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PART I

Item 1. Business

The Securities and Exchange Commission encouragepanies to disclose forward-looking informationtisat investors can better
understand a company’s future prospects and méémiad investment decisions. This Annual Report @mdproxy statement, parts of which
are incorporated herein by reference, contain $oretard-looking statements within the meaning @& Brivate Securities Litigation Reform
Act of 1995. Words such as “anticipate,” “estimatexpects,” “projects,” “intends,” “plans,” “beles” and words of similar substance use:
connection with any discussion of future operationfinancial performance identify forward-lookistatements. In particular, statements
regarding expectations and opportunities, new proexpectations and capabilities, and our outl@garding our performance and growth are
forward-looking statements. This Annual Report asotains statements regarding plans, goals amtigs. There is no assurance that we
will be able to carry out such plans or achievehgymals and objectives or that we will be ableuocessfully do so on a profitable basis. These
forward-looking statements are just predictions iavelve risks and uncertainties such that acteslitts may differ materially from these
statements. Important factors that could causeabrtsults to differ materially from those reflette forward-looking statements made in this
Annual Report are set forth under the heading “Ria&tors.” Stockholders are urged not to place uatiance on forward-looking statements,
which speak only as of the date hereof. We areuma@bligation, and expressly disclaim any obligriatto update or alter any forward-
looking statements, whether as a result of newimétion, future events or otherwise. All forwardking statements contained herein are
qualified in their entirety by the foregoing cautéoy statements. Unless specified otherwise, a$ luseein, the terms “we,” “us” or “our” refer
to Autobytel Inc. and its subsidiaries.

Overview

We are an automotive marketing services compartyhttlas dealers sell cars and manufacturers buddds through efficient marketin
advertising and customer relationship managemeRM)tools and programs primarily through the InttriWe own and operate the car

buying Web sites—AutobyteI.cor®n, Autoweb.com’ and CarSmart.cof—and an automotive research Web site, AutoSite.stimown

AVV, Inc. (AVV), a leading provider of dealershipdd management tools and dealer management syataraxdraction services. We are also
a leading provider of automotive marketing data tuthnology through our Automotive Information GamAIC) division. We believe we
generated over one billion dollars a month in viehsales in 2003 for dealers using our services.

We provide tools and programs to automotive deartsmanufacturers to help them increase markeé simal reduce customer
acquisition costs. Our intent is to garner an iasieg share of the approximately $32 billion spemiually by dealers, dealer associations,
aftermarket automotive suppliers and manufactwemnarketing and advertising services.

We are among the largest syndicated car buyingeoconietworks and reach millions of unique Interrsitors as they make their vehicle
buying decisions. As of January 31, 2004, we hauted of 29,100 dealer relationships representireryemajor domestic and imported make of
vehicle and light truck sold in the United Sta®sir total dealer relationships included 5,300 retegthips with program dealers that participate
in our online new car marketing programs and owedJ)gehicle CyberStore program. Of these prograntedealationships, 2,600 relationships
were with the Autobytel.com brand, 2,300 relatidpsiwere with the Autoweb.com brand and 400 refeiips were with the CarSmart.com
brand. As of January 31, 2004, 539 program deakismore than one dealer relationship with us. #letevho subscribes to the
Autobytel.com new car program, Used Vehicle Cylmesprogram and the Autoweb.com new car prograrawatds for three dealer
relationships. Also included in our total dealdatienships as of January 31, 2004, were 18,708rprise dealer relationships with major de
groups and automotive manufacturers or their autveduying service affiliates through our entesprsales initiatives and 5,100 CRM dealer
relationships. The CRM dealer relationship consis,400 AVV, 1,300 iManager (a lead managemernt) iad 400 Retention Performance
MarketingSM (RPM SM) dealer relationships.

Dealers participate in our branded networks byrargento contracts with us directly or through ajor dealer group or an automotive
manufacturer or its automotive buying service @&ffd. In turn, we direct consumers to dealers @irtlocal area based on the consumers’
vehicle preference. We expect our dealers to priynppdvide consumers a haggle-free, competitiveroffithin 24 hours. We recommend that
each dealer have an employee whose principal regplity is supervising its Internet business, $anto the way in which most dealers have a
new vehicle sales manager, used vehicle sales raaaag service and parts department managers ehesponsible for those dealership
functions. We believe that dealers who immediategpond to consumer inquiries, have readily avilatventory and provide up-front
competitive pricing benefit the most from our mdikg services. Program fees paid by participatieglers constituted approximately 63% of
our revenues in 2003 compared to 72% of revenu280a.
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We connnect automotive marketers with the milliohsinique car shoppers visiting our four brandeWiées (Autobytel.com,
Autoweb.com, CarSmart.com and AutoSite.com) eachtmdVe provide dynamic marketing programs thatvalinanufacturers to interact
with Internet car shoppers as they make their aginlg decisions.

Consumers come to our Web sites to research, cenapak configure vehicles and to purchase vehiblesigth one of our network
dealers. Once they are ready to buy a vehicle urnass can submit a purchase request through amyrdhree online car buying Web sites —
Autobytel.com, Autoweb.com or CarSmart.com — tabenected to at least one of our participatingetsaln addition, consumers have
access to a diverse suite of related servicesnrdtion and original automotive editorial contenbat research Web site, AutoSite.com.

Consumers can also purchase used vehicles at any ofr buying Web sites—Autobytel.com, Autowemoar CarSmart.com-througt
our Used Vehicle CyberStore. The CyberStore allogrssumers to search for a used vehicle accorditigetprice, make, model, color, year
and location of the vehicle. The CyberStore locates displays the description, location and, ifilabde, actual photograph of vehicles that
satisfy the consumer’s search parameters. As patiraised car program, we offer consumers thétyld list used vehicles through our
classified advertising service.

Through AVV, we provide dealer lead managementstaold data extraction services such as Web Corarad Automotive Download
Service (ADS). Web Control is a customer managernuaithat enables dealers to manage Internet atickiw sales activity, maintain
customer history and activity, measure and repornarketing effectiveness or return on investmasiyell as establish automated marketing
programs and customize sales process and workfiside the dealership. ADS extracts data, includieqy and used car inventory and sales,
service and finance records, from the dealershipag@ment system. Dealers use this service to lpeistihventory across the Internet, to re|
on and measure sales effectiveness, and to gemesitener loyalty and retention marketing prografigs data also integrates with AVV's
CRM solution, which includes automated sales prctipg and retention marketing. We are migrating @eglers who use the iManager lead
management tool to WebControl.

We provide RPM to dealers and manufacturers. RPdéssgned to deliver a more efficient method faaldes and manufacturers to ret
their car buying and service customers. The propudfies the data in customer records, verifyiogtact information from within the
dealership management system, then automaticatbutsiwelcome letters or e-mails for new car buyand service customers. Service
reminders and campaigns can then be sent out@guéar basis based on each customer’s specifimdrhabits. The product also offers
dealers a range of reporting and analysis capaBiliEEach month, the dealership receives an execstimmary that allows the dealership to
measure results by showing return on investmenssgrevenue generated per active customer namegnohse rate.

Most automotive manufacturers, including Daimlen@ter, Ford, General Motors, Hyundai and Hondarently use our AIC automotiy
data or technology to power their Web sites. Initamid major consumer portals, including MSN Autosd Yahoo, also use our content or
technology.

We are a Delaware corporation. Our principal coapmoffices are located in Irvine, California. Wempleted our initial public offering
in March 1999 and our common stock is listed onNlaedaq National Market under the symbol ABTL. ©orporate Web site is located at
www.autobytel.com . Information on our Web site is not incorporatgd&ference in this Annual Report on Form 10-K.oAthrough the
Investor Relations section of such Web site we naakalable free of charge our annual reports omFbd-K, quarterly reports on Form 10-Q,
current reports on Form 8-K and all amendmentbégé reports as soon as practicable after suchiatdgeslectronically filed with or
furnished to the Securities and Exchange Commis&oin Code of Conduct and Ethics for Employeesic®f§ and Directors is available at
Corporate Governance link of the Investor Relatiesstion of such Web site.

Background

Online Commerce Opportunities . Consumers have rapidly adopted the Internetthe@ car shopping and purchasing process and are
expected to continue to do so in the future. In812%% of all new car buyers used the Internetrdutineir car purchasing process. According
to J.D. Power and Associates, that number rosd% i6 2003. In addition, according to J.D. Powet &ssociates, in 2003 nearly one-half of
new car buyers indicated that the Internet impattited make/model purchase decision up from 4020id2. According to Jupiter Media
Metrix, by 2007, 37% of all new car sales will e tirect result of a specific purchase decisiodemanline. Studies from major third party
research companies indicate that consumers prefependent, multi-brand Web sites for product resjecomparisons and pricing
information.
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The Automotive Vehicle Market. Automotive dealers operate in local markets and fgnificant state regulations and increasingrimss
pressures. These fragmented markets are charactéyz

» aperceived overabundance of dealerst

» competitive sales within regional marke

* increasing advertising and marketing costs thaticoe to reduce dealer profit

» high-pressure sales tactics with consumers,

» large investments by dealers in inventory, reatestconstruction, personnel and other overheadrsqgs

The ongoing rapid adoption of the Internet by caneats during their vehicle purchasing process hawdtesl, in part, from the fact that
consumers have traditionally entered into the lyigiggotiated sales process with relatively littiBormation regarding manufacturer’s costs,
leasing costs, financing costs, relative specificest and other important information. In addititime ongoing growth of new vehicle sales
generated online is in part an outgrowth of thénlpgessure sales tactics consumers associatehgithatditional vehicle buying experience.
Buying a vehicle is considered to be one of thetmigmificant purchases a United States consumé&emaiccording to Manheim Auctions,
approximately $750 billion and $721 billion was spen purchasing new and used vehicles in the dr8tates in 2003 and 2002, respectively.

The Autobytel Solution

We believe that our marketing services improveuvigtgicle purchasing process for dealers, automatieufacturers and consumers. The
Internet’s wide reach to consumers allows us terdage our investment in branding and marketingsscaovery large audience to create
qualified purchase requests for vehicles. For theasons, we believe that the Internet represkatmbst efficient method of directing purch
requests to local markets and dealers. We beliavsaryvices enable dealers to reach consumersdrnoattractive demographic base, reduce
marketing costs, increase consumer satisfactioriramdase vehicle sales and profits. We offer aotora manufacturers qualified car buyer
target during the consumer’s research and congidenahase. We offer consumers Web sites with gualitomotive information, numerous
tools to configure this information, and a convenignd efficient car purchasing process.

Benefits to Dealers . We believe we benefit dealers by reducing thdedsaincremental marketing costs and increasingssaolume.
Franchised new car dealers spend an average ofig4i@flitional marketing costs on each vehiclelséVe believe dealers’ personnel costs
could be reduced because we provide dealers attcpsgential purchasers who have completed thegarch and should be ready to buy or
lease a vehicle. As a result, reaching these coasuand selling or leasing them vehicles costsltfaer little or no additional overhead
expense other than the fees paid to us and therpekcosts of a dedicated manager. We believeliiaed new car program dealers spend an
average of $160 in marketing costs on each veball® by using our new car marketing services. Tghoour WebControl system, we provide
dealers with on-site technology to better tracksaihventory, customer solicitations, responselsatiner communications.

We direct consumers to dealers in their local &eesed on the consumers’ vehicle preference. Weueethis provides dealers access to a
large number of well informed, ready-to-buy constsnehich allows dealers to compete more effectively

To incentivize a program dealer to participatehi@a Autobytel or CarSmartnetwork, each dealer is assigned an exclusive gpbgr
territory in such network based upon specific vishinake. A territory allocated by us to a dealegagerally larger than a territory assigned
dealer by a manufacturer. Autoweb program dealersiat assigned exclusive territories to parti@gatthe Autoweb network.

Benefits to Manufacturers. Research shows that of all new car buyers, 64%hesternet while shopping. Manufacturers caruierfice
car buyers’ decisions by targeting them duringrthesearch, consideration and decision procegmriticular, by using our dynamic marketing
programs. In addition, manufacturers can use oQr ddta and technology tools to power their own \&éds allowing consumers to configure
and compare cars.

Benefits to Consumers. Because Web sites can be continually updated andder a large quantity of quality information anechuse
consumers have shown a preference for third pagi ¥tes and a preference for using the Internéhgltheir car shopping experience, we
believe the Internet offers the most efficient nuadifor consumers to learn about and shop for vefi€ur Web sites provide consumers free
of charge up-to-date specifications and pricingiinfation on
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vehicles and ready-to-print vehicle information suamies of each new make and model on the markeddition, our consumers gain easy
access to valuable automotive information, suctieader invoice pricing and tools consisting of aske calculator, a loan calculator to deterr
monthly payments and a lease or buy decision assigDur database of articles allows consumergtimpn online library research by
accessing documents such as consumer and profalsssoiews. Various automotive information serviiweviders, such as Kelley Blue Book
and Intelliprice, are also available on our Webssib assist consumers with specific vehicle atede® automotive decisions. Armed with such
information, the consumer should be more confident capable of making an informed and intelligegitivle buying decision.

We believe we offer consumers a significantly diéfe vehicle purchasing experience from that afitranal methods. Consumers using
our Web sites are able to shop for a vehicle, aaklenfinancing and insurance decisions from the eni@nce of their own home or office. We
expect dealers to provide consumers a haggle-fiee guote within 24 hours and a high level of oostr service. We form our dealer
relationships after careful analysis of automotiates and demographic data in each region. Weteeeklude in our dealer network the
highest quality dealers within defined territorgesd terminate dealers that do not comply with thadards we set.

Strategy

We are an automotive marketing services comparnyhiglas retailers sell cars and manufacturers bardahds through efficier
marketing, advertising and CRM tools and progranmaarily through the Internet. Since our inceptige have invested heavily to build our
dealer networks. We consider our dealer networkeetsignificant strategic assets where new sendndgroducts can be deployed. We intend
to garner an increasing share of the approxim&®a8ybillion spent annually by dealers, dealer assions, aftermarket automotive suppliers
and manufacturers on marketing and advertising@svWe intend to achieve this objective throdghfollowing principal strategies:

Increase the Quality and Quantity of Purchase Requests that Can Be Monetized . We believe that increasing the quality and gt
purchase requests that can be monetized is ctodiaé long-term growth and success of our businksgart of our strategy to improve the
quality of purchase requests, we continue to explaadbreadth and depth of information and sendaeslable through our Web sites so that
well informed, ready-to-buy consumers can be dagt¢d participating dealers. We are also investingew initiatives to help drive an
increasing number of qualified buyers to dealershify augmenting the volume of quality purchaselests, we expect to attract additional
dealers to our networks, increase fees paid byedgand solidify our relationships with existingaters. Our strategy for increasing traffic to
our Web sites and the number of purchase requestsan be monetized includes forming and maimgionline sponsorships and alliances
with Internet portals and with Internet automotintormation providers.

Increase the Number of Profitable Relationships with Program Dealers Using Our Marketing Services. We believe that strengthening the
size and quality of our program dealer networkigortant to the success and growth of our busir@ss strategy is to increase the size of
program dealer networks by attracting new dealedssérengthening relationships with existing desabsy:

* increasing the monetizable volume and quality atpase request

» participating in industry trade shows aimed at ees3

» providing customized dealer management reportat@arce dealership operatio

e maintaining our training and support programs wig@ating dealers, an

» providing our WebControl system to all participatidealers

Increase Enterprise Sales to Major Dealer Groups and Automotive Manufacturers. We believe that strengthening the size and quafity
our relationships with major dealer groups and matiive manufacturers is important to the succedsgaowth of our business. Our strategy is
to provide major dealer groups and automotive measiufers, such as General Motors, Ford and AutoNatiith access to a large number of
purchase-minded consumers. Major dealer groupdesier groups with more than 25 dealerships witbrwhve have a single agreement. We
have existing relationships with most automotivenofacturers and have an opportunity to expand tredagonships into our other marketing

services. In 2003, revenues for enterprise satbgrdsing and other products and services frome@drMotors accounted for 10% of our total
revenues. The loss of such revenues may have aiahaigverse effect on our business, results ofatmns and financial condition.

4
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Strengthen the Advertising Component of our Business Model. Our advertising sales effort is primarily targetedsehicle manufacturers
and automotiveelated mass market consumer vendors. Using thetet nature of Internet advertising, manufacturarsadvertise their bra
image effectively to specific subsets of our consteanVehicle manufacturers can target advertisesrtentonsumers who are researching
vehicles, thereby increasing the likelihood ofuefhcing their purchase decisions. We provide dyoanarketing programs that allow
manufacturers to interact with Internet car shopperthey make their car buying decisions.

Increase CRM Sales to Program Dealers, Major Dealer Groups and Automotive Manufacturers. We believe that providing CRM products
and tools such as Web Control and RPM will streagtthe size and quality of our relationships witbguam dealers, major dealer groups and
automotive manufacturers and will be an integreldain the success and growth of our business.s@ategy is to provide program dealers,
major dealer groups and automotive manufactureifs bast in class CRM products and tools.

Enter into Acquisitions and Strategic Alliances . We intend to grow and advance our business, fif fieough acquisitions and strategic
alliances. We believe that acquisitions and stiateljances can allow us to increase market shaaeefit from advancements in technology
and strengthen our business operations by enhanaingffering of products and services. We may &edousinesses that increase our market
share in the lead referral and automotive inforarationtent businesses. In furtherance of thiseggyatwe acquired Autoweb.com, Inc. in
August 2001. In addition, to complement our corsibesss, we may also acquire businesses primaclyskxd on automotive customer relations
management solutions and services, database nmaylesetivices and/or Web site management. In Jung, 20acquired AVV, a leading
provider of dealership lead management tools aatedenanagement system data extraction services.

