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

Form 10-Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 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{@)l 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 registrantlexge accelerated filer, an accelerated filer, maccelerated 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 fileild Accelerated filer
Non-accelerated filer Smaller reporting company

Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the Bxgfe Act.) Yes[ No
As of October 31, 2008, there were 45,219,679 shafrthe Registrant’s Common Stock outstanding.
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PART I. FINANCIAL INFORMATION

ltem 1. Unaudited Consolidated Condensed Financial Statens

AUTOBYTEL INC.

UNAUDITED CONSOLIDATED CONDENSED BALANCE SHEETS
(Amounts in thousands, except share amounts)

ASSETS
CURRENT ASSETS
Cash and cash equivalel
Accounts receivable, net of allowances for bad slabtd customer credits of $578 and $534,
respectively
Prepaid expenses and other current a
Assets held for sal
Total current asse
Property and equipment, r
Goodwill
Investment and other ass

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS '’ EQUITY
CURRENT LIABILITIES:
Accounts payabl
Accrued expense
Deferred revenue
Other current liabilitie:
Liabilities held for sal¢
Total current liabilities
Other non current liabilitie
TOTAL LIABILITIES
COMMITMENTS AND CONTINGENCIES (Note 9
STOCKHOLDERS EQUITY:
Preferred stock, $0.001 par value; 11,445,187 stenthorized; none outstandi
Common stock, $0.001 par value; 200,000,000 stearg®rized; 45,219,679 and 43,788,663 sh
issued and outstanding, respectiv
Additional paic-in capital
Unrealized gain from investme
Accumulated defici
TOTAL STOCKHOLDER¢ EQUITY
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See accompanying notes.

3

September 3C December 31
2008 2007
$ 32,17( $ 27,60
12,69¢ 11,69:

1,79¢ 1,73¢

— 17,16(
46,66: 58,19:
9,22¢ 10,751

— 52,07

91¢ 1,13

$ 56,80¢ $ 122,15¢
$ 4,032 $ 5,852
5,00¢ 6,47(
2,082 1,74¢
1,25: 1,19¢

— 19€
12,37¢ 15,46¢
271 43€
12,641 15,90¢
44 44
299,74 296,96
68C 68€
(256,30, (191,44
44,16 106,25:
$ 56,80¢ $ 122,15¢
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AUTOBYTEL INC.
UNAUDITED CONSOLIDATED CONDENSED STATEMENTS OF OPER ATIONS
AND COMPREHENSIVE LOSS
(Amounts in thousands, except per-share amounts)

Three Months Ended

Nine Months Ended

September 30, September 30,
2008 2007 2008 2007

REVENUES:

Lead fees $15,57:  $17,57¢ $ 50,91( $51,48¢

Advertising 1,64( 4,31¢ 5,90¢ 13,97

Other revenue 59 17 137 43

Total revenue 17,27¢ 21,91 56,95: 65,49¢

COSTS AND EXPENSES

Cost of revenue 11,10% 14,93 37,14¢ 39,371

Sales and marketir 4,001 5,26( 13,51¢ 16,18!

Technology suppol 3,651 4,57 11,92« 13,38¢

General and administrati 4,551 5,59¢ 15,20: 20,501

Amortization of acquired intangible ass 42 42 12t 422

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

Goodwill impairment — — 52,07« —

Total costs and expens 23,35: 30,41: 127,32: 77,87(

Operating los! (6,082 (8,507 (70,369 (12,37
Interest and other incon 271 48€ 1,11¢ 1,42¢
Foreign currency exchange Ic — — — @)
Provision for income taxe — — — —
Loss from continuing operatiol (5,81) (8,015  (69,25) (10,959
Discontinued operations, n 184 1,42 4,39( 9,98(
NET LOSS $(5,627) $(6,58¢) $(64,86) $ (979
BASIC LOSS PER COMMON SHARE

Loss from continuing operatiol $ (0.139) $ (0.1¢) $ (1.57) $ (0.2%

Discontinued operations, n — 0.0 0.1 0.2
Basic loss per common she $ (017 $ (0.1 $ (147 $ (0.02
DILUTED LOSS PER COMMON SHARE

Loss from continuing operatiol $ (0139 $ (0.1¢) $ (1.57) $ (0.2%

Discontinued operations, n — 0.0z 0.1 0.2%
Diluted loss per common she $ (019 $ (015 $ (149) $ (0.09
Comprehensive los

Net loss $(5,627) $(6,58f) $(64,86:) $ (979

Unrealized gain (loss) from investme 33 — (6) —
Comprehensive los $(5,599) $(6,58¢) $(64,869) $ (979

See accompanying notes.
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UNAUDITED CONSOLIDATED CONDENSED STATEMENTS OF CASH
(Amounts in thousands)

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Amortization of intangible asse

Provision for bad debt

Provision for customer credi

Gain on sale of AIC busine

Gain on sale of RPM busine

Gain on sale of AVV busine:

Shar-based compensatic

Foreign currency exchange gi

Loss on goodwill impairmer

Changes in assets and liabilities, net of discoetihoperations

Accounts receivabl

Prepaid expenses and other current a:

Other norcurrent assel
Accounts payabl
Accrued expense
Deferred revenue
Other liabilities

Net cash used in operating activit
Cash flows from investing activitie
Maturities of shorterm investment
Purchases of sh-term investment
Distribution of foreign investmer
Purchases of property and equipm
Proceeds from sale of AIC busine
Proceeds from sale of RPM busin
Proceeds from sale of AVV busine
Net cash provided by investing activiti
Cash flows from financing activitie
Distribution to minority interest stockhold
Proceeds from exercise of stock options and awiasded under the employee stock purchase
Net cash provided by financing activiti
Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

AUTOBYTEL INC.

See accompanying notes.

5

FLOWS

Nine Months Ended
September 30,
2008 2007

$(64,86) $ (979

3426 2,151
128 465
672 301
792 1,051
— (2,762)
— (3,072

(4,202) —

2,12¢  3,75¢
— 7
52,07+ —

(2,364 (82)
(44) (160)

84 (127)

(1,826 (1,190
(1,456) (96€)
33¢ (580)
(107) (70)
(15,227) (2,252

14,05( 3,00(

(14,05() —
— 354
(2,25 (7,316
— 2,57¢
— 7,00:
21,39¢ —

19,14 5,70¢

— (184)
64S  2,25¢
64c  2,07°

456¢ 5527

27,60 22,74
$32,17C $28,27(
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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 dmternet automotive marketing services companydbaists automotive 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 automotive dealers and manufacturers wiffodunities to connect with a steady, diverseastref motivated, serious shoppers, while
providing dealers and manufacturers with targetedidb and product advertising opportunities. In addito its web sites, the Company
generates leads and advertising opportunitiesdateds and manufacturers through its marketing ortwvhich includes the AutoReach
advertising network, co-branded websites, suchSNecom, and lead referral affiliates such as ABdmunds and Kelly Blue Book.

The Company is a Delaware corporation incorporate®ay 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 accumulatemitaéf$256 million as of September 30, 2008. ThemPany believes current cash, cash
equivalents are sufficient to meet anticipated ceedds for working capital and capital expenditfioest least the next 12 months. The
Company'’s results of operations and financial coowlimay be affected by its dependence on, and¢heral economic conditions of, the
automotive industry.

2. Basis of Presentation, Unaudited Interim Finanal Statements

The unaudited consolidated condensed financiasiamts 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 Annual Report onRd.0-K for the year ended
December 31, 2007.

Autobytel has made its disclosures in accordantle adcounting principles generally accepted inUn&ed 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 antidhge Commissioa’rules and regulations. The unaudited consolidewedensed financii
statements should be read in conjunction with tiresolidated financial statements and the notegtihién 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 condenseahfiial statements contain all
adjustments (consisting of normal recurring adjestts) to fairly present Autobytel’s consolidateshdensed financial position as of
September 30, 2008 and the consolidated conderestedngnts of operations and cash flows for thesthrel nine months then ended, as
applicable. The statement of operations and casVsffor the periods ended September 30, 2008 add & not necessarily indicative of the
results of operations or cash flows expected feryiar or any other period.

The Company sold certain assets and liabilitigssohutomotive Information Center (“AIC”) 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). Accordingtiie Divestures are presented in the
unaudited consolidated condensed financial statenaendiscontinued operations. As discontinuedatjmers, revenues and expenses of the
Divestitures are presented on a net basis andlstafmrately from the respective captions in caininoperations in the Consolidated
Condensed Statements of Operations. Expenses @ttladliscontinued operations are direct coste®ivestures that will be eliminated
from future operations. The assets and liabilitiEAVV have been aggregated and classified as foeldale under current assets and current
liabilities, in the Company’s Consolidated CondehBalance Sheet as of December 31, 2007.

6
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

Certain reclassifications have been made to peoiod information to conform to the current perfm@sentations.

3. Recent Accounting Pronouncements

In September 2006, Financial Accounting Standamis® (“FASB”) issued Statement of Financial AccangtStandard (“SFAS”) 157,
“Fair Value Measurements” (“SFAS 157"). SFAS 15Tinles fair value, establishes a frame work for meiag fair value and expands
disclosure about fair value measurements. SFASI08% not require new fair value measurements lowiges guidance on how to measure
fair value by providing a fair value hierarchy usedlassify the source of information. SFAS 15@figctive for fiscal years beginning after
November 15, 2007. However, on February 12, 2088HASB issued FASB Staff Positic‘FSP”) FAS 1572, which delays the effective d¢
for all non-financial assets and liabilities exctpise that are recognized or disclosed at faireval 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 withiretbcope of FSP FAS 157-2. Therefore, effective?@f8, we adopted SFAS 157, except as it
applies to those non-financial assets and non-fia&habilities as noted in FSP FAS 157-2. The@dm of SFAS 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 that the adoption of FS® F8v2 in 2009 will have a material effect on its condaled financial position, results
operations or cash flows.

