COMMON SHARE

Loss from continuing operatiol $ (130 $ (0.1) $ (149 $ (0.07

Discontinued operations, n — 0.11 0.0¢ 0.2C
Diluted (loss) earnings per common sh $ (130 $ (005 $ (1.3 $ o012
Comprehensive (loss) incor

Net (loss) incomt $(57,28Y) $(2,035) $(59,237) $ 5,61¢

Unrealized loss from availal-for-sale securitie (72) — (39) —
Comprehensive (loss) incor $(57,357) $(2,03F) $(59,27¢) $ 5,61F

See accompanying notes.

4



Table of Contents

AUTOBYTEL INC.

UNAUDITED CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
(Amounts in thousands)
Six Months Ended
June 30,
2008 2007
Cash flows from operating activitie
Net (loss) incom $(59,237) $ 5,61¢
Adjustments to reconcile net (loss) income to rehcused in operating activitie
Depreciation and amortizatic 2,25¢ 1,094
Amortization of intangible asse 84 423
Provision for bad debt 30t 182
Provision for customer credi 55¢ 822
Gain on disposal of property and equipm — D
Gain on sale of AIC busine — (2,762
Gain on sale of RPM busine — (3,049
Gain on sale of AVV busine: (4,209 —
Shar-based compensatic 1,56¢ 2,51¢
Foreign currency exchange gi — 6
Loss on goodwill impairmer 52,07 —
Changes in assets and liabilities, net of discoetihoperations
Accounts receivabl (3,187 (2,53
Prepaid expenses and other current a: (489) (1,227)
Other nor-current assel 85 (254)
Accounts payabl (449) (2,300
Accrued expense (2,819 (561)
Deferred revenue 63€ (162
Other liabilities 472 27E
Net cash used in operating activit (12,349 (1,912
Cash flows from investing activitie
Maturities of shor-term investment 14,05( 3,00
Purchases of shi-term investment (14,050
Distribution of foreign investmer — 354
Purchases of property and equipm (1,537 (6,917
Proceeds from sale of AIC busing — 2,57:
Proceeds from sale of RPM busin — 7,09:
Proceeds from sale of AVV busine 21,39¢ —
Net cash provided by investing activiti 19,85¢ 6,10:
Cash flows from financing activitie
Distribution to minority interest stockhold — (184)
Proceeds from exercise of stock options and awiasded under the employee stock purchase 601 1,52¢
Net cash provided by financing activiti 601 1,34¢
Net increase in cash and cash equival 8,11¢ 5,53¢
Cash and cash equivalents, beginning of pe 27,60 22,74:
Cash and cash equivalents, end of pe $35,72(  $28,27¢

See accompanying notes.
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS

1. Organization and Operations of Autobytel

Autobytel Inc. (the “Company” or “Autobytel”) is dnternet automotive marketing services companytike#ps dealers and
manufacturers sell cars and related products awites. The Company owns and operates consumergfatitomotive web sites, including its
newest site, MyRide.cof, which is designed to help consumers find, seg dmd learn almost anything related to automobilég
Company’s other web sites are Autobytel.cdmAutoweb.con?, Car.cont™, CarSmart.cor?, AutoSite.con?, and CarTV.con?. By
providing a convenient and comprehensive automatresumer experience across the purchase and dvmbfscycle, Autobytel seeks to
provide manufacturers and dealers with opportusitieconnect with a steady, diverse stream of ratgtV, serious shoppers, while providing
manufacturers and dealers with targeted brand esdlipt advertising opportunities. In addition ®web sites, the Company generates leads
and advertising opportunities for dealers and aatars through its marketing network, which incluthes AutoReach advertising network, co-
brands, such as ESPN.com, and marketing affiledel as AOL, Edmunds and Kelly Blue Book.

The Company is a Delaware corporation incorporatefay 17, 1996, with its principal corporate officlocated in Irvine, California.
The Company’s common stock is listed on The NASDBIQbal Market under the symbol ABTL.

From its inception through December 31, 2002 amdHe years ended December 31, 2007, 2006 and g®&ompany has experienced
annual operating losses and has an accumulatesit@éf$250.7 million as of June 30, 2008. The Campbelieves current cash, cash
equivalents and short-term investments are suffidie meet anticipated cash needs for working abpitd capital expenditures for at least the
next 12 months. The Company’s results of operatamtsfinancial condition may be affected by itselegence on, and the general economic
conditions of, the automotive industry.

2. Basis of Presentation, Unaudited Interim Finanal Statements

The unaudited consolidated condensed financiasiants of Autobytel, presented herein are presantdtle same basis and can be
compared to the unaudited consolidated financééstents reported in the Company’s prior quariefyrmation in the Company’s 2007
Annual Report on Form 10-K, filed with the SEC. Tdecompanying consolidated condensed balance ab@étDecember 31, 2007 has been
derived from the audited consolidated financialesteents included in Autobytel’s 2007 Annual ReportForm 10-K.

Autobytel has made its disclosures in accordande agcounting principles generally accepted inUhéed States of America as they
apply to interim reporting, but condensed or ordittertain information and disclosures normally irigld in notes to consolidated financial
statements in accordance with the Securities armtidhge Commission’s rules and regulations. Thedlmaed condensed financial
statements should be read in conjunction with tresclidated financial statements and the notegtihén Autobytel’s Annual Report on Form
10-K for the year ended December 31, 2007.

In the opinion of Autobytel’'s management, the acpanying unaudited interim consolidated condenssghfiial statements contain all
adjustments (consisting of normal recurring adjestta) to fairly present Autobytel’s consolidateshdensed financial position as of June 30,
2008 and the consolidated condensed statemenpeddtions and cash flows for the three and six hmotiten ended, as applicable. The
statement of operations and cash flows for theogerended June 30, 2008 and 2007 are not necgsnditlative of the results of operations or
cash flows expected for the year or any other perio

The Company sold certain assets and liabilitieissoAutomotive Information Center (“AlC”) data ogions on January 1, 2007, sold its
wholly-owned subsidiary, Retention Performance M#rilg, Inc., (‘RPM”) on June 30, 2007, and solda&ierassets and liabilities of its AVV
Inc. (“AVV”) business on January 23, 2008, collgety the “Divestitures” (See Note 7). Accordingliie Divestures are presented in the
consolidated condensed financial statements asrtiscied operations. As discontinued operationgmaes and expenses of the Divestitures
are presented on a net basis and stated sepdratalyhe respective captions in continuing operstim the Consolidated Condensed
Statements of Operations. Expenses included imdiswed operations are direct costs of the Divestthat will be eliminated from future
operations. The assets and liabilities of AVV hheen aggregated and classified as held for salerwugrent assets and current liabilities, in
the Company’s Consolidated Condensed Balance SkedtDecember 31, 2007.

6
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

Certain reclassifications between sales and madketiechnology support, and general and adminigtraixpenses have been made to
prior period information to conform to the currg@mriod presentations

3. Recent Accounting Pronouncements

In September 2006, Financial Accounting Standamis® (“FASB”) issued Statement of Financial AccangtStandard (“SFAS”)
No. 157 “Fair Value Measurements” (“SFAS 157”). SFAS 15Tinkes fair value, establishes a frame work for meag fair value and
expands disclosure about fair value measuremeR&sS357 does not require new fair value measuresrauttprovides guidance on how to
measure fair value by providing a fair value hiemgrused to classify the source of information. SF&7 is effective for fiscal years beginn
after November 15, 2007. However, on February 0282the FASB issued FASB Staff Position (“FSP”)3-257-2 which delays the effective
date for all non-financial assets and liabilitiesept those that are recognized or disclosed av#ie in the financial statements on a recurring
basis (at least annually). FSP FAS 157-2 defergeffieetive date of SFAS 157 to fiscal years begigrafter November 15, 2008, and interim
periods within the fiscal years for items withiretecope of FSP 157-2. Therefore, effective for 20@88adopted SFAS 157, except as it applies
to those non-financial assets and non-financibllitees as noted in FSP FAS 157-2. The adoptioBBAS 157 for financial assets and
liabilities as of January 1, 2008 did not haverapact on Autobytel’s consolidated financial positioesults of operations or cash flows. The
Company does not expect the adoption of FSP FAS21i572009 to have a material effect on its cortaikd financial position, results of
operations or cash flows.

In February 2007, the FASB issued SFAS No. 159¢“Fhir Value Option for Financial Assets and Finalndabilities - including an
amendment of FASB Statement No. 115" (“SFAS 15@Nich is effective for fiscal years beginning afdovember 15, 2007. This statement
permits entities to choose to measure many finhimstruments and certain other items at fair valilgs statement also establishes
presentation and disclosure requirements designitilitate comparisons between entities that skatifferent measurement attributes for
similar types of assets and liabilities. Unrealipaihs and losses on items for which the fair valpigon is elected would be reported in
earnings. The Company adopted the provisions ofSSE39 as of January 1, 2008 and did not electainedlue option to measure certain
financial instruments.
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

4. Computation of Basic and Diluted Net (Loss) Incme Per Share
The following table sets forth the computation aéle and diluted (loss) income per share from cairtig operations and discontinued
operations, and net (loss) income per share:

Three Months Ended June 30, Six Months Ended June 30,
2008 2007 2008 2007
(in thousands, except share and per share data)

BASIC (LOSS) EARNINGS PER SHAR

Loss applicable to continuing operatic $ (57,359 $ (6,87%) $ (63,44) $ (2,939
Income applicable to discontinued operati 69 4,83¢ 4,20t 8,55:
(Loss) Income applicable to common st $ (57,289 $ (2,03%) $  (59,23) $ 5,61F
Weighted average common shares outstan 44,079,60 43,323,93 43,948,38 43,103,11
Basic (loss) earnings per shi
Loss from continuing operatiol $ (1.30 $ (0.1¢) $ (1.49) $ (0.07)
Discontinued operations, n — 0.11 0.0¢ 0.2C
Basic (loss) earnings per shi $ (1.30 $ (0.05) $ (1.35) $ 0.1%
DILUTED (LOSS) EARNINGS PER SHAR
Loss applicable to continuing operatic $ (57,359 $ (6,879) $ (63,44) $ (2,939
Income applicable to discontinued operati 69 4,83¢ 4,20t 8,55:
(Loss) Income applicable to common st $ (57,28 $ (2,035 $ (59,23) $ 5,61F
Weighted average common shares outstan 44,079,60 43,323,93 43,948,38 43,103,11
Dilutive effect of employee stock optio — — — —
Diluted share: 44,079,60 43,323,93 43,948,38 43,103,11
Diluted (loss) earnings per shz
Income from continuing operatiol $ (1.30) $ (0.1¢) $ (1.44) $ (0.07)
Discontinued operations, n — 0.11 0.0¢ 0.2C
Diluted (loss) earnings per she $ (1.30) $ (0.0%) $ (1.35) $ 0.1z

For the three months ended June 30, 2008 and Z00I8,278 and 8,021,940, respectively, anti-dikifpotential shares of common stock
have been excluded from the calculation of dillgathings per share, and for the six months endeel 30, 2008 and 2007, 8,157,067 and
8,230,457, respectively, anti-dilutive potentiahgds of common stock have been excluded from tloelletion of diluted earnings per share.

8
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

5. Share-Based Compensation

For the three months ended June 30, 2008 and g@®T,ompany recorded $0.7 million and $1.0 milli@spectively, of share-based
compensation expense, or $0.01 and $0.02 earnergshpre, respectively. For the six months endad 30, 2008 and 2007, the Company
recorded $1.6 million and $2.5 million of shdrased compensation expense, or $0.04 and $0.0@@gsaper share for each period respectiv
Share-based compensation expense is included s @od expenses in the accompanying condensedliclated statement of operations as
follows:

Three Months Ended Six Months Ended

June 30, June 30,
2008 2007 2008 2007
(in thousands)
Cost of revenue $ 27 $ 33 $ 56 $ 87
Sales and marketir 19t 23C 38¢ 51€
Technology suppol 10¢ 181 25C 37¢€
General and administrati\ 32¢ 562 865  1,44:
Shar-based compensation expense included in continypegations 65€ 1,006 1,56C 2,421
Shar-based compensation expense included in discontiopedtion: — 13 8 97
Total shar-based compensation expel 65€ 1,01¢ 156¢  2,51¢
Amount capitalized to internal use softw: — 4 — 10
Total shar-based compensation co $ 656 $ 1,02¢ $1,56¢ $2,52¢

The Company issued 320,000 and 421,613 shareswhoa stock upon exercise of stock options for ktined months ended June 30,
2008 and 2007, respectively. The Company issueBRGnd 758,613 shares of common stock upon eeeofistock options for the six
months ended June 30, 2008 and 2007, respectively.

The Company granted 292,500 and 137,500 stockroptar the three months ended June 30, 2008 and 2&§pectively, with a
weighted-average fair market value per option gréuaf $0.82 and $2.15, respectively. The Compaagptgd 365,000 and 495,500 stock
options for the six months ended June 30, 200880, respectively, with a weighted-average fairketwvalue per option granted of $0.89
and $2.07, respectively.