Invest in Other Core Product Initiatives Designed to Improve Lead Quality and Dealer Profitability. We believe that expanding our
products and services offered to both manufactedsdealers is critical to establishing oursebg&¢he premier provider of online automotive
marketing services. In 2002, we introduced RPM.alée developed a multi-level program to furtherlfpy@onsumers we send to the dealers
using our services. The Autobytel Quality Verificat System (QVS) uses filters and validation preesgo identify consumers with strong
purchase intent. As a result of the implementadb@VS, purchase request quality increased. Higllityjupurchase requests are those that
result in high closing ratios. Closing ratio is tiatio of the number of vehicles purchased at éedegnerated from purchase requests to the
total number of purchase requests sent to thaedéale anticipate that improved purchase requeditgwvill help us further reduce customer
credits, reduce dealer turnover and increase regeimuthe future. In 2003, we announced a custahpzegram for training dealers. The
program teaches dealers to incorporate Internes salarketing, management and customer servicaitges throughout the dealership. The
program is designed to help the overall organiratiosell more effectively to automotive consumeh® have visited the Internet—consumers
that now represent nearly two out of three newbegers. According to J.D. Power and Associate20iB3 89% of automotive Internet users
went online to do research before actually visitingealership.

Continue to Build Brand Equity . In the future we intend to continue to market addertise to enhance the brand recognition oéelb
sites with consumers. We believe that continuingttengthen brand awareness of the Autobytel.campweb.com, CarSmart.com and
AutoSite.com names among consumers is criticalttaci vehicle buyers, increase purchase requastsraturn, maintain and increase the
of our dealer and automotive manufacturer relatigpss In 2003, we introduced new consumer featsued as personal vehicle reports.
Personal vehicle reports are downloadable, prifniendly reports containing vehicle shopping angihg information. In 2002, we introduced
Estimated Market Price (EMP) and AutoEspanol. TMPElata provides the average selling price for hedsl of popular new makes, models
and trim levels. AutoEspanol, the first integraseite of Spanish-language vehicle research andpéigpools for the Internet, includes expert
auto information and Spanish versions of leadingacle research and comparison tools developed & K addition, in the past, we have
advertised through traditional media, such as teiew, radio and print publications and may do gaia in the future.

Ensure the Highest Quality Consumer Experience On Our Web Stes. We believe that consumer satisfaction and loyaltyaavily
influenced by the consumer’s experience with oubWiées and with our dealers. In order to enhanceppeal to consumers, we intend to
continue developing our Web sites by enhancingolkefinformation and personalization. We also paodntinue compiling high quality
content from third party sources on our Web si&s.believe that consumer satisfaction with the slehpurchasing experience is also essential
to our success and the differentiation of our smwifrom those of our competitors. We intend tdtioom to invest in our program dealer
training and support services to ensure a consjsiggh-quality alternative to the traditional velei buying process. We actively monitor
participating program dealers through ongoing careusurveys and research conducted by our inteieedér support group. Program dealers
that fail to abide by our program guidelines or vgfemerate repeated consumer complaints are reviamaidf appropriate, terminated.

5
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Enhance and Broaden Content Offerings. We provide high quality content which facilitatesnsumer buying decisions related to and
including the purchase of a vehicle. We work wiahding automotive content providers to provide aamers with advice and information on
our Web sites. We use AIC data on all four of oweb/gites.

Programs, Products and Services

New Vehicle Purchasing Service. Our new vehicle purchasing service enables consutneshop for and select a new vehicle through our
Web sites, Autobytel.com, Autoweb.com and CarSmamt, by providing research on new vehicles sugbriaing, features, specifications and
colors. When consumers indicate they are readyyoabvehicle, consumers can complete a purchaseseqnline, which specifies the type of
vehicle and accessories the consumers desire, altimghe consumers’ contact information. We vaiétne consumer contact information
using our proprietary Quality Verification Systemdathen route it to the nearest participating dethlat sells the type of vehicle requested. We
promptly return an e-mail message to the consuntértthe dealership’s name and phone number andaire of the dedicated manager at the
dealership. Program dealers agree in their costtaatontact the consumer within 24 hours of rangithe purchase request with a firm,
haggle-free price quote for the requested vehitleen consumers complete their purchase, they ysiadd delivery of their vehicle at the
dealership showroom. Generally, within 10 dayshefdubmission of a consumer’s purchase requestomtact the consumer again by e-mail
to conduct a quality assurance survey that allosv®evaluate the sales process at participatiogram dealers and improve the quality of
dealer service.

Dealers participate in our networks by entering iintracts with us or through major dealer groupasutomotive manufacturers or their
automotive buying service affiliates with whom wevke agreements. Generally, our program dealeracsthave terms ranging from 90 days
to one year and are terminable on 30 days’ notjceither party. The majority of our program feessist of monthly subscription and
transactional fees. We reserve the right to adjusfees to program dealers upon 30 days notiaeyttme during the term of the contract. We
do not prevent dealers from entering into agreesneith our competitors.

Used Vehicle CyberStore . We launched our CyberStore program in April 1987e CyberStore allows consumers to search fortdied
or non-certified used vehicle according to spea#arch parameters such as the price, make, moiliehge, year and location of the vehicle.
Currently, the CyberStore is available to consumersall three of our car buying Web sites—Autobyte, Autoweb.com and CarSmart.com.
CyberStore locates and displays the descriptiaration and, if available, actual digital photogragftvehicles that satisfy the search
parameters. The consumer can then submit a purcbgsest for a specific vehicle and is contactethieydealer to conclude the sale. To be
listed as a certified vehicle in the CyberStorasad vehicle must pass an extensive inspectiotramdvered by a 72-hour money-back
guarantee or exchange and a three-month, 3,000aait@nty. During 2003, our Cyberstore program twagr 1 million dealer vehicle listings
on our Web sites. In January 2004, our averagg daientory of vehicles on our Cyberstore prograaswapproximately 280,000. We charge
each vehicle dealer that participates in the Cytoeeprogram a separate additional monthly fee. QyigerStore program provides
participating dealers online purchase requestdlghafter submission by consumers, as well as Hikyato track their inventory on a real-time
basis.

In January 2004, we expanded the offerings avalahter our used car program with the introduatibRremium Pre-Owned services
and AutobytelConnect. Autobytel's Premium Pre-Ownédrs dealers preferred placement of their vehlistings and greater advertising
opportunities, giving dealers the ability to haverendirect impact on consumers. Thumbnail photasagh vehicle listing, with multiple photo
view options, are available along with links to thealership’s Web site and online inventory. Autei§onnect is designed to help generate
new sales for dealers by listing a toll-free numiiext to each pre-owned vehicle. This allows coremsmwvho prefer to speak with a
representative of the dealership to call the reprdive directly. The “800” number can be route@ny land or mobile line, including a direct
connection to the Internet department. All calivatt is automatically recorded, enabling dealerseview every call, even if the call is busy,
abandoned or after hours. Participating dealersatssmaccess user-friendly reports online to meafliow-up and closing performance.

The WebControl System. In June 2003, we acquired AVV, a leading providiedealership lead management tools such as Web@ontr
WebControl is a customer mangagement tool thatlesal®alers to manage Internet and walk-in saligtgcmaintain customer history and
activity, measure and report on marketing effect@éss or return on investment, as well as establisbmated marketing programs and
customize sales process and workflow inside théedgap.

Automotive Download Services (ADS). AVV provides dealers with data extraction servittesugh ADS. ADS extracts data, including
new and used car inventory and sales, serviceinadde records, from the dealership managemergrayfdealers use this service to post their
inventory across the Internet, to report on andeiase sales effectiveness, and to generate custoyadty and retention marketing programs.
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RPM . In April 2002, we launched Retention PerformaNtagketing (RPM), a product that is designed towdlia more efficient method
for dealers and manufacturers to retain their ogirly and service customers. The product purifiesdata in customer records, verifying
contact information from within the dealership mgament system, then automatically outputs welcaatiers or e-mails for new car buying
and service customers. Service reminders and cgmpaan then be sent out on a regular basis basedoh customes’specific driving habit
The product also offers clients a range of repgréind analysis capabilities. Each month, the dglailereceives an executive summary that
allows the dealership to measure results by shovdhgn on investment, gross revenue generatedqtiee customer name and response rate.

Training . We believe that dealers and their employees regyiecialized training to learn the skills necastaserve the Internet user
and take full advantage of our proprietary systerherefore, we have developed an extensive traipingram for dealers. We believe that this
training is critical to enhancing our brands angutation. We require program dealers to have tiegiresentatives trained on our system.
Training is conducted at our headquarters in Irvidaifornia, at regional training centers and edldrships’ premises. In training our program
dealers, we de-emphasize traditional vehicle setlchniques and emphasize our approach of imnedygiasponding to consumer inquiries
and providing up-front competitive no-haggle praeitn February 2003, we announced a customizedanodpr training dealers. The program
teaches dealers to incorporate Internet sales,atiagk management and customer service technigoesghout the dealership. The program is
designed to help the overall organization to seltereffectively to automotive consumers who hawgéited the Internet—consumers that now
represent nearly two out of three new car buyers.

Advertising Services. We now have four Web site properties to market meddducts to automotive manufacturers and relatsthesse:
The Web sites offer an audience of car-shoppingcanduying consumers that advertisers can taggétey make their vehicle purchase
decision. We provide dynamic marketing programs élaw manufacturers to interact with Internet shoppers as they make their car buying
decisions. Dynamic Content Placement (DCP) allowsaufacturers to automatically present specific carative information relevant to the
vehicle that is being researched to car shoppéng asir Web sites. Supported by data and techngbogyided by AIC, DCP targets consun
deep into the research and decisaking process as they compare various vehicléseorifor example, a consumer who is researchimpd
utility vehicle can be automatically presented wébtual information indicating the advantages ebapeting sport utility vehicle model. D(
message advantage statements correlate to thousamaslel trim data points and are delivered dyrmathy as the car buyer compares vehi
on our Web sites. This provides substantial efficiebenefit for advertisers, who are not requiredraft thousands of individual messages.
also provide a customizable advertising produet,Reatured Model Showcase, that offers manufasttineropportunity to present detailed,
enhanced information about a specific vehicle mea@hillions of online car shoppers on our Webssiteach Featured Model Showcase is a
collaborative effort with the advertiser to meetaific campaign objectives. Features can includetmse request functionality, image
galleries, brochure requests and video.

Automotive Information Center. AIC provides comprehensive automotive informatioméalers and manufacturers, major web portals
consumers through its research Web site, Auto®ite.and data and technology tools. Manufacturensusea our AIC data and technology
tools to power their own Web sites allowing constsrie configure and compare cars. Most automotigaufacturers, including
DaimlerChrysler, Ford, General Motors, Hyundai &ahda, currently use our AIC automotive data ohtetogy to power their Web sites. In
addition, major consumer portals, including MSN daiand Yahoo, also use our content or technology.

We plan to introduce new products and programs fiora to time to enhance our portfolio of dealeajon dealer group and automotive
manufacturer offerings.

Service and Maintenance. We believe our Web sites empower consumers witheféective and efficient processes for dealinghwit
common service and maintenance issues. The Autadiyte and CarSmart.com Web sites include the MyaGalarea where consumers can
store and receive information about their carstameks, such as service reminders, recall inforomagéind a lease watch to help keep track of
mileage on a leased vehicle. Through our car buwiied sites, consumers can also submit service sexjteedealers.

Consumer Products and Other Services . We offer related products and services, includitsgirance and finance, that we market to
consumers through our Web sites and the linked ¥iteb of participating third party providers.

International. We do not expect to devote substantial resourcegdémational operations, but may continue to esehdditional
licensing business as opportunities arise. In M2@b2, Autobytel.Europe LLC (Autobytel.Europe) cdatpd its restructuring which reduced
our ownership to 49%. As a result, we no longersotidate Autobytel.Europe in our financial statemse®Revenues from our customers out:
of the United States were 6%, 2% and less than flt#tal revenues for the years ended December@13,2002 and 2001, respectively.
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Sales and Marketing

Our ability to enhance the recognition of our braadhes, as well as increase the number and qoélghicle purchase reque:
delivered to our dealers and increase the numtzkgaality of participating dealerships is importémbur efforts of positioning ourselves as a
leading automotive marketing services provider.Nsee been the subject of numerous newspaper, nmegaadio and television stories.
Television stories featuring us have aired natiyrah all major television networks. We believettbagoing media coverage is an important
element in creating consumer awareness of our branges and has contributed to dealership awarefiessd participation in, our programs.

Our Internet marketing and advertising costs, idiclg annual, monthly and variable fees, were $&dillfon, $31.1 million and $24.9
million in 2003, 2002 and 2001, respectively.

In prior years, we have supplemented our Internedgnce with traditional media, such as televisiadio and print publications and may
do so again in the future.

In addition to our consumer-oriented marketing\ti¢is, we also market our programs directly tolelesa participate in trade shows, and
encourage participating dealers to recommend agrpms to other dealers. In the past, we have @islwerin trade publications and major
automotive magazines and may do so again in tlhedut

Intellectual Property

We have registered service marks, including -By-Tel, Autobytel.com, Autoweb, CarSmart and the Aytebcom logo. We have be
issued a patent directed toward an innovative nteéimal system for forming and submitting purchasgests over the Internet and other
computer networks from consumers to suppliers ofigand services. The method permits suppliersadig or services to provide enhanced
customer service by making the purchasing procesgenient for consumers as well as suppliers. Htenp is also directed toward the
communication system used to bring consumers applisus closer together. The patent expires onagnld, 2019. We cannot assure that
patent will be enforceable and, if enforceablet tha patent will have significant economic val\le have applied for additional service marks
and patents. We regard our trademarks, serviceanlrénd names and patent as important to our égssin

Competition

Our vehicle purchasing services compete againatiaty of Internet and traditional vehicle purclmasservices, automotive brokers and
classified advertisement providers. Therefore, meadfected by the competitive factors faced bynboternet commerce companies as well as
traditional offline companies within the automotiaed automotive-related industries. The marketrfternet-based commercial services is
relatively new, and competition among commerciab/8ies may increase significantly in the futurer ®usiness is characterized by minimal
technical barriers to entry, and new competitorslaanch a competitive service at relatively lovetcd@o compete successfully, we must
significantly increase awareness of our serviceskaand names. Failure to compete successfullycailse our revenues to decline and would
have a material adverse effect on our businesslitsesf operations and financial condition.

We compete with other entities which maintain samdommercial Web sites including AutoUSA, MicrasGbrporation’s MSN Autos,
CarsDirect.com, Cars.com, eBayMotors.com, AutoNmtind AutoTrader.com. We also compete with veldelalers that are not part of our
networks. Such companies may already maintain grinteoduce Web sites which compete with ours. lge aompete indirectly against
vehicle brokerage firms and affinity programs ofgby several companies, including Costco WholeSalporation and Wal-Mart Stores, Inc.
In addition, all major automotive manufacturersdéweir own Web sites and many have launched obliyeng services, such as General
Motors Corporation’s BuyPower and Ford Motor Compamits partnership with its dealers through Fairédt.com. AVV competes with
companies such as Reynolds and Reynolds and Cystkms Corporation. Our customer relationship mament product, RPM, competes
with companies that provide marketing servicesutomotive manufacturers and dealers, including Riisand Reynolds, TVI Inc., iDrive
Online, Minacs, Online Administrators and Teletech.

We believe that the principal competitive factardhie online market are:
* brand recognition
» dealer return on investmel
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» speed and quality of fulfillmen

» dealer territorial coverag

» relationships with automotive manufacture
» variety of related products and servic

» ease of use

* customer satisfactiol

« quality of Web site conten

» quality of service, an

» technical expertise

We cannot assure that we can compete successfidigsd current or future competitors, many of whieve substantially more capital,
existing brand recognition, resources and acceadddional financing. In addition, competitive pseires may result in increased marketing
costs, decreased Web site traffic or loss of maskate or otherwise may materially and adversdicabur business, results of operations and
financial condition.

Operations and Technology

We believe that our future success is significadépendent upon our ability to continue to delivigh-performance and reliable Wi
sites, enhance consumer/dealer communications taimatihhe highest levels of information privacy ardure transactional security. We
currently host all Web sites at a secure data céitel party hosting facility. The data centerlimtes redundant power infrastructure, redun
network connectivity, fire detection and suppressgstems and security systems to prevent unam#tbdaccess. Our network and computer
systems are built on industry standard technolblgywork security utilizes industry standard proguct

System enhancements are primarily intended to acumate increased traffic across our Web sites,ongthe speed in which purchase
requests are processed and introduce new and esthpraducts and services. System enhancementbktaatanplementation of sophisticated
new technology and system processes. We intencke imvestments in technology to accommodate isect#affic.

Government Regulation

Currently few laws or regulations have been adofitatiapply directly to Internet business actigti€he adoption of additional loc:
state or national laws or regulations may decréasgrowth of Internet usage or the acceptancatefhet commerce.

We believe that our dealer marketing services daaostitute franchising or vehicle brokerage atstiin a way that makes franchise,
motor vehicle dealer, or vehicle broker licensiagi$ applicable to us. Through a subsidiary, wdieeased as a motor vehicle dealer and
broker. However, if individual state regulatory uggments are deemed applicable to us, or changdditional requirements are imposed on
us, we may be required to modify our service progrén such a state in a manner which may undermin@rogram’s attractiveness to
consumers or dealers or not offer such serviceranihate our operations in such a state, any ofhviriay negatively affect our financial
condition and growth. As we introduce new serviees may need to comply with additional licensingukations and regulatory requirements.