In February 2007, the FASB issued SFAS 159, “The Value Option for Financial Assets and Finantiabilities - including an
amendment of FASB Statement 115" (“SFAS 159"), wahikeffective for fiscal years beginning after awer 15, 2007. This statement
permits entities to choose to measure many finhirgruments and certain other items at fair valtlgs 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. The Company adopted the provisions ofSF29 as of January 1, 2008 and did not electaineélue option to measure certain
financial instruments.



Table of Contents

AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

4. Computation of Basic and Diluted Net Loss Per Sire

The following table sets forth the computation aéle and diluted loss per share from continuingajens and discontinued operations,
and net loss per share:

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

BASIC (LOSS) EARNINGS PER SHAR

Loss applicable to continuing operatic $ (5,81)) $ (8,01Y $ (69,259 $ (10,959
Income applicable to discontinued operati 184 1,427 4,39( 9,98(
Loss applicable to common sto $ (5,627) $ (6,589 $ (64,867 $ (979
Weighted average common shares outstan 44,183,58 43,660,96 44,027,35 43,291,10
Basic (loss) earnings per shi
Loss from continuing operatiol $ (0.19) $ (0.1¢) $ (2.57) $ (0.25)
Discontinued operations, n — 0.0z 0.1C 0.2%
Basic loss per sha $ (0.13) $ (0.15) $ (1.47) $ (0.02)
DILUTED (LOSS) EARNINGS PER SHAR
Loss applicable to continuing operatic $ (581) $ (8,01Y $ (69,25 $ (10,959
Income applicable to discontinued operati 184 1,427 4,39( 9,98(
Loss applicable to common st $ (5,627) $ (6,58%) $ (64,867 $ (979
Weighted average common shares outstan 44,183,58 43,660,96 44,027,35 43,291,10
Dilutive effect of employee stock optio — — — —
Diluted share: 44,183,58 43,660,96 44,027,35 43,291,10
Diluted (loss) earnings per she
Loss from continuing operatiol $ (0.13) $ (0.19) $ (1.57) $ (0.25)
Discontinued operations, n — 0.0: 0.1C 0.2
Diluted loss per shai $ (0.13) $ (0.15) $ (1.47) $ (0.02)

For the three months ended September 30, 2008G0W 8,850,856 and 7,770,298, respectively, diftiive potential shares of comm
stock have been excluded from the calculation lok&lil earnings per share, and for the nine monmttie@ September 30, 2008 and 2007,
7,697,705 and 8,045,931, respectively, anti-dikifrotential shares of common stock have been esdltrdm the calculation of diluted
earnings per share.
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

5. Share-Based Compensation

For the three months ended September 30, 2008G0W the Company recorded $0.6 million and $1.2ionil respectively, of share-
based compensation expense, or $0.01 and $0.08@g=aper share, respectively. For the nine montlde@ September 30, 2008 and 2007, the
Company recorded $2.1 million and $3.8 million bése-based compensation expense, or $0.05 and &x0@gs per share for each period,
respectively. Share-based compensation expenselisied in costs and expenses in the accompanyingdlidated Condensed Statement of
Operations as follows:

Three Months Ended Nine Months Ended

September 30, September 30,
2008 2007 2008 2007
(in thousands)

Cost of revenue $ 21 $ 4 $ 77 $ 131
Sales and marketir 165 272 554 80¢
Technology suppol 45 254 29t 64¢
General and administrati\ 33C 66¢ 1,19¢ 2,14+
Shar-based compensation expense included in continypegations 561 1,24(C 2,121 3,73(
Shar-based compensation expense included in discontiopedtion: — — 8 28
Total shar-based compensation expel 561 1,24(C 2,12¢ 3,75¢
Amount capitalized to internal use softw: — — — 10
Total shar-based compensation co $ 561 $ 1,24 $2,12¢ $ 3,76¢

Restricted Stock

During the three months ended September 30, 2B6820ompany granted an aggregate of 1,020,000atestr$stock awards that are
subject to forfeiture. The forfeiture restrictidapse as to one-third of the restricted stock asardthe first anniversary of the award date and
ratably over twenty-four months thereafter. Thesiag of the forfeiture restrictions is accelerateder certain conditions, including upon a
change of control of the Company. Compensation resg@éor restricted stock awards is measured ogrdrg date using the quoted market
price of the Company’s common stock on the grate.dehe grant date fair value of the restrictedlsigranted was $1.06.

9
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

Stock Options

The Company granted 1,487,000 and 453,667 stodtirgptor the three months ended September 30, 2002007, respectively, with a
weighted-average fair market value per option grdmtf $0.53 and $2.24, respectively. The Compaamtgd 2,069,167 and 949,167 stock
options for the nine months ended September 3@ 28d 2007, respectively, with a weighted-averadgrenfiarket value per option granted of
$0.62 and $2.28, respectively.

There were no stock option exercises during theetimonths ended September 30, 2008. The Compargdi265,799 shares of common
stock upon exercise of stock options for the timeaiths ended September 30, 2007. The Company i820ed00 and 964,412 shares of
common stock upon exercise of stock options fomihe months ended September 30, 2008 and 20Q&atdeely.

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 weighted average assumgption

Three Months Ended Nine Months Ended
September 30, September 30,

2008 2007 2008 2007
Dividend yield — — — —
Volatility 62% 62% 62% 63%
Risk-free interest rat 3.(% 4.9% 2.%% 4.7%
Expected life (years 4.1 4.4 4.1 4.4

Performance Based Awards

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 éseprice 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 123(R), “Share-
Based Payment” (“SFAS 123(R)"), as of March 20,&00he remaining 400,000 options are performansedawards where the future
performance criteria will be defined at a futuréed®©n July 17, 2007, the Compensation Committebe@Board of Directors established
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 ther8of Directors established performance critasialie vesting of the remaining 200,(
performance-based options. Therefore, under SFAER)2the 400,000 performantased awards were deemed granted, 200,000 ayydfd
2007 and another 200,000 as of March 4, 2008, lem@€bmpany began recognizing compensation expensieese awards as of their SFAS
123(R) grant date.

To induce Monty A. Houdeshell to join the CompasyGhief Financial Officer, on January 30, 2007, @lwenpany 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 aveandisnet the criteria for granted options in accocgawith SFAS 123(R) as of January 30,
2007. The remaining 50,000 options are performdrasad awards where the future performance critéli®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-baseddawéth 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 September 30, 2008, there remairzslditional 16,666 performance-based options tteahat deemed granted under SFAS 123
(R) and are not included in the options outstandintpat date.

6. Selected Balance Sheet Accounts
Investment

Autobytel has an investment in one publicly tradethpany’s equity securities that it classifies eailable-for-sale in accordance with
SFAS 115, “Accounting for Certain Investments irbband Equity Securities.” As discussed in Notéhd,Company adopted the non-deferred
portion of SFAS 157 on January 1, 2008. In accardamth SFAS 157, the Company records its investmieased on “Level 1” inputs, which
are quoted market prices in active markets fortidahassets or liabilities. As of September 3®M&and December 31, 2007 the balance of the
investment was $680,000 and $686,000, respectiaaly,s classified as a long term asset. As digclgsNote 9 the Company’s investment is
subject to a legal complaint.

10
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

Goodwill Impairment

The Company evaluates the carrying value of ernssrgoodwill for impairment in accordance with SFA&, “Goodwill and Other
Intangible Assets.” Under SFAS 142, goodwill istéelsfor impairment by comparing its fair value t® ¢arrying value. Testing for impairment
of goodwill is a two-step process. The first steguires the Company to compare the entergrica’rying value to its fair value. If the fair ua
is less than the carrying value, enterprise goddsvpotentially impaired and the Company then ctetgs the second step to measure the
impairment loss, if any. The second step requitescalculation of the implied fair value of goodviny deducting the fair value of all tangible
and intangible net assets from the fair value efréporting unit. If the implied fair value of gosill is less than the carrying amount of
enterprise goodwill, an impairment loss is recogdiequal to the difference. The Company evaluatesgrise goodwill, at a minimum, on an
annual basis, in the second quarter of each yeahenever events or changes in circumstances suhgéshe carrying amount of goodwill
may not be recoverable.

As of June 30, 2008 the Company performed its drimpmirment test by first comparing the carryirejue of Autobytel to its fair value
based on market capitalization at that date. Ax#ngying value exceeded the fair value, the sesteyl impairment measurement was
performed based on a discounted projection of éutaish flows and market methods of determiningviaine. As a result of this testing, a non-
cash impairment charge of $52.1 million was recdraeJune 30, 2008.

11
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

Property and Equipment
Property and equipment consisted of the followihg a

September 3C December 31

2008 2007

(in thousands)

Computer software and hardw: $ 10,577 $ 11,327
Furniture and equipme! 1,742 1,61°F
Leasehold improvemen 1,62¢ 1,57¢
Capitalized internal use softws 7,74( 9,04¢
Development in proces 1,271 93
22,96: 23,65¢
Less— Accumulated depreciation and amortizat (13,739 (12,907
$ 9,22 $ 10,75

At September 30, 2008 and December 31, 2007, tiapiainternal use software, net of amortizatiamj development in process were
$5.1 million and $6.0 million, respectively.