The fair market value of the stock options at theedf grant was estimated using the Black-Schapéisn-pricing model on the date of
grant and the following assumptions:

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
Dividend yield 0.0(% 0.0(% 0.0(% 0.0(%
Volatility 60.99%- 62.11% 62.19%-62.7%% 60.99%—62.11% 62.19% 64.8%
Risk-free interest rat 2.18%— 2.95% 4.49%— 4.6£% 2.18%—-3.3%% 4.49%— 4.7¢%
Expected life 4.13 year 4.36 year 4.13 year 4.36 year

To induce James E. Riesenbach to join the Comparesident and Chief Executive Officer, on Mar6h2006, the Company entered
into an agreement with Mr. Riesenbach whereby th@@ny granted 1,000,000 options to him at an ésesprice of $4.68 per share. Of the
1,000,000 options granted, 600,000 were serviceebawards and met the criteria for granted optiorEcordance with SFAS No. 123(R),
“Share-Based Payment” (“SFAS 123(R)"), as of Ma26h 2006. The remaining 400,000 options are perdoica-based awards where the
future performance criteria will be defined at tufie date. On July 17, 2007, the Compensation Catexenof the Board of Directors establisl
performance criteria for the vesting of 200,000f@enance-based options held by Mr. Riesenbach, wviere subsequently achieved, and on
March 4, 2008, the Compensation Committee of ther@of Directors established performance critesialie vesting of the remaining 200,(
performance-based options. Therefore, under SFAER)2the 400,000 performance-based were deemadtiegle?200,000 as of July 17, 2007
and another 200,000 as of March 4, 2008, and tmep@ay began recognizing compensation expensedeetawards as of their SFAS 123(R)
grant date.
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

To induce Monty A. Houdeshell to join the CompasyGhief Financial Officer, on January 30, 2007,@tmenpany entered into an
agreement with Mr. Houdeshell whereby the Compaantgd 300,000 options to him at an exercise wick8.74 per share. Of the 300,000
options granted, 250,000 were service-based aveaudisnet the criteria for granted options in accncgawith SFAS 123(R) as of January 30,
2007. The remaining 50,000 options are performdrasad awards where the future performance criteéli®e defined at a future date. On
July 17, 2007, the Compensation Committee of ther8of Directors established performance critesialie vesting of 16,667 performance-
based options held by Mr. Houdeshell, which weteseguently achieved, and on March 4, 2008, the @osgiion Committee of the Board of
Directors established performance criteria forwsting of another 16,667 performance-based optiettsby Mr. Houdeshell. Therefore,
under SFAS 123(R), the 33,334 performance-baseddawdth defined performance criteria were deenrathtgd, 16,667 as of July 17, 2007
and another 16,667 as of March 4, 2008, and thepaognbegan recognizing compensation expense fee tards as of their SFAS 123(R)
grant date. At June 30, 2008, there remains artiaddi 16,666 performandeased options that are not deemed granted undes SEA(R) an
are not included in the options outstanding at dad¢.

6. Selected Balance Sheet Accounts
Investments

The Company classifies its equity securities afl@va-for-sale in accordance with SFAS 115, “Aceting for Certain Investments in
Debt and Equity Securities.” As discussed in Ngtth8 Company adopted the non-deferred portiorF#{$157 on January 1, 2008. In
accordance with SFAS 157, the Company recordavissiments based on “Level 1” inputs, which aretegionarket prices in active markets
for identical assets or liabilities.

Goodwill Impairment

The Company evaluates the carrying value of erissrgoodwill for impairment in accordance with SFNS. 142, “Goodwill and Other
Intangible Assets.” Under SFAS No. 142, goodwillésted for impairment by comparing its fair vataéts carrying value. Testing for
impairment of goodwill is a two-step process. Tinst fstep requires the Company to compare the gnigets carrying value to its fair value. If
the fair value is less than the carrying valueegrise goodwill is potentially impaired and thengmany then completes the second step to
measure the impairment loss, if any. The secorgrsiguires the calculation of the implied fair valof goodwill by deducting the fair value of
all tangible and intangible net assets from theviaiue of the reporting unit. If the implied faialue of goodwill is less than the carrying
amount of enterprise goodwill, an impairment lasseicognized equal to the difference. The Compaajuates enterprise goodwill, at a
minimum, on an annual basis, in the second quafteach year or whenever events or changes inmstances suggest that the carrying
amount of goodwill may not be recoverable.

As of June 30, 2008 the Company performed its drimpairment test by comparing the carrying valfidotobytel to its estimated fair
value using discounted cash flow and market metbddetermining fair value. As a result of thistbeg, a non-cash impairment charge of
$52.1 million was recorded at June 30, 2008. Theainment is a result of our stock price declinsécond quarter 2008, which caused the
Company’s market capitalization to fall below itsofk value of equity.

10
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

Property and Equipment
Property and equipment consisted of the followihg a

December 31
June 30,
2008 2007
(in thousands)

Computer software and hardw: $ 9,97( $ 11,327
Furniture and equipme! 1,55¢ 1,61°F
Leasehold improvemen 1,57: 1,57¢
Capitalized internal use softws 8,13( 9,04¢
Development in proces 1,367 93
22,59¢ 23,65¢
Less— Accumulated depreciation and amortizat (12,615 (12,90)
$ 9,98¢ $ 10,75

At June 30, 2008 and December 31, 2007, capitalitethal use software, net of amortization, andetlpment in process were $6.8 million
and $6.0 million, respectively.

7. Discontinued Operations

On January 31, 2007, the Company completed theo$alertain assets and liabilities of the AIC opierrss to R.L. Polk (“Polk”) for $3.0
million. The Company received cash of $2.1 milliaef of $0.4 million associated with AIC’s defermeenues and prepaid expenses at
January 31, 2007. The balance of $0.5 million wegsodited by Polk in an escrow account that wasiliged to the Company in the second
quarter of 2007. As part of the transaction, thenfany received a license to use data supplied blyye®mo cost for a period of three years and
the Company licensed to Polk certain data at nbfoos period of three years and certain softvedneo cost in perpetuity. The Company
recognized a gain on the sale of the AIC operatad$2.8 million in the three months ended March107.

On June 30, 2007, the Company sold all of the antihg capital stock of Retention Performance Mimke Inc. (“RPM”) to
OneCommand, Inc. (“OneCommand”), formerly knowrCadi Command, Inc., pursuant to a Stock Purchagedkgent (“RPM Agreement”)
for an aggregate purchase price of $7.6 milliobjext to a working capital adjustment. Substantiall the assets and certain liabilities of the
RPM business were included in the sale and coulsisimarily of accounts receivable, prepaid expsnsertain property and equipment,
intangible assets, accounts payable and accruemhsep. The Company received cash of $7.1 milliahtla@ balance of $0.5 million, which
was deposited by OneCommand in an escrow accoativts distributed to the Company in the fourthrtpraof 2007 upon determination of
the working capital adjustment in accordance withterms of the RPM Agreement. The Company recegrézgain on the sale of the RPM
business of $3.6 million during the year ended Ddwer 31, 2007.

On January 23, 2008, the Company completed theo$alertain assets and liabilities of its AVV, Irdata extraction and customer
relationship management software business to DamiEnterprises (“Dominion”) for approximately $22.million in cash, plus a working
capital payment of approximately $1.0 million. TBempany recorded a gain on sale of approximatel8 8dllion in connection with the
transaction in the three months ended March 318 208e parties also agreed to a $1.9 million esérogonnection with the transaction. Per
the escrow agreement, certain contingencies maly &pfull recovery of the escrow amount upon time gear anniversary of the sale.
Dominion has notified the escrow holder of a claigainst the escrowed amount in connection with D@nis claim for indemnification und
the AVV business purchase agreement with respebettnsweb Patent Litigation described under Note these Notes to Consolidated
Condensed Financial Statements-Commitments andr@emicies-Litigation . Federal and state income tax expense of approsiynd0.3
million was recorded as a reduction to the incoroenfdiscontinued operations.
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

For the three months ended June 30, 2008 and B®7esults of operations of AVV, AIC and RPM agparted as discontinued
operations, net of taxes, as follows:

STATEMENTS OF OPERATIONS
(Amounts in thousands)

Three Months Ended June 30 Three Months Ended June 30
2008 2007
AVV AIC RPM Total AVV AIC RPM Total
REVENUES $ — $— $— $ — $2,607 $ — $3,52: $ 6,13(
COSTS AND EXPENSES
Cost of revenue — — — — 18 — 1,64z 1,66(
Sales and marketir — — — — 505 — 1,77(C 2,27:
Technology suppol — — — — 54C — 16€ 70€
General and administrati\ — — — — 15¢ — 43 201
Amortization of intangible: — — — — — — — —
TOTAL COSTS AND EXPENSE! — — — — 1,21¢ — 3,621 4,84(
Gain on sal¢ — — — — — 50C 3,04¢ 3,54¢
(Benefit) provision for income taxe (69) — — (69) — — — —
DISCONTINUED OPERATIONS, NE~ $ 69 $— $— $ 69 $1,38¢ $ 50C $2,95( $ 4,83¢

For the six months ended June 30, 2008 and 208 fg#ults of operations of AVV, AIC and RPM areaepd as discontinued
operations, net of taxes, as follov

STATEMENTS OF OPERATIONS
(Amounts in thousands)

Six Months Ended June 30, Six Months Ended June 30,
2008 2007
AVV AIC RPM Total AVV AIC RPM Total

REVENUES $ 566 $— $— $ 56¢ $5,30z2 $ 21C $7,14f $12,65
COSTS AND EXPENSES

Cost of revenue — — — — 45 10 3,34¢ 3,401

Sales and marketir 15C — — 15C 1,01¢ 68 3,30 4,387

Technology suppol 114 — — 114 1,15¢ 19¢ 287 1,63¢

General and administrati\ 53 — — 53 35€ 32 53 441

Amortization of Intangible: — — — — — — 43 43
TOTAL COSTS AND EXPENSE! 317 — — 317 2,57 30 7,032 9,907

Gain on sale 4,207 — — 4,20¢ — 2,76z  3,04¢ 5,81(

Provision for income taxe 25C — — 25C 7 — — 7
DISCONTINUED OPERATIONS, NE” $4,208 $— $— $4,20¢ $2,72: $2,66¢ $3,161 $ 8,55:
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

8. Patent Litigation Settlement

In 2004, the Company brought a lawsuit for patefringement against Dealix Corporation (“Dealixi). December 2006, the Company
entered into a settlement agreement with Dealie ddreement provides that Dealix will pay the Comypa total of $20.0 million in settlement
payments for a mutual release of claims and adieérom the Company to Dealix and the Cobalt Grafugertain of the Company’s patent and
patent applications. On March 13, 2007, the Compeagived the initial $12.0 million settlement pamhwith the remainder to be paid out in
installments of $2.7 million on the next three aalmanniversary dates of the initial payment. On dhat4, 2008, the Company received the
of three $2.7 million settlement payments purstarthe settlement agreement. The Company recotdegdyments as patent litigation
settlement, in the period payment was receivededsction to costs and operating expenses. Theimerggayments are guaranteed by WP
Equity Partners, Inc., a Warburg Pincus affilidteke Company has been unable to assess with reds@sslirance the collectability of the
remaining payments under the Settlement Agreengittdmes not have financial information to suppbet credit-worthiness of the debtor or
guarantor. Therefore, the Company does not hawanable assurance that it will receive any remgipglyments on their respective due dates
or at all.

9. 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 agair
Autobytel and certain of the Company’s current forcher directors and officers (the “Autobytel Initlual Defendants”) and underwriters
involved in the Company'’s initial public offering. Consolidated Amended Complaint, which is now t¢perative complaint, was filed on
April 19, 2002. This action purports to allege witbdbns of the Securities Act of 1933 and the S¢iesrExchange Act of 1934. Plaintiffs allege
that the underwriter defendants agreed to allogtaiek in the Company’s initial public offering tertain investors in exchange for excessive
and undisclosed commissions and agreements by ithasstors to make additional purchases of sto¢kémaftermarket at pre-determined
prices. Plaintiffs allege that the prospectus fier Company’s initial public offering was false antsleading in violation of the securities laws
because it did not disclose these arrangementsadtie seeks damages in an unspecified amountadtien is being coordinated with
approximately 300 other nearly identical actiofsdfiagainst other companies. On October 9, 20@2Dthtrict Court dismissed the Autobytel
Individual Defendants from the case without prejediOn December 5, 2006, the Second Circuit vacatitision by the District Court
granting class certification in six of the coorded cases, which are intended to serve as te$gaus” cases. The plaintiffs selected these six
cases, which do not include the Company. On Aprd@®7, the Second Circuit denied the petitionrédrearing filed by the plaintiffs, but not
that the plaintiffs could ask the District Courtdertify more narrow classes than those that wejeeted. On August 14, 2007, the plaintiffs
filed amended complaints in the six focus cases.dmended complaints include a number of changeb,as changes to the definition of the
purported class of investors and the eliminatiothefindividual defendants as defendants. Theaing case issuers and the underwriters
named as defendants in the focus cases filed nsotodismiss the amended complaints against thekoeember 14, 2007. On September
2007, the plaintiffs moved to certify a class ie #ix focus cases. On March 26, 2008, the Distanirt dismissed the Securities Act claims of
those members of the putative classes in the feasiss who sold their securities for a price in sgad the initial offering price and those who
purchased outside the previously certified claggpgeWith respect to all other claims, the motidoslismiss were denied. The Company is
awaiting a decision from the Court on the classfggation motion. Due to the inherent uncertaistd litigation, the Company cannot
accurately predict the ultimate outcome of the aralthe Company cannot predict whether it will beedo renegotiate a settlement that
complies with the Second Circuit's mandate. If @@npany is found liable, the Company is unablestoreate or predict the potential damages
that might be awarded, whether such damages wauigtdater than its insurance coverage, or whetledr damages would have a material
impact on its results of operations, financial déod or cash flows in any future period.