Our services may result in changes in the way Vehiare currently sold or may be viewed as thréadeloy new and used vehicle dealers
who do not subscribe to our programs. Such busses® often represented by influential lobbyingaoizations, and such organizations or
other persons may propose legislation that, if éethpcould impact our evolving marketing and disition model.

To date, we have not expended significant resowndsbbying or related government affairs issugsnay be required to do so in the
future.
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Franchise Classification . If our relationship or written agreements wittr dealers were found to be a franchise under féderstate
franchise laws, we could be subjected to additioeglilations, including but not limited to licengjnncreased reporting and disclosure
requirements. Compliance with varied laws, regafej and enforcement characteristics found in statle may require us to allocate both staff
time and monetary resources, each of which mayradiyeaffect our result of operations. As an addiil risk, if our dealer relationships or
subscription agreements are determined to establisdnchise, we may be subject to limitations onability to quickly and efficiently effect
changes in our dealer relationships in responsbdaging market trends, which may negatively impactability to compete in the
marketplace.

We believe that neither our relationship with oartjzipating dealers nor our dealer agreements $béras constitute franchises under
federal or state franchise laws. This belief haanbgpheld by a Federal Appeals Court in Michigaat thled our business relationship and our
dealer subscription agreement does not rise téettet of a franchise under Michigan law.

Vehicle Brokerage Activities . We believe that our dealer marketing referravisermodel does not qualify as an automobile brager
activity. Accordingly, we believe that state mot@hicles dealer or broker licensing laws genemdiynot apply to us. Through a wholly-owned
subsidiary, we are licensed as a motor vehiclestl@ald broker. In the event such laws are deemgitaple to us, we may be required to c
business in any such state, and pay administriges fines, and penalties for failure to complyhvguch licensing requirements.

In response to concerns about our marketing reéferogram raised by the Texas Department of Trarapon, we modified our program
in that state to achieve compliance. These modidina included implementing a pricing model undéiich all participating dealerships
(regardless of brand) in a given zip code in Teatascharged uniform fees and opening our prograafi ttealerships who wish to apply.

In the event that any other state’s regulatory ireguents impose state specific requirements orr usctude us within an industry-
specific regulatory scheme, we may be requiredddify our marketing programs in such states in ameathat may undermine the program’s
attractiveness to consumers or dealers. In thenalige, if we determine that the licensing anéted requirements are overly burdensome, we
may elect to terminate operations in such stateatrh case, our business, results of operationfirarttial condition could be materially and
adversely affected.

Financing Related Activities . We provide a connection through our Web sitesalaws a consumer to obtain finance informatiod a
loan approval. We receive marketing fees from faiannstitutions in connection with this adventigiactivity. We do not demand nor do we
receive any fees from consumers for this servicéhé event states require us to be licensed iassacial broker, we intend to obtain such
licenses. We may be unable to comply with a staggsilations affecting our current operations ovlggntroduced services, or we could be
required to incur significant fees and expensdigémse or be compelled to discontinue such opmratin those states.

Insurance Related Activities . We provide links on our Web sites to various mnasiee providers and products so consumers carvesi@a
time quotes for insurance coverage and extendexhmtgrcoverage from those insurance providers abthg quote applications online. We
receive marketing fees from such participants imneetion with this advertising activity. We receive premiums from consumers nor do we
charge consumers fees for our services. All apiidina are completed on the respective insuranaécsirWeb site.

We do not believe that our activity requires ubédicensed under state insurance laws. The ufedhternet in the marketing of
insurance products, however, is a relatively neacfice. It is not clear whether or to what exteatesinsurance licensing laws apply to
activities similar to ours. Given this uncertaintye have proactively applied for and currently hatdtough a wholly-owned subsidiary,
insurance agent licenses or are otherwise autltbtizengage in the sale of insurance in numeraissst

Employees

As of February 29, 2004, we had a total of 328 eysés. We also utilize independent contractorea@sired. None of our employees .
represented by a labor union. We have not expegtbany work stoppages and consider our employagaes to be good.
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Risk Factors

In addition to the factors discussed in “Overview’ and“Liquidity and Capital Resourc” sections of Part Il. ltem “Managemer's
Discussion and Analysis of Financial Condition &webults of Operations” in this Annual Report onrRdrOK, the following additional facto
may affect our future results.

We have only been profitable for the last five quens and otherwise have a history of net losses aadnot assure that we will continue to
be profitable. If we are unable to sustain our reteprofitability and we lose money, our operationsll not be financially viable.

Because of the relatively recent emergence ofritegrie-based vehicle information and purchasing industone of our senic
executives has long-term experience in the indu3tnis limited operating history contributes to alifficulty in predicting future operating
results.

We have incurred losses every quarter throughhting quarter of 2002. Having achieved profitabilitythe fourth quarter of 2002, we
might fail to sustain or increase that profitalilih the future. We cannot assure that we will befifable. Autobytel had an accumulated deficit
of $153.8 million as of December 31, 2003 and $2&dillion as of December 31, 2002.

Our potential for future profitability must be cadesred in light of the risks, uncertainties, expenand difficulties frequently encountel
by companies in emerging and rapidly evolving mexksuch as the market for Internet commerce. Wievsethat to achieve profitability, we
must, among other things:

» generate increased vehicle buyer traffic to our \Aleds,

» successfully introduce new products and serv

» continue to send new and used vehicle purchaseses|to dealers that result in sufficient deakemgactions to justify our fee

« expand the number of dealers in our networks ahdrmere the quality of deale

» sustain and expand our relationships with autoreatianufacturer:

» identify and successfully consummate and integratpiisitions

» respond to competitive developmer

* maintain a high degree of customer satisfac:

» provide secure and easy to use Web sites for cest

» increase visibility of our brand nam:

» continue to attract, retain and motivate qualifiedsonnel an

« continue to upgrade and enhance our technologi@asdmmmodate expanded service offerings and inedeaansumer traffic

We cannot be certain that we will be successfaldmieving these goals or that if we are successfathieving these goals, that we will
continue to be profitable.

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

The majority of our revenues are derived from fegisl by our networks of participating program anteeprise dealers. A fe
agreements account for all of our enterprise dealationships. From time to time, a major dealaug or automotive manufacturer may
significantly increase or decrease the number tdrprise dealers participating in our dealer neksolf dealer attrition increases and we are
unable to add new dealers to mitigate the attrittum revenues will decrease. A material factoeetfhg dealer attrition is our ability to provide
dealers with high quality purchase requests. Higglity purchase
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requests are those that result in high closingsatlosing ratio is the ratio of the number ofielts purchased at a dealer generated from
purchase requests to the total number of purclesgeests sent to that dealer. If the number of dealeour networks declines, our revenues
will decrease and our business, results of operatimd financial condition will be materially andivarsely affected. In addition, if automotive
manufacturers or major dealer groups force us toedese the fees we charge for our services, oentms will decline which could have a
material adverse effect on our business, resultpefations and financial condition.

Generally, our program dealer agreements havaeddiarm ranging from 90 days to one year, but siezlier agreements are cancelable
by either party upon 30 days notice. Participafinogram dealers may terminate their relationship ws for any reason, including an
unwillingness to accept our subscription termssoa aesult of joining alternative marketing progsaiwe cannot assure that program dealers
will not terminate their agreements with us. Ousihess is dependent upon our ability to attractratein qualified new and used vehicle
program dealers, major dealer groups and automotareufacturers. In order for us to grow or maintain dealer networks, we need to reduce
our dealer attrition. We cannot assure that we lvélhble to reduce the level of dealer attritiord aur failure to do so could materially and
adversely affect our business, results of operatsn financial condition.

We may lose participating program dealers becausthe reconfiguration or elimination of exclusiveeahler territories. We will lose the
revenues associated with any reductions in partatipg program dealers resulting from such changes.

We may reduce, reconfigure or eliminate exclusérétbries currently assigned to Autobytel or CagBnprogram dealers. If a progr:
dealer is unwilling to accept a reduction, recoafagion or elimination of its exclusive territoiymay terminate its relationship with us. A
program dealer also could sue to prevent such texhyceconfiguration or elimination, or collectrdages from us. We have experienced one
such lawsuit. A material decrease in the numbgrogram dealers participating in our networks tigdition with program dealers could have a
material adverse effect on our business, resultpefations and financial condition.

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

Promotion of our brand value depends on our alititgrovide consumers a high quality experiencepforhasing vehicles throughout
the purchasing process. If our dealers do not geogonsumers with high quality service, the valueus brands could be damaged and the
number of consumers using our services may decr@éselevote significant efforts to train particiipgt program dealers in practices that are
intended to increase consumer satisfaction. Otnilihato train program dealers effectively, or tfalure by participating dealers to adopt
recommended practices, respond rapidly and prafieshy to vehicle inquiries, or sell and lease &8 in accordance with our marketing
strategies, could result in low consumer satistactdamage our brand names and materially and selyaffect our business, results of
operations and financial condition.

Competition could reduce our market share and haour financial performance. Our market is competigwnot only because the Internet
has minimal technical barriers to entry, but alse@bause we compete directly with other companiethmoffline environment.

Our vehicle purchasing services compete againatiaty of Internet and traditional vehicle purcmasservices, automotive brokers ¢
classified advertisement providers. Therefore, veeadfected by the competitive factors faced byhdaternet commerce companies as well as
traditional, offline companies within the automatiand automotive-related industries. The markelrftarnet-based commercial services is
relatively new, and competition among commerciabV8ges may increase significantly in the futurer ®usiness is characterized by minimal
technical barriers to entry, and new competitorslaanch a competitive service at relatively lovetcd@o compete successfully, we must
significantly increase awareness of our serviceslaand names. Failure to compete successfullyoailse our revenues to decline and would
have a material adverse effect on our businessltsesf operations and financial condition.

We compete with other entities which maintain samdommercial Web sites including AutoUSA, MicrasGbrporation’s MSN Autos,
CarsDirect.com, Cars.com, eBayMotors.com, AutoNe¢ind AutoTrader.com. We also compete with veldelalers that are not part of our
networks. Such companies may already maintain grinteoduce Web sites which compete with ours. e aompete indirectly against
vehicle brokerage firms and affinity programs oééby several companies, including Costco WholeSalporation and Wal-Mart Stores, Inc.
In addition, all major automotive manufacturersddveir own Web sites and many have launched obliyeng services, such as General
Motors Corporation’s BuyPower and Ford Motor Compamits partnership with its dealers through Foirébt.com. AVV
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competes with companies such as Reynolds and Rigyaod Cobalt Systems Corporation. Our customatioekhip management product,
RPM, competes with companies that provide marketargices to automotive manufacturers and deaterisiding Reynolds and Reynolds,
TVI Inc., iDrive Online, Minacs, Online Administmats and Teletech.

We believe that the principal competitive factardhie online market are:

brand recognition

dealer return on investmel

speed and quality of fulfillmen
dealer territorial coverag
relationships with automotive manufacture
variety of related products and servic
ease of use

customer satisfactiol

quality of Web site conten

quality of service an

technical expertise

We cannot assure that we can compete successfaigst current or future competitors, many of whielve substantially more capital,
existing brand recognition, resources and acceaddiional financing. In addition, competitive pseires may result in increased marketing
costs, decreased Web site traffic or loss of maskate or otherwise may materially and adversdgcabur business, results of operations and
financial condition.

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 tiniay vary significantly. If revenues do not in@edaster than expenses, our business,
results of operations and financial condition W@ materially and adversely affected. Other fadtoas may adversely affect our quarterly
operating results include:

our ability to retain existing dealers, attract ndsalers and maintain dealer and customer safisfia
the announcement or introduction of new or enhastted, services and products by us or our congost
general economic conditions and economic conditspegific to the Internet, online commerce or theobile industry

a decline in the usage levels of online servicesamsumer acceptance of the Internet and comnherdiae services for th
purchase of consumer products and services sutioses offered by u:

our ability to upgrade and develop our systemsiafrdstructure and to attract new personnel imreely and effective manne

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

technical difficulties, system downtime, Interneblwnouts or electricity blackout

the amount and timing of operating costs and cbgigaenditures relating to expansion of our busneperations and infrastructu
governmental regulation at

unforeseen events affecting the indus
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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 operatinggeits.

The seasonal patterns of Internet usage and veghictdasing do not completely overlap. Historicalhternet usage typically declines
during summer and certain holiday periods, whileigle purchasing in the United States is strongesite spring and summer months. In
addition, purchase request volume usually decliméise summer because of the model year change avaome consumers defer purchases
until information regarding the new model yearvsi&ble, and many manufacturers do not make thegat available for publication until later
in the year. As seasonality occurs, investors nwyore able to predict our annual operating reqdted on a quarter to quarter comparison of
our operating results. Seasonality in the autoreatidustry, Internet and commercial online servisage and advertising expenditures is likely
to cause fluctuations in our operating results @dd have a material adverse effect on our busjmresults of operations and financial
condition.

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

The economic strength of the automotive industgyigicantly impacts the revenues we derive from delers, automotive
manufacturers and other strategic partners, agdirggtievenues and consumer traffic to our Web .sitks automotive industry is cyclical, with
vehicle sales fluctuating due to changes in natiand global economic forces. Purchases of vehalegypically discretionary for consumers
and may be particularly affected by negative treéndbe general economy. The success of our opasatiepends to a significant extent upon a
number of factors relating to discretionary consuspending, including economic conditions (and pptions of such conditions by
consumers) affecting disposable consumer inconeh(as employment, wages and salaries, busines#tioosdand interest rates in regional
and local markets). In addition, because the pwelod a vehicle is a significant investment anekiatively discretionary, any reduction in
disposable income in general or a general incrigeisgerest rates or a general tightening of legdimay affect us more significantly than
companies in other industries.

Zero percent financing offered by manufacturer2df2 and 2003 may negatively affect vehicle sale20D4. Consumers may have
shifted their planned vehicle purchases from 2@02003 and 2002. At some point in the future, maciufrers may decrease current levels of
incentive spending on new vehicles, which has setwealrive sales volume in the past. Such a redndti incentives could lead to a decline in
demand for new vehicles. A decline in vehicle pass#s may result in a decline in demand for ourieeswvhich could adversely affect our
business, financial condition and results of openat

Threatened terrorist acts and the ongoing militanyon have created uncertainties in the automatidestry 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 produtitsh could have an adverse effect on our busjriggmcial condition and results of
operations. At this time, however, we are not ablpredict the nature, extent and duration of theferts on overall economic conditions on
our business, financial condition and results adfrafions.

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

If any of our relationships with Internet search gines or online automotive information providersrteinates, our purchase request volur
or quality could decline. If our purchase requesblame or quality declines, our participating dealemay not be satisfied with our services
and may terminate their relationships with us orrfte us to decrease the fees we charge for our senMif this occurs, our revenues would
decrease.

We depend on a number of strategic relationshiplirét a substantial amount of purchase requestsraffic to our Web sites. Tt
termination of any of these relationships or amygicant reduction in traffic to Web sites on whiour services are advertised or offered, o
failure to develop additional referral sources,ldatause our purchase request volume or qualitietdine. If this occurs, dealers may no lor
be satisfied with our service and may terminaté tiedationships with us or force us to decreaseféies we charge for our services. If our
dealers terminate their relationships with us ocdaus to decrease the fees we charge for ourcesnaur revenues will decline which could
have a material adverse effect on our businessltses operations and financial condition. We iee& significant number of purchase
requests through a limited number of Internet deargines, online automotive information providersd other auto related Internet sites. We
periodically negotiate revisions to existing agreats and these revisions could increase our aos$tdtire periods. A number of our
agreements with online service providers may baiteated without cause. We may not be able to miaimtar relationship with our online
service providers or find alternative, comparableketing sponsorships and alliances capable oinatigg significant numbers of purchase
requests on terms satisfactory to us. If we canrattain or replace our relationships with onlieevice providers, our revenues may decline
which could have a material adverse effect on asiness, results of operations and financial camdit
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If any of our relationships with advertising manufdurers terminates, our revenues would decree

We depend on a number of manufacturer relationghipsubstantially all of our advertising revenu€ke termination of any of the:
relationships or any significant failure to devebmiditional sources of advertising would causereuenues to decline which could have a
material adverse effect on our business, resultpefations and financial condition. We periodigalégotiate revisions to existing agreements
and these revisions could decrease our advertisirgnues in future periods. A number of our agregseith such manufacturers may be
terminated without cause. We may not be able totai our relationship with such manufacturers arofable terms or find alternative
comparable relationships capable of replacing dibireg revenues on terms satisfactory to us. licaenot do so, our revenues would decline
which could have a material adverse effect on omsirtess, results of operations and financial caodit

If we cannot build and maintain strong brand loyaitour business may suffe

We believe that the importance of brand recognitiilhincrease as more companies engage in comn@ethe Internet. Developme
and awareness of the Autobytel.com, Autoweb.com@ar®mart.com brands will depend largely on oulitglid obtain a leadership position
in Internet commerce. If dealers and manufactutersot perceive us as an effective channel foemsing vehicle sales, or consumers do not
perceive us as offering reliable information comigg new and used vehicles, as well as referrafsgio quality dealers, in a user-friendly
manner that reduces the time spent for vehiclehases, we will be unsuccessful in promoting anchtaaiing our brands. Our brands may not
be able to gain widespread acceptance among consmeealers. Our failure to develop our brandfcsently would have a material advel
effect on our business, results of operations arah€ial condition.

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

Our future success depends on our ability to ifigriire, train and retain highly qualified salesarketing, managerial and techni
personnel. In addition, as we introduce new sesawge may need to hire additional personnel. We nudye able to attract, assimilate or re
such personnel in the future. The inability toatrand retain the necessary managerial, techsiials 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.