The Company periodically reviews long-lived assetdetermine if there is any impairment of thessetsin accordance with SFAS 144,
“Accounting for the Impairment or Disposal of Lohgred Assets.” The Company assesses the impairofehese assets, or the need to
accelerate amortization, whenever events or changagscumstances indicate that the carrying vahay not be recoverable. The Company’s
judgments regarding the existence of impairmenitatdrs are based on legal factors, market conditamnd operational performance of
long-lived assets. The Company evaluates the agsatapairment based on the estimated future wodisted cash flows expected to result
from the use of the assets and their eventual gispo. Should the carrying amount of an asset eadts estimated future undiscounted cash
flows, an impairment loss is recorded for the exad¢he asset’s carrying amount over its fair galair value is generally determined based
on a valuation process that provides an estimatefaif value of these assets using a discountgll ftew model, which includes assumptions
and estimates.

Accrued Liability Related to Workforce Reductions

In the third quarter of 2008, the Board of Direstof the Company, at the recommendation of managgempproved a reduction of its
workforce by approximately 35%, or 75 employeeg (tReduction”). The Reduction reinforces managersestmmitment to improve cash
flow and reduce further losses. As a result, thenany recorded a $1.8 million charge of an expe$f@ million of total costs related to the
Reduction, consisting of severance and other tkatenination expenses, during the three monthe@&eptember 30, 2008 as follows:

Three Months Endec

September 30, 2008

(in millions)
Sales and marketir $ 0.5
Technology suppol 0.7
General and administrati\ 0.€
Total $ 1.8

The Company paid approximately $0.3 million of feverance and other related termination costs gltine three months ended
September 30, 2008. As of September 30, 2008 thaining accrued liability related to the Reductwas approximately $1.5 million. The
Company expects the majority of the accrued ligbib be paid in the fourth quarter of 2008.
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

7. Discontinued Operations

On January 31, 2007, the Company completed theoalertain assets and liabilities of the AIC opierrss to R.L. Polk (“Polk”) for $3.0
million. The Company received cash of $2.1 millioef 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, thenPany 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 March2107.

On June 30, 2007, the Company sold all of the ant8hg 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 DemiEnterprises (“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 200e 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@anis claim for indemnification und
the AVV business purchase agreement with respebettnsweb Patent Litigation described under Note these Notes to Unaudited
Consolidated Condensed Financial Statements-Conentsrand Contingenciekitigation . Federal and state income tax expense of
approximately $0.1 million was recorded as a redadb the income from discontinued operations.
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

For the three months ended September 30, 2008G0WY the results of operations of AVV, AIC and RRKk reported as discontinued
operations, net of taxes, as follows:

STATEMENTS OF OPERATIONS
(Amounts in thousands)

Three Months Ended Three Months Ended
September 30, 2008 September 30, 2007
AVV AIC RPM Total AW _ AIC RPM Total
REVENUES: — — — $2,69¢ — — $2,69¢
COSTS AND EXPENSES
Cost of revenue — — — — 25 — — 25
Sales and marketir — — — — 501 — — 501
Technology suppol _- = = — 511 — — 511
General and administrati\ — — — — 24C — — 24C
Amortization of intangible: _ = = = = = = —
TOTAL COSTS AND EXPENSE! — - — — 1277 — — 1.27i
Gain on sal¢ — —  — — — — $24 24
Provision (benefit) for income tax $(184) — — $(189 16 — — 16
DISCONTINUED OPERATIONS, NE” $184 — — $184 $1,400 — $ 24 $142]

For the nine months ended September 30, 2008 &idl &k results of operations of AVV, AIC and RPM eeported as discontinued
operations, net of taxes, as follows:

STATEMENTS OF OPERATIONS
(Amounts in thousands)

Nine Months Ended Nine Months Ended
September 30, 2008 September 30, 2007
AVV AIC  RPM _Total AVV AIC RPM Total
REVENUES: $ 566 — — $ 56& $7,99¢ $ 21C $7,14t $15,35!
COSTS AND EXPENSES
Cost of revenue — — — — 70 10  3,34¢ 3,42¢
Sales and marketir 15C — — 15C 1,51¢ 68 3,30: 4,89(
Technology suppo! 114 — — 114 1,66¢ 192 287 2,14¢
General and administrati\ 53 — — 53 594 32 53 67¢
Amortization of Intangible: = = = — — — 43 43
TOTAL COSTS AND EXPENSE! 317 —  — 317 3,84¢ 30 7,03z 11,18¢
Gain on sale 4,204 — — 4,207 — 2,76z 3,07: 5,83¢
Provision for income taxe 65 — — 65 23 — — 23
DISCONTINUED OPERATIONS, NE~ $439C — — $4,39C $4,12¢ $2,66¢ $3,18: $ 9,98(
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (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 witidbns of the Securities Act of 1933 (“Securitiest’A and the Securities Exchange Act of 1
(“Exchange Act”). Plaintiffs allege that the undeiter defendants agreed to allocate stock in the@my'’s initial public offering to certain
investors in exchange for excessive and undisclogatmissions and agreements by those investorske redditional purchases of stock in
aftermarket at pre-determined prices. Plaintiffegd that the prospectus for the Company’s injtiddlic offering was false and misleading in
violation of the securities laws because it did distlose these arrangements. The action seeksgganraan unspecified amount. The action is
being coordinated with approximately 300 other hyeiglentical actions filed against other companigs.October 9, 2002, the District Court
dismissed the Autobytel Individual Defendants frthra case without prejudice. On December 5, 20@6S#cond Circuit vacated a decision by
the District Court granting class certificationsix of the coordinated cases, which are intendestttee as test, or “focus” cases. The plaintiffs
selected these six cases, which do not includ€dmepany. On April 6, 2007, the Second Circuit ddrilee petition for rehearing filed by the
plaintiffs, but noted that the plaintiffs could asle District Court to certify more narrow classiesn those that were rejected. On August 14,
2007, the plaintiffs filed amended complaints ia #ix focus cases. The amended complaints incluaerdoer of changes, such as changes to
the definition of the purported class of investang the elimination of the individual defendantslafendants. The six focus case issuers and
the underwriters named as defendants in the fogsesscfiled motions to dismiss the amended comglaigdinst them on November 14, 2007.
On September 27, 2007, the plaintiffs moved taifyestclass in the six focus cases. On March 2682¢he District Court dismissed the
Securities Act claims of those members of the prgatlasses in the focus cases who sold their Rexsufor a price in excess of the initial
offering price and those who purchased outsidgtheiously certified class period. With respecalioother claims, the motions to dismiss w
denied. On October 10, 2008, at the request opldnatiffs, the plaintiff's motion for class cerithtion was withdrawn, without prejudice. Due
to the inherent uncertainties of litigation, then@xany cannot accurately predict the ultimate outofrthe matter. If the Company is found
liable, the Company is unable to estimate or ptatie potential damages that might be awarded, vehestuch damages would be greater than
its insurance coverage, or whether such damagekiwaue a material impact on its results of operej financial condition 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, whichnésw the operative complaint, was
filed on April 19, 2002. It purports to allege \ations of the Securities Act and the Exchange Rtintiffs allege that the underwriter
defendants agreed to allocate stock in Autoweltmirpublic offering to certain investors in excige for excessive and undisclosed
commissions and agreements by those investorske additional purchases of stock in the aftermaakgtre-determined prices. Plaintiffs also
allege that the prospectus for Autoweb’s initiablici offering was false and misleading in violatiofithe securities laws because it did not
disclose these arrangements. The action seeks @arnragn unspecified amount. The action is beirggdinated with approximately 300 other
nearly identical actions filed against other conieanOn October 9, 2002, the District Court dismisthe Autoweb
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

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 Autoweb. On April 6020the Second Circuit denied a petition for relmggfiled by the plaintiffs, but noted that
the plaintiffs could ask the District Court to ¢Brimore narrow classes than those that were mejecdn August 14, 2007, the plaintiffs filed
amended complaints in the six focus cases. The dagecomplaints include a number of changes, suchasges 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 clagggeWith respect to all other claims, the motidoglismiss were denied. On October 10,
2008, at the request of the plaintiffs, the plditstimotion for class certification was withdrawwithout prejudice. Due to the inherent
uncertainties of litigation, Autoweb cannot accaehapredict the ultimate outcome of the matteAdtoweb is found liable, it is unable to
estimate or predict the potential damages that ntigtawarded, whether such damages would be gteateits insurance coverage, or whe
such damages would have a material impact onstdteeof operations, financial condition or casiwf in any future period.

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

On November 30, 2007, the Company filed a lawsuihe United States District Court for the Easistrict of Texas against Insweb
Corporation, Leadpoint, Inc., Internet Brands, laad 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 sueltigs, and seeks damages and a permanent injun€hie 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 Inswéh'S. Patent No. 6,898,597, entitled “Event Ld@yigweb ‘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 Leadpivic., Internet Brands, Inc. and Auto Internedrikting, Inc. as additional plaintiffs and
co-owners of the Insweb ‘597 Patent and to add RRMOneCommand, the purchaser of the RPM busiasssiditional defendants. In
addition to the asserted infringement with respethe WebControl Product, the amended complaserésinfringement of the Insweb ‘597
Patent by marketing and selling the RPM technolddgne Company intends to vigorously defend the latvBwominion Enterprises has asset
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 sabf to and in accordance with the terms of thelpage 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 ored#slts of operations, financial condition
or cash flows.

On March 13, 2008, Edmunds Holding Company eftled fa lawsuit in the United States District Cdiant 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 of thatter, which, depending on the outcome, may bhawaterial impact on its results of
operations, financial condition or cash flows.