Between April and September 2001, eight separateopied class actions virtually identical to theedited against Autobytel were filed
against Autoweb.com, Inc. (“Autoweb”), certain ofithweb’s former directors and officers (the “Autdwiadividual Defendants”) and
underwriters involved in Autoweb’s initial publidfering. A Consolidated Amended Complaint, whicinésw the operative complaint, was
filed on April 19, 2002. It purports to allege \ations of the Securities Act of 1933 and the SéiesrExchange Act of 1934. Plaintiffs allege
that the underwriter defendants agreed to allostatek in Autoweb’s initial public offering to centainvestors in exchange for excessive and
undisclosed commissions and agreements by thosstong to make additional purchases of stock irmfteemarket at pre-determined prices.
Plaintiffs allege that the prospectus for Autowehisial public offering was false and misleadimgviolation of the securities laws because it
did not disclose these arrangements. The actidtssbmmages in an unspecified amount. The actibeiigy coordinated with approximately
300 other nearly identical actions
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

filed against other companies. On October 9, 26@2District Court dismissed the Autoweb Individiedfendants from the case without
prejudice. On December 5, 2006, the Second Civauiaited a decision by the District Court grantitags certification in six of the coordinated
cases, which are intended to serve as test, ousfarases. The plaintiffs selected these six cagiéish do not include Autoweb. On April 6,
2007, the Second Circuit denied a petition for eeimg filed by the plaintiffs, but noted that thiaiptiffs could ask the District Court to certify
more narrow classes than those that were reje@edugust 14, 2007, the plaintiffs filed amendechptaints in the six focus cases. The
amended complaints include a number of changeh, asichanges to the definition of the purportedsct investors and the elimination of the
individual defendants as defendants. The six feeas® issuers and the underwriters named as detsridahe focus cases filed motions to
dismiss the amended complaints against them oniNbge14, 2007. On September 27, 2007, the plantifived to certify a class in the six
focus cases. On March 26, 2008, the District Cdisrnissed the Securities Act claims of those membégthe putative classes in the focus
cases who sold their securities for a price in sga# the initial offering price and those who fhased outside the previously certified class
period. With respect to all other claims, the magico dismiss were denied. The Company is awa#tidgcision from the Court on the class
certification motion. Due to the inherent uncertigis of litigation, Autoweb cannot accurately prtdhe ultimate outcome of the matter.
Autoweb cannot predict whether it will be able émegotiate a settlement that complies with the B&€ircuit’'s mandate. If Autoweb is found
liable, it is unable to estimate or predict thegmtial damages that might be awarded, whether dastages would be greater than its insurance
coverage, or whether such damages would have aiatatepact on its results of operations, finan@ahdition or cash flows in any future
period.

The Company reviewed the above class action mattetsloes not believe that it is probable thasa mntingency has occurred;
therefore, the Company has not recorded a liakdlifginst these claims in the accompanying finastéements.

In August 2007, AVV, Inc. (hnow named Autobytel | g received a letter from a customer claimingeimaification regarding an action
brought against such customer for alleged paténbgement. The customer later made a similar clagainst the Company. The Company is
in discussions with such customer regarding suaimciThe Company cannot currently predict the outeof this matter, which, depending on
the outcome, may have a material impact on itsltsesfioperations, financial condition or cash flow

On November 30, 2007, the Company filed a lawsuihe United States District Court for the Eastistrict of Texas against Insweb
Corporation, Leadpoint, Inc., Internet Brands, laaed Auto Internet Marketing, Inc. (“Autobytel Patd.itigation”). In the lawsuit, the
Company asserts infringement of the Company’s Badent No. 6,282,517, entitled “Real Time Commutinceof Purchase
Requests,” (“Autobytel ‘517 Patent”) against suelities, and seeks damages and a permanent injun€tie Company cannot currently
predict the outcome of this matter, which, depegdin the outcome, may have a material impact ored#slts of operations, financial condition
or cash flows.

On March 11, 2008, Insweb Corporation filed a laitveuthe United States District Court for the Swern District of California against
the Company, one of the Company’s subsidiarieszomdinion Enterprises, the purchaser of the AVV hass (“Insweb Patent Litigation”). In
the lawsuit, Insweb asserts infringement of Inswdh.S. Patent No. 6,898,597, entitled “Event Lddyigweb ‘597 Patent”) by marketing and
selling the WebControl product of the AVV businessl is seeking damages and a permanent injun@ioduly 3, 2008, the complaint in the
Insweb Patent Litigation was amended to add Leadplic., Internet Brands, Inc. and Auto Internedrkkting, Inc. as additional plaintiffs and
co-owners of the Insweb ‘597 Patent and to add RRMOneCommand, the purchaser of the RPM busiasssgjditional defendants. In
addition to the asserted infringement with respethe WebControl Product, the amended complas#rés infringement of the Insweb 597
Patent by marketing and selling the RPM technolddye Company intends to vigorously defend the latwvBlominion Enterprises has assel
an indemnity claim under the AVV business purcheg®ement and in connection therewith has nottfiedescrow holder of a claim against
the $1.9 million amount escrowed under the AVV hass purchase agreement with respect to such irifiestion claim. The Company is
obligated to indemnify Dominion for this claim sebf to and in accordance with the terms of the ltase agreement. RPM and OneCommand
have asserted an indemnity claim under the purchgiEment relating to the sale of the RPM businéss Company is obligated to indemt
RPM and OneCommand for this claim subject to araczordance with the terms of the purchase agreteriiée Company cannot currently
predict the outcome of this matter, which, depegdin the outcome, may have a material impact ore#slts of operations, financial condition
or cash flows.
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AUTOBYTEL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S - (continued)

On March 13, 2008, Edmunds Holding Company etiled fa lawsuit in the United States District Cofiant the District of Delaware
against the Company. In the lawsuit, Edmunds ikisgea declaration that its business activitiesns®f which include generating automotive
leads, do not infringe the Autobytel ‘517 Paterd #mat such patent is invalid. The Company intendggorously defend the lawsuit. The
Company cannot currently predict the outcome o thatter, which, depending on the outcome, may hawaterial impact on its results of
operations, financial condition or cash flows.

On May 14, 2008, Internet Brands, Inc. filed a Ctaiy in Interpleader and a Demand for Arbitratidetiation asserting claims for
breach of contract, misrepresentation, fraud, bredémplied covenants of good faith and fair deglibreach of fiduciary duties and
declaratory relief, and other causes of actiortiredeto a strategic co-marketing agreement (“Coketing Agreement”) between Internet
Brands and the Company’s subsidiary, Autoweb.caoim, (*Autoweb”), entered into prior to the Compasmgcquisition of Autoweb in August
2001. Internet Brands alleges that pursuant to agebement, the Company granted to Internet Brandsiplied license to employ the
technology which is the subject of the Autobytel 75Patent and that the Company’s filing of the claimp against Internet Brands in the
Autobytel Patent Litigation repudiated the Co-Mdikg Agreement. Internet Brands seeks unspecifiedpensatory and punitive damages, a
declaration that Internet Brands was granted atiéaficense to employ the technology which is shbject of the Autobytel ‘517 Patent, and
an order that Internet Brands is not obligatedetarn shares of Internet Brands’ common stock tertret Brands’ possession that were issued
to Autoweb in connection with the Co-Marketing Agneent (“Internet Brands Stock”). The Company intetalvigorously defend the lawsuit
and has filed a cross-complaint against InternahBs asserting causes of action for, among otivegghconversion of the Internet Brands
Stock and seeking damages and return of the IrtBnaeds Stock. The Company cannot currently ptetie outcome of this matter, which,
depending on the outcome, may have a material itrgraits results of operations, financial conditmmncash flows.

From time to time, the Company is involved in otliggation matters arising from the normal couddéts business activities. The actic
filed against the Company and other litigation,reifenot meritorious, could result in substantiekts and diversion of resources and
management attention, and an adverse outcomegatiin could materially adversely affect its biesin, results of operations, financial
condition and cash flows.
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ltem 2. Managemen’s Discussion and Analysis of Financial Condition drkResults of Operation

The Securities and Exchange Commission (“SEC”) erages companies to disclose forward-looking infation so that investors can
better understand a company’s future prospectsreakd informed investment decisions. This QuartBeyport on Form 10-Q contains such
forward-looking statements within the meaning & Brivate Securities Litigation Reform Act of 1998ords such as “anticipate,” “estimate,”
“expects,” “projects,” “i

intends,” “plans,” “beliew and words of similar substance used in connedtiith any discussion of future operations
or financial performance identify forward-lookintaements. In particular, statements regarding @gtiens and opportunities, new product
expectations and capabilities, and our outlookndigg our performance and growth are forward-logkstatements. This Quarterly Report on
Form 10-Q also contains statements regarding ptpoads and objectives. There is no assurance thatilvbe able to carry out such plans or
achieve such goals and objectives or that we wilhble successfully to do so on a profitable bdsisse forward-looking statements are just
predictions and involve risks and uncertaintiehahat actual results may differ materially fronegle statements. Important factors that could
cause actual results to differ materially from #hosflected in forward-looking statements madéiia Quarterly Report on Form 10-Q are set
forth under Part 1l “Item 1A. Risk Factors,” andrPla ltem 1A of our Annual Report on Form-10K fitve year ended December 31, 2007.
Investors are urged not to place undue reliandemvard-looking statements, which speak only athefdate hereof. We are under no
obligation, and expressly disclaim any obligatitmypdate or alter any forward-looking statemewtsether as a result of new information,
future events or otherwise. All forwatdeking statements contained herein are qualifiethéir entirety by the foregoing cautionary statets
Unless specified otherwise, as used herein, tinestéwe,” “us” or “our” refer to Autobytel Inc. anits subsidiaries.

You should read the following discussion of oumtessof operations and financial condition in cangtion with our condensed
consolidated financial statements and related rintdgded elsewhere in this Quarterly Report omi@0-Q and our consolidated financial
statements and the notes thereto in Autobytel’'suahReport on Form 10-K for the year ended Decerthe007.

We are a Delaware corporation. Our principal coapmoffices are located in Irvine, California. @e@mmon stock is listed on The
NASDAQ Global Market under the symbol ABTL. Our porate Web site is locatedwww.autobytel.com . Information on our Web site is not
incorporated by reference in this Quarterly Repétior through the Investor Relations section of Web site we make available free of che
our annual reports on Form 10-K, quarterly report$-orm 10-Q, current reports on Form 8-K and mléadments to these reports as soon as
practicable after such material is electronicallydf with or furnished to the SEC. Our Code of Cactdand Ethics for Employees, Officers and
Directors is available at the Corporate Governdim&eof the Investor Relations section of our Wtk s

Basis of Presentation

We sold certain assets and liabilities of its Auttive Information Center (“AlC”) data operations danuary 31, 2007, sold its wholly-
owned subsidiary, Retention Performance Marketing, (“RPM") on June 30, 2007, and sold certaisess and liabilities of its AVV Inc.
(“AVV") business on January 23, 2008, collectivéte “Divestitures.” Accordingly, the Divestures gmesented in the consolidated condensed
financial statements as discontinued operationgigcontinued operations, revenues and expengbs @fivestitures are presented on a net
basis and stated separately from the respectii@oapn continuing operations in the Condenseddobdated Statements of Operations.
Expenses included in discontinued operations aexdtosts of the Divestures that will be elimibtieom future operations.

Overview

We are an Internet automotive marketing servicespamy that helps dealers and manufacturers sallacat related products and
services. We own and operate consumer-facing auteenweb sites, including our newest site, MyRiden® , which is designed to help
consumers find, see, buy and learn almost anyttelaged to automobiles. Our other web sites ar@bytel.com®, Autoweb.con®, Car.com
sm_CarSmart.conf?, AutoSite.con®, and CarTV.con?. By providing a convenient and comprehensive autora@onsumer experience acr
the purchase and ownership lifecycle, we seekdwige manufacturers and dealers with opportuntbesonnect with a steady, diverse stream
of motivated, serious shoppers, while providing ofanturers and dealers with targeted brand andugtativertising opportunities. In addition
to its web sites, we generate leads and advertgppgrtunities for dealers and automakers throughhmarketing network, which includes the
AutoReach advertising network, co-brands, suchSRBNEcom, and marketing affiliates such as AOL, Eddstand Kelly Blue Book.