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

We have been introducing new services to consuaretglealers in order to establish ourselves aadetdn the evolving market fi
automotive marketing services. The growth of owraions requires us to increase expenditures d&fergenerate revenues. For example, we
may need to hire personnel to oversee the intramlucf new services before we generate revenues fhese services. Our inability to gene
satisfactory revenues from such expanded serviceffget costs could have a material adverse effiectur business, results of operations and
financial condition.

We must also:

» test, introduce and develop new services and ptedincluding enhancing our Web sit

» expand the breadth of products and services offi

» expand our market presence through relationshitisthird parties an

* acquire new or complementary businesses, produteionologies

We cannot assure that we can successfully achiege tobjectives.
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If federal or state franchise laws apply to us weynbe required to modify or eliminate our marketippyograms. If we are unable to mark
our services in the manner we currently do, our eswes may 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 appeaMichigan has ruled that our dealer subscriptioreagent is not a “franchise” under Michigan
law. However, if any state’s regulatory requirensamating to franchises or our method of busimeggose additional requirements on us or
include us within an industry-specific regulatocheme, we may be required to modify our marketirggypams in such states in a manner
which undermines the program’s attractiveness tsemers or dealers. If our relationship or writtgmeement with our dealers were found to
be a “franchise” under federal or state franchéses| we could be subject to other regulations, sisctanchise disclosure and registration
requirements and limitations on our ability to effehanges in our relationships with our dealetsctvmay negatively impact our ability to
compete and cause our revenues to decrease ahdsiness to suffer. If we become subject to finestloer penalties or if we determine that
the franchise and related requirements are overgdnsome, we may elect to terminate operatioss¢h state. In each case, our revenues
decline and our business, results of operationdiaadcial condition could be materially and adetysaffected.

We also believe that our dealer marketing servargegally does not qualify as an automobile brokegivity and, therefore, state mc
vehicle dealer or broker licensing requirementsidoapply to us. Through a subsidiary, we are Beghas a motor vehicle dealer and broke
response to Texas Department of Transportationezascwe modified our marketing program in thatesta make our program open to all
dealers who wish to apply. In addition, we modified program to include a pricing model under wratitparticipating dealers, regardless of
brand, in a given zip code in Texas are chargefbunifees. If other states’ regulatory requiremeetating to motor vehicle dealers or brokers
are deemed applicable to us, we may become subjéoes, penalties or other requirements and neasefjuired to modify our marketing
programs in such states in a manner that underrthieesttractiveness of the program to consumedgalers. If we determine that the licens
or other requirements, in a given state are ovastglensome, we may elect to terminate operatiosacdh state. In each case, our revenues
decline and our business, results of operationdiaadcial condition could be materially and adedysaffected.

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

If we are required to be licensed as a financiaker, it may result in an expensive and t-consuming process that could divert the ef
of management away from day-dey operations. In the event states require ug ticénsed 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 consumergeegive real time quotes for insurance coverage fiord parties and 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 toibenised under state insurance laws. The use dhtdet in the marketing of insurance
products, however, is a relatively new practicés ot clear whether or to what extent state iasce licensing laws apply to activities similar
to ours. Given these uncertainties, we currentlgd hbrough a whollyewned subsidiary, insurance agent licenses ortaerwise authorized 1
transact insurance in numerous states.

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 antential acquisitions.

We intend to continue to evaluate potential actjoiss which we believe will complement or enhanae existing business. If we acquire
other companies in the future, it may dilute theigaf existing stockholders’ ownership. The impafctlilution may restrict our ability or
otherwise not allow us to consummate acquisititsgiance of equity securities may restrict utilaiof net operating loss carryforwards
because of an annual limitation due to ownershgngk limitations under the Internal Revenue Code nvely also incur debt and losses rel:
to the impairment of goodwill and other intangibkesets if we acquire another company, and thislawegjatively impact our results of
operations. We currently do
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not have any definitive agreements to acquire amypany or business, and we may not be able toifgemtcomplete any acquisition in the
future.

Acquisitions involve numerous risks. For example:

» It may be difficult to assimilate the operationslgersonnel of an acquired business into our ovainkss

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

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

* Our management must devote its attention to asatimg 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

Internet commerce has yet to attract significantg@ation. Government regulations may result in ineased costs that may reduce our futt
earnings.

There are currently few laws or regulations thatlagirectly to the Internet. Because our busingstependent on the Internet, |
adoption of new local, state or national laws gutations may decrease the growth of Internet usagjee acceptance of Internet commerce
which could, in turn, decrease the demand for etwises and increase our costs or otherwise havatarial adverse effect on our business,
results of operations and financial condition.

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

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 tHfesgre laws and regulations may require us toiokdppropriate licenses at an
undeterminable and possibly significant initial retary and annual expense. These additional monexasnditures 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 deaigribensing laws, insurance licensing l¢
and financial services laws, which are or may lq@ieable to aspects of our business. There couldws and regulations applicable to our
business which we have not identified or whiclthfinged, may be costly to us.

Our success is dependent on keeping pace with adearin technology. If we are unable to keep pacthweidvances in technology,
consumers may stop using our services and our rexenwill decrease.

The Internet and electronic commerce markets aaeacterized by rapid technological change, chaimgeser and custom
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 companiegx@gpected to introduce new Internet products andces in the near future. If we are unable
to adapt to changing technologies, our business]teeof operations and financial condition coutdrbaterially and adversely affected. Our
performance will depend, in part, on our abilityctintinue to enhance our existing services, devesp technology that addresses the
increasingly sophisticated and varied needs opoospective customers, license leading technolagidsrespond to technological advances
and emerging industry standards and practicestionedy and cost-effective basis. The developmerdwfWeb sites and CRM systems and
other proprietary technology entails significartiteical and business risks. We may not be sucddassfising new technologies effectively or
adapting our Web sites and CRM systems, or othagrjtary technology to customer requirements @mb@rging industry standards.
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We are vulnerable to electricity blackouts and commmications system interruptions. The majority of pprimary servers are located in a
single location. If electricity or communication®tthat location or to our headquarters were intepted, our operations would be advers
affected.

We presently host our production Web sites andagesystems, including Autobytel.com, Autoweb.c&@aySmart.com, AutoSite.cor
AVV.com and RPM, at secure hosting facilities e, California and Columbus, Ohio. Although baglservers are available, our primary
servers are vulnerable to interruption by damagm fiire, earthquake, flood, power loss, telecommatins failure, breakas and other even
beyond our control. In the event that we experiesigrificant system disruptions, our business, Itesf operations and financial condition
would be materially and adversely affected. We h&een time to time, experienced periodic systenterruptions and anticipate that such
interruptions will occur in the future.

Our main production systems and our accountingyie and contract management systems are hosteskoure facility with generators
and other alternate power supplies in case of apowtage. However, our corporate offices, wherdaee the users and applications for our
accounting, finance and contract management syst@sulnerable to wide-scale power outages. T®,de have not been significantly
affected by blackouts or other interruptions invems. In the event we are affected by interruptimnservice, our business, results of operations
and financial condition could be materially and axbely affected.

We maintain business interruption insurance whiayspup to $12.5 million for the actual loss of Imgsis 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 insurantgy not be sufficient to fully compensate us fa thsulting losses.

Internet commerce is relatively new and evolvinglwiew profitable business models. We cannot assiineg our business model wi
continue to be profitable.

The market for Internet-based purchasing serviessonly recently begun to develop and is rapidiyhgrg. While many Internet
commerce companies have grown in terms of reverewsare profitable. We cannot assure that we awititinue to be profitable. As is typical
for a new and rapidly evolving industry, demand aratket acceptance for recently introduced senaceksproducts over the Internet are
subject to a high level of uncertainty and theeefaw proven services and products. Moreover, dimeenarket for our services is new and
evolving, it is difficult to predict the future gndgh rate, if any, and size of this market. The ekte which other participants in the automotive
industry will accept the role of third party all keg all model services like us is not yet known.

If consumers do not continue to adopt Internet coraroe as a mainstream medium of commerce or if auttive industry participants resis
the role of third party online services, our reveas may not grow and our earnings may suffer.

The success of our services will continue to depgrah the adoption of the Internet by consumersdeaders as a mainstream medium
for commerce and/or the willingness of automotivenofacturers to cooperate with third party servivékile we believe that our services of
significant advantages to consumers and dealenss ttan be no assurance that widespread accejtiimternet commerce in general, or of
our services in particular, will occur or that amtative companies will continue to accept a roletford party services such as ours. Our suc
assumes that consumers and dealers who have ¢tédtprelied upon traditional means of commerceueochase or lease vehicles, and to
procure vehicle financing and insurance, will acaggw methods of conducting business and exchangfagnation and that automotive
manufacturers will accept, rather than resist|afar all make, all model third party sites sushoairs that allow for comparisons. In addition,
dealers must be persuaded to adopt new sellinglsiadd be trained to use and invest in developogrologies. If the market for Internet-
based vehicle marketing services fails to devalepelops slower than expected, faces oppositidieocomes saturated with competitors, or if
our services do not achieve market acceptancehuminess, results of operations and financial dcmrdmay be materially and adversely
affected.

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

Critical issues concerning the commercial use eflttternet, such as ease of access, security cgrivaliability, cost, and quality of
service, remain unresolved and may impact the drofvinternet use. If Internet usage continuestogase rapidly, the Internet infrastructure
may not be able to support the demands placedtpntfiis growth, and its performance and reliapititay decline. The recent growth in
Internet traffic has caused frequent periods ofeksed performance, outages and delays. Our daoilincrease the speed with which we
provide services to consumers and to increasecthyges
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and quality of such services is limited by and def@nt upon the speed and reliability of the Interwéich is beyond our control. If periods of
decreased performance, outages or delays on tadéttoccur frequently or other critical issuesaaning the Internet are not resolved, ovt
Internet usage or usage of our Web sites couleé&sz more slowly or decline, which would causebmsiness, results of operations and
financial condition to be materially and adversaffiected.

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

Prior to the initial public offering of our commaock in March 1999, there was no public markebiar common stock. We canr
assure that an active trading market will be sosthor that the market price of the common stodknei decline. Recently, the stock marke
general and the shares of emerging companies ficyar have experienced significant price fluctoas. The market price of our common
stock is likely to continue to be highly volatilacgicould be subject to wide fluctuations in resgotasfactors such as:

» actual or anticipated variations in our quartege@ting results

» historical and anticipated operating metrics sasthe number of participating dealers, the visito our 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 ats|

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

« adoption of new accounting standards affectingdélcbnology or automotive industry a
» general market conditions and other fact

Further, the stock markets, and in particular tiasddq National Market, have experienced extrenoe @md volume fluctuations that
have particularly affected the market prices ofigggecurities of many technology companies ancehaften been unrelated or disproportiol
to the operating performance of such companiessdbeoad market factors have and may adverselgtaffe market price of our common
stock. In addition, general economic, political andrket conditions, such as recessions, intertes, ranternational currency fluctuations,
terrorist acts, military actions or wars, may adedy affect the market price of the common stookhke past, following periods of volatility in
the market price of a company’s securities, seesritlass action litigation has often been ingiduigainst companies with publicly traded
securities. Such litigation could result in subgsitdrcosts and a diversion of management’s attardiod resources, which would have a material
adverse effect on our business, results of operatimd financial condition.

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 vehiate sold which may be viewed as threatening byared used vehicle dealers w
do not subscribe to our programs. Such busineseasftan represented by influential lobbying orgations, and such organizations or other
persons may propose legislation which could imgaetevolving marketing and distribution model whalr services promote. Should current
laws be changed or new laws passed, our busiressgts of operations and financial condition cduédmaterially and adversely affected. As
we introduce new services, we may need to comptly additional licensing regulations and regulate@guirements.

To date, we have not spent significant resourcdslalnying or related government affairs issuesvireimay need to do so in the future
significant increase in the amount we spend onyistgbor related activities could have a materialeade effect on our results of operations
financial condition.

19



Table of Contents

International activities may adversely affect ouesults of operations and financial conditiol

Our licensees currently have Web sites in the dritiemgdom, Sweden, The Netherlands and Japan. Revieom our licensees may
adversely affected by risks in conducting businedkeir markets, such as regulatory requiremenftanges in political conditions, potentially
weaker intellectual property protections and edagatonsumers and dealers who may be unfamilidr thi¢ benefits of online marketing and
commerce. In addition, our investment in licenseay be impaired. We may expand our brand into ditveign markets primarily through
licensing our trade names. In the past we incuogses in our international activities. We canrmtbrtain that we will be successful in
introducing or marketing our services abroad. @sults of operations and financial condition mayabeersely affected by our international
activities.

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

Our computer infrastructure is potentially vulndeatn physical or electronic computer break-insuses and similar disruptive problems
and security breaches. Any such problems or sgduriaches could cause us to have liability toa@mmore third parties and disrupt all or part
of our operations. A party who is able to circumvenr security measures could misappropriate petgny information, jeopardize the
confidential nature of information transmitted otee Internet or cause interruptions in our opereti Concerns over the security of Internet
transactions and the privacy of users could alkibinthe growth of the Internet in general, partézly as a means of conducting commercial
transactions. To the extent that our activitiethose of third party contractors involve the steragd transmission of proprietary information
such as personal financial information, securigalches could expose us to a risk of financial litggation and other liabilities. Our current
insurance program may protect us against someydiwll, of such losses. Any of these events cbalee a material adverse effect on our
business, results of operations and financial ¢andi

We depend on continued technological improvememt®iir 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 dealkad purchase requests will be
efficiently processed and our business may suffer.

If the Internet continues to experience significgrawth in the number of users and the level of tisen the Internet infrastructure may
not be able to continue to support the demand®glaa it by such potential growth. The Internet mayprove to be a viable commercial
medium because of inadequate development of theseary infrastructure, timely development of comyatary products such as high speed
modems, delays in the development or adoption wfstandards and protocols required to handle isectéevels of Internet activity or
increased government regulation.

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 infrasireic\WWe may not be able to accurately
project the rate or timing of increases, if anytha use of our Web sites or expand and upgradsystems and infrastructure to accommodate
such increases. In addition, we cannot assuretiradealers will efficiently process purchase rexsie

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

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

Our ability to compete depends upon our propriesystems and technology. While we rely on traderaakle secret, patent and
copyright law, confidentiality agreements and tecAhmeasures to protect our proprietary rights bekeve that the technical and creative
skills of our personnel, continued developmentwf groprietary systems and technology, brand nawoegnition and reliable Web site
maintenance are more essential in establishingraidtaining a leadership position and strengthepimngbrands. As part of our confidentiality
procedures, we generally enter into confidentiaiyeements with our employees and consultantiraitchccess to our trade secrets and
technology. Despite our efforts to protect our pi@ary rights, unauthorized parties may attemptapy aspects of our services or to obtain
and use information that we regard as propriefdojicing unauthorized use of our proprietary rigktdifficult. We cannot assure that the steps
taken by us will prevent misappropriation of teclogy or that the agreements entered into for thigpgse will be enforceable. Effective
trademark, service mark, copyright and trade seumection may not be available in every countryhich our products and services are
made available online. In addition, litigation mag necessary in the future to enforce or protectrdallectual property rights or to defend
against claims or infringement or invalidity. Migappriation of our intellectual property or potextiitigation could have a material adverse
effect on our business, results of operations arah€ial condition.
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We face risk of claims from third parties relating intellectual property. In addition, we may incuiability for retrieving and transmitting
information over the Internet. Such claims and lidlties could harm our business.

As part of our business, we make Internet sendcgiscontent available to our customers. This cseie potential for claims to be made
against us, either directly or through contractndémnification provisions with third parties. Weutd face liability for information retrieved
from or transmitted over the Internet and liabifity products sold over the Internet. We could xigosed to liability with respect to third-party
information that may be accessible through our \8ltgs, links or car review services. Such claimghmifor example, be made for defamati
negligence, patent, copyright or trademark infringat, personal injury, breach of contract, unfaimpetition, false advertising, invasion of
privacy or other legal theories based on the natmetent or copying of these materials. Such daimght assert, among other things, that, by
directly or indirectly providing links to Web siteperated by third parties, we should be liablecfipyright or trademark infringement or other
wrongful actions by such third parties through s\Wbb sites. It is also possible that, if any thty content information provided on our V
sites contains errors, consumers could make clagasst us for losses incurred in reliance on $ofclimation. Any claims could result in
costly litigation, divert management’s attentiordaasources, cause delays in releasing new or dipgraxisting services or require us to enter
into royalty or licensing agreements.

We also enter into agreements with other compamider which any revenue that results from the pasetof services through direct
links to or from our Web sites is shared. Suchrayeanents may expose us to additional legal risksuacertainties, including disputes with
such parties regarding revenue sharing, locak stadl federal government regulation and potenéhbilities to consumers of these services,
even if we do not provide the services ourselves.cdhnot assure that any indemnification providedsstin our agreements with these parties,
if available, will be adequate.

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

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

In the past, plaintiffs have brought these typeslaims and sometimes successfully litigated thgairest online services. Our general
liability insurance may not cover all potentialiohs to which we are exposed and may not be adetuaidemnify us for all liability that may
be imposed. Any imposition of liability that is ncdvered by insurance or is in excess of our inmgaoverage could have a material adverse
effect on our business, results of operations arah€ial condition.

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

We are a defendant in certain proceedings whicli@seribed in “Part I. Item 3. Legal Proceedingsfdin.

From time to time, we are involved in other litigat matters arising from the normal course of ausibess activities. The actions filed
against us and other litigation, even if not meiitos, could result in substantial costs and diearsf resources and management attention and
an adverse outcome in litigation could materiallyersely affect our business, results of operatéorsfinancial condition.