On May 14, 2008, Internet Brands, Inc. filed a Ctaimt in Interpleader and a Demand for Arbitratiddediation 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 actiortirejeto a strategic co-marketing agreement
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AUTOBYTEL INC.
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (continued)

(“Co-Marketing Agreement”) between Internet Braathsl the Company’s subsidiary, Autoweb.com, Inc.ufweb”), entered into prior to the
Company’s acquisition of Autoweb in August 2001eT®ompany has been informed that prior to thedfibifiits claims, Internet Brands
instructed its share transfer agent to deliventerhet Brands a certificate representing the shafrénternet Brands’ common stock issued to
Autoweb pursuant to the Co-Marketing Agreementtéinet Brands Stock”) that were held by the shanesfer agent in connection with
Internet Brands’ initial public offering and whicamain in the name of Autoweb as stockholder obrécas confirmed by the share transfer
agent. Internet Brands alleges that pursuant t€th®&larketing Agreement, the Company granted tertrgt Brands an implied license to
employ the technology which is the subject of theobytel ‘517 Patent and that the Company’s fildighe complaint against Internet Brands
in the Autobytel Patent Litigation repudiated the-Karketing Agreement. Internet Brands seeks unpdcompensatory and punitive
damages, a declaration that Internet Brands waregtaan implied license to employ the technologycviis the subject of the Autobytel ‘517
Patent, and an order that Internet Brands is niigatled to return the Internet Brands stock to Awgb. The Company intends to vigorously
defend the lawsuit and has filed a cross-compkagainst Internet Brands asserting causes of afdipamong other things, conversion of the
Internet Brands Stock and seeking damages andretihe Internet Brands Stock. The Company caougently predict the outcome of this
matter, which, depending on the outcome, may hawatarial impact on its results of operations, fiicial condition or cash 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 substantiakts and diversion of resources and
management attention, and an adverse outcomégiatiitn could materially adversely affect its biesis, 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,” “intends,” “plans,” “beliew and words of similar substance used in connactiith 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 certaisets 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 respectivéooapn continuing operations in the Unaudited Sinlated Condensed Statements of
Operations. Expenses included in discontinued dipeiaare direct costs of the Divestures that bélleliminated from future operations.
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Overview

Autobytel Inc. (the “Company” or “Autobytel”) is amternet automotive marketing services companydkaists automotive dealers and
manufacturers sell cars and related products awites. The Company owns and operates consumenrgfacitomotive web sites, including its
newest site, MyRide.cofh, which is designed to help consumers find, seg dmd learn almost anything related to automobilés
Company’s other web sites are Autobytel.copAutoweb.con?, Car.cont™, CarSmart.cornft, AutoSite.con®, and CarTV.con?. By
providing a convenient and comprehensive automatresumer experience across the purchase and dvwméfscycle, Autobytel seeks to
provide automotive dealers and manufacturers witfodunities to connect with a steady, diverseastref motivated, serious shoppers, while
providing dealers and manufacturers with targetathdb and product advertising opportunities. In ddito its web sites, the Company
generates leads and advertising opportunitiesdaleds and manufacturers through its marketing ortwvhich includes the AutoReach
advertising network, co-branded websites, suchSRNecom, and lead referral affiliates such as ABdmunds and Kelly Blue Book.

For the three and nine months ended Septembe88,dur results of operations have been affectddr@ay continue to be affected in
the future, by various factors, including, but hotited to, the following:

. general economic conditions and specifically madagtditions in the automotive indust

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

. a decline in purchase requests delivered to oail @id enterprise dealel

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

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

. the rates attainable from our advertisers;

. the implementation of certain cost reduction ititi@s.

As of September 30, 2008, we had approximatelyZB4#llion in cash and cash equivalents. For foguhrter 2008, we will use cash in
excess of cash generated from operations.

During the first nine months of 2008 consumer detfan new and used cars has substantially declioetbared to the same period in
the prior year. The declining consumer demand ésusited in fewer purchase requests delivered toedail dealers. Additionally, many auto
dealers are being adversely impacted by the auteeniotdustry’s downturn in sales. In the third deanof 2008 we experienced increased
cancellations of contracts for leads purchases fsanparticipating retail dealers. Recent tightgrimcredit markets has increased the diffic
for consumers to obtain financing for their vehiplechases and leases. This has created additibaliénges for dealers in converting
purchase requests into sales, which in turn haduimpacted the number of leads being purchagenibretail dealers. The reduced
availability of financing has also negatively impett our finance leads business, which supplieedealith customers who have below prime
credit ratings. We do not believe there will be mnement of these conditions in our leads busirseessthe near term.

Although we believe automotive manufacturers camgito transition advertising and marketing budfrets traditional media to on-line
and other directly measurable media, overall aitieg and marketing budgets are down, and if tHaworable automotive industry and
general economic conditions persist, we believettiere may be a negative impact on the on-linegiding and marketing expenditures by
the automotive manufacturers, dealer groups, datetebusinesses. To date we have not been infobpmedvertisers in the 2009 media
buying cycle that they plan significant advertisegenditure reductions for advertising that maylaeed with us in 2009 compared to
expenditures for advertising actually placed wishru2008, but there can be no assurance that ditpemreductions will not occur. We are
experiencing decreases in our advertising reveptg®rily resulting from a decrease in page views aesult of low quality traffic; a
reduction in search engine marketing; and a redndti advertising rates from some advertisers dueeak advertisement click-through rates
and other advertisement performance measures. \idedéhat there may be some improvement in thebmrrof page views resulting from
improved efficiency in our search engine marketexpanded search engine optimization and syndit&ti@009.

As previously announced, we engaged an investrraaritibg firm, RBC Capital Markets Corporation (RB®),act as a financial advisor
and to assist the Company in exploring and evailgadirategic alternatives to maximize sharehol@éres Any such alternatives could include
the possible sale of the Company or certain cdstets or strategic partnerships. There can besuvances that the process will result in any
specific transaction or transactions. We do naridtto disclose developments regarding the praggess and until the Company’s board of
directors approves a definitive course of action.

19



Table of Contents

Results of Operations
Revenues by groups of similar services were aevisi

Three Months Ended Nine Months Ended
September 30 Change September 30 Change
2008 2007 $ % 2008 2007 $ %
(amounts in thousands) (amounts in thousands)
REVENUES:
Lead Fee: $ 15,57: $ 17,57¢ $(2,005 (11)% $ 50,91( $ 51,488 (575 ()%
Advertising 1,64( 4,31 (2,679 (62)% 5,90¢€ 13,97: (8,065 (58)%
Other 59 17 42 247% 137 43 94 21%
TOTAL REVENUES $17,27C $ 21,917 $(4,64) (D% $ 56,95¢ $65,49¢ $(8,546 (1%

Percent of Revenue by groups of similar servicezws follows:

Three Months Ended Nine Months Ended
September 30 September 30
2008 2007 2008 2007
Percent of Revenu
Lead Fee: 9C% 80% 9C% 79%
Advertising 1C% 20% 1C% 21%
Other — — — —
TOTAL REVENUES 10C% 10C% 100% 10C%

Three Months Ended September 30, 2008 Compared thé Three Months Ended September 30, 2007

Lead Fees. The $2.0 million or 11% decrease in lead feesHodtquarter 2008, compared to third quarter 20@% primarily due to a
$1.7 million decrease in retail new-car lead reweru$0.4 decrease in used-car lead revenue abd anfllion decline in finance lead revenue,
partially offset by a $0.5 million increase in washle auto lead revenue. The decline in retail meed and finance lead revenue was the resull
of a decline in overall auto related consumer retpiand a net loss of participating dealers. Theease in wholesale auto lead revenue res
from the higher multiple of lead deliveries enabltgdour multiple lead delivery technology, implerteshin the third quarter 2007, and the
addition of certain wholesale relationships.

Advertising. The $2.7 million or 62% decrease in advertisingrewes for third quarter of 2008, compared to thidrter 2007 was
primarily due to three factors: (1) a decreasesigepviews as a result of initiatives to eliminate ljuality traffic; (2) a decrease in page views
due to the reduction in search engine marketind;(8ha reduction in advertising rates from someedatisers due to poor advertisement click-
through rates and other advertisement performargasuares in prior periods.
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Cost and expenses were as follows:

Three Months Ended

September 30, Change
2008 2007 $ %
(in thousands)
Costs and expense
Cost of revenue $11,107 $14,93: $(3,827) (26)%
Sales and marketir 4,001 526( (1,259 (24)%
Technology suppol 3,651 4,57 (926) (20)%
General and administrati 4,551 559¢ (1,049 (19%
Amortization of acquired intangible ass 42 42 — —
Total costs and expens $23,35: $30,41: $(7,060 (23)%

Accrued Liability Related to Workforce Reductions. See Results of Operations for the three monthsceSdptember 30, 2008 compare
the three months ended September 30, 2007, andl Rarh 1, Note 6 to the unaudited consolidateddemsed financial statements, “Selected
Balance Sheet Accountsiecrued Liability Related to Workforce Reductions ” of this Report on Form 10-Q.

Cost of Revenues. Cost of revenues consists of lead acquisition ¢ctrstific acquisition costs and other cost of raven Lead acquisition
costs consist of payments made to our Internetwoes request providers, including Internet poréadd online automotive information
providers. Traffic acquisition costs consist ofrsbaengine marketing, revenue share paymentsftectpaoviding partners, and other costs
incurred to generate page views on the Autobytelork of web sites. Other cost of revenues consitalaries and compensation related
expenses, fees paid to third parties for data anteat included on our Web site properties, conviggcicosts, technology license fees, and
server equipment depreciation.