In 2006, we began to implement a series of strategiatives, including programs to transition dwsiness toward a more media-centric
advertising-driven business model, increasing tleei$ on providing best-aflass marketing and media services for our deal@maanufacture
customers, and better capturing integration oppdias between our businesses. Toward that ern@dcinber 2007, we launched our next
generation consumer Web site, MyRide.com. We belMyRide.com is the first fully-integrated autonvativertical search Web experience
that is designed to provide consumers
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with a single comprehensive gateway to broad aledaeat automotive information available on the intg oriented toward the entire consul
automotive lifecycle—from finding and purchasingew or used vehicle, enhancing a vehicle with peamts accessories, finding local vehicle
services, and accessing extensive multimedia amdgenerated automotive content. MyRide.com hasbtige Internes most comprehensi
used vehicle products, utilizing search-based teldyy to incorporate listings of millions of vehésl from sites across the Web.

We provide tools and programs to automotive deardsmanufacturers to help them generate saleanealtustomer loyalty and reduce
customer acquisition costs. We connect automotigeketers with the vehicle shoppers visiting oumblied Web sites (MyRide.com,
Autobytel.com, Autoweb.com, Car.com, CarSmart.cAmtpSite.com and CarTV.com) and third party Webssifprimarily search engines,
automotive information providers and other autated venues) each month. We provide dynamic maiketnd advertising programs that
allow manufacturers and other automotive vendorstaract with Internet vehicle shoppers as theypdior vehicles and make their vehicle
buying decisions. Our intent is to garner an insiggshare of the approximately $31 billion spemtually by dealers, dealer associations,
aftermarket automotive suppliers and manufactwemnarketing and advertising services.

Dealers participate in our automotive lead genengbrograms by entering into contracts with usdaliyeor through a major dealer group
or an automotive manufacturer or its automotiveihgigervice affiliate. In turn, we direct consumgrglealers in their local area based on the
consumers’ vehicle preference. We expect our desdepromptly provide consumers a competitive offéhin 24 hours of being contacted by
the consumer. We recommend that each dealer hdwasatone employee whose principal responsiligisupervising the dealer’s Internet
business, similar to the way in which most dedhage a new vehicle sales manager, a used vehlekersanager and a service and parts
department manager who are each responsible fee tfespective dealership functions. We believedbaters who immediately respond to
consumer inquiries, have readily available inventord provide up-front competitive pricing bendfie most from our marketing services. We
form our dealer relationships after analysis obangtive sales, historic lead activity and demogiaplata in each region. We seek to maintain
in our dealer networks the highest quality deahéthin defined territories.

Consumers come to our Web sites to research, cenapar configure vehicles and to request a pricéeqoio a vehicle from one of our
network dealers. Once they are ready to buy a leelionsumers can submit a purchase request thiemugbf our automotive Web sites and
thereby connect to one or more of our participatieglers. Consumers can also shop for used velictas branded Web sites by searchin
a used vehicle according to the price, make, madddy, year and location of the vehicle. Consuntars submit credit questionnaires to be
connected to a participating dealer or an autoradtiance institution. The finance leads provideldes with another direct channel of
consumers, many of whom may not be able to seoareslfrom conventional lending sources.

For the three and six months ended June 30, 200&sults of operations have been affected andauatinue to be affected in the
future, by various factors, including, but not lied to, the following:
. general economic conditions and specifically madagtditions in the automotive industi

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

. a decline in purchase requests delivered to oail @atd enterprise deale

. variations in spending by automotive manufactuaers others for our advertising servic
. the amount of visits (traffic) to our network of lwsites;

. the cost of acquiring traffic to our network of weikes;

. the rates attainable from our advertisers;

. the implementation of certain cost reduction itivias.

As of June 30, 2008, we had $36.4 million in casth eash equivalents and short-term securities.
For the third quarter of 2008, we may use cashx@egs of cash generated from operations.
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Results of Operations
Revenues by groups of similar services were aevisi

Three Months Ended

June 30 Change
2008 2007 $ %
REVENUES:
Lead Fee: $17,17¢ $16,67¢ $ 50C 3%
Advertising 1,767 4,947 (3,18() (64)%
Other 41 17 24 141%
TOTAL REVENUES $18,98¢t $21,64: $(2,65€) (12)%

Percent of Revenue by groups of similar servicagws follows:

Six Months Ended
June 30 Change
2008 2007 $ %

$35,33¢ $33,90¢ $143C 4%
4266  9,65. (5389 (56)%

78 25 53 212%
$39,68: $43,58¢ $(3,905 (9%

Three Months Ended Six Months Ended
June 30 June 30
Percent of Revenu 2008 2007 2008 2007
Lead Fee! 91% 7% 89% 78%
Advertising 9% 23% 11% 22%
Other — — — —
TOTAL REVENUES 100% 100% 100% 100%

Three Months Ended June 30, 2008 Compared to the Tée Months Ended June 30, 2007

Lead Fees. The $0.5 million or 3% increase in lead fees farosel quarter 2008, compared to second quarter @@87primarily due to a
increase in the number of wholesale leads deliverkid was the result of a decline in overall awated consumer requests and a decline in
finance leads, more than offset by a higher mdtgfllead deliveries enabled by our multiple leativeery technology, implemented in the th
quarter 2007, and the addition of several wholesd#ionships. The multiple lead delivery techmgldnas increased the number of leads

placed through wholesale channels.

Advertising. The $3.2 million or 64% decrease in advertisingrewes for second quarter of 2008, compared to demaarter of 2007 wi
primarily due to three factors: (1) a decreaseaigepviews as a result of initiatives to eliminate ljuality traffic; (2) a decrease in page views
due to the reduction in search engine marketind;(8nha reduction in advertising rates from someesatisers due to poor advertisement click-

through rates and other advertisement performarezsuares.
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Cost and expenses were as follows:

Three Months Ended
June 30, Change
2008 2007 $ %
(in thousands)

Costs and expense

Cost of revenue $12,21¢ $12,76: $ (54€) (4%
Sales and marketir 4,32( 5,22 (902) (17)%
Technology suppol 3,68( 4,60¢ (92¢) (20)%
General and administrati 4,344 6,30¢ (1,967 (31)%
Amortization of acquired intangible ass 42 79 B @N%
Goodwill Impairmen 52,07¢ — 52,074

Total costs and expens $76,67¢ $28,977 $47,69° 165%

Cost of Revenues. Cost of revenues consists of lead acquisition ctrstiic acquisition costs and other cost of raxen Lead acquisition
costs consist of payments made to our Internetwues request providers, including Internet porgald online automotive information
providers. Traffic acquisition costs consist ofrebaengine marketing, revenue share paymentsffactproviding partners, and other costs
incurred to generate page views on the Autobytelokk of web sites. Other cost of revenues consissalaries and compensation related
expenses, fees paid to third parties for data anteat included on our Web site properties, conwiggtosts, technology license fees, server
equipment depreciation.

The $0.5 million or 4% decrease in the cost of nexss in second quarter 2008 compared to seconteq@@07 was primarily due to a
decrease of $1.2 million in search engine marketivgjs, a decrease of $0.8 million in other tradfiquisition costs, partially offset by $0.7
million increase in depreciation, a $0.4 increaskead acquisition costs, and a $0.3 million inseem Web site hosting costs. Search engine
and other traffic acquisition costs have decreaseto initiatives to more efficiently deploy matikg dollars, while depreciation, Web site
hosting, and other costs have increased due tatmeh of the MyRide.com Web site in third qua@807. Lead acquisition costs have
increased due the increased volume of acquiredlead

Sales and Marketing. Sales and marketing expense includes costs f@alajg@ng our brand equity, internal personnel casis other costs
associated with dealer sales, Web site advertisind dealer training and support. Sales and maiketpense in second quarter 2008
decreased by $0.9 million or 17% compared to tlcerset quarter of 2007, due principally to internadtccontainment initiatives.

Technology Support. Technology support expense includes personnel oelstted to developing new products, enhancingifeat contet
and functionality of our Web sites and our Interbased communications platform, costs associatddouir telecommunications and computer
infrastructure, and costs related to data and tolgy development. Technology support expensedored quarter 2008 decreased by $0.9
million or 20% compared to second quarter 2007, tdu@mpensation expense savings resulting froernal cost reduction initiatives.

General and Administrative. General and administrative expense consists ofutixec financial and legal personnel expenses astsc
related to being a public company. General and agdirative expense in second quarter 2008 decregZ8dnillion or 31% compared to
second quarter 2007 due to a decrease in persoamglprary labor, and professional fees of $1.8anil a decrease in stock compensation of
$0.2 million and other expense reduction initiasiaé $0.5 million.

Goodwill Impairment. We evaluate the carrying value of enterprise gobbdari impairment in accordance with Statement&imfancial
Accounting Standards (“SFAS”) No. 142, “Goodwillda®ther Intangible Assets.” Under SFAS No. 142 dyadl is tested for impairment by
comparing its fair value to its carrying value. fieg for impairment of goodwill is a two-step prase The first step requires us to compare the
enterprise’s carrying value to its fair value.Hétfair value is less than the carrying value, gantge goodwill is potentially impaired and then
we complete the second step to measure the impaiifoss, if any. The second step requires the atlon of the implied fair value of
goodwill by deducting the fair value of all tangidnd intangible net assets from the fair valuthefreporting unit. If the implied fair value of
goodwill is less than the carrying amount of entisgogoodwill, an impairment loss is recognizedada the difference. We evaluate enterg.
goodwill, at a minimum, on an annual basis, indbeond quarter of each year or whenever eventsamges in circumstances suggest that the
carrying amount of goodwill may not be recoverable.
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As of June 30, 2008 we performed our annual impamtntest by comparing the carrying value of Autebyiic. to its estimated fair value
using discounted cash flow and market methods t&raening fair value. As a result of this testimgpon-cash impairment charge of $52.1
million was recorded at June 30, 2008. The impantgea result of our stock price decline in secquodrter 2008, which caused our market
capitalization to fall below its book value of etyui

Six Months Ended June 30, 2008 Compared to Six Mom$ Ended June 30, 2007

Lead Fees. The $1.4 million or 4% increase in lead fees festfhalf 2008, compared to first half 2007 was ity due to an increase in
the number of wholesale leads delivered. This Wwageésult of a decline in overall auto related comsr requests, and a decline in finance
leads, more than offset by a higher multiple oflldaliveries enabled by our multiple lead delivesghnology, implemented in the third quarter
2007, and the addition of several wholesale ratatipps. The multiple lead delivery technology haseéased the number of leads placed
through wholesale channels.

Advertising. The $5.4 million or 56% decrease in advertisingraewes for first half 2008, compared to first h&l02 was primarily due to
three factors: (1) a decrease in page views asudt i&f initiatives to eliminate low quality traffj (2) a decrease in page views due to the
reduction in search engine marketing in first ledl2008; and (3) a reduction in advertising ratesnf some advertisers due to poor
advertisement click-through rates and other adsemient performance measures.

Cost and expenses were as follows:

Six Months Ended
June 30, Change
2008 2007 $ %
(in thousands)

Costs and expense

Cost of revenu $ 26,03¢ $24,437 $ 1,60z 7%
Sales and marketir 9,51t 10,92: (1,406 (13)%
Technology suppo! 8,27: 8,812 (539) (6%
General and administrati 10,65 14,90¢ (4,255 (299%
Amortization of intangible: 84 38C (296) (78)%
Patent litigation settleme (2,667 (12,000 9,33t (78)%
Goodwill impairment 52,07 — 52,07

Total costs and expens $103,97. $47,45¢ $56,51! 11%

Cost of Revenues. The $1.6 million or 7% increase in the cost of rexes in first half 2008 compared to first half 20@&s primarily due
to a $1.4 million increase in lead acquisition spat$1.4 million increase in depreciation, an@d & $nillion increase in Web site hosting costs,
partially offset by a $1.2 million decrease in attraffic acquisition costs, and a $1.0 million degse in search engine marketing costs.
Depreciation and Web site hosting costs have isectdue to the launch of the MyRide.com Web sithiid quarter 2007. Lead acquisition
costs have increased due the increased volumegafrad leads, while search engine and other traffguisition costs have decreased due to
initiatives to more efficiently deploy marketingltios.