We are uncertain of our ability to obtain additioméinancing 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, cash eqeivaland short-term and long-term investmentsheilsufficient to meet our anticipated
needs for working capital and other cash requirgmanleast for the next 12 months. We may needise additional funds sooner, howeve!
order to fund more rapid expansion, to develop neenhance existing services or products, to raspoeompetitive pressures or to acquire
complementary products, businesses or technologiiese can be no assurance that additional fingneith be available on terms favorable to
us, or at all. If adequate funds are not availallare not available on acceptable terms, ourtghtdifund our expansion, take advantage of
potential acquisition opportunities, develop or@mte services or products or respond to competitiegsures would be significantly limited.
In addition, our ability to continue to operate duisiness may also be materially adversely affeictéide event additional financing is not
available when required. Such limitation could haveaterial adverse effect on our business, resfiliperations, financial condition and
prospects.
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Our certificate of incorporation and bylaws and Delare law contain provisions that could discouragehird party from acquiring us or
limit the price third parties are willing to pay foour stock.

Provisions of our amended and restated certifichbecorporation and bylaws relating to our corgergovernance could make it difficult
for a third party to acquire us, and could discgera third party from attempting to acquire contriolis. These provisions allow us to issue
preferred stock with rights senior to those of tbexmon stock without any further vote or actiontty stockholders. These provisions provide
that the board of directors is divided into thré&esses, which may have the effect of delaying ev@nting changes in control or change in our
management because less than a majority of thel lndalirectors are up for election at each annuzdting. In addition, these provisions
impose various procedural and other requirementshwdould make it more difficult for stockholderséffect corporate actions such as a
merger, asset sale or other change of control.ddush charter provisions could limit the pricettbertain investors might be willing to pay in
the future for shares of our common stock and naasetithe effect of delaying or preventing a chamgeontrol. The issuance of preferred stock
also could decrease the amount of earnings antsassalable for distribution to the holders of coon stock or could adversely affect the
rights and powers, including voting rights, of tiwders of the common stock.

We are also subject to the anti-takeover provisafrSection 203 of the Delaware General Corpordtiaw. In general, the statute
prohibits a publicly held Delaware corporation fremgaging in a “business combination” with an “fested stockholder” for a period of three
years after the date of the transaction in whiehprson became an interested stockholder, utlessusiness 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 votingcto

Our actual results could differ from forward-lookig statements in this report.

This report contains forward-looking statementseldasn current expectations which involve risks andertainties. Our actual results
could differ materially from those anticipated irese forward-looking statements as a result of nfactprs, including the risk factors set forth
above and elsewhere in this Annual Report on Fd+K.1The cautionary statements made in this reguotild be read as being applicable to
all forward-looking statements wherever they appednis Annual Report on Form 10-K.

Item 2. Properties

Our headquarters are located in a single officklmg in Irvine, California. We lease four floofer a total of approximately 49,000
square feet. The lease expires in September 2008.i#\located in a single office building in Westéle, Ohio and occupies approximately
17,000 square feet. The lease expires in Septe?&. We relocated AIC’s operations to our Irvitiice from Westborough, Massachusetts
in 2003. We continue to pay rent on the former Ar€mises in Westborough. The lease expires in M@ 2

We believe that our existing facilities are adegquatmeet our needs and that existing needs ancefgtowth can be accommodated by
leasing alternative or additional space.

Item 3. Legal Proceedings

In August 2001, a purported class action lawsug filad in the United States District Court for tBeuthern District of New York agair
Autobytel and certain of Autobytel’s current andnfeer directors and officers (the “Autobytel Indivial Defendants”) and underwriters
involved in Autobytel’s initial public offering. Téncomplaints against Autobytel have been consa@diatith two other complaints that relate to
its initial public offering but do not name it aslafendant, and a Consolidated Amended Complalmthwis now the operative complaint, was
filed on April 19, 2002. This action purports tdegle violations of the Securities Act of 1933 ahd Securities Exchange Act of 1934. Plain
allege that the underwriter defendants agreedacatk stock in Autobyted’ initial public offering to certain investors irahange for excessi\
and undisclosed commissions and agreements by ithaesstors to make additional purchases of sto¢kénaftermarket at pre-determined
prices. Plaintiffs allege that the prospectus fatobytel’s initial public offering was false andstéading in violation of the securities laws
because it did not disclose these arrangementsadtien seeks damages in an unspecified amountadtiwn is being coordinated with
approximately 300 other nearly identical actiofsdfiagainst other companies. A motion to dismigsiesbing issues common to the companies
and individuals who have been sued in these acti@ssfiled on July 15, 2002. On October 9, 2008,Glourt dismissed the Autobytel
Individual Defendants from the case without pregedbased upon Stipulations of Dismissal filed ey phaintiffs and the Autobytel Individual
Defendants.
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On February 19, 2003, the Court denied the motiatigmiss the complaint against Autobytel. Autobites approved a Memorandum of
Understanding (“MOU") and related agreements wisiehforth the terms of a settlement between Autbthe plaintiff class and the vast
majority of the other approximately 300 issuer defnts. Among other provisions, the settlementeroptated by the MOU provides for a
release of Autobytel and the Autobytel IndividuafBndants for the conduct alleged in the actidmetovrongful and for Autobytel to underte
certain responsibilities, including agreeing toigsaway, not assert, or release certain poteci@hs Autobytel may have against its
underwriters. It is anticipated that any poterfiiahncial obligation of Autobytel to plaintiffs pswant to the terms of the MOU and related
agreements will be covered by existing insurantergfore, we do not expect that the settlementimithlve any payment by Autobytel. The
MOU and related agreements are subject to a nuafliEmtingencies, including the negotiation of lement agreement and its approval by
the court. We cannot determine whether or wheritkeseent will occur or be finalized and whether thecome of the litigation will have a
material impact on our results of operations oafiicial condition in any future period.

Between April and June 2001, eight separate pwrgariass actions virtually identical to the onedibkgainst Autobytel were filed against
Autoweb.com, Inc. (“Autoweb”), certain of Autowelisirrent and former directors and officers (the téweb Individual Defendants”) and
underwriters involved in Autoweb’s initial publidfering. The complaints against Autoweb have beamsolidated into a single action, and a
Consolidated Amended Complaint, which is now therafive complaint, was filed on April 19, 2002. Tioeegoing action purports to allege
violations of the Securities Act of 1933 and theB#ies Exchange Act of 1934. Plaintiffs allegattthe underwriter defendants agreed to
allocate stock in Autoweb’s initial public offering certain investors in exchange for excessivewarttisclosed commissions and agreements
by those investors to make additional purchasesoak in the aftermarket at pre-determined priéaintiffs allege that the prospectus for
Autoweb’s initial public offering was false and ieigding in violation of the securities laws becaiiskd not disclose these arrangements. The
action seeks damages in an unspecified amountadtien is being coordinated with approximately 8der nearly identical actions filed
against other companies. A motion to dismiss adéiigissues common to the companies and individuatshave been sued in these actions
was filed on July 15, 2002. On October 9, 2002 Gbert dismissed the Autoweb Individual Defenddrds the case without prejudice based
upon Stipulations of Dismissal filed by the plaffstiand the Autoweb Individual Defendants. On Feloyul9, 2003, the Court dismissed the
Section 10(b) claim without prejudice and with leawe replead but denied the motion to dismiss aiencunder Section 11 of the Securities
of 1933 against Autoweb. Autoweb has approved tiEMnd related agreements which set forth the tefrassettlement between Autoweb,
the plaintiff class and the vast majority of theetapproximately 300 issuer defendants. Amongrgit@visions, the settlement contemplated
by the MOU provides for a release of Autoweb arelAlatoweb Individual Defendants for the conductgdld in the action to be wrongful and
for Autoweb to undertake certain responsibilitiesjuding agreeing to assign away, not assertel@ase certain potential claims Autoweb may
have against its underwriters. It is anticipateat #imy potential financial obligation of Autowebgaintiffs pursuant to the terms of the MOU
and related agreements will be covered by existingrance. Therefore, we do not expect that thtessnt will involve any payment by
Autoweb. The MOU and related agreements are sutjechumber of contingencies, including the negimth of a settlement agreement an
approval by the court. We cannot determine whetherhen a settlement will occur or be finalized avttether the outcome of the litigation
will have a material impact on our results of opierss or financial condition in any future period.

We have reviewed the above class action matterslamibt believe that it is probable that a losstiogency has occurred, therefore, no
amounts have been recorded in our financial statane

From time to time, we are involved in other litiget matters relating to claims arising out of thidioary course of business. We believe
that there are no claims or actions pending omtiereed against us, the ultimate disposition of tviiould have a material adverse effect or
business, results of operations and financial cmxiHowever, if a court or jury rules againstausl the ruling is ultimately sustained on
appeal and damages are awarded against us, suahcould have a material and adverse effect orbasimess, results of operations and
financial condition.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of securitgled during the fourth quarter of 2003.
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PART Il

ltem 5. Market for Registrant’'s Common Equity and Related Stockholder Matters

Our common stock, par value $0.001 per share, déas uoted on the Nasdaq National Market undesytimdol “ABTL” since March
26, 1999. Prior to this time, there was no publarket for our common stock. The following tablessfetrth, for the calendar quarters indicated,
the range of high and low sales prices of our comstock as reported on the Nasdaq National Market.

Year High Low
2002
First Quartel $ 394 $1.71
Second Quarte $ 4.2 $2.3:
Third Quartel $ 3.0 $1.4¢
Fourth Quarte $ 328 $1.77
2003
First Quarte! $ 4.0z $2.4¢
Second Quarte $ 6.8z $3.4¢
Third Quartel $10.7¢  $5.51
Fourth Quarte $12.7C  $7.7¢
2004
First Quarter (through March 1, 20C $14.4C  $9.0:

As of February 29, 2004, there were 569 holdergodrd of our common stock. We have never declarguiid any cash dividends on
our common stock. We intend to retain all of ouufe earnings, if any, for use in our business,taedefore we do not expect to pay any cash
dividends on our common stock in the foreseeaklaéu
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Item 6. Selected Consolidated Financial Data

The following selected consolidated financial dsttauld be read in conjunction with our consoliddirdncial statements and relal
notes and Part Il. Item 7. “Management'’s Discussiod Analysis of Financial Condition and Result©perations’appearing elsewhere in t
Annual Report on Form 10-K. Our consolidated finahstatements and related notes and Part Il ItefiM@nagement’s Discussion and
Analysis of Financial Condition and Results of Ggiems” provide detailed information regarding aisgiions, deconsolidation, impairment,
restructuring and other charges which have impaotedesults of operation and financial conditiom @affect the comparability of the financ
data provided below. The statement of operatiota fbat the years ended December 31, 2003, 2002,, ZWD0 and 1999 and the balance sheet
data as of December 31, 2003, 2002, 2001, 2000.994€ are derived from our audited consolidatednitiel statements.

Statement of Operations Data:
Revenue:!
Operating expense
Sales and marketir
Product and technology developm
General and administrati\
Goodwill impairment

Autobytel.Europe restructuring, impairment and othéernationa

charges
Domestic restructuring and other charges,

Total operating expens

Income (loss) from operatiol
Loss on recapitalization of Autobytel.Eurc
Other income, ne

Income (loss) before minority interest and incoapeet
Minority interest

Income (loss) before income tax
Provision for income taxe

Net income (loss
Basic net income (loss) per shi
Diluted net income (loss) per shi
Shares used in computing basic net income (loss3te

Shares used in computing diluted net income (Ilpsskhare

Balance Sheet Data
Cash and cash equivalel
Shor-term investment
Working capital
Long-term investment
Total asset

Non-current liabilities
Accumulated defici
Stockholder equity
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Years Ended December 31

2003 2002 2001 2000 1999
(Dollar amounts in thousands, except per share daya
$ 88,94: $ 80,85 $ 71,06¢ $ 66,53: $40,29¢
52,64¢ 49,08: 50,64¢ 65,26¢ 44.17¢
18,72 22,69t 20,41( 22,84, 14,26:
11,46! 9,87¢ 14,97: 13,791 8,59¢
— — 22,86 — —
— 15,01¢ 7,22¢ — —
(27) 1,80( 4,51¢ — —
82,80: 98,46¢ 120,64 101,91( 67,03
6,14( (17,619 (49,579 (35,379 (26,739
— (4,16¢) — — —
1,28¢ 207 3,264 6,01 3,46¢
7,42¢ (21,579 (46,309  (29,36) (23,26
— 86€ 1,48¢ 36¢ —
7,42¢ (20,709  (44,82) (28,997 (23,26
8 6 27 42 53
$ 7,420 $(20,71) $ (44,85) $(29,03) $(23,320)
$ 022 $ (067) $ (1.8) $ (145 $ (1.49
$ 020 $ (067 $ (1.8) $ (145 $ (1.49
34,50¢ 31,14 24,40« 20,04 15,76¢
37,62¢ 31,14: 24,40« 20,04 15,76¢
December 31,

2003 2002 2001 2000 1999
$ 51.64: $ 27,57 $ 61,837 $ 81,94t $85,45]
3,991 — — — —
53,60¢ 25,27¢ 51,56: 68,44 74,75¢€
6,00( — — — —
96,32¢ 55,22« 90,78 123,61¢ 93,58:
— 25E — — —
(153,779 (161,19) (140,479 (95,627 (66,597
$ 82,81( $ 42,42: $ 60,39¢ $ 91,80¢ $ 76,70¢
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ltem 7. Management’s Discussion And Analysis Of Financiab@dition And Results Of Operations

You should read the following discussion of oumtessof operations and financial condition in cangtion with our consolidated financ
statements and related notes included elsewhehésidnnual Report on Form 10-K. This discussiontains forwardooking statements bas
on current expectations that involve risks and ttagaties. Actual results and the timing of certauents may differ significantly from those
projected in such forward-looking statements dua tmmber of factors, including those discussetiénsection entitled “Risk Factors” in Part
[. Item 1. “Business” in this Annual Report on Fotif-K.

Overview

We are an automotive marketing services compamhttips dealers sell cars and manufacturers budldds through efficient marketing,
advertising and customer relationship managemeRM)tools and programs primarily through the InetriWe own and operate the
automotive Web sites Autobytel.com, Autoweb.com;SBaart.com and AutoSite.com. We own AVV, a leadingvider of dealership lead
management tools and dealer management systeraxdedation services. We are also a leading proval@automotive marketing data and
technology through our Automotive Information Cerdévision.

On June 4, 2003, we acquired Applied Virtual Visibrc., now AVV, Inc. We acquired AVV for 711,108ares of our common stock
and $4.7 million in cash. We have included AVV’'sdicial position and results of operations, inalgdievenues, expenses, cash flows and
other relevant operating activity, from the dateofuisition in the discussion and analysis ofaansolidated financial position and results of
operations below.

On June 24, 2003, we completed the sale of a@6®I000,000 shares of common stock to six ingtinal investor groups in a private
placement for gross proceeds of $27.0 million, @A® per share. Net proceeds after commission#ued transaction costs were $25.6
million. We intend to use the proceeds for geneoaporate purposes, including potential acquisition

Fiscal year 2003 was our first year of profitakil¥Ve are currently experiencing growth in reveand net income. In addition, in the
past several quarters we have been able to bétexsifly our revenue mix. Our current businesstetip is to grow our existing business and
make acquisitions.

As of December 31, 2003, we had $61.6 million ishgacash equivalents, and short-term and long-tevestments. We generated $9.4
million in cash from operations during 2003. We esfto continue generating cash from operatiorz00v.

In the first half of 2003, our number of programalie relationships declined. In the second half@d3, we achieved positive net
additions to our number of program dealer relatigps We had 5,300 program dealer relationshipsf &ecember 31, 2003 compared to 5,
as of December 31, 2002. We expect to maintairtipesiet additions to program dealer relationsiip2004.

As of December 31, 2003 and December 31, 2002 ,adeapproximately 29,000 and 20,200 dealer relatigss respectively. As of
December 31, 2003, our dealer relationships casist approximately 18,700 enterprise dealer atatiips, 5,300 program dealer
relationships and 5,000 CRM dealer relationshipduiding approximately 3,400 AVV, 1,200 iManagetdad management tool) and 400 R
dealer relationships. As of December 31, 2002 eatat relationships consisted of approximately Q@ &nterprise dealer relationships, 5,400
program dealer relationships and 100 RPM dealatiogiships. AVV was acquired in June 2003 and wiendit count iManager dealer
relationships in 2002.

We conduct our business within one business segmwéitth is defined as providing automotive markgtiervices primarily through the
Internet.

Program fees consist of fees paid by program dealho participate in our Autobytel.com, Autoweb.cand CarSmart.com online car
buying referral networks. Program fees also comdiftes paid by dealers who use our lead managetioes. Fees paid by program dealers
participating in our car buying referral networke aomprised of monthly subscription and transactées for qualified consumer leads, or
purchase requests, which are directed to partiopg@rogram dealers. Autobytel.com program dealsiisg our referral services pay ongoing
monthly subscription fees based, among other thimgshe size of territory, demographics and, iy, the transmittal of qualified purchase
requests to them. Autoweb.com and CarSmart.conr@mogdealers using our referral services pay ongaiagthly subscription fees or
transaction fees based on the number of qualifizdhiase requests provided to them each month. &rodealers using our lead management
tools pay ongoing monthly subscription fees basethe level of functionality they have selectechirour
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suite of lead management tools. Program fees iededenues from AVV beginning on the date of adtjaig June 4, 2003. We expect to be
primarily dependent on our program dealers for mees in the foreseeable future.

Generally, our program dealer contracts have teamging from 90 days to one year and are terminail80 dayshotice by either part:
The majority of our program fees consist of monthpscription and transactional fees which aregeized in the period service is provided.
For the years ended December 31, 2003, 2002 arld péigram fees were $56.1 million, $58.0 milliord&52.3 million, or 63%, 72% and
74% of total revenues, respectively. Average mgrphbgram fees per dealer were $871, $810 and 872203, 2002 and 2001, respectively.