The $3.8 million or 26% decrease in the cost oéneies in third quarter 2008 compared to third gu&®07 was primarily due to a
decrease of $1.5 million in search engine marketogls, a $1.1 million decrease in lead acquisitimsts, a decrease of $0.5 million in other
traffic acquisition costs, a $0.3 million decre&seomputer software maintenance, a $0.2 milliocréase in data licensing costs, and a $0.2
million net decrease in other costs. Search ergyiideother traffic acquisition costs have decreasmdto initiatives to more efficiently deploy
marketing dollars. Lead acquisition costs have efes®d due to the decreased volume of acquired leads

Sales and Marketing. Sales and marketing expense includes costs f@alaj@ng our brand equity, internal personnel casid other costs
associated with dealer sales, Web site advertisind dealer support. Sales and marketing expertb@dnquarter 2008 decreased by $1.3
million or 24% compared to third quarter 2007, guiacipally to internal cost containment initiatsze

Technology Support. Technology support expense includes personnel oelstted to developing new products, enhancingifeat contet
and functionality of our Web sites and our Interhased communications platform, costs associatédawir telecommunications and computer
infrastructure, and costs related to data and t@olgy development. Technology support expenseiid tjuarter 2008 decreased by $0.9
million or 20% compared to third quarter 2007, dmeompensation expense savings resulting fromrateost 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 agdtnative expense in third quarter 2008 decre&4de@ million or 19% compared to third
quarter 2007 due to a decrease in personnel, tamplabor, and professional fees of $0.8 millionl andecrease in stock compensation of $0.3
million.

Nine Months Ended September 30, 2008 Compared to N Months Ended September 30, 2007

Lead Fees. The $0.6 million or 1% decrease in lead fees ferrttne months ended September 30, 2008, compathd same period in
the prior year was primarily due to a decreas@énnumber of leads delivered. This was the redwtdecline in overall auto related consumer
requests, and a decline in finance leads, partidf§et by a higher multiple of lead deliveries klea by our multiple lead delivery technology,
implemented in the third quarter 2007, and the taaldof several wholesale relationships.
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Advertising. The $8.1 million or 58% decrease in advertisingrewes for the nine months ended September 30, @08Bared to the
same period in the prior year was primarily duéato factors: (1) a decrease in page views acrosg/ehisites; and (2) a reduction in
advertising rates. The decrease in page views sionaswebsites was primarily the result of ouriétives to eliminate low quality traffic and a
reduction in search engine marketing for the nimatins ended September 30, 2008.

Cost and expenses were as follows:

Nine Months Ended
September 30, Change
2008 2007 $ %
(in thousands)

Costs and expense

Cost of revenu $ 37,14¢  $39,37: $(2,225H ()%
Sales and marketir 13,51¢ 16,18 (2,665 (16)%
Technology suppol 11,92« 13,38¢ (1,465 (11)%
General and administrati 15,20: 20,50% (5,309 (26)%
Amortization of intangible: 12t 422 (297) (70%
Patent litigation settleme (2,667 (12,000 9,33t (78)%
Goodwill impairment 52,074 — 52,07¢ —
Total costs and expens $127,32. $77,87( $49,45!] 64%

Accrued Liability Related to Workforce Reductions. See Results of Operations for the three monthsceSdptember 30, 2008 compare
the three months ended September 30, 2007, aratin, tem 1, Note 6 to the unaudited consolidateddensed financial statements,
“Selected Balance Sheet Accountsieerued Liability Related to Workforce Reductions ” of this Report on Form 10-Q.

Cost of Revenues. The $2.2 million or 6% decrease in the cost of nexss for the nine months ended September 30, 20@Bared to the
same period in the prior year was primarily dua ttecrease of $2.4 million in search engine margetosts and a $1.7 million decrease in
other traffic acquisition costs, partially offset & $1.3 million increase in depreciation, a $0iBion increase in Web site hosting costs, an
increase in lead acquisition costs of $0.2 milliang other net cost increases of $0.1 million. &eangine marketing and other traffic
acquisition costs have decreased due to cost comégat initiatives and efforts to more efficientlggloy marketing dollars. Depreciation and
Web site hosting costs have increased due to tinelaof the MyRide.com Web site in third quarte@20Lead acquisition costs increased due

to the increased volume of acquired leads.

Sales and Marketing. Sales and marketing expense for the nine monthasdeSdptember 30, 2008 decreased by $2.7 millide&r
compared to the same period in the prior year pdineipally to personnel reductions and other iméicost containment initiatives.

Technology Support. Technology support expense for the nine monthsaSeptember 30, 2008 decreased by $1.5 milliorl & 1
compared to the same period in the prior yeartdwempensation expense related savings resulimg iinternal cost reduction initiatives.

General and Administrative. General and administrative expense for the ninethsoended September 30, 2008 decreased $5.3 nollion
26% compared to the same period in the prior yaartd a decrease in personnel, temporary laboptred compensation expense of $2.9
million, a decrease in professional fees of $1.Wioni a decrease in stock compensation of $0.8ionjland a decrease of $0.1 million of other

net expenses.

Patent Litigation Settlement . In 2004, we brought a lawsuit for patent infringent against Dealix Corporation (“Dealix”). In Deceer
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 adieérom 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 patdn installments of $2.7 million on tl
next three annual anniversary dates of the iniégiment. On March 14, 2008, we received the firshiee $2.7 million settlement payments
pursuant to the agreement. We recorded the payraematent litigation settlement, in the periodrpaxmt was received, as reduction to costs
and operating expenses. The remaining paymenguaranteed by WP Equity Partners, Inc., a Warbiurgu® affiliate. We have been unable
to assess with reasonable assurance the collegtaibithe remaining payments under the Settlemgreement as we do not have financial
information to support the credit worthiness of tledtor or guarantor. Therefore, we do not havearable assurance that we will receive any

remaining payments on their respective due dates alt.
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Goodwill Impairment. See Results of Operations for the nine months eBagtdember 30, 2008 compared to the nine monthedend
September 30, 2007, and Part I, Item 1, Note Beaihaudited consolidated condensed financialmtaites, “Selected Balance Sheet Accounts
- Goodwill Impairment " of this Report on Form 10-Q.

Employees

As of October 31, 2008, we had a total of 151 erygxs. We also utilize independent contractors gsimed. None of our employees are
represented by labor unions. We have not expericaog work stoppages and generally consider outarae relations to be good.

Liquidity and Capital Resources

Our cash and cash equivalents totaled $32.2 miflioof September 30, 2008 compared to cash, casiaénts and short-term
investments of $27.6 million as of December 31,7200

Our working capital, excluding assets and lialgtheld for sale, increased by $8.5 million, to.$34illion at September 30, 2008
compared to $25.8 million at December 31, 2007. ifbheease was primarily due to the $21.4 milliorpodceeds from the sale of AVV and to
the $2.7 cash related to the Dealix patent lit@asettiement agreement received in the first gp&@08, as well as increases in accounts
receivable due to an increase in days sales odiataand a decrease in accounts payable and acerpetises due to accrued payments re
to the MyRide web site in 2007 that did not recu2008.

Net Cash Used In Operating Activities

For the nine months ended September 30, 2008 ashtftows used in operating activities were $15illan, compared to $2.3 million
used in the same period in the prior year. Theem®e in net cash flows used for operating actssitias primarily due to the increase in losses
combined with changes in working capital.

Net Cash Provided By Investing Activities

For the nine months ended September 30, 2008 ashtftows provided by investing activities were 18illion, compared to $5.7
million provided in the same period in the prioay€eThe increase was due to an increase in caslegue from the Divestures in 2008 of $21.4
million, compared to $9.7 million in 2007, lowerpital spending in the nine months ended Septembe2@8 compared to the same period in
the prior year of $5 million, which was due to gubstantial completion of the MyRide.com Web git2007 and no new significant capital
projects in the nine months ended September 3@®,220tially offset by a $3 million decrease inltasceived from investment maturities.

Net Cash Provided By Financing Activities

For the nine months ended September 30, 2008 fleagh provided by financing activities were $0.6llinhn, compared to $2.1 million
for the same period in the prior year. The decreasedue to fewer stock option exercises in 2008paoed to 2007.

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

Recent Accounting Pronouncements

In September 2006, Financial Accounting Standamis® (“FASB”) issued Statement of Financial AccangtStandard (“SFAS”) 157,
“Fair Value Measurements” (“SFAS 157”). SFAS 15Timkes fair value, establishes a frame work for mieiag fair value and expands
disclosure about fair value measurements. SFASI08% not require new fair value measurements lowiges guidance on how to measure
fair value by providing a fair value hierarchy usedlassify the source of information. SFAS 15@figctive for fiscal years beginning after
November 15, 2007. However, on February 12, 2088FHASB issued FASB Staff Positic‘FSP”) FAS 157-2 which delays the effective date
for all non-financial assets
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and liabilities except those that are recognizediselosed at fair value in the financial staterseort a recurring basis (at least annually). FSP
FAS 157-2 defers the effective date of SFAS 15ffstml years beginning after November 15, 2008, iatetim periods within the fiscal years
for items within the scope of FSP FAS 157-2. Themefeffective for 2008, we adopted SFAS 157, ekasyit applies to those non-financial
assets and non-financial liabilities as noted i FAS 157-2. The adoption of SFAS 157 for finanaisdets and liabilities as of January 1,
2008 did not have an impact on Autobytel’s consaid financial position, results of operations asttflows. The Company does not expect
the adoption of FSP FAS 157-2 in 2009 to have @r@teffect on its consolidated financial positioasults of operations or cash flows.