Sales and Marketing. Sales and marketing expense in first half 2008eeserd by $1.4 million or 13% compared to first lb&l2007, due
principally to internal cost containment initiatsze

Technology Support. Technology support expense in first half 2008 desed by $0.5 million or 6% compared to first qua2@07, due t
compensation expense related savings resulting ifitermal cost reduction initiatives

General and Administrative. General and administrative expense in first haf®8ecreased $4.3 million or 29% compared to ffiadt
2007 due primarily to a decrease in personnel, tearg labor and other compensation expense of /illi@n, a decrease in professional fees
of $1.2 million and a decrease in stock compensaifds0.6 million

Patent Litigation Settlement . In 2004, we brought a lawsuit for patent infringgnt against Dealix Corporation (“Dealix”). In Dedeer
2006, we entered into a settlement agreement watililo The agreement provides that Dealix will paya total of $20.0 million in settlement
payments for a mutual release of claims and adiedrom us to Dealix and the Cobalt Group of cartdiour patent and patent applications.
March 13, 2007, we received the initial $12.0 noillisettlement payment with the remainder to be paidn installments of $2.7 million on tl
next three annual anniversary dates of the infégiment. On March 14, 2008, we received the firshieee $2.7 million settlement payments

pursuant to
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the agreement. We recorded the payments as paigatidn settlement, in the period payment wasiesd, as reduction to costs and operating
expenses. The remaining payments are guarante@tPbizquity Partners, Inc., a Warburg Pincus afflidle have been unable to assess with
reasonable assurance the collectability of the i@ payments under the Settlement Agreement adoneot have financial information to
support the credit worthiness of the debtor or gator. Therefore, we do not have reasonable asseithat we will receive any remaining
payments on their respective due dates or at all.

Goodwill Impairment. See Results of operations for the three monthsceddiee 30, 2008 compared to the three months ehded30, 2007,
and as set forth in Item | Part |, Note 6 to untadiconsolidated condensed financial statemené&det8d Balance Sheet Accounts, Goodwill
Impairment” of this report on Form 10-Q.

Employees

As of July 31, 2008, we had a total of 224 emplsy&ee also utilize independent contractors as requNone of our employees are
represented by labor unions. We have not experitang work stoppages and generally consider outarae relations to be good.

Liquidity and Capital Resources

Our cash and cash equivalents and short-term imeggs totaled $36.4 million as of June 30, 2008maned to cash, cash equivalents
and short-term investments of $28.3 million as eEBmber 31, 2007.

Our working capital, excluding assets and lialgtheld for sale, increased by $12.8 million, t8.83nillion at June 30, 2008 compared
to $26.4 million at December 31, 2007. The increaas primarily due to the $21.4 million of proceédsn the sale of AVV in the first quart
2008, and $2.7 million cash received in the finsader related to the Dealix patent litigation lestient agreement, partially offset by an
increase in accounts receivable due to an inciead®ys sales outstanding and a decrease in accpaphble and accrued expenses, due to the
timing of payments.

Net Cash Used In Operating Activities

For the six months ended June 30, 2008, net cagls fised for operating activities were $12.3 millioompared to $1.9 million used in
the first half 2007. The increase in net cash floiwsd for operating activities was primarily dughte decline in earnings combined with
changes in working capital requirements.

Net Cash Provided By Investing Activities

For the six months ended June 30, 2008, net casls fhrovided by investing activities were $19.9limil, compared to $6.1 million
provided in the first half 2007. The increase was tb an increase in cash proceeds from Divesiur2808 of $21.4 million 2008 compared to
$9.7 million in 2007, lower capital spending reguents in the first half 2008 compared to first BA07 of $5.4 million, which was due to the
substantial completion of the MyRide.com Web sit@007 and no new significant capital projectsirist half 2008, partially offset by a $3
million decrease in cash received from investmeatunities.

Net Cash Provided By Financing Activities

For the six months ended June 30, 2008, cash fiwadded by financing activities were $0.6 milliasgmpared to $1.3 million. The
decrease was due to fewer stock option exercis28d8 compared to 2007.

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

Recent Accounting Pronouncements

In September 2006, Financial Accounting Standams® (“FASB”) issued Statement of Financial AccangtStandard (“SFAS”)
No. 157,“Fair Value Measurements” (“SFAS 157"). SFAS 15Times fair value, establishes a frame work for meiag fair value and
expands disclosure about fair value measuremeR&sS357 does not require new fair value measuresrauttprovides guidance on how to
measure fair value by providing a fair value hiehgrused to classify the source of information. SF&7 is effective for fiscal years beginn
after November 15, 2007. However, on February
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12, 2008, the FASB issued FASB Staff Position (“BSFAS 157-2 which delays the effective date fdmain-financial assets and liabilities
except those that are recognized or disclosedratdhie in the financial statements on a recurbagis (at least annually). FSP FAS 157-2
defers the effective date of SFAS 157 to fiscakrgdeeginning after November 15, 2008, and interériquls within the fiscal years for items
within the scope of FSP 157-2. Therefore, effectore2008, we adopted SFAS 157, except as it applighose non-financial assets and non-
financial liabilities as noted in FSP FAS 157-2eTddoption of SFAS 157 for financial assets anullliiees as of January 1, 2008 did not have
an impact on our consolidated financial positi@sults of operations or cash flows. We do not eixrecadoption of FSP FAS 1%7in 2009 t
have a material effect on our consolidated findrmisition, results of operations or cash flows.

In February 2007, the FASB issued SFAS No. 159¢"Fhir Value Option for Financial Assets and Finarndabilities—including an
amendment of FASB Statement No. 115 (“SFAS 1594}iich is effective for fiscal years beginning aftdovember 15, 2007. This statement
permits entities to choose to measure many finhirgruments and certain other items at fair valthlgs statement also establishes
presentation and disclosure requirements designtilitate comparisons between entities that sbatifferent measurement attributes for
similar types of assets and liabilities. Unrealipaihs and losses on items for which the fair valpigon is elected would be reported in
earnings. We adopted the provisions of SFAS 158 danuary 1, 2008 and did not elect the fair valpion to measure certain financial
instruments.

Item 3. Quantitative and Qualitative Disclosures About MagkRisk

For the three and six months ended June 30, 2@08 there no material changes in the informatiowireq to be provided under
Item 305 of Regulation S-K from the informationdased in Item 7A of the Company’s Annual Reportramm 10-K for the year ended
December 31, 2007.

Item 4. Controls and Procedure

As of the end of the period covered by this Qurteeport on Form 10-Q, we carried out an evalumticmder the supervision and with
the participation of our management, including Garef 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. Based
on the evaluation, our Chief Executive Officer angl Chief Financial Officer believe that, as of #&l of the period covered by this Quarterly
Report on Form 1@, our disclosure controls and procedures wereffeat ensuring that the information requiredbéodisclosed by us in t
reports that we file or submit under the Securiigshange Act of 1934 is (i) recorded, processeahsarized and reported within the time
periods specified in the SEC’s rules and formsipa¢cumulated and communicated to our managenreitiding our principal executive
officer and principal financial officer, as appragte, to allow timely decisions regarding requifedncial disclosure. Our management
concluded that the financial statements includetthismQuarterly Report on Form 10-Q fairly presémiall material respects, our financial
position, results of operations and cash flowdlierperiods presented in conformity with generatigepted accounting principles.

As of the end of the period covered by this Qurteeport on Form 10-Q, there were no changes irrdarnal control over financial
reporting that have materially affected or werescgbly likely to materially affect, our internaindrol over financial reporting.

Our management, including our Chief Executive @fffiand our Chief Financial Officer, does not exgkat our disclosure controls and
internal control over financial reporting will prent all error and all fraud. A control system, nattar how well conceived and operated, can
provide only reasonable, not absolute, assuraratelth objectives of the control system are metthen, the design of a control system must
reflect the fact that there are resource constaamd the benefits of controls must be considegtadive to their costs. Because of the inherent
limitations in all control systems, no evaluatidicontrols can provide absolute assurance thaboalirol issues and instances of fraud, if any,
within the Company have been detected. These inhBmgtations include the realities that judgmeimslecision-making can be faulty, and
that breakdowns can occur because of simple ernmisiake. Additionally, controls may be circumvethby the individual acts of some
persons, by collusion of two or more people, ontanagement override of the control.

The design of any system of controls also is bas@adrt upon certain assumptions about the likelthof future events, and there can be
no assurance that any design will succeed in atlgets stated goals under all potential futuredibans; over time, a control may become
inadequate because of changes in conditions, ategeee of compliance with the policies or procedunay deteriorate. Because of the
inherent limitations in a cost-effective controbsym, misstatements due to error or fraud may caedmot be detected.

Notwithstanding the foregoing limitations on théeetiveness of controls, we have nonetheless rekttteeconclusions set forth above on
our disclosure controls and procedures and ourriat&ontrol over financial reporting.
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PART II. OTHER INFORMATION

ltem 1. Legal Proceedings

See discussion at Part I, Item 1, Note 9, “Committs@nd Contingencies — Litigatiortd the unaudited consolidated condensed fina
statements, which is incorporated by referenceitere

Item 1A.  Risk Factors
Except for fiscal years 2003 and 2004, we have haustory of net annual losses. We cannot assurattive will be profitable in the future
If we are unable to achieve profitability in the fure and we continue to lose money, our operatiani#i not be financially viable.

Most of our senior executives do not have long-texperience in the Internet-based vehicle inforamatind shopping industry. This
limited experience contributes to our difficultypnedicting future operating results.

Except for fiscal years 2003 and 2004, we haveshadtory of net annual losses. We cannot assatevé will be profitable in the futur
We had an accumulated deficit of $250.7 milliond $191.4 million as of June 30, 2008, and Decer3heR2007.

Our potential for future profitability must be cadered in light of the risks, uncertainties, expgsnand difficulties frequently encounte
by companies in rapidly evolving markets, suchhasmarket for Internet commerce. We believe thaictieve and sustain profitability, we
must, among other things:

. generate increased vehicle shopper and buyercttaffiur Web sites

. successfully introduce new products and servi

. continue to send new and used vehicle purchasestxito dealers that result in sufficient deakemgactions to justify our fee:
. expand the number of dealers in our netwa

. sustain and expand our relationships with autoreatianufacturers

. assure continued access to a high volume of leaatscaptable prices from third party sourc

. respond to competitive developmer

. maintain a high degree of customer satisfact

. 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 controteyss;,

. continue to attract, retain and motivate qualifieglsonnel; an

. continue to upgrade and enhance our technologiasdmmmodate expanded service offerings and inedeaansumer traffic

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

If our internal controls and procedures fail, ourifiancial condition, results of operations and caglow could be materially and adverse
affected.

Management is responsible for establishing and taiaiing adequate internal control over financigla®ing. Our internal control over
financial reporting is a process designed to prevehsonable assurance regarding the reliabilifijnahcial reporting and the preparation of
financial statements for external purposes in ataroce with generally accepted accounting principlesnaking its assessment of the
effectiveness of our internal control over finahceporting as of June 30, 2008, management usedriteria described in Internal Control—
Integrated Framework issued by the Committee of
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Sponsoring Organizations of the Treadway Commisg@@dSO). A material weakness is a control deficjgime combination of control
deficiencies, that results in a more than remdgihiood that a material misstatement of the anouaiterim financial statements will not be
prevented or detected.

Management determined that we had no material vessskim our internal control over financial repagtas of June 30, 2008. Our inter
controls may not prevent all potential errors araaid, because any control system, no matter howdesigned, can only provide reasonable
and not absolute assurance that the objectivdeeatdntrol system will be achieved. We have hacratweaknesses in our internal control
over financial reporting in the past and theredsaesurance that we will not have a material weskirethe future resulting from failure of our
internal controls and procedures.

Our ability to report our financial results on aély and accurate basis could be adversely affdntedfailure in our internal control over
financial reporting. If our financial statemente aot fairly presented, investors may not haverapete understanding of our operating results
and financial condition. If our financial statemg&atre not timely filed with the SEC, we could bégded from The NASDAQ Global Market.
either or both of these events occur, it could heweaterial adverse affect on our ability to ope@ir business. In addition, a failure in our
internal control over financial reporting could raally and adversely affect our financial conditioesults of operations and cash flow.

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 ifgrttire, train and retain highly qualified salesarketing, managerial and technical
personnel. In addition, as we introduce new seswee may need to hire additional personnel. We nudye able to attract, assimilate or re
such personnel in the future. The inability toattrand retain the necessary managerial, techsalals and marketing personnel could have a
material adverse effect on our business, resultpefations and financial condition.

Our business and operations are substantially diggon the performance of our executive officers key employees. The loss of the
services of one or more of our executive officarkey employees could have a material adversetaffeour business, results of operations
financial condition.

If a more mediicentric advertising-driven business model, incladithe MyRide.com Web site, is not successful, vagymot be able to be
profitable in the future.

In 2006, we began to implement a series of strat@diatives, including programs to transition dawsiness toward a more media-centric
advertising-driven business model. Towards that emdaunched the MyRide.com Web site in Octob&728nd expect to launch other
products and services this year. Demand and madcetptance for newly introduced services and pttsdueer the Internet are subject to
uncertainty and we have no assurance that conswandrgther automotive participants will accept asd our new products and services. If
consumers and other automotive participants failciwept and use our new products and serviceeptce is at a lower level than
anticipated, our strategy of focusing on a moreimedntric advertising-driven business model wit be successful. Accordingly, we cannot
assure that we will be profitable in the future.