Enterprise sales include fees from major dealengs@nd automotive manufacturers for purchase stgjdelivered to enterprise dealers
and for use of our lead management tools and senés well as fees from manufacturers and othes feautomotive marketing data and
technology. Enterprise dealers consist of (i) dsaleat are part of major dealer groups with mbent25 dealerships with whom we have a
single agreement and (ii) dealers that are eligibleeceive purchase requests from us and/or uske@d management tools and services as par
of a single agreement with an automotive manufactor its automotive buying service affiliate. Magealer groups include AutoNation and
automotive manufacturers include manufacturers ssdBeneral Motors, Ford, Mercedes Benz and Makgaogram with a major
manufacturer accounted for approximately 10,00@rpnise dealer relationships as of December 313.20Be program automatically extends
in one month increments until terminated by ushermanufacturer. From time to time, a major degieup or automotive manufacturer may
significantly increase or decrease the number tdrprise dealers participating in our dealer nekwowe intend to strengthen the size and
quality of our relationships with major dealer gpsyautomotive manufacturers and other users ohzotive marketing services and
technology. Enterprise sales include revenues #&&Y beginning on the date of acquisition, June @02 Revenues from enterprise sales
were $15.2 million, $10.5 million and $6.6 millioor, 17%, 13% and 9% of total revenues, in 20032208 2001, respectively.

Advertising revenues represent fees from automatimaufacturers and other advertisers who targebwgers during the research,
consideration and decision making process on ou ¥ifes. Using the targeted nature of Internet didweg, manufacturers can advertise their
brands effectively on any of our four Web sitesdrgeting advertisements to consumers who arenasag vehicles, thereby increasing the
likelihood of influencing their purchase decisio@sir customizable advertising product, the Featiiedel Showcase, offers manufacturers
the opportunity to present detailed, enhanced inétion about a specific vehicle model to millioi®noline car shoppers on our Web sites.
Features can include purchase request functionatigge galleries, brochure requests and videoh Wither selling of our advertising
inventory and an increase in Internet advertispgnsling by automotive manufacturers, we anticiglae our advertising business in 2004 will
increase compared to 2003. Revenues from advertigane $11.8 million, $7.9 million and $4.3 milliam 2003, 2002 and 2001, or 13%, 10%
and 6% of total revenues, respectively.

Revenues from other products and services incleeg from our customer loyalty and retention mankgegtirogram for dealerships and
manufacturers called RPM, classified listings feed cars, data extraction services, internatiocehsing agreements and other products and
services. Beginning on June 4, 2003, the acquisdate of AVV, revenues from other products andises also include fees from our data
extraction service. We expect to increase the numbeealers subscribing to our RPM program. In2@D02 and 2001, revenues from other
products and services were $5.8 million, $4.4 orilland $7.8 million, or 7%, 5% and 11% of totalerewes, respectively.

To enhance the quality of purchase requests, eachase request is passed through our Quality igatibn System (QVSj¥which use
filters and validation processes to identify conswsrwith strong purchase intent before deliverimggurchase request to our program and
enterprise dealers. We have also implemented additcustom filters and validation processes tthirenhance our existing process of
validating consumer information. The implementatidrthese quality enhancing processes allows dgliger high quality purchase request:
our program and enterprise dealers. High qualitgipase requests are those that result in highngasitios. Closing ratio is the ratio of the
number of vehicles purchased at a dealer geneftaedpurchase requests to the total number of maehequests sent to that dealer. We
anticipate that improved purchase request qualitynelp us further reduce customer credits, reddealer turnover and increase revenues in
the future.

We delivered approximately 3.1 million and 3.6 iifl purchase requests through our online systemsogram and enterprise dealers in
2003 and 2002, respectively. Of these, approxima&e! million and 3.1 million were delivered to gram dealers and approximately 0.9
million and 0.5 million were delivered to entergridealers in 2003 and 2002, respectively. Purctegeests delivered to program dealers in
2003 decreased by 0.9 million, or 27%, compare2D@®. The decrease was a result of the implementafiQVS in August 2002, as we
rejected purchase requests that did not meet ghehqgualification standards. The decrease wasaatesult of a decline in our number of
program dealer relationships during 2003 compare2D02, due, in part, to our efforts to retain desthat provide a reasonable profit to us.
Our revenue
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per purchase request from program dealers incraask?B.89 in 2003 from $18.61 in 2002. Purchasgeests delivered to enterprise dealers in
2003 increased by 0.4 million, or 61%, compare?02, due to the addition of a major manufactuwenr enterprise program during 2002.
We expect the number of purchase requests we dédivaur program and enterprise dealers to incrae2604 compared to 2003.

To enhance our program dealers’ ability to selsagging our programs, we developed and implemerggdus tools and processes to
improve our dealer support. We contact all progdealers new to our programs to confirm their itibia on our programs and train their
personnel on the use of our programs and toolsaMéecontact our program dealers on a regular bagientify program dealers who are not
using our programs effectively, develop relatiopshvith program dealer principals and their pergbnesponsible for calling our customers
and to inform our program dealers about their ¢iffecess using surveys completed by our purclir@sading customers. In 2003, we realig
and invested additional resources in our salessapgort departments to improve our program dealationships.

Our relationship with program dealers may termiriatevarious reasons including:

» termination by the dealer due to issues with pase request volume, purchase request qualitynéeeases or lack of dedicated
personnel to manage the program effectiv

» termination by us due to the dealer providing potomer service to consumers or for nonpaymefeeasf by the deale
» termination by us of dealers that cannot providevitls a reasonable profi

» extinction of the manufacturer brand,

» selling or termination of the dealer franchi

In the second half of 2003, we achieved positiveadeitions to our number of program dealer retetiops. However, we cannot assure
that we will be able to continue to reduce our deadrnover. Our inability or failure to reduce tdurnover could have a material adverse
effect on our business, results of operations arah€ial condition.

Because our primary revenue source is from prodes, our business model is significantly differeatn many other Internet
commerce sites. The automobiles requested througWWeb sites are sold by dealers; therefore, wvel@o direct revenues from the sale of a
vehicle and have no significant cost of goods soddprocurement, carrying or shipping costs anthwentory risk.

Sales and marketing costs consist primarily of:

» fees paid to our Internet purchase request prowjdiecluding Internet portals and online automotifermation providers

» promotion and advertising expenses to build ountbi@vareness and encourage potential customeisitowr Web sites an
» personnel and other costs associated with saleketiray, training and support of our dealer netvso

Our Internet marketing and advertising costs, idiclg annual, monthly and variable fees, were $&dillifon, $31.1 million and $24.9
million in 2003, 2002 and 2001, respectively. Aisoluded in sales and marketing expenses are #ts palated to signing up new dealers and
their ongoing training and support, costs to suppor advertising and RPM revenues and costs agedcwith traditional media, such as
television, radio and print advertising. Sales aradketing costs are recorded as an expense iretiwghe service is provided. We expect
sales and marketing expenses as a percentageeoiueto be approximately the same in 2004 as i8.200
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Critical Accounting Policies and Estimates

Our consolidated financial statements are preparadcordance with accounting principles generatlgepted in the United States wh
require us to make estimates and assumptionsffieat the reported amounts of assets, liabilittegsenues and expenses, and disclosure of
contingent assets and liabilities. We believe tiiefving critical accounting policies, among otheesquire significant judgment in determini
estimates and assumptions used in the prepardtmur @onsolidated financial statements. Therelmano assurance that actual results will not
differ from our estimates and assumptions. Fortailgel discussion of the application of these atetioaccounting policies, see Note 2. of the
“Notes to Consolidated Financial Statements” irt Raritem 15. “Exhibits, Financial Statement Schis and Reports on Form 8-K” of this
Annual Report on Form 10-K.

Accounts Receivable. We maintain allowances for bad debts and customeelits. The allowance for bad debts is our estirohtead debt
expense that could result from the inability oussfl of our customers to pay for our services. 8$tenated provision for bad debts is charged
to operating expenses. The allowance for customeslits is our estimate of adjustments for purchiageests or other services that do not meet
our customersuality expectations. The estimated provision fsstomer credits is recorded as a reduction in nee®nOur estimates are ba
on our historical bad debt expense and customeite@eperience.

In prior periods, significant increases in requiedidwances for bad debts and customer credits hage recorded. During 2003, we
experienced an improvement in our collection ofoats receivable due to vigorous collection effartsl the improved quality of our products
and services. Based on this improvement, we haluecesl our allowances for bad debts and customditette 6% and 10% of accounts
receivable, respectively, as of December 31, 260@\pared to 17% and 21% of accounts receivablpeatisely, as of December 31, 2002.
The reductions included a $0.9 million decreasthénallowance for bad debts in the fourth quart&20®3. If we continue to improve the
quality of our accounts receivable, we may furtleeiuce our allowances for bad debts and custoreditsr Reductions in the estimated
provisions for bad debts and customer creditsecerded as a decrease in operating expenses amct@ase in revenues, respectively.

However, if there is a decline in the general eooisenvironment that negatively affects the finahcondition of our customers or an
increase in the number of customers that are difisatwith our services, additional allowanceslfad debts and customer credits may be
required and the impact on our business, resultpefations or financial condition could be materia

As of December 31, 2003 and 2002, accounts redeiatd allowances for bad debts and customer sredite as follows:

As of December 31,

2003 2002
Accounts receivabl $12,65: $10,97!
Allowance for bad debt (814) (1,912
Allowance for customer credi (1,257%) (2,3072)

(2,060 (4,214

Accounts receivable, n $10,58° $ 6,757

Investment in Equity Investee. We hold minority interests in unconsolidated suiasids. The subsidiaries are not publicly traded, an
therefore, the value of our minority interest iffidult to determine. Adverse changes in marketdittons or poor operating results of the
subsidiary underlying each investment could resulbsses or an inability to recover the carryiraue of our investment. We use estimates
make assumptions to determine if our investmeneasrienced a decline in value that is other tearporary and to determine the fair value
of the investment. In future periods, if the cangyivalue of our investments is determined to bexitess of the estimated fair value we will
recognize a non-cash charge for the impairmentofrovestment. During 2002, we recognized an $idilllon non-cash charge for the
impairment of our investment in Autobytel.Europe 2003, we received $2.2 million from Autobytel.Bpe as a partial return of capital. As of
December 31, 2003 our investment in Autobytel.Earajas $2.8 million.
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Capitalized Software. Changes in strategy and/or market conditions csigidificantly impact the estimated value of ouritajzed
software. We use estimates and make assumptialeteéomine the related estimated useful lives aaddh value of capitalized software. In
future periods, if the carrying value of capitatizeoftware is determined to be in excess of thenastd fair value, we will recognize a noast
charge for the impairment of capitalized softwdbaring 2002 and 2001, we recognized non-cash cearfi$1.9 million and $1.4 million,
respectively, for the impairment of capitalizedtaafre. As of December 31, 2003, we had capitalsz#tivare, net of amortization of $1.0
million.

Goodwill. Goodwill represents the excess of the purchase fwicacquisitions over the fair value of identifi@ assets and liabilities
acquired. We use estimates and make assumptialeddomine the fair value of acquired assets afditias. If estimates or assumptions
change in the future, we may be required to regomtwill impairment charges. During 2001, we reeard $22.9 million non-cash charge for
the full impairment of goodwill related to our agsjtion of A.I.N. Corporation. Based on our traiwital evaluation in 2002 and annual
evaluations in 2002 and 2003 of goodwill relatedtio acquisition of Autoweb, no impairment chargeswecognized. In 2003, we recorded
goodwill of $8.5 million related to the acquisitioh AVV. In future periods, if goodwill is determénl to be impaired we will recognize a non-
cash charge equal to the excess of the carryingevaler the determined fair value. There can bassarance that future goodwill impairment
tests will not result in a charge to earnings. ABecember 31, 2003, the balance of goodwill relatethe Autoweb and AVV acquisitions was
$16.8 million.

Contingencies . We are subject to proceedings, lawsuits and atlagms. We are required to assess the likelihdahg adverse
judgments or outcomes of these matters as welbtnpal ranges of probable losses. We are reqtireeicord a loss contingency when
unfavorable outcome is probable and the amouriefdss can be reasonably estimated. The amouesefves required, if any, for these
contingencies is determined after analysis of éadividual case. The amount of reserves may changee future if there are new material
developments in each matter.

Income Taxes. We account for income taxes in accordance with SRAS109, “Accounting for Income Taxes.” Under SFHNS. 109,
deferred income tax assets and liabilities arerdeteed based on the differences between the bodkeanbasis of assets and liabilities and are
measured using the currently enacted tax rateasrsd A valuation allowance is recorded againsedefl tax assets when it is more likely t
not that such deferred tax assets will not bezedliAs of December 31, 2003, we have recorded wafluation allowance against our deferred
tax assets.
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Results of Operations
The following table sets forth our results of opienas as a percentage of revent

Years Ended December 31

2003 2002 2001
Revenue:!
Program fee 63% 72% 74%
Enterprise sale 17 13 9
Advertising 13 10 6
Other products and servic 7 5 11
Total revenue 10C 10C 10C
Operating expense
Sales and marketir 59 61 71
Product and technology developm 21 28 29
General and administrati\ 13 12 21
Goodwill impairment — 32
Autobytel.Europe restructuring, impairment and o
international charge — 18 1C
Domestic restructuring and other charges, — 2 6
Total operating expens 93 122 17C
Income (loss) from operatiol 7 (22 (70
Other income (expens 1 (5) 5
Income (loss) before minority interest and incoareet 8 27) (65)
Minority interest — 1 2
Income (loss) before income tax 8 (26) (63
Provision for income taxe — — —
Net income (loss 8% (26)% (63)%

2003 Compared to 2002

Revenues. Our revenues increased by $8.0 million, or 109%488.9 million in 2003 compared to $80.9 million2802 due to growth i
enterprise sales, advertising and other produdtssarvices. As a result of the acquisition of AV &une 4, 2003, revenues include $3.6
million from dealers using our AVV products and\gees in 2003.

Program Fees. Program fees consist of fees paid by program dealbo participate in our new and used online cairtgureferral
networks. Program fees also consist of fees paideayers who use our lead management tools. F@kbyparogram dealers participating in
our referral networks are comprised of monthly stipsion and transaction fees for qualified consufeads, or purchase requests, which are
directed to participating program dealers. Dealsiag our referral services pay transaction fesgthan the number of qualified purchase
requests provided to them each month, or ongoingtitpsubscription fees based, among other thiogshe size of territory, demographics
and, indirectly, the transmittal of qualified puaste requests to them. Program dealers using aimlaaagement tools pay ongoing monthly
subscription fees based on the level of functitypaklected from our suite of lead management tdboisgram fees decreased by $1.9 million,
or 3%, to $56.1 million in 2003 compared to $58.i0iam in 2002. The decrease was primarily due tiealine during the first half of 2003 in
the number of paying dealers participating in @femral networks and the quantity of purchase retgugelivered to them partially offset by an
increase in average monthly program fees per dealkrevenue per purchase request. The numbeogfgim dealer relationships was 5,283
and 5,362 as of December 31, 2003 and 2002, régplgctThe number of purchase requests deliveradam was 2.2 million and 3.1 million,
average monthly program fees per dealer were $8@ %810 and revenue per purchase request was $23d8818.61 in 2003 and 2002,
respectively. The decrease in program fees wagald@lly offset by fees from dealers using o@denanagement tools as a result of the £
acquisition. We expect our program fee revenuasdease in 2004 compared to 2003 as we continuefarts to increase the number of
purchase requests we send to our program deadeis dealers only qualified purchase requests, ingdealer support and retention, increase
our fees per purchase request and increase ouruesdérom dealers using our lead management tools.
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Enterprise Sales. Enterprise sales include fees from major dealengg@nd automotive manufacturers for purchase stgjdelivered to
enterprise dealers and for use of our lead managaimas and services as well as fees from manurfext and other users for automotive
marketing data and technology. Enterprise dealamsist of (i) dealers that are part of major degteups with more than 25 dealerships with
whom we have a single agreement and (ii) dealatsafe eligible to receive purchase requests fremna/or use our lead management tools
and services as part of a single agreement witlutsmotive manufacturer or its automotive buyingyise affiliate. Major dealer groups
include AutoNation and automotive manufacturersude General Motors, Ford, Mercedes Benz and Mazdterprise sales increased by $4.7
million, or 45%, to $15.2 million in 2003 compared$10.5 million in 2002. The increase was prinyadilie to adding new enterprise
customers, selling more purchase requests to egististomers, improving the quality of our purchespiests and the acquisition of AVV. As
of December 31, 2003 and 2002, the number of emgerdealer relationships was 18,710 and 14,73Rectively. The number of purchase
requests delivered to enterprise dealers was Qli@méand 0.5 million in 2003 and 2002, respectivélle have added new enterprise custor
and, therefore, expect revenues from enterprigs salincrease in 2004 compared to 2003.

Advertising. Revenues from advertising represent fees recenoad dutomotive manufacturers and other advertisbrstarget car buye
during the research, consideration and decisiorimggkocess on our Web sites. Advertising revengesiased by $3.9 million, or 49%, to
$11.8 million in 2003 compared to $7.9 million iGA2. The increase was primarily due to higher spenly automotive manufacturers, more
effective selling of our advertising inventory, iacrease in the pricing of our advertising, andremease in the number of automotive
manufacturer customers. With further selling of auvailable advertising inventory and an increasternet advertising spending by
automotive manufacturers, we expect our advertigwgnues to increase in 2004 compared to 2003.