In February 2007, the FASB issued SFAS 159, “ThHe WValue Option for Financial Assets and Finantiabilities—including an
amendment of FASB Statement No. 115 (“SFAS 1594}iich is effective for fiscal years beginning aftdosvember 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 designftilitate comparisons between entities that skatifferent measurement attributes for
similar types of assets and liabilities. Unrealigaihs and losses on items for which the fair valpton is elected would be reported in
earnings. We adopted the provisions of SFAS 15% 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 nine months ended Septembe88,there were no material changes in the infoonatquired to be provided under
Item 305 of Regulation S-K from the informationd@sed in Item 7A of the Company’s Annual Reportramm 10-K for the year ended
December 31, 2007.

ltem 4. Controls and Procedure

As of the end of the period covered by this Quirteeport on Form 10-Q, we carried out an evalugtismmder the supervision and with
the participation of our management, including Garef Executive Officer and our Chief Financial Oéfr, of the effectiveness of the design
and operation of our disclosure controls and prooesipursuant to Rule 13a-15 under the Securitiebdhge Act of 1934, as amended. Based
on the evaluation, our Chief Executive Officer anual Chief Financial Officer believe that, as of #red 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, processechrsarized and reported within the time
periods specified in the SEC'’s rules and formdipa¢cumulated and communicated to our managenrenitiding our principal executive
officer and principal financial officer, as appragte, to allow timely decisions regarding requifedncial disclosure. Our management
concluded that the financial statements includetthimmQuarterly Report on Form 10-Q fairly presemtall material respects, our financial
position, results of operations and cash flowgtierperiods presented in conformity with generatigepted accounting principles.

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

Our management, including our Chief Executive @ffiand our Chief Financial Officer, does not expkat 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 conssaamd the benefits of controls must be consideziadive to their costs. Because of the inherent
limitations in all control systems, no evaluatidrcontrols can provide absolute assurance thabalirol issues and instances of fraud, if any,
within the Company have been detected. These inhkmgtations include the realities that judgmeimslecision-making can be faulty, and
that breakdowns can occur because of simple ernmisiake. Additionally, controls may be circumvexhiby the individual acts of some
persons, by collusion of two or more people, onmanagement override of the control.

The design of any system of controls also is bas@art 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, atedgeee of compliance with the policies or procedunay deteriorate. Because of the
inherent limitations in a cost-effective controksym, misstatements due to error or fraud may camedmot be detected.

Notwithstanding the foregoing limitations on théeefiveness of controls, we have nonetheless rekttieeconclusions set forth above on
our disclosure controls and procedures and ourriateontrol 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 Contingenciesl-igation ,” to the unaudited consolidated condensed
financial statements, which is incorporated by nexfee herein.

Iltem 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.

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 $256 million ad@X million as of September 30, 2008, and DecerBbeR007, respectively.

Our potential for future profitability must be cadered in light of the risks, uncertainties, exgsnand difficulties frequently encounte
by companies in rapidly evolving markets, suchhasrharket for Internet commerce. We believe thatctieve 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 purchases&xito 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, train, retain and motivatelifjied personnel; an

. continue to upgrade and enhance our technologi@asdmmmodate 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 taigiing adequate internal control over financiglaing. 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 September 30, 2008, managemeut the criteria described in Internal
Control—Integrated Framework issued by the CommittESponsoring Organizations of the Treadway Caogaion (COSO). A material
weakness is a control deficiency, or combinationaftrol deficiencies, that results in a more ttemote likelihood that a material
misstatement of the annual or interim financiatesteents will not be prevented or detected.
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Management determined that we had no material wesakim our internal control over financial repagtass of September 30, 2008. Our
internal controls may not prevent all potentiabesrand fraud, because any control system, no nfaite well designed, can only provide
reasonable and not absolute assurance that thetisbgeof the control system will be achieved. Vé@dnhad material weaknesses in our
internal control over financial reporting in thespand there is no assurance that we will not lzaveterial weakness in the future resulting
from failure of our internal controls and procedure

Our ability to report our financial results on mély and accurate basis could be adversely afféptedfailure in our internal control over
financial reporting. If our financial statemente aot fairly presented, investors may not haveragtete understanding of our operating results
and financial condition. If our financial statemg&atre not timely filed with the SEC, we could bésded from The NASDAQ Global Market.
either or both of these events occur, it could reweaterial 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, retain, and motivate additional highlyuglified sales, marketing, managerial ar
technical personnel, our business may suffer.

Our future success depends on our ability to dttteain, retain, and motivate highly qualifiedesl marketing, managerial and technical
personnel. In addition, as we introduce new seswee may need to hire additional personnel. We nuaye 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 adverseteffeour business, results of operations
financial condition.

Our decision to evaluate strategic alternatives nfegve a negative impact on employee retention, ali as customer and supplier
relationships.

As previously announced, we engaged an investrragriihg firm, RBC Capital Markets Corporation (RB®) act as a financial advisor
and to assist the Company in exploring and evalgatirategic alternatives to maximize sharehol@ére: The public disclosure of this action
may create concern among our employees, increasingver and disrupting key business activities. Weee implemented a key employee
retention program to address retention risks, lvertet can be no assurance that this retention progit be successful in retaining employees.
Additionally, our decision to evaluate strategieedatives may create concerns among our custaanersuppliers regarding our stability,
impacting our ability to acquire and retain custosrend maintain supplier relationships.

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

In 2006, we began implementing a series of stratiagfiatives, including programs to transition daursiness toward a more medi@Atric
advertising-driven business model. Towards that eredlaunched the MyRide.com Web site in Octob&72@emand and market acceptance
for newly introduced services and products ovediibernet are subject to uncertainty and we havassorance that consumers and other
automotive participants will accept and use our pesducts and services. If consumers and othenaattee participants fail to accept and use
our new products and services or acceptance ca@dtittube at a lower level than anticipated, oatagyy of focusing on a more media-centric
advertising-driven business model will not be sssbal. Accordingly, we cannot assure that we wélldvofitable in the future.

If our dealer attrition increases, our dealer netwis and revenues derived from these networks magrelase

The majority of our revenue is derived from feeglgey retail dealers participating in our dealetwezks. A few agreements with large
dealer groups account for a material amount ofrevenue. From time to time, a major dealer grougutomotive manufacturer may
significantly decrease the number of dealers gp#diing in our dealer networks or the number ofchase requests accepted from us. If dealer
attrition increases or continues at the currer sad we are unable to add new dealers to mitthatattrition, our revenues will decrease. If the
number of purchase requests accepted from us desreaur revenues will decrease. A material faaffecting dealer attrition is our ability to
provide dealers with high quality purchase requastices acceptable to dealers. High quality lpase requests are those that result in high
closing ratios. Closing ratio is the ratio of thember of vehicles purchased at a dealer generaggdgurchase requests to the total
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number of purchase requests sent to that deakbie iumber of dealers in our networks declinedealers reduce the services they receive
from us, our revenues will decrease and our busjmesults of operations and financial conditiofi ke materially and adversely affected. In
addition, if automotive manufacturers or major éegroups require us to decrease the fees we chargar services, our revenues will
decline, which could have a material adverse effeabur business, results of operations and firgoindition.

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

We send a substantial amount of individual purchasjuests to multiple retail dealers. As a resuie may lose participating retail dealers
and may be subject to pressure on the fees we abhatgh 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 enhanceworer satisfaction and experience. If
a retail dealer perceives such requests as hasssgvhlue, it may request that fees be reducedgrtenminate its relationship with us. A
material decrease in the number of retail dealargipating in our networks or the fees such dagbay us could have a material adverse ¢
on our business, results of operations and finhooiadition.

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, veeadfected by the competitive factors faced byhdaoternet commerce companies as well as
traditional, offline companies within the automeatignd automotive-related industries. Competitiomtiooies to intensify in 2008 as key
competitors pursue the best quality consumer ldadsigh strategic relationships, pricing, searchketing programs, and other tactics. Our
business is characterized by minimal barriers toyeand new competitors can launch a competitérgise at relatively low cost. To compete
successfully, we must significantly increase awassrof our services and brand names and delivisfasabry value to our customers. Failure
to compete successfully will cause our revenueaketdine and would have a material adverse effecdusrbusiness, results of operations and
financial condition.

We compete with other entities that maintain similansumer and/or business-to-business Web sitksling 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 automotive dealers. Such competitocsuding vehicle dealers, may already maintain ay imtroduce Web sites that compete
with ours. We also compete indirectly against vighibzokerage firms and affinity programs offereddeyeral companies, including Costco
Wholesale Corporation and Wal-Mart Stores, Inaddition, all major automotive manufacturers haairtown Web sites and many have
launched online buying services. In advertising,campete with offerings from, among others, theanpprtals (e.g., Yahoo!, MSN, AOL),
transaction based sites (e.g., Ebay Motors, Cars.Anitotrader), automotive verticals (e.g., KBB niithds) and numerous lifestyle sites (e.g.,
HIN City).

Our success in our leads businesses is dependent afility to acquire and distribute high qualiéads in sufficient volumes to our
customers. These leads may be submitted by consuhreugh our own web properties or purchased fotrer web publishers. Our success is
dependent on our ability to purchase quality leats sell those leads at profitable margins. Ourpmtitive success in our advertising business
is dependent on our ability to attract and acqoinesumers to our web properties and monetize tiffictat profitable margins with advertise

We cannot assure that we can compete successfidigst current or future competitors, many of whielve 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 affectlmsiness, results of operations and
financial condition.
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Our quarterly financial results are subject to sigfitant fluctuations which may make it difficult fo investors to predict our future
performance.