If our dealer attrition increases, our dealer netws and revenues derived from these networks mayrelase

The majority of our revenue is derived from feelgey retail dealers participating in our dealetwmzrks. A few agreements account for
substantially all of our enterprise dealers. Frometto time, a major dealer group or automotive nfacturer may significantly increase or
decrease the number of dealers participating irdeater networks or the number of purchase reqaestepted from us. If dealer attrition
increases or the number of purchase requests adcipi us decreases and we are unable to add eedersl to mitigate the attrition or
decrease in number of accepted requests, our regenill decrease. A material factor affecting dealgrition is our ability to provide dealers
with high quality purchase requests at prices detdp to dealers. High quality purchase requestsharse that result in high closing ratios.
Closing ratio is the ratio of the number of vehicprirchased at a dealer generated from purchasestsdo the total number of purchase
requests sent to that dealer. If the number ofeds@h our networks declines or dealers reducsehéces they receive from us, our revenues
will decrease and our business, results of operatimd financial condition will be materially andivarsely affected. In addition, if automotive
manufacturers or major dealer groups force us toedese the fees we charge for our services, oentms will decline which could have a
material adverse effect on our business, resultpefations and financial condition.

Generally, our retail dealer agreements are cableehy either party upon 30 days notice. Partigigatetail dealers may terminate their
relationship with us for any reason, including amvillingness to accept our subscription terms oa as
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result of joining alternative marketing programse \dannot assure that retail dealers will not teat@rtheir agreements with us. Our business is
dependent upon our ability to attract and retaialifjigd new and used vehicle retail dealers, mdgaler groups and automotive manufacturers.
In order for us to grow or maintain our dealer reate, we need to reduce our dealer attrition. Wenoaiassure that we will be able to reduce
the level of dealer attrition, and our failure  £b could materially and adversely affect our hess, results of operations and financial
condition.

We send a substantial amount of individual purchassjuests to multiple retail dealers. As a resule may lose participating retail dealers
and may be subject to pressure on the fees we abhargh dealers for such purchase requests. We ladle the revenues associated with any
reductions in participating retail dealers or fees.

We send a substantial amount of individual purcliagaests to multiple retail dealers to enhanceswaer satisfaction and experience. If
a retail dealer perceives such requests as hagasgvblue, it may request that fees be reducedpitenminate its relationship with us. A
material decrease in the number of retail dealar8qipating in our networks or the fees such dsgbay us could have a material adverse ¢
on our business, results of operations and finhooiadition.

We rely heavily on our participating dealers to pnote our brand value by providing high quality sézes to our consumers. If dealers do
not provide our consumers high quality servicesrdurand value will diminish and the number of conswers 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 experienceulfdealers do not provide
consumers with high quality service, the value wflorands could be damaged and the number of carswmsing our services may decrease.
We devote significant efforts to train participatiretail dealers in practices that are intenddddease consumer satisfaction. Our inability to
train retail dealers effectively, or the failure jpgrticipating dealers to adopt recommended prestiespond rapidly and professionally to
vehicle inquiries, or sell and lease vehicles iooadance with our marketing strategies, could téaubw consumer satisfaction, damage our
brand names and materially and adversely affecbosiness, results of operations and financial itiwmd

Competition could reduce our market share and haour financial performance. Our market is competigwnot only because the Internet
has minimal barriers to entry, but also because e@mpete directly with other companies in the offirenvironment.

Our vehicle marketing services compete againstiatyeof Internet and traditional vehicle purchagservices, automotive brokers and
classified advertisement providers. Therefore, meadfected by the competitive factors faced bynboternet commerce companies as well as
traditional, offline companies within the autometiand automotive-related industries. The markelrftarnet-based commercial services is
relatively new. Competition continued to intensifiy2007 as key competitors pursued the best quatihgumer leads through strategic
relationships, pricing, search marketing prograansi other tactics. Our business is characterizedibimal barriers to entry, and new
competitors can launch a competitive service atiradly low cost. To compete successfully, we naighificantly increase awareness of our
services and brand names and deliver satisfacadnevo our customers. Failure to compete sucodssiill cause our revenues to decline and
would have a material adverse effect on our busimesults of operations and financial condition.

We compete with other entities that maintain similansumer and/or business-to-business Web sitegling AutoNation’s AutoUSA,
Microsoft Corporation’s MSN Autos, CarsDirect.co@grs.com, eBayMotors.com, Dealix.com, and AutoTraden. We also compete to a
degree with vehicle dealers. Such competitorsuitioly vehicle dealers, may already maintain or mapduce Web sites which compete with
ours. We also compete indirectly against vehictikerage firms and affinity programs offered by sal’eompanies, including Costco
Wholesale Corporation and Wal-Mart Stores, Inaddition, all major automotive manufacturers haairtown Web sites and many have
launched online buying services, such as Generabd@orporation and Ford Motor Company in its parship with its dealers through
FordDirect.com. On advertising, we compete witlkeoffgs from, among others, the major portals (&.ghoo!, MSN, AOL), transaction based
sites (e.g., Ebay Motors, Cars.com, Autotraderpraotive verticals (e.g., KBB, Edmunds) and numerlifestyle sites (e.g., HIN City).

We believe that the principal competitive factardhie online market are:

. brand recognition

. dealer return on investmel

. lead quality;

. prices of products and servici

. speed and quality of fulfillmen
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. strength of intellectual propert

. field sales and customer suppt¢

. dealer territorial coverag

. relationships with automotive manufacture

. variety of integrated products and servic

. consumer experience and ease of

. customer satisfactiol

. quality of Web site conten

. quality of service; an

. technical expertise

We cannot assure that we can compete successfidigst current or future competitors, many of whieve substantially more technical
and financial resources as well as existing braedgnition. In addition, competitive pressures mesult in increased marketing costs,

decreased Web site traffic or loss of market shaherwise may materially and adversely affecthusiness, results of operations and
financial condition.

Our quarterly financial results are subject to siffitant fluctuations which may make it difficult foinvestors to predict our future
performance.

Our quarterly operating results have fluctuatethepast and may fluctuate in the future due toyniactors. Our expense levels are bi
in part on our expectations of future revenues tvinnay vary significantly. If revenues do not in@edaster than expenses, our business,
results of operations and financial condition W@ materially and adversely affected. Other fadtoas may adversely affect our quarterly
operating results include:

. our ability to retain existing dealers, attract ndsalers and maintain dealer and customer saiisfix
. the announcement or introduction of new or enhasted such as MyRide.com, services and productsshyr our competitor:
. general economic conditions and economic conditspesific to the Internet, online commerce or thmotive industry

. a decline in the usage levels of online services@msumer acceptance of the Internet and comnherdiae services for th
purchase of consumer products and services sutioses marketed or advertised by

. our ability to upgrade and develop our systemsiaftdstructure in a timely and effective manr
. our ability to attract and retain personr

. the level of traffic on our Web sites and otheesithat refer traffic to our Web site

. technical difficulties, system downtime, Internedplwnouts or electricity blackout

. the amount and timing of operating costs and chgigaenditures relating to expansion of our busnpeperations an
infrastructure

. costs of ongoing litigation and any adverse judgisessulting from such litigatior
. costs of defending and enforcing our intellectualpgrty rights:

. governmental regulation; at

. unforeseen events affecting the indus

Seasonality is likely to cause fluctuations in oaperating results. Investors may not be able togict our annual operating results based «
a quarter-to-quarter comparison of our operatingselts.

Traditionally, our purchase request volume fluatsawith automotive industry sales volume that lesesmeasure of seasonality.
Typically, volume is highest in the spring and suennwith lower volume in the fall and winter montis seasonality occurs, investors may
not be able to predict our annual operating reqstsed on a quarter to quarter comparison of ogradipg results. Seasonality in the
automotive industry, Internet and commercial onbeevice usage and advertising expenditures ifylioecause fluctuations in our operating
results and could have a material adverse effecuousiness, results of operations and finamcatlition.
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Employee pricing and other actions by manufactureleat promote transparent pricing may decrease tieceived value of our services
consumers and dealers. If the number of consumensi aealers who use our services declines, our rexenwill decrease.

In the past, some manufacturers introduced progedimsing all consumers to purchase new vehiclgwiaes offered to employees.
Employee pricing and future actions by manufactiteat promote transparent pricing may negativésctithe perceived value of our services
to consumers and dealers. A decline in the perderatue of our services to consumers and dealeysresailt in a decline in demand for our
services, which could adversely affect our busintisancial condition and results of operations.

We may be particularly affected by general econominditions due to the nature of the automotive irgtry.

The economic strength of the automotive industgyi§icantly impacts the revenues we derive fromlelesa automotive manufacturers
and other customers and consumer traffic to our gitels. The automotive industry is cyclical, wittshicle sales fluctuating due to changes in
national and global economic forces. Purchasegbitles are typically discretionary for consumerd enay be particularly affected by
negative trends in the general economy. The suafess operations depends to a significant extigoin a number of factors relating to
discretionary consumer spending, including econaraiwditions (and perceptions of such conditionsdaysumers) affecting disposable
consumer income (such as employment, wages antesalbusiness conditions, energy prices and isteages in regional and local markets).
Because the purchase of a vehicle is a significeetstment and is relatively discretionary, anyuetin in disposable income in general or a
general increase in interest rates, energy pricasggeneral tightening of lending may affect us engignificantly than companies in other
industries. Given the economic outlook for 2008,expect total new vehicle sales to decrease frob7 Zvels due in part to a short term
mismatch of leads supply and demand, which is¢balt of a shift in consumer preferences to moeé dfficient vehicles from less fuel
efficient vehicles, which is being driven by thsimig cost of gasoline in the past year In additibany of our larger customers were to become
insolvent because of economic conditions in themotive industry, our business, results of operati@ash flow and financial condition may
be materially and adversely affected.

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

Threatened terrorist acts and the ongoing militaatyon have created uncertainties in the automatigdestry and domestic and
international economies in general. These evenyshaae an adverse impact on general economic ¢onsljtwhich may reduce demand for
vehicles and consequently our services and produitsh could have an adverse effect on our busjriggscial condition and results of
operations. At this time, however, we are not ablpredict the nature, extent and duration of theffexts on overall economic conditions on
our business, financial condition, cash flow arglites of operations.

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

If any of our relationships with Internet search ines or online automotive information providersrteinates, our purchase request volur

or quality could decline. If our purchase requesblame or quality declines, our participating dealemay not be satisfied with our services
and may terminate their relationships with us orrfe us to decrease the fees we charge for our sewvilf this occurs, our revenues would
decrease.

We depend on a number of strategic relationshiplirét a substantial amount of purchase requestsraffic to us or our Web sites. T
termination of any of these relationships or amy#icant reduction in traffic to Web sites on whiour services are advertised or offered, o
failure to develop additional referral sources,ldatause our purchase request volume or qualitietdine. If this occurs, dealers may no lor
be satisfied with our services and may terminagdr tielationships with us or force us to decreasefées we charge for our services. If dealers
terminate their relationships with us or force aisiécrease the fees we charge for our servicesgveanues will decline which could have a
material adverse effect on our business, resultpefations and financial condition. We receivégaiicant number of purchase requests
through a limited number of Internet search enginane automotive information providers, and otheto related Internet sites. We
periodically negotiate revisions to existing agreats and these revisions could increase our co$tstire
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periods. A number of our agreements with onlingiserproviders may be terminated without cause.nvég not be able to maintain our
relationship with our online service providers imdfalternative, comparable marketing sponsorsaiysalliances capable of originating
significant numbers of purchase requests on teatisfactory to us. If we cannot maintain or replace relationships with online service
providers, our revenues may decline which coulcetemwmaterial adverse effect on our business, segftitiperations, cash flow and financial
condition.

If any of our advertising relationships with manufaurers terminates or declines or our advertisingtes decline, our revenues wot
decrease.

We depend on a number of manufacturer relationgbipsubstantially all of our advertising revenu&atomotive manufacturers
increasingly make advertising decisions based amicgperformance criteria. Due to acquiring adgery impressions from low quality third
party sources that we no longer use, our 2007 paence as measured by such advertisers was loaedgsired. As a result, we are
experiencing a decline in advertising rates chatgesich manufacturers for advertising and may e&pee lower demand for advertising from
such manufacturers or termination of our advemgisglationships with them. The termination of afiyhese relationships or decline in the le
of advertising with us or reduction in advertisitages or any significant failure to develop additibsources of advertising would cause our
revenues to decline which could have a materiatestveffect on our business, results of operatonsfinancial condition. We periodically
negotiate revisions to existing agreements anceth@gsions could decrease our advertising reveimuegure periods. A number of our
agreements with such manufacturers may be terndvgiteout cause. We may not be able to maintairrelationship with such manufactur:
on favorable terms or find alternative comparablationships capable of replacing advertising reresron terms satisfactory to us. If we
cannot do so, our revenues would decline whichcthalve a material adverse effect on our business)ts of operations, cash flow and
financial condition.