Other Products and Services. Revenues from other products and services incleee from RPM, international licensing agreements an
other products and services. Also, with the actjaisiof AVV on June 4, 2003, revenues from otherdurcts and services include fees from
data extraction service. Revenues from other prisdared services increased by $1.4 million, or 3t#45.8 million in 2003 compared to $4.4
million in 2002. The increase was primarily duatoincrease in RPM revenues and fees from dealérg our AVV products and services ¢
result of the acquisition, partially offset by acdease in revenues from international licensimggriting and other products and services. We
continue to focus our efforts on offering marketsegvices to dealers and automotive manufactéesexpect increases in revenues from
RPM and AVV products and services in 2004 comp#rezD03.

Sales and Marketing. Sales and marketing expense primarily includes @idugy and marketing expenses paid to our purchecpaest
providers and for developing our brand equity, all &s personnel and other costs associated witledeales, RPM and AVV sales, web site
advertising sales, and dealer training and supfates and marketing expense increased by $3.fmitir 7%, to $52.6 million in 2003
compared to $49.1 million in 2002. This repres&®% and 61% as a percent of total revenues in 2862002, respectively. The increase
primarily due to a $1.7 million increase in costs@ciated with sales and customer relationship tex@@mce, including AVV, which was
acquired on June 4, 2003, a $1.3 million increasmsts related to our growing RPM program as a@lbther marketing and advertising rel
expenses, a $0.5 million increase in traditionakeaiising expenses, and a $0.5 million increageanketing personnel and related costs,
partially offset by a $0.5 million decrease in omliadvertising as a result of the cost savingiefiities of QVS and improved purchase request
acquisition and distribution processes. We expactales and marketing expenses as a percentageeniues to remain flat in 2004 compared
to 2003.

Product and Technology Development. Product and technology development expense priynadludes personnel costs related to
developing new products, enhancing the featuregeod and functionality of our Web sites and ouetnet-based communications platform,
costs associated with our telecommunications antpoter infrastructure, costs related to data adldnelogy development and amortization of
software development costs. Product and technalegglopment expense decreased by $4.0 million8%, 1o $18.7 million in 2003
compared to $22.7 million in 2002. This repres@it% and 28% of total revenues in 2003 and 200pervely. The decrease was primarily
due to a $1.1 million decrease in personnel aratedicosts, a $0.8 million decrease in professiomasulting fees due to more effective use of
internal resources, a $0.6 million decrease in #raiion of software development costs and a $lilkomdecrease in other product and
technology development expenses, including resehagiing fees, data and licensing. In 2003, wendidcapitalize software development
costs since any costs that were incurred did net sygecified criteria under our software capitdi@apolicy. In 2002, we capitalized $1.4
million of software development costs related tharcements to RPM. We expect our product and téohpypaevelopment expenses as a
percentage of revenues to remain flat in 2004 coetpbtn 2003.

General and Administrative. General and administrative expense primarily cassiEexecutive, financial and legal personnel esgs
and costs related to being a public company. Géaathadministrative expense increased by $1.6
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million, or 16%, to $11.5 million in 2003 compared$9.9 million in 2002. This represents 13% an#oldf total revenues in 2003 and 2002,
respectively. The increase was primarily due t@ $0illion related to the relocation of our AIC op&ons from Westborough, Massachuseti
our corporate office in Irvine, California, a $0r8llion increase in legal and public company ex@snand a $0.9 million increase in other
general and administrative expenses, includingomersl and related costs. We expect our generahdmdnistrative expenses as a percentage
of revenues to slightly increase in 2004 compaoe2D03 due to fees associated with regulatory reqents for public companies.

Autobytel.Europe Restructuring, Impairment and Other International Charges. In 2002, we recorded non-cash charges of $4.0aniftor
terminated Autobytel.Europe contracts and $11.Ganiffor the impairment of our investment in AutaélyEurope.

Domestic restructuring charges and other benefits, net . In 2003, a benefit was recorded for a reductipadcrued restructuring charges
due to the final reconciliation of CarSmart’s ledéacility maintenance costs by the landlord. 1820we recorded a net charge of $1.8 million
in domestic restructuring and other charges. Thelmarge consisted of $1.9 million for the writd-of previously capitalized software which
was originally intended to be a standardized teldgyoplatform for global web site development. Tdmarge was partially offset by a net
benefit of $0.1 million consisting of a $1.0 millidenefit related to a reduction in the origindireate of a negotiated settlement with a ven
discounted legal fees and recovered legal costs &m0 insurance company, partially offset by chafe®0.9 million related to our lease
obligation on the vacant portion of AIC’s officecflities, severance costs for the restructuringwfoperations to reduce costs and enhance
efficiencies and abandoned acquisition costs.

Loss on Recapitalization of Autobytel.Europe. In 2002, we recorded a non-cash charge of $4.2omitelated to the partial disposition of
our investment in Autobytel.Europe.

Interest Income. In 2003, interest income decreased by $0.4 milliwr§4%, to $0.3 million compared to $0.7 million2002 due to
declining interest rates.

Income (Loss) in Equity Investees. In 2003, we recognized $0.2 million as our sharmodme in Autobytel.Europe. In 2002, the loss
recognized for Autobytel Australia was $0.4 milliand the loss recognized for Autobytel.Europe wiag $illion. Autobytel Australia ceased
operations in August 2002.

Other Income (Expense). Other income (expense) increased by $0.8 millio2083 compared to 2002 due to the negotiated seitieof
an outstanding note receivable and compensatibitityawith a former Autoweb employee.

Minority Interest . As of March 29, 2002, Autobytel.Europe was nagena majority-owned subsidiary as we reduced aureoship to
49%. Accordingly, we had no minority interest ir030

Income Taxes. No provision for federal income taxes has beenrdembas we generated taxable losses through Dec&hp2002 and
had nominal taxable income for the year ended Deeei®1, 2003 which will be offset by net operatiogs carryforwards. As of December
2003, we had approximately $63.0 million of fedematl $34.0 million of state net operating lossyfarmwards available to offset future taxa
income. These net operating loss carryforwardsrexpivarious years through 2022. We also haverfdad state research tax credit
carryforwards of $0.7 million and $0.5 million, petively. These research tax credits expire ifovaryears through 2022. Utilization of the
carryforwards is subject to an annual limitatiore da the ownership change limitations providedh®y Internal Revenue Code and similar state
provisions. The annual limitation may result in thepiration of the carryforwards before utilizatigkdditionally, the state of California has
suspended the deduction for net operating losy@eers for the 2003 tax year.

2002 Compared to 2001
Revenues. Our revenues increased by $9.8 million, or 14%480.9 million in 2002 compared to $71.1 millionZ@01.

Program Fees. Program fees consist of fees paid by program dealho participate in our Autobytel.com, Autoweb.cand
CarSmart.com online car buying referral networksede fees are comprised of initial fees and morshbscription and transaction fees for
qualified consumer leads, or purchase requestghdre directed to participating program dealergoBytel.com program dealers using our
services pay initial subscription fees, as welbagoing monthly subscription fees based, amongr dkiregs, on the size of territory,
demographics and, indirectly, the transmittal cdlified purchase requests to them. Autoweb.comnaragiealers using our services primarily
pay transaction fees based on the number of qedifurchase requests provided to them each mardhinaertain instances, initial fees.
CarSmart.com
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program dealers using our services pay initial sapson fees as well as ongoing monthly subsaripfiees or transaction fees based on the
number of qualified purchase requests providetiéateach month. Beginning in the second quart200®, program fees also include fees for
our new dealer call center and dealer traininggRnm fees increased by $5.7 million, or 11%, to.§%8illion in 2002 compared to $52.3
million in 2001. The increase was primarily dueat13.9 million increase as a result of our actjaisiof Autoweb partially offset by an $8.2
million, or 18%, decrease in Autobytel and CarSrpaogram fees due to a decline in the number oingagealers and the average fee paid per
dealer. We intend to continue our efforts to seaalers only qualified purchase requests, improadedesupport and increase our prices per
purchase request.

Enterprise Sales. Enterprise sales include fees from major dealengs@nd automotive manufacturers for purchase stgdelivered to
enterprise dealers and fees from manufactureretoed users for automotive marketing data and telcigy provided by AIC. Enterprise
dealers consist of (i) dealers that are part obma@galer groups with more than 25 dealerships witbm we have a single agreement and (ii)
dealers that are eligible to receive purchase guiem us as part of a single agreement withudonaotive manufacturer or its automotive
buying service affiliate. Automotive manufacturarslude manufacturers such as General Motors andl Emterprise sales increased by $3.9
million, or 59%, to $10.5 million in 2002 compared$6.6 million in 2001. The increase was primarélated to a $5.2 million increase in si
to new enterprise customers as a result of theisitiqn of Autoweb, a $2.7 million increase duesending more purchase requests to existing
customers and adding new enterprise customersalpadffset by a $4.0 million decrease in Autobyeaterprise sales due to the completion in
November 2001 of a o-time online locate-to-order vehicle test program.

Advertising. Revenues from advertising represent fees recenoed dutomotive manufacturers and other advertisbrstarget car buye
during the research, consideration and decisiorimggkocess on our Web sites. Advertising revenaeeased by $3.6 million, or 83%, to $
million in 2002 compared to $4.3 million in 2001h&dincrease was due to a $2.1 million increaserasudt of our acquisition of Autoweb and
an increase of $1.5 million, or 96%, in Autobytatl&CarSmart advertising revenues.

Other Products and Services. Revenues from other products and services incleesg for new products, continued products, legacy
products and international licensing agreements: pi®ducts include RPM. Continued products inclpdmlucts and services which we
continue to offer such as database marketing assified listings. Legacy products include consuaremted products and services which we
have redirected resources away from, such as fingniosurance and warranties. International licaagreements include agreements with
international third parties that are licensed te asr Autobytel brand name and, in most casesnt#ogy in their respective countries.
Revenues from other products and services decrégsg8.4 million, or 43%, to $4.4 million in 2002mpared to $7.8 million in 2001. In
2002, revenue from our new product, RPM, was $0llfom Revenue from classified listings, databasa&rketing and other continued prodt
increased $0.6 million, or 73%. These revenues wiset by a $4.7 million, or 67%, decline in fdemm legacy products, including insurance,
financing, warranties and web site maintenance jiraiednational licensing.

Sales and Marketing. Sales and marketing expense primarily includes didugy and marketing expenses paid to our purchecpaest
providers and for developing our brand equity, all @s personnel and other costs associated witledsales, training and support. Sales and
marketing expense decreased by $1.5 million, ort8%49.1 million in 2002 compared to $50.6 million2001. This represents 61% and 71%
as a percent of total revenue for 2002 and 20Gpeatively. The decrease was primarily due to a #6llion, or 79%, decrease in television,
print, radio and other traditional advertising,la@million, or 9%, decrease in other sales andketarg expenses, partially offset by an incr
in online advertising of $6.3 million, or 25%. THecline in offline advertising was a result of betfficiency of marketing spent on online
advertising. The increase in online advertisingemges was due to the delivery of purchase reqtedtalers added as a result of the
acquisition of Autoweb.

Product and Technology Development. Product and technology development expense priyniagludes personnel costs related to
developing new products, enhancing the featuregeob and functionality of our Web sites, our Inefrbased communications platform, costs
associated with our telecommunications and compnfeastructure, costs related to data and teclgyottevelopment at AIC and amortization
of software development costs. Product and teclgyadevelopment expense increased by $2.3 milliod,186, to $22.7 million in 2002
compared to $20.4 million in 2001. This repres@&% and 29% of total revenue for 2002 and 200hewetd/ely. The increase was primarily
due to a $2.2 million, or 22%, increase in persband related costs largely resulting from the agitjan of Autoweb, a $1.0 million, or 134%,
increase in amortization of software developmestsceelated to iManager and RPM, partially offsefl$0.5 million, or 100%, decrease in
executive severance, and a $0.4 million, decraaséhier product and technology development expefsesldition, we capitalized $1.4
million of software development costs related tharcements to RPM in 2002. Software
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development costs capitalized in 2001 were $3.lianiand were primarily related to the enhancenaésbftware licensed to our international
licensees.

General and Administrative. General and administrative expense primarily cassitexecutive, financial and legal personnel esgs
and costs related to being a public company. Géaathadministrative expense decreased by $5.lomilbr 34%, to $9.9 million in 2002
compared to $15.0 million in 2001. This represdr2® and 21% of total revenue for 2002 and 200bee/ely. The decrease was primarily
due to a $2.9 million, or 81%, decrease in leggle@ses due to resolution of litigation mattersG62 a $1.0 million, or 100%, decrease in
executive severance, a $0.9 million, or 100%, deszén goodwill amortization as result of the agwpbf the non-amortization provisions of
SFAS No. 142 on January 1, 2002, and a $0.3 mjltior3%, decrease in other general corporate ergens

Goodwill Impairment. In accordance with SFAS No. 142, goodwill of $8.diom recorded on our balance sheet in conneotidh our
acquisition of Autoweb in August 2001 is not amzetl. Instead, on at least an annual basis, we atedlloe carrying value of goodwill for
impairment. Based on our transitional and annualuations of goodwill in 2002, no impairment chawvgas recognized. In future periods, if
goodwill is determined to be impaired, we will rgoize a non-cash charge equal to the excess oftinging value over the fair value. There
can be no assurance that future goodwill impairntests will not result in a charge to earning20@1, we recorded a non-cash charge of
$22.9 million to reflect the impairment of goodwilllated to the acquisition of CarSmart.

Autobytel.Europe restructuring, impairment and other international charges. In 2002, we recorded non-cash charges of $4.0aniftor
terminated Autobytel.Europe contracts and $11.0Gaoniffor the impairment of our investment in AutaélyEurope. In 2001, we recorded a
charge of $7.2 million related to our internationpkrations which consists of $3.1 million relatedhe restructuring of Autobytel.Europe’s
operations, $1.4 million related to the impairmehobsolete international software and $2.7 millietated to the impairment of investments in
European joint ventures.

Domestic restructuring and other charges. In 2002, we recorded a net charge of $1.8 millidmiclv included a $1.9 million charge for the
impairment of previously capitalized software whigas originally intended to be a standardized tetdgy platform for global web site
development. We also incurred a charge of $0.9anillelated to our lease obligation on the vacamtipn of AIC’s office facilities, severance
costs for the restructuring of our operations ttuee costs and enhance efficiencies and abandenedsaion costs. The charge was partially
offset by a $1.0 million benefit related to a retilu in the original estimate of a negotiated setént with a vendor, discounted legal fees and
recovered legal costs from an insurance compan300i, we recorded a charge of $4.5 million whidmgrily consists of $2.6 million in
compensation costs related to the integration db¥ab into our business, restructuring costs 0d $dillion related to the reorganization of «
dealer operations, including personnel costs, akltion of duplicate facilities, and the impairmehfixed assets and contract termination costs
of $0.9 million related to online advertising ahe taftermarket program on our Web site as welhasmpairment of previously capitalized
software related to the aftermarket program.

Loss on recapitalization of Autobytel.Europe. In 2002, we recorded a non-cash charge of $4.2omitklated to the partial disposition of
our investment in Autobytel.Europe.

Interest Income. In 2002, interest income decreased by $2.6 millwry9%, to $0.7 million compared to $3.3 million2001 due to lowe
average cash balances and declining interest rates.

Foreign Currency Exchange Gain (Loss.) . Due to foreign exchange rate fluctuations in Gana nominal loss was realized in 2002.
Primarily due to foreign exchange rate fluctuationEurope, a $0.4 million gain was realized in 208s a result of a decrease in our
ownership of Autobytel.Europe, we no longer cordate Autobytel.Europe in our financial statements.

Lossesin Equity Investees. Losses in equity investees represent our shamseés in our Australian venture and Autobytel.Eardihe
loss recognized for Autobytel Australia has beeritéd to the amount of our investment in Austradia$0.4 million and $0.5 million, in 2002
and 2001, respectively.

Minority Interest. Minority interest represents the portion of AutadyEurope’s net loss allocable to other Autobytetdpe shareholders.
A portion of the loss generated by Autobytel.Eurape majority-owned subsidiary through March 2802, was allocated to its other
shareholders resulting in a gain of $0.9 millior2002 compared to a gain of $1.5 million in 200%.% March 29, 2002, Autobytel.Europe is
no longer a majority-owned subsidiary as we redwagdownership to 49%.

Income Taxes. No provision for federal income taxes has beenrdsmbas we incurred net operating losses througtember 31, 2002.
As of December 31, 2002, we had approximately ¥L&illion of federal and $77.4 million of state rogterating loss carryforwards available
to offset future taxable income. Of the $127.7 imnillof federal and $77.4 million of

35



Table of Contents

state net operating loss carryforwards, $16.6 omland $16.6 million, respectively, relate to Auatmactivities prior to the acquisition. These
net operating loss carryforwards expire in varigears through 2022. Also, Autobytel has federal state research tax credit carryforwards of
$0.2 million and $0.2 million, respectively. Utiidon of the net operating losses may be subjeahtannual limitation due to the ownership
change limitations provided by the Internal Reve@oele and similar state provisions. The annuatditiin may result in the expiration of net
operating loss carryforwards before utilization.digbnally, the state of California has suspendeddeduction for net operating loss carryo
for the tax years 2002 and 2003.

Stock-Based Compensation

In the first quarter of 1999, stock options werarged to employees and directors at exercise poic$3.20 and $16 per share, which
were below the fair market value at the date ohgria relation to these grants, we recognizedrexted compensation expense of $1.7 million
ratably over the vesting terms of one to four ye@mmpensation expense of $20,000 and $0.2 millias classified as general and
administrative expense in 2002 and 2001, respdytites of December 31, 2002, compensation expeslsgéad to these stock option grants:
fully recognized.