Our quarterly operating results have fluctuatethepast and may fluctuate in the future due toynfactors. Our expense levels are bi
in part on our expectations of future revenues tinay 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 rdsalers and maintain dealer and customer saiisfia
. the announcement or introduction of new or enhasted such as MyRide.com, services and productsstoy our competitor:
. general economic conditions and economic conditgpegific to the Internet, online commerce or thmotive industry

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

. our ability to upgrade and develop our systemsiafrdstructure in a timely and effective manr
. our ability to attract, train, retain and motivatersonnel

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

. technical difficulties, system downtime, Internedpwwnouts or electricity blackout

. the amount and timing of operating costs and chpiaenditures relating to expansion of our busineperations and
infrastructure

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

. governmental regulation; at

. unforeseen events affecting the industries in whieloperate

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 fluatgawith automotive industry sales volume that lmesesmeasure 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 reqidted on a quarter to quarter comparison of ogradipg results. Seasonality in the
automotive industry, Internet and commercial onbeevice usage and advertising expenditures ifyltkecause fluctuations in our operating
results and could have a material adverse effecuousiness, results of operations and finamcatlition.

We are particularly affected by general economimditions and in particular the automotive industry.

The economic strength of the automotive industgyigicantly impacts the revenues we derive fromleiesa automotive manufacturers
and other customers and consumer traffic to our gtels. The automotive industry is cyclical, witthicle sales fluctuating due to changes in
national and global economic forces. Purchaseglitles are typically discretionary for consumerd enay be particularly affected by
negative trends in the general economy. The suafess operations depends to a significant extgin a number of factors relating to
discretionary consumer spending, including econaraiwditions (and perceptions of such conditionsdaysumers) affecting disposable
consumer income (such as employment, wages antesalausiness conditions, energy prices and isteates 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 pricaggeneral 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 frod7 2vels due to a variety of factors,
including (i) a short term mismatch of leads supgtyl demand, which is the result of a shift in comer preferences to more fuel efficient
vehicles from less fuel efficient vehicles, whishbieing driven by the rising cost of gasoline ia tfast year; (ii) general economic conditions
resulting in less discretionary consumer spendit@fed to automobile purchases; and (iii) tightgrofcredit available for automotive
purchases. In addition, if any of our larger custosrwere to become insolvent because of economiditéans in the automotive industry, our
business, results of operations, cash flow andir condition may be materially and adverseletiéd.
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At some point in the future, manufacturers may eéase current levels of incentive spending on ndvicles, which has served to drive
sales volume in the past. Such a reduction in itven could lead to a decline in demand for newicleh. A decline in vehicle purchases may
result in a decline in demand for our services Witiculd adversely affect our business, financialdition, cash flow and results of operations.

Threatened terrorist acts and the ongoing militanyon have created uncertainties in the automartigdestry and domestic and
international economies in general. These evenyshage an adverse impact on general economic ¢onsljtwhich may reduce demand for
vehicles and consequently our services and proautsh could have an adverse effect on our busjrfigescial condition and results of
operations. At this time, however, we are not ablpredict the nature, extent and duration of theferts on overall economic conditions on
our business, financial condition, cash flow argltes of operations.

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

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

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

We depend on a number of strategic relationshiplrézt a substantial amount of purchase requestdraffic to us or our Web sites. T
termination of any of these relationships or amysicant reduction in traffic to Web sites on whiour services are advertised or offered, o
failure to develop additional referral sources,ldaause our purchase request volume or qualitiettine. If this occurs, dealers may no lor
be satisfied with our services and may terminagd ttelationships with us or force us to decreasefées we charge for our services. If dealers
terminate their relationships with us or force aisliécrease the fees we charge for our servicesgvanues will decline, which could have a
material adverse effect on our business, resultpefations and financial condition. We receivégaificant number of purchase requests
through a limited number of Internet search enginane automotive information providers, and otaetomotive-related Internet sites. We
periodically negotiate revisions to existing agreats and these revisions could increase our ao$tdlire periods. A number of our
agreements with online service providers may haiteated without cause. We may not be able to miairttar relationship with our online
service providers or find alternative, comparableketing sponsorships and alliances capable oinatigg significant numbers of purchase
requests on terms satisfactory to us. If we cam@ntain or replace our relationships with onlieevice providers, our revenues may decline
which could have a material adverse effect on ogirtess, results of operations, cash flow and &izwondition.

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

We depend on a number of manufacturer relationghipsubstantially 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 padnce as measured by such advertisers was loaedgsired. As a result, we are
experiencing a decline in advertising rates chatgeslich manufacturers for advertising and may espee 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 materia¢estveffect on our business, results of operatodsfinancial 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 recogniidlhincrease as more companies engage in comnwereethe 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
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do not perceive us as an effective channel foreising vehicle sales, or consumers do not percsies offering reliable information
concerning new and used vehicles, as well as e$tw high quality dealers, in a user-friendly manthat reduces the time spent for vehicle
purchases and services, we will be unsuccessfuldmoting and maintaining our brands. Our brandg nw be able to gain widespread
acceptance among consumers or dealers. Our faduwtevelop our brands sufficiently would have aemiat adverse effect on our business,
results of operations, cash flow and financial ¢toul.

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

We believe that neither our relationship with oaakkrs nor our dealer subscription agreements itatestfranchises” under federal or
state franchise laws. A federal court of appealglichigan has ruled that our dealer subscriptioreament was not a “franchise” under
Michigan law. However, if any state’s regulatorgué@ements relating to franchises or our metholdusiiness impose additional requirements
on us or include us within an industry-specificulegory 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 tten agreement with our dealers were
found to be a “franchise” under federal or stasmthise laws, we could be subject to other regnatisuch as franchise disclosure and
registration requirements and limitations on oduilitglto 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 requirésreme overly burdensome, we may elect to termiopégations in such state. In each case,
our revenues may decline and our business, redubiserations 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 certainasatve have modified our marketing
programs or pricing models to comply with local &awf 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 sutidates, penalties or other
requirements and may be required to modify our etamg programs or pricing models in such statestimanner that undermines the
attractiveness of the program to consumers or tedfeve determine that the licensing or othemtagpry requirements in a given state are
overly burdensome, we may elect to terminate omersiin such state. In each case, our revenuegis@ine and our business, results of
operations and financial condition could be matlsriznd adversely affected.

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 ficénsed and we are unable to do so, or arewiteunabl
to comply with regulations required by changesurrent operations or the introduction of new segjove could be subject to fines or other
penalties or be compelled to discontinue operatiossich 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 site receive fees from such participants in coriopatith this advertising activity. We do
not believe that such activities require us toibensed under state insurance laws. It is not elé&ther or to what extent state insurance
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 wéegvel 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 untfe 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.
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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 @fcguiired business must be integrated into ouentisystems

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

. Our management must devote its attention to 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 federal 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 adverseteffe our business, results of operations and filmhondition.

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 aduitistate sales, use and income ta

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

In a regulatory climate that is uncertain, our gpiens may be subject to direct and indirect adoptexpansion or reinterpretation of
various laws and regulations. Compliance with tifetere laws and regulations may require us toioldppropriate licenses at an
undeterminable and possibly significant initial ratary and annual expense. These additional monexgsnditures may increase future
overhead, thereby potentially reducing our futwsuits 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 Mehicokerage licensing laws, motor vehicle deatmmising laws, insurance licensing laws,
financial services laws and data security and pgivaws, 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 cp#il us.

Our success is dependent on keeping pace with adgarnn technology. If we are unable to keep pacthwidvances in technology,
consumers may stop using our services and our rexeanwill 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 produatdioictions embodying new technologies and the emeggef new industry standards and
practices that could render our existing Web sites technology obsolete. These market characteriate exacerbated by the emerging nature
of the market and the fact that many companieggpected to introduce new Internet products andas 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, devesp technology that addresses the
increasingly sophisticated and varied needs ofpoospective customers, license leading technolagiesrespond to technological advances
and emerging industry standards and practicestionedy and cost-effective basis. The developmeriwfWeb sites and other proprietary
technology entails significant technical and busgnesks. We may not be successful in using netinogies effectively or adapting our Web
sites, or other proprietary technology to custoreguirements or to emerging industry standardadttition, if we are required to invest
substantial amounts in technology in order to kese with technological advances, our results efagpns will suffer.
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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, including MyRide.com, étel.com, Autoweb.com, CarSmart.com, AutoSite.cGar.com and
Finance.Car.com, and certain other systems arertiythosted at secure third-party hosting faeiiti

Although backup servers are available, our prinsgnywers are vulnerable to interruption by damagen ffire, earthquake, flood, power
loss, telecommunications failure, break-ins aneio#dvents beyond our control. In the event thaewgerience 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 siah 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 &powtage. However, our corporate offices, wherdanee the users and additional
applications for our accounting, finance and carttraanagement systems, are vulnerable to wide-poater outages. To date, we have not
been significantly affected by blackouts or otheteiruptions in service. In the event we are affédly interruptions in service, our business,
results of operations and financial condition cduédmaterially and adversely affected.

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

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

Critical issues concerning the commercial use eflttternet, such as ease of access, security cgrivaliability, cost, and quality of
service may impact the growth of Internet use elfiqpds of decreased performance, outages or detagtge 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 operatémd financial condition to be materially andexdely affected.