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

We believe that the importance of brand recognitidlhincrease as more companies engage in comnoeethe Internet. Development
and awareness of the MyRide.com, Autobytel.compiet.com, Car.com, CarSmart.com and other branitidegend largely on our ability
to obtain a leadership position in Internet comraettdealers and manufacturers do not perceiwesien effective channel for increasing
vehicle sales, or consumers do not perceive uffasng reliable information concerning new and disehicles, as well as referrals to high
quality dealers, in a user-friendly manner thaures the time spent for vehicle purchases andcgarwive will be unsuccessful in promoting
and maintaining our brands. Our brands may noblreta gain widespread acceptance among consumedesaters. Our failure to develop our
brands sufficiently would have a material adveiféece on our business, results of operations, €iashand financial condition.

If federal or state franchise laws or state automat dealer and/or broker laws apply to us we maybguired to modify or eliminate ou
marketing programs. If we are unable to market oservices in the manner we currently do, our revesueay decrease and our business
may suffer.

We believe that neither our relationship with oaalktrs nor our dealer subscription agreements itatestfranchises” under federal or
state franchise laws. A federal court of appeaMiichigan has ruled that our dealer subscriptioreament was not a “franchise” under
Michigan law. However, if any state’s regulatorgu@ements relating to franchises or our methobdusiness impose additional requirements
on us or include us within an industry-specificukagory scheme, we may be required to modify ourketing programs in such state in a
manner which undermines the program’s attractivet@sonsumers or dealers. If our relationship diten agreement with our dealers were
found to be a “franchise” under federal or stataéhise laws, we could be subject to other regniatisuch as franchise disclosure and
registration requirements and limitations on odtlitylto effect changes in our relationships withraealers, which may negatively impact our
ability to compete and cause our revenues to deeraad our business to suffer. If we become sutijdates or other penalties or if we
determine that the franchise and related requirésraeme overly burdensome, we may elect to termiopégations in such state. In each case,
our revenues may decline and our business, resfuliserations and financial condition could be matly and adversely affected.

We also believe that our dealer marketing serviiggeerally do not qualify as automobile brokeragéveg and, therefore, state motor
vehicle dealer or broker licensing requirementsegalty do not apply to us. However, in certainesave have modified our marketing
programs or pricing models to comply with local fawf any state’s regulatory requirements relatmgiotor vehicle dealers or brokers are
deemed applicable to us and we do not comply witth segulatory requirements, we may become suljdites, penalties or other
requirements and may be required to modify our etamg programs or pricing models in such statesfimanner that undermines the
attractiveness of the program to consumers or dedfeve determine that the licensing or othemutatpry requirements in a given state are
overly burdensome, we may elect to terminate ojmerain such state. In each case, our revenuegdewdine and our business, results of
operations and financial condition could be matlgriznd adversely affected.”
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If financial broker and insurance licensing requinments apply to us in states where we are not cutiyehicensed, 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 tioogsuming process that could divert the ef
of management away from day-dey operations. In the event states require ug licénsed and we are unable to do so, or arewiteunabl
to comply with regulations required by changesurent operations or the introduction of new segsjonve could be subject to fines or other
penalties or be compelled to discontinue operatiomssich states, and our business, results of ipesaand financial condition could be
materially and adversely affected.

We provide links on our Web sites so consumerseagive quotes for insurance coverage from thirtigsaand submit quote
applications online through such parties’ Web sit®e receive fees from such participants in corioratith this advertising activity. We do
not believe that such activities require us toibenised under state insurance laws. The use dhtdeet in the marketing of insurance
products, however, is a relatively new practicés ot clear whether or to what extent state iasce licensing laws apply to activities similar
to ours.

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

There are many risks associated with consummated potential acquisitions.

We may evaluate potential acquisitions which wégvel will complement or enhance our existing busindf we acquire other compar
in the future, it may dilute the value of exististgpckholdersownership. The impact of dilution may restrict aibility or otherwise not allow t
to consummate acquisitions. Issuance of equityrgeximay restrict utilization of net operating$ocarry forwards because of an annual
limitation due to ownership change limitations unte Internal Revenue Code. We may also incur detitiosses related to the impairment of
goodwill and acquired intangible assets if we agganother company or business, and this couldtiveggaimpact our results of operations.
We currently do not have any definitive agreemémiscquire any company or business, and we mapaable to identify or complete any
acquisition in the future.

Acquisitions involve numerous risks. For example:

. It may be difficult to assimilate the operationglgersonnel of an acquired business into our ovamkess

. Management information and accounting systems aicguiired business must be integrated into ouentigystems

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

. Our management must devote its attention to assimij 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 busil

Changes in government regulation and taxation oftetnet commerce may result in increased costs tinaty reduce our future earnings.

Because our business is dependent on the Intéheetdoption of new local, state or national lawsegulations may decrease the growth
of Internet usage or marketing or the acceptandetefnet commerce which could, in turn, decreasedemand for our services and increase
our costs or otherwise have a material adverseteffeour business, results of operations and iiahoondition.

Tax authorities in a number of states are curraetjewing the appropriate tax treatment of compamingaged in Internet commerce.
New state tax regulations may subject us to adtitistate sales, use and income ta
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Evolving government regulations may require fututieensing which could increase administrative costsadversely affect our revenue

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

We have identified what we believe are the areatafestic government regulation, which if changeallld be costly to us. These laws
and regulations include franchise laws, motor ehicokerage licensing laws, motor vehicle deatarising laws, insurance licensing laws,
financial services laws and data security and pyivaws, which are or may be applicable to aspefctair business. There could be laws and
regulations applicable to our business which weehaot identified or which, if changed, may be gp#il us.

Our success is dependent on keeping pace with adearin technology. If we are unable to keep pacthweidvances 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 ameackerized by rapid technological change, chairgaser and customer
requirements, frequent new service and produabdiuictions embodying new technologies and the emeggef new industry standards and
practices that could render our existing Web sita$technology obsolete. These market characteriste exacerbated by the emerging nature
of the market and the fact that many companiegx@gpected to introduce new Internet products andces in the near future. If we are unable
to adapt to changing technologies, our business]teeof operations and financial condition coutdrbaterially and adversely affected. Our
performance will depend, in part, on our abilityctintinue to enhance our existing services, devedyptechnology that addresses the
increasingly sophisticated and varied needs opoospective customers, license leading technolagidsrespond to technological advances
and emerging industry standards and practicestonedy and cost-effective basis. The developmerdwfWeb sites and other proprietary
technology entails significant technical and busingsks. We may not be successful in using netnt@ogies effectively or adapting our Web
sites, or other proprietary technology to custorequirements or to emerging industry standardaditition, if we are required to invest
substantial amounts in technology in order to kesge with technological advances, our results efagons will suffer.

We are vulnerable to electricity and communicatiosgstem interruptions. The majority of our primaservers are located in a few locatiol
If electricity or communications to such locatiors to our headquarters were interrupted, our operats would be adversely affecte

Our production Web sites and certain systems, dietuMyRide.com, Autobytel.com, Autoweb.com, Car$mntam, AutoSite.com,
Car.com and Finance.Car.com, are currently hogstedaare third-party hosting facilities.

Although backup servers are available, our prinsgnyers are vulnerable to interruption by damagmffire, earthquake, flood, power
loss, telecommunications failure, break-ins aneéo#vents beyond our control. In the event thaexgerience significant system disruptions,
our business, results of operations and financatlition would be materially and adversely affectt have, from time to time, experienced
periodic systems interruptions and anticipate sah interruptions will occur in the future.

Our main production systems and our accountingie and contract management systems are hostedure facilities with generators
and other alternate power supplies in case of apowtage. However, our corporate offices, wherdae the users and additional
applications for our accounting, finance and carttraanagement systems, are vulnerable to wide-poaler outages. To date, we have not
been significantly affected by blackouts or otheteiruptions in service. In the event we are affédiy interruptions in service, our business,
results of operations and financial condition cdoddmaterially and adversely affected.

We maintain business interruption insurance whigyspp to $9.0 million for the actual loss of besis income sustained due to the
suspension of operations as a result of directipllyss of or damage to property at our offidééswever, in the event of a prolonged
interruption, this business interruption insurangy not be sufficient to fully compensate us fa thsulting losses.
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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 efltiternet, such as ease of access, security cgrivaliability, cost, and quality of
service may impact the growth of Internet use elfiqgds of decreased performance, outages or defattse Internet occur frequently or other
critical issues concerning the Internet are nadlkesl, overall Internet usage or usage of our Wiels gould increase more slowly or decline,
which would cause our business, results of oparatimd financial condition to be materially andexdely affected.

The public market for our common stock may be vdkatespecially since market prices for Internegtated and technology stocks have of
been unrelated to operating performance.

Our common stock is currently listed on the NASD&@bal Market, but we cannot assure that an attading market will be sustaine
or that the market price of the common stock wdll decline. The stock market in general has expeeié significant price fluctuations. The
market price of our common stock is likely to bghiy volatile and could be subject to wide fluctaas in response to factors such as:

. actual or anticipated variations in our quartegheiating results

. historical and anticipated operating metrics sustha number of participating dealers, the visitorsur Web sites and the
frequency with which they transac

. announcements of new product or service offeri

. technological innovation:

. competitive developments, including actions by endgtive manufacturer:

. changes in financial estimates by securities atmtysour failure to meet such estima

. conditions and trends in the Internet, electrooicimerce 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 affectingelcbnology or automotive industry, a

. general market conditions and other fact

Further, the stock markets, and in particular TRSRAQ Global Market, have experienced price andir@ fluctuations that have
particularly affected the market prices of equiggwities of many technology companies and hawendieen unrelated or disproportionate to
the operating performance of such companies. Thexssl market factors have affected and may adwyeasfct the market price of our
common stock. In addition, general economic, pritand market conditions, such as recessionsggestiteates, energy prices, international
currency fluctuations, terrorist acts, militaryiaos or wars, may adversely affect the market pofddie common stock. In the past, following
periods of volatility in the market price of a coamy’s securities, securities class action litigatias often been instituted against companies
with publicly traded securities. Such litigationut result in substantial costs and a diversiomahagement’s attention and resources, which
would have a material adverse effect on our busimesults of operations and financial condition.

Our common stock could be delisted from NASDAQ GlbMarket if we are not able to satisfy continueidting requirements, and if this
were to occur, the price of our common stock and @ibility to raise additional capital may be advety affected and you may have difficu
converting your investment into cash efficiently.

Our common stock is currently listed on the NASD&@bal Market. Continued listing of a security tve NASDAQ Global Market is
conditioned upon compliance with various continlistihg standards. There can be no assurance atilvcontinue to satisfy the
requirements for maintaining a NASDAQ Global Marlksting.

The standards for continued listing require, amoiigr things, that the minimum bid price for thetdid securities be at least $1.00 per
share over a certain number of consecutive dagsyrsix month period. As of the date of this repitre Company is in compliance with the
minimum bid price requirement. However, our comrstotk has traded below $2.00 per share since Magd8, and there can be no
assurances made that we will continue to satish$th00 minimum bid price required for continuestifig of our common stock on the
NASDAQ Global Market

If our common stock were to be delisted from theXDRQ Global Market, the price of our common stdtie ability of holders to sell
such stock, and our ability to raise additionalitapnay be adversely affected. If delisted, owcktwould still be publicly traded but if we
sought to relist our stock on the NASDAQ Global ktrwe would be required to comply with all of tihéial listing requirements to be
relisted on the NASDAQ Global Market, which initlédting requirements are in some instances moiggint than the continued listing
requirements.
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Changing legislation affecting the automotive inding could require increased regulatory and lobbyimgsts and may harm our business.

Our services may result in changing the way vehiale marketed and sold which may be viewed aatdming by new and used vehicle
dealers who do not subscribe to our programs. Susmesses are often represented by influentidlioly organizations, and such
organizations or other persons may propose legislathich could impact the evolving marketing arnstribution model which our services
promote. Should current laws be changed or new f@ssed, our business, results of operations aaddial condition could be materially and
adversely affected. As we introduce new servicesmay need to comply with additional licensing fagjans and regulatory requirements.

To date, we have not spent significant resourcdslaying or related government affairs issuesvbeiimay need to do so in the future
significant increase in the amount we spend onylstghor related activities would have a materialerde effect on our results of operations
and financial condition.

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

Our computer infrastructure is potentially vulndeatn physical or electronic computer break-insuses and similar disruptive problems
and security breaches. Any such problems or sgduriaches could cause us to have liability toa@mmore third parties and disrupt all or part
of our operations. A party able to circumvent ceglgity measures could misappropriate proprietafigrination, customer information or
consumer information, jeopardize the confidentatume of information transmitted over the Interoetause interruptions in our operations.
Concerns over the security of Internet transactamsthe privacy of users could also inhibit thevgh of the Internet in general, particularly
a means of conducting commercial transactionsh&€aektent that our activities or those of thirdtpaontractors involve the storage and
transmission of proprietary information such asspaal financial information, security breaches danpose us to a risk of financial loss,
litigation and other liabilities. Our current insumce program may protect us against some, butlinof auch losses. Any of these events could
have a material adverse effect on our businessltsesf operations and financial condition.