The public market for our common stock may be vikatespecially 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 will 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 fluctoas in response to factors such as:

. actual or anticipated variations in our quartegeating results

. historical and anticipated operating metrics suetha 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 endtive manufacturer:

. changes in financial estimates by securities atstysour failure to meet such estimai

. 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 Matrk

. adoption of new accounting standards affectingelbnology or automotive industry, a

. general market or economic conditions and othdpfac

Further, the stock markets, and in particular TRSRAQ Global Market, have experienced price andin@ fluctuations that have

particularly affected the market prices of equiggrities of many technology companies and havendfeen unrelated or disproportionate to
the operating performance of such companies. Thesa market factors have
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affected and may adversely affect the market pfaur common stock. In addition, general economdditical and market conditions, such as
recessions, interest rates, energy prices, iniemmatcurrency fluctuations, terrorist acts, miljtactions or wars, may adversely affect the
market price of the common stock. In the pastpfeihg periods of volatility in the market price @company’s securities, securities class
action litigation has often been instituted agagwhpanies with publicly traded securities. Sutigdtion could result in substantial costs and a
diversion of management’s attention and resousgbigh would have a material adverse effect on ausiriess, results of operations and
financial condition.

Our common stock could be delisted from NASDAQ GlbMarket if we are not able to satisfy continuedting requirements, and if this
were to occur, the price of our common stock and @ility to raise additional capital may be advetyg 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 die NASDAQ Global Market is
conditioned upon compliance with various continlistihg standards. There can be no assurance thatilvcontinue to satisfy the
requirements for maintaining a NASDAQ Global Marlksting.

The standards for continued listing require, amotigr things, that the closing minimum bid pricetfte listed securities be at least $:
per share over a certain number of consecutive idiagsy six month period. As of the date of thisag, the Company is in compliance with
minimum bid price requirement. However, our comrstotk has traded below $1.00 per share since Ociol2908 through and including
November 5, 2008, and there can be no assuranaisstimat we will continue to satisfy the $1.00 minimbid price required for continut
listing of our common stock on the NASDAQ Global fet.

On October 16, 2008, the NASDAQ Global Market inmpémted a temporary suspension of its enforcemethiteofinimum $1.00 closir
bid price and minimum market value for publicly dhehares continued listing rules. This temporagpeusion will remain in effect through
January 16, 2009 and enforcement of the rulesbeilleinstated on January 19, 2009.

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 fhéial listing requirements to be
relisted on the NASDAQ Global Market, which in somstances are more stringent than the contingiddi requirements.

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. Bushesses are often represented by influentidlyiioly 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 p@gsed, 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 resourcdslaloying or related government affairs issuesvizeimay need to do so in the future
significant increase in the amount we spend onylistghor related activities would have a materialerge 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 interruptioirs our operations or cause us to have liability tioird persons.

Our computer infrastructure is potentially vulndeatn physical or electronic computer break-insyses 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 cecigity measures could misappropriate proprietafigrimation, customer information or
consumer information, jeopardize the confidentatune 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&€ektent that our activities or those of thirdtpaontractors involve the storage and
transmission of proprietary information such asspaal financial information, security breaches da®pose us to a risk of financial loss,
litigation and other liabilities. Our current ingmce program may protect us against some, butilnof auch losses. Any of these events could
have a material adverse effect on our businessltsesf operations and financial condition.
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We depend on continued technological improvememteiir systems and in the Internet overall. If weeatinable 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 significarawth in the number of users and the level of theen 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 oepdraffic on our Web sites or the number of esdqdaced by customers may require
us to expand and further upgrade our technologpstction-processing systems and network infrasireicWe may not be able to accurately
project the rate or timing of increases, if anythia use of our Web sites or expand and upgradsystiems 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 itrinagire in particular, or with respect
to our dealers, would have a material and advdfeetan our business, results of operations amahitial condition.

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

Our ability to compete depends upon our propriesgstems and technology. While we rely on tradentaakle secret, patent and
copyright law, confidentiality agreements and tdcahmeasures to protect our proprietary rights pelkeve that the technical and creative
skills of our personnel, continued developmentwf groprietary systems and technology, brand naoegnition and reliable Web site
maintenance are more essential in establishingraidtaining a leadership position and strengtheoungbrands. As part of our confidentiality
procedures, we generally enter into confidentiaiyeements with our employees and consultantiraitchccess to our trade secrets and
technology. Despite our efforts to protect our pietary rights, unauthorized parties may attemptapy aspects of our services or to obtain
and use information that we regard as propriefagjicing unauthorized use of our proprietary rigbtdifficult. We cannot assure that the steps
taken by us will prevent misappropriation of teclogy or that the agreements entered into for thgb@se will be enforceable. Effective
trademark, service mark, patent, copyright andetisetret protection may not be available wherepmuucts and services are made available
online. In addition, litigation may be necessargtdorce or protect our intellectual property rigbt to defend against claims of infringement
or invalidity. We recently filed a lawsuit agaimatltiple defendants to protect one of our patestsl, are defendants in two other patent
litigation matters, one of which is a declaratarggment action regarding one of our patents. Futtigation, even if successful, could result in
substantial costs and diversion of resources anthgeanent attention and could materially adversié#ctour business, results of operations
and financial condition. Misappropriation of outetlectual property or potential litigation coultb@a have a material adverse effect on our
business, results of operations and financial ¢andi

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 senacgiscontent available to our customers. This csethie potential for claims to be made
against us, either directly or through contractndémnification provisions with third parties. Wieedanvolved in several such matters which are
described in “Part I, Item 1, Note 9, “Commitmeatsl Contingencies-titigation ” herein. We could face liability for informatiortrieved
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, unfamgetition, 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\bb sites. It is also possible that, if any tharty content provided on our Web sites
contains errors, consumers could make claims agasnfor losses incurred in reliance on such infaion. 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.
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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 exposeadlglitional legal risks and uncertainties,
including disputes with such parties regarding nexesharing, local, state and federal governmepulagion 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, wéllldequate.

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 lidyilior information carried on or disseminated thghwur system could require us to
implement measures to reduce our exposure to glality, which might require the expenditure obstantial resources or limit the
attractiveness of our services to consumers, deatet others.

Litigation regarding intellectual property righsséommon in the Internet and software industries.akpect that Internet technologies
software products and services may be increassgdject to third-party infringement claims as thender of competitors in our industry
segment grows and the functionality of productdifferent industry segments overlaps. We are in@dlin patent litigation, both as plaintiff
and defendant, which are described in Part |, teidote 9, “Commitments and Contingencidsitigation ” herein. There can be no assurance
that our services do not infringe on the intellatfproperty 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 potentialiofs to which we are exposed and may not be adetuaidemnify us for all liability that may
be imposed. Any imposition of liability that is nodvered by insurance or is in excess of our imseaoverage could have a material adverse
effect on our business, results of operations arah€ial condition.

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

From time to time, we are involved in other litigatt or other legal matters arising from the norewirse of our business activities. The
actions filed against us and other litigation @ydematters, even if not meritorious, could regukubstantial 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 currently a defendant in cerfamceedings or are involved in legal matters whaighdescribed in Part I, Iltem 1, Note 9,
“Commitments and Contingenciesitigation” herein.

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 cashvedprits 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 raisetaasail funds sooner, however, in order to
develop new or enhance existing services or pradurcto 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 id agailable 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 certifiohbecorporation and bylaws relating to our corggergovernance 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 prowgsimpose various procedural and other requiremelish could make it more difficult for
stockholders to effect corporate actions suchragrger, asset sale or other change of control.dfnder the stockholder rights plan, if a
person or group acquires 15% or more of our comstock, all rights holders, except the acquirer| bl entitled to acquire
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at the then exercise price of a right that numbehares of our common stock which, at the tims, daarket value of two times the exercise
price of the right. In addition, under certain cinestances, all right holders, other than the aeguwill be entitled to receive at the then exea
price of a right that number of shares of commawlsof the acquiring company which, at the times hanarket value of two times the exer
price of the right. The initial exercise price ofight is $65. Such charter and rights provisiooslad limit the price that certain investors might
be willing to pay in the future for shares of oonemon stock and may have the effect of delayingreventing a change in control. The
issuance of preferred stock also could decreasanioeint of earnings and assets available for digidn to the holders of common stock or
could adversely affect the rights and powers, idiclg voting rights, of the holders of the commoockt

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 whiehperson 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

36



Table of Contents

Iltem 6.

10.1

10.2

*31.1
*31.2
*32.1

Exhibits

Amended and Restated Severance Agreement betweaehytel and Mr. Mark Garms is incorporated heregirrdference to Exhib
10.3 of the Current Report on Fori-K filed with the SEC on October 3, 20(

Amended and Restated Severance Agreement betweaehytel and Mr. Glenn Fuller is incorporated hergynreference to Exhib
10.4 of the Current Report on Forr-K filed with the SEC on October 3, 20(

Chief Executive Officer Section 302 CertificatiohReriodic Report, dated November 6, 20
Chief Financial Officer Section 302 CertificatiohReriodic Report, dated November 6, 20
Chief Executive Officer and Chief Financial OfficBection 906 Certification of Periodic Report, dalovember 6, 200¢

* Filed herewitr
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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: November 7, 20C
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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: /sl Curtis E. DeWal
Curtis E. DeWalt
Vice President and Controlle
(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: November 7, 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: November 7, 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 Autohyitee. (the “Company ") on Form 10-Q for the period ended Septembe28083 (the “
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
November 7, 200

/s/ Monty A. Houdeshe
Monty A. Houdeshel
Executive Vice President and
Chief Financial Officer
November 7, 200

A signed original of this written statement reqditgy 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