We depend on continued technological improvememt®ur systems and in the Internet overall. If weeatnable to handle an unexpectedly
large increase in volume of consumers using our Wates, we cannot assure our consumers or dealkees purchase requests will be
efficiently processed and our business may suffer.

If the Internet continues to experience significgwawth in the number of users and the level of tisen the Internet infrastructure may
not be able to continue to support the demandsglaa it by such potential growth.

An unexpectedly large increase in the volume oepzdraffic on our Web sites or the number of esddaced by customers may require
us to expand and further upgrade our technologpstction-processing systems and network infrasireicWWe may not be able to accurately
project the rate or timing of increases, if anytha use of our Web sites or expand and upgradsystems and infrastructure to accommodate
such increases. In addition, we cannot assuredtiradealers will efficiently process purchase resgsie

Any of such failures regarding the Internet in gaher our Web sites, technology systems and itrisaire in particular, or with respect
to our dealers, would have a material and advdfsetan our business, results of operations amaiftial condition.

Misappropriation or infringement of our intellectubproperty and proprietary rights could impair ourompetitive position. Enforcemel
actions to protect our intellectual property couidaterially and adversely affect our business, raswf operations and financial condition.

Our ability to compete depends upon our propriesystems and technology. While we rely on traderaaklie secret, patent and
copyright law, confidentiality agreements and tecAhmeasures to protect our proprietary rights bekeve that the technical and creative
skills of our personnel, continued developmentwf mroprietary systems and technology, brand naoegnition and reliable Web site
maintenance are more essential in establishingraidtaining a leadership position and strengthepimngbrands. As part of our confidentiality
procedures, we generally enter into confidentiagyeements
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with our employees and consultants and limit actessir trade secrets and technology. Despite fhoite to protect our proprietary rights,
unauthorized parties may attempt to copy aspeatsiiogervices or to obtain and use information Wategard as proprietary. Policing
unauthorized use of our proprietary rights is difft. We cannot assure that the steps taken byilugrevent misappropriation of technology or
that the agreements entered into for that purpdlébevenforceable. Effective trademark, servicekngatent, copyright and trade secret
protection may not be available where our prodant$ services are made available online. In additibgation may be necessary to enforce or
protect our intellectual property rights or to defeagainst claims of infringement or invalidity. \Wently filed a lawsuit against multiple
defendants to protect one of our patents, andefiendants in two other patent litigation matterg of which is a declaratory judgment action
regarding one of our patents. Future litigatiorereif successful, could result in substantial castd diversion of resources and management
attention and could materially adversely affect bbusiness, results of operations and financial itimmd Misappropriation of our intellectual
property or potential litigation could also haveaterial adverse effect on our business, resulégefations and financial condition.

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 lidlties could harm our business.

As part of our business, we make Internet sendcgiscontent available to our customers. This csaie potential for claims to be made
against us, either directly or through contractndémnification provisions with third parties. Wieeanvolved in several such matters which are
described in “Part I., Item 1 Note 9, “Commitmeatsl Contingencies—Litigation” herein. We could féiedility for information retrieved
from or transmitted over the Internet and liabifity products sold over the Internet. We could xigosed to liability with respect to third-party
information that may be accessible through our \8ltgs, links or car review services. Such claimghmifor example, be made for defamati
negligence, patent, copyright or trademark infringat, personal injury, breach of contract, unfaimpetition, false advertising, invasion of
privacy or other legal theories based on the natmetent or copying of these materials. Such daimght assert, among other things that, by
directly or indirectly providing links to Web siteperated by third parties we should be liablecfipyright or trademark infringement or other
wrongful actions by such third parties through s\ébb sites. It is also possible that, if any thatty content provided on our Web sites
contains errors, consumers could make claims agasnf®r losses incurred in reliance on such infation. Any claims could result in costly
litigation, divert management’s attention and reses, cause delays in releasing new or upgradiisix services or require us to enter into
royalty or licensing agreements.

We also enter into agreements with other compamdsr which any revenue that results from the paselor use of services through
direct links to or from our Web sites or on our W&ies is shared. Such arrangements may exposeadslitional legal risks and uncertainties,
including disputes with such parties regarding nexesharing, local, state and federal governmentiaéion and potential liabilities to
consumers of these services, even if we do notigeeathe services ourselves. We cannot assure tlgahdemnification provided to us in our
agreements with these parties, if available, wélbdequate.

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

Litigation regarding intellectual property rightséommon in the Internet and software industries.@Xpect that Internet technologies
software products and services may be increassghject to third-party infringement claims as thender of competitors in our industry
segment grows and the functionality of productdifferent industry segments overlaps. We are inedlin patent litigation, both as plaintiff
and defendant, which are described in “Item 3. LBgaceedings” herein. There can be no assuramt®tin services do not infringe on the
intellectual property rights of third parties.

From time to time, plaintiffs have brought thespdy of claims and sometimes successfully litigéhedh against online services. Our
liability insurance may not cover all potentialiohs to which we are exposed and may not be adetpuaidemnify us for all liability that may
be imposed. Any imposition of liability that is ncdvered by insurance or is in excess of our inmgaoverage could have a material adverse
effect on our business, results of operations arah€ial condition.
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We could be adversely affected by litigation. If were subject to a significant adverse litigationtoome, our financial condition could be
materially adversely affected.

We are a defendant in certain proceedings or ahiad in legal matters which are described inrtit8. Legal Proceedings” herein.

From time to time, we are involved in other litigatt or other legal matters arising from the norewlrse of our business activities. The
actions filed against us and other litigation grdematters, even if not meritorious, could regububstantial costs and diversion of resources
and management attention and an adverse outcolitigation could materially adversely affect ourdiness, results of operations and finan
condition.

We are uncertain of our ability to obtain additioh&inancing for our future capital needs. If we arenable to obtain additional financing w
may not be able to continue to operate our business

We currently anticipate that our cash and cashvedgrits and short-term investments will be suffiti® meet our anticipated needs for
working capital and other cash requirements at feashe next 12 months. We may need to raisetaaail funds sooner, however, in order to
develop new or enhance existing services or preducto respond to competitive pressures. Therdearo assurance that additional financing
will be available on terms favorable to us, orlatlhadequate funds are not available or areavatilable on acceptable terms, our ability to
develop or enhance services or products or resfmoadmpetitive pressures would be significantlyiled. In addition, our ability to continue
operate our business may also be materially adyeaffected in the event additional financing ig available when required. Such limitation
could have a material adverse effect on our busjresults of operations, financial condition anaspects.

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 partiesire willing to pay for our stock

Provisions of our amended and restated certifichbecorporation and bylaws relating to our corgergovernance and provisions in our
stockholder rights plan could make it difficult farthird party to acquire us, and could discoutagfgird party from attempting to acquire
control of us. These provisions allow us to isstefgrred stock with rights senior to those of thenmon stock without any further vote or
action by the stockholders. These provisions pmticht the board of directors is divided into thekesses, which may have the effect of
delaying or preventing changes in control or chang&ir management because less than a majorthedioard of directors are up for election
at each annual meeting. In addition, these prongsimpose various procedural and other requiremelish could make it more difficult for
stockholders to effect corporate actions suchragm@er, asset sale or other change of control.dnder the stockholder rights plan, if a
person or group acquires 15% or more of our comstock, all rights holders, except the acquirer| kél entitled to acquire at the then exer
price of a right that number of shares of our commsimck which, at the time, has a market valuavoftimes the exercise price of the right. In
addition, under certain circumstances, all righHtlaos, other than the acquirer, will be entitleddoeive at the then exercise price of a right that
number of shares of common stock of the acquirorgmany which, at the time, has a market value oftimes the exercise price of the right.
The initial exercise price of a right is $65. Suttarter and rights provisions could limit the pribat certain investors might be willing to pa
the future for shares of our common stock and nzaseihe effect of delaying or preventing a chamgeontrol. The issuance of preferred stock
also could decrease the amount of earnings antsassslable for distribution to the holders of aoon stock or could adversely affect the
rights and powers, including voting rights, of tieders of the common stock.

We are also subject to the anti-takeover provisafrSection 203 of the Delaware General Corpordtiaw. In general, the statute
prohibits a publicly held Delaware corporation fremgaging in a “business combination” with an “fested stockholder” for a period of three
years after the date of the transaction in whiehpérson became an interested stockholder, utlessisiness combination is approved
prescribed manner. For purposes of Section 20Busifiess combination” includes a merger, assetsaléher transaction resulting in a
financial benefit to the interested stockholded an “interested stockholder” is a person who, tiogrewith affiliates and associates, owns or
did own 15% or more of the corporation’s votingcéto
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ltem 4. Submission of Matters to a Vote of Security Hold¢

We held our Annual Meeting of Stockholders on Ja&e2008. The following is a brief description bétmatters voted upon at the
meeting and the number of votes cast for or againatthheld and, if applicable, the number of absibns and broker non-votes with respect
to each matter. Each director proposed by us vexdesl.

(a) The stockholders re-elected the following threminees for our board of directors:

Withheld
Director For Authority
Jeffrey H. Coat: 29,635,49 3,086,21.
Mark R. Ros: 31,368,25 1,353,45!
Jeffrey M. Stibe 31,403,85 1,317,85!

The term of office as director for Mark N. Kaplalames E. Riesenbach, Michael J. Fuchs, and JanetpHon, continued after the
meeting.
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ltem 6. Exhibits

31.1  Chief Executive Officer Section 302 CertificatiohReriodic Report, dated August 6, 20
31.z  Chief Financial Officer Section 302 CertificatiohReriodic Report, dated August 6, 20
32.1  Chief Executive Officer and Chief Financial Officeection 906 Certification of Periodic Report, dafaigust 6, 200€
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has duly causisdéjport to be signed on its behalf

by the undersigned, thereunto duly authorized.

Date: August 6, 2008
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By: /s/ Monty A. Houdeshe
Monty A. Houdeshell
Executive Vice President and Chief Financial Office
(Duly Authorized Officer and Principal Financial Officer)

By: /s/ Curtis E. DeWal
Curtis E. DeWalt
Vice President and Controller
(Principal Accounting Officer)
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Exhibit 31.1
CERTIFICATION

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

2.  Based on my knowledge, this report does notaiorany untrue statement of a material fact or angttate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this
report;

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and we ha

a) Designed such disclosure controls and proceduregused such disclosure controls and procedutes tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made
known to us by others within those entities, paftidy during the period in which this report isifige prepared

b) Designed such internal control over financial réjpgror caused such internal control over finanoéglorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atarece with generally accepted accounting princjj

C) Evaluated the effectiveness of the registragisslosure controls and procedures and presentiisineport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; an

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimiternal control over financial
reporting, to the registrant’s independent regeteaccountants and the audit committee of thetragiss board of directors (or
persons performing the equivalent functior

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

b) Any fraud, whether or not material, that involvearmmagement or other employees who have a significdain the
registran’s internal control over financial reportir
Date: August 6, 2008

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




Exhibit 31.2
CERTIFICATION

I, Monty A. Houdeshell, certify that:
1. | have reviewed this quarterly report on Forn-Q of Autobytel Inc.;

2.  Based on my knowledge, this report does notaiorany untrue statement of a material fact or angttate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this
report;

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and we ha

a) Designed such disclosure controls and proceduregused such disclosure controls and procedutes tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made
known to us by others within those entities, paftidy during the period in which this report isifige prepared

b) Designed such internal control over financial réjpgror caused such internal control over finanoéglorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atarece with generally accepted accounting princjj

C) Evaluated the effectiveness of the registragisslosure controls and procedures and presentiisineport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; an

d) Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimiternal control over financial
reporting, to the registrant’s independent regeteaccountants and the audit committee of thetragiss board of directors (or
persons performing the equivalent functior

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

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

Date: August 6, 2008

/s/ Monty A. Houdeshe
Monty A. Houdeshell
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 Autohiyite. (the “Company ") on Form 10-Q for the period ended June 30, 2008 “
Report "), we, James E. Riesenbach, Chief Executive Offafehe Company, and Monty A. Houdeshell, Exeaudice President and Chief
Financial Officer of the Company, certify, pursugmtl8 U.S.C. Section 1350, as adopted pursugsettion 906 of the Sarbanes-Oxley Act of
2002, that:

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

2. The information contained in the Report fairly mrets, in all material respects, the financial ctadiand result of operations of t
Company.

/s/ James E. Riesenba
James E. Riesenba
Chief Executive Officer
August 6, 200¢

/s/ Monty A. Houdeshe
Monty A. Houdeshel
Executive Vice President and
Chief Financial Office!
August 6, 200¢

A signed original of this written statement reqdil®y Section 906, or other document authenticaticgnowledging, or otherwise
adopting the signatures that appear in typed foitiminvthe electronic version of this written statmhrequired 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