Stock Options Granted in 2003

In 2003, we granted stock options to purchase 358@shares of common stock under our 1996 Stamnbive Plan, 1998 Stock Option
Plan, 1999 Stock Option Plan, 1999 Employee andufsitipn Related Stock Option Plan, 2000 Stock @pfPlan and Amended and Restated
2001 Restricted Stock and Option Plan. The stotionp were granted at Autobytel’s common stockialpgrice on the date of grant. As of
December 31, 2003, we had 7,664,670 outstandir sfations.

Option Exchange Offer

On December 14, 2001 we commenced an offer to exgghall options outstanding under our stock optilams, including Autowe
options we assumed in connection with the acqaisitif Autoweb, that had an exercise price per sbhmeore than $4.00 for new options.

The offer expired on January 15, 2002. Pursuatitemffer, we accepted for cancellation on Jand&r2002, options to purchase
1,450,534 shares of common stock, representingappately 29% of the options that were eligibldotendered for exchange. On July 18,
2002, we granted new options to purchase an aggrefd@4 7,355 shares of common stock in exchangthfse options we accepted for
cancellation at a price of $2.35 per share which thia fair market value on the date of grant. Nmpensation expense was recorded as a
of the option exchange.

Liquidity and Capital Resources

As of December 31, 2003, we had $51.6 million ishcand cash equivalents. Our cash, cash equivaedtshorterm and lon-term
investments totaled $61.6 million as of December2B03, an increase of $34.1 million in 2003 coredao a decrease of $34.3 million in
2002.

Net cash provided by operating activities was $8ilion in 2003 compared to net cash used of $3lRam in 2002 and $19.7 million in
2001. Net cash provided in 2003 resulted from medine for the year before non-cash charges anditseinereased primarily by cash savings
from the amortization of a prepaid online marketggeement and insurance premium, the receiptrmfsfdrom an escrow settlement and the
receipt of funds from a settlement with a formetdweb employee partially offset by an increasecdooants receivable through higher billing
of our customers as result of our increased revenue

Net cash used in operating activities in 2002 tesyprimarily from the net loss for the year befoom-cash charges, including
recapitalization, restructuring and impairment aftédbytel.Europe, and a decrease in accounts payatieied expenses and deferred revel

Net cash used in operating activities in 2001 tesyprimarily from the net loss for the year befoom-cash charges, including
impairment of goodwill, and a decrease in prepajkases, interest income receivable, accounts pgyadrrued expenses and restructuring
liabilities.

Net cash used in investing activities was $13.Tionil $30.9 million and $0.1 million in 2003, 20@#d 2001, respectively. Cash used in
investing activities in 2003 was related to thecpaise of short-term investments in commercial papdrlong-term investments in government
sponsored agency bonds, our acquisition of AVV tedpurchase of
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property and equipment offset by a partial retdrowr investment in Autobytel.Europe. Cash usemhuesting activities in 2002 was primarily
due to the deconsolidation of Autobytel.Europe,eaditures for capitalized software related to axstemer relationship management softw
RPM, an investment in Autobytel Australia and tlheghase of computer hardware and software. Cashingevesting in 2001 primarily was
for expenditures for capitalized software and thechase of computer hardware and software offseglsh acquired in the Autoweb
transaction.

Net cash provided by financing activities was $2@i#ion, $0.3 million and $2.1 million in 2003, 2@ and 2001, respectively. Cash
provided by financing activities in 2003 was prihadue to $25.6 million in net proceeds from tfedesof common stock in a private placen
and $3.0 million from the sale of common stock tlgio stock option exercises and our employee staothase plan. Cash provided by
financing activities in 2002 was due to proceed®ired from the sale of common stock through stumtion exercises and our employee stock
purchase plan. Cash provided by financing actwitie2001 was from funding received from an inve&to investment in Autobytel.Europe.

Our cash requirements depend on several factaisidimg:

» the level of expenditures on marketing and adviagjsncluding the cost of contractual arrangemeritk Internet portals, onlin
information providers and other referral sourc

» the level of expenditures on product and technolbgyelopment

» the ability to increase the volume of purchase estpiand transactions related to our Web ¢
» the amount and timing of cash collection and disborents, an

» the cash portion of acquisition transactions aivt jeentures

We maintain allowances for bad debts and customeglits. The allowance for bad debts is our estimétead debt expense that could
result from the inability or refusal of our custaimi¢o pay for our services. The estimated proviswrbad debts is charged to operating
expenses. The allowance for customer credits i€stimate of adjustments for purchase requestther services that do not meet our
customers’ quality expectations. The estimated iprow for customer credits is recorded as a redndti revenue. Our estimates are based on
our historical bad debt expense and customer ceggitrience.

In prior periods, significant increases in requiedidwances for bad debts and customer credits hage recorded. During 2003, we
experienced an improvement in our collection ofoats receivable due to vigorous collection effartsl the improved quality of our products
and services. Based on this improvement, we haligcesl our allowances for bad debts and customditsite 6% and 10% of accounts
receivable, respectively, as of December 31, 2@d3pared to 17% and 21% of accounts receivablegotisply, as of December 31, 2002.
reductions include a $0.9 million decrease in fl@wance for bad debts in the fourth quarter of 200we continue to improve the quality of
our accounts receivable, we may further reduceabowances for bad debts and customer credits. s in the estimated provisions for
bad debts and customer credits are recorded aseade in operating expenses and an increaseenues, respectively.

However, if there is a decline in the general eooieenvironment that negatively affects the finahcondition of our customers or an
increase in the number of customers that are i8fisatwith our services, additional allowancesliad debts and customer credits may be
required and the impact on our business, resultpefations or financial condition could be materia

We do not have debt. We believe our current cadihcash equivalents are sufficient to meet our goatied cash needs for working
capital and capital expenditures for at least #net 42 months.

Our contractual commitments primarily consist oérgiing leases related to our facilities in IrviGalifornia, Westborough,
Massachusetts, and Westerville, Ohio, and our wolgy and communications infrastructure. The follogvare our contractual commitments
associated with our lease obligations and vendbgations as of December 31, 2003:

Years Ending December 31

2004 2005 2006 2007 2008 2009  Total

Operating lease $1,25€¢ $1,02: $20¢ $20¢ $19: $144 $3,03¢
Traditional advertising 78 — — — — — 78
Hosting and communicatic 28¢ 28€ 191 — — — 763
Total $1,62C $1,30¢ $40C $20¢ $19: $144 $3,87¢
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While we forecast and budget cash requirementangssons underlying the estimates may change aoltldmve a material impact on
our cash requirements. If capital requirements vaayerially from those currently planned, we mayuiee additional financing sooner than
anticipated. We have no commitments for any addtidinancing, and there can be no assurance tiyasiech commitments can be obtaine:
favorable terms, if at all.

Any additional equity financing may be dilutivedar stockholders, and debt financing, if availabf@y involve restrictive covenants
with respect to dividends, raising capital and ofirencial and operational matters which couldriesour operations or finances. If we are
unable to obtain additional financing as neededinoterms favorable to us, we may be required tacedhe scope of or discontinue our
operations or delay or discontinue any expansidrchvcould have a material adverse effect on osmass, results of operations and financial
condition.

Recent Accounting Pronouncements

In January 2003, the FASB issued FIN 46, “Constilisieof Variable Interest Entitiesdn Interpretation of Accounting Research Bulls
No. 51. FIN 46 requires certain variable interegities to be consolidated by the primary beneficiaf the entity if the equity investors in t
entity do not have the characteristics of a colitiglfinancial interest or do not have sufficieuéy at risk for the entity to finance its acties
without additional subordinated financial suppoonh other parties. FIN 46 is effective immediatigly all new variable interest entities created
or acquired after January 31, 2003. In DecembeB20@ FASB issued FIN 46R with respect to variablerest entities created before January
31, 2003, which among other things, revised thdempntation date to the first fiscal year or imeperiod ending after March 15, 2004, with
the exception of Special Purpose Entities (“SPERe consolidation requirements apply to all SPR'ghe first fiscal year or interim period
ending after December 15, 2003. We do not expecattoption of FINs 46 and 46R to have a materfetebn our financial position or results
of operations.

In December 2003, the Securities and Exchange Cesioni issued Staff Accounting Bulletin (SAB) No410Revenue Recognition,”
which revises or rescinds portions of its previguestisting revenue recognition guidance in ordemtike it consistent with current authorita
accounting and auditing guidance and SecuritiesExathiange Commission rules and regulations. Thetamodid not have a material effect
our financial position or results of operations.
ltem 7A. Quantitative and Qualitative Disclosures About MagkRisk

None.

Item 8. Financial Statements And Supplementary Data

Our Balance Sheets as of December 31, 2003 and&@Daur Statements of Operations, Stockha’ Equity and Cash Flows for ea
of the years in the three-year period ended DeceBhe2003, together with the reports of our indefsnt auditors, begin on page F-1 of this
Annual Report on Form 10-K and are incorporatecineoy reference.

Item 9. Changes In And Disagreements With Accountants OncAanting And Financial Disclosure
On May 21, 2002, we dismissed Arthur Andersen LER@ar independent accountants.

The report of Arthur Andersen on our consolidatedricial statements for 2001 contained no advepsean or disclaimer of opinion
and were not qualified or modified as to uncertgiatdit scope or accounting principle.

The decision to change independent accountantsegasmmended by the Audit Committee and approveth&Board of Directors.

During 2000 and 2001 and through May 21, 2002, ag o disagreements with Arthur Andersen on anyanat accounting principles
or practices, financial statement disclosure, alitng scope or procedure, which disagreementstif@solved to the satisfaction of Arthur
Andersen would have caused it to make referengetthe its report on our consolidated financialtsiments for such years.

During 2000 and 2001 and through May 21, 2002, ae:rio reportable events (as defined in Item 30%) @)X of Regulation S-K).
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Arthur Andersen furnished us with a letter addrddsethe Securities and Exchange Commission stétagit agrees with the above
statements. A copy of such letter, dated May 2R226 incorporated by reference as Exhibit 16te Annual Report on Form 10-K.

We engaged PricewaterhouseCoopers LLP as our rd@pémdent accountants as of May 21, 2002. Duri@ 20d 2001 and through
May 21, 2002, we did not consult with Pricewatere@oopers LLP on items which (1) were or shouldeHzeen subject to SAS 50 or (2)
concerned the subject matter of a disagreememipartable event with the former auditor (as desctiin Item 304(a)(2) of Regulation S-K).

Iltem 9A. Controls and Procedures

Under the supervision and with the participatiomof management, including our principal executffecer and principal financie
officer, we conducted an evaluation of our disctestontrols and procedures, as such term is defimBdile 13a-15(e) promulgated under the
Securities Exchange Act of 1934, as amended, Beoémber 31, 2003. Based on their evaluation, oocipal executive officer and principal
financial officer concluded that our disclosure trols and procedures are effective in alertingrmanagement, including our principal
executive officer and principal financial officéo, material information required to be includediur periodic reports filed with the Securities
and Exchange Commission. It should be noted tlatiisign of any system of controls is based inygaoh certain assumptions about the
likelihood of future events, and there can be rememnce that any design will succeed in achiewmgtated goals under all potential future
conditions, regardless of how remote.

On a regular basis, we review and modify our iraeoontrols and procedures. There have been na@ekan our internal controls and
procedures during our fiscal quarter ended Decel®be2003 that have materially affected, or arsgaably likely to materially affect, our
internal control over financial reporting.

PART IlI

Iltem 10. Directors And Executive Officers Of The Registrant

We will file the information called for in this ite not later than 120 days after our fiscal year @etember 31, 2003) in our definitive
Proxy Statement in connection with our 2004 AnrMakting of Stockholders pursuant to Regulation bd#he Securities Exchange Act of
1934, as amended, or in an amendment to this ArRegabrt on Form 10-K.

ltem 11. Executive Compensation

We will file the information called for in this ite not later than 120 days after our fiscal year @etember 31, 2003) in our definiti
Proxy Statement in connection with our 2004 Anriakting of Stockholders pursuant to Regulation bd#he Securities Exchange Act of
1934, as amended, or in an amendment to this ArRegabrt on Form 10-K.

Iltem 12. Security Ownership Of Certain Beneficial Owners Adianagement

We will file the information called for in this ite not later than 120 days after our fiscal year @etember 31, 2003) in our definitive
Proxy Statement in connection with our 2004 Anriakting of Stockholders pursuant to Regulation bd#he Securities Exchange Act of
1934, as amended, or in an amendment to this Arikegadrt on Form 10-K.

ltem 13. Certain Relationships And Related Transactions

We will file the information called for in this ite not later than 120 days after our fiscal year @etember 31, 2003) in our definitive
Proxy Statement in connection with our 2004 Anriakting of Stockholders pursuant to Regulation dd#he Securities Exchange Act of
1934, as amended, or in an amendment to this ArkRegabrt on Form 10-K.

Iltem 14. Principal Accounting Fees and Services

We will file the information called for in this ite not later than 120 days after our fiscal year @etember 31, 2003) in our definiti
Proxy Statement in connection with our 2004 Anriakting of Stockholders pursuant to Regulation bd#he Securities Exchange Act of
1934, as amended, or in an amendment to this ArkRegabrt on Form 10-K.
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PART IV

Item 15. Exhibits, Financial Statement Schedulesnal Reports on Form 8-K
(a) The following documents are filed as a paithig Annual Report on Form 10-K:
(1) Financial Satements:

Page
Index F-1
Report of Independent Audito F-2
Report of Previous Independent Public Account F-3
Consolidated Balance She: F-4
Consolidated Statements of Operati F-5
Consolidated Statements of Stockhol’ Equity F-6
Consolidated Statements of Cash Flc F-7
Notes to Consolidated Financial Stateme F-9

(2) Financial Satement Schedules:

Schedule I— Valuation and Qualifying Accoun F-3C

All other schedules have been omitted since theired information is presented in the financiatesteents and the related notes or
is not applicable.
(3) Exhibits:

The exhibits filed or furnished as part of this AlmhReport on Form 10-K are listed in the Indekhibits immediately preceding
such exhibits, which Index to Exhibits is incorp@aherein by reference.

(b) Reports on Form 8-K:
The following report on Form 8-K was furnished dhgrithe last quarter of the period covered by thsual Report on Form 10-K:
On October 28, 2003, we furnished a Form 8-K utiigen 12 announcing our financial results for thiedtlquarter of 2003.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d)f the Securities Exchange Act of 1934, the regiant has duly caused this
report to be signed on its behalf by the undersigrk thereunto duly authorized, on the 12" day of March 2004.

A UTOBYTEL | NC.

By: /sl JEFFREYA. S CHWARTZ

Jeffrey A. Schwart.
Chief Executive Officer, President and Director

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each ofdlaytel Inc., a Delaware corporation, and the usideied Directors and
Officers of Autobytel Inc. hereby constitute angbaimt Jeffrey A. Schwartz, Hoshi Printer or Arietdr as its, his or her true and lawful
attorneys-in-fact and agents, for it, him or hed amits, his or her name, place and stead, inaatlyall capacities, with full power to act alone,
to sign any and all amendments to this report,tarfile each such amendment to this report, witleshibits thereto, and any and all docum
in connection therewith, with the Securities andtiange Commission, hereby granting unto said ayasin-fact and agents, and each of
them, full power and authority to do and perforny and all acts and things requisite and necessarg tlone in connection therewith, as fully
to all intents and purposes as it, he or she nughbuld do in person, hereby ratifying and confirgnall that said attorneys-in-fact and agents,
or any of them may lawfully do or cause to be dbyeirtue hereof.

Pursuant to the requirements of the Securities Exadnge Act of 1934, this report has been signed beldw the following persons ol
behalf of the registrant and in the capacities andn the dates indicated.

Signature Title Date
/s/  MIcHAEL F ucHs Chairman of the Board and Director March 12, 2004
Michael Fuchs
/s/  JEFFREYA. S CHWARTZ Chief Executive Officer, President and Direc March 12, 200

(Principal Executive Officer)
Jeffrey A. Schwart:

/s/ HOsHIP RINTER Executive Vice President and Chief Financial March 12, 2004
Officer (Principal Financial Officer and Princij
Hoshi Printel Accounting Officer)
/sl JEFFReEYH. C OATS Director March 12, 2004

Jeffrey H. Coat:

/s/ ROBERTS. GRIMES Director March 12, 200

Robert S. Grime

/sl  MaARK N. K APLAN Director March 12, 2004

Mark N. Kaplan

/s/ RICHARDA. PosT Director March 12, 200«

Richard A. Pos

/sl MARKR. Ross Director March 12, 2004

Mark R. Ros:
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Autobytel Inc.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page
Report of Independent Audito F-2
Report of Previous Independent Public Account F-3
Consolidated Balance She: F-4
Consolidated Statements of Operati F-5
Consolidated Statements of Stockhol’ Equity F-6
Consolidated Statements of Cash Flc F-7
Notes to Consolidated Financial Stateme F-9
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholders of
Autobytel Inc.:

In our opinion, the consolidated financial statetadisted in the index appearing under Item 151(agf page 40 present fairly, in all
material respects, the financial position of Autigbync. and its subsidiaries at December 31, 20@82002, and the results of their operations
and their cash flows for each of the two yeardqperiod ended December 31, 2003 in conformith adtcounting principles generally
accepted in the United States of America. In addjtin our opinion, the financial statement schedisted in the index appearing under Item
15.(a)(2) on page 40 presents fairly, in all maleespects, the information set forth therein wiead in conjunction with the related
consolidated financial statements. These finarst&bments and the financial statement schedultnanmesponsibility of the Company’s
management; our responsibility is to express aniopion these financial statements and the finhstaement schedule based on our audits.
We conducted our audits of these statements irrdaonoe with auditing standards generally acceptedd United States of America, which
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements,
assessing the accounting principles used and mignifestimates made by management, and evaluhtngverall financial statement
presentation. We believe that our audits providessonable basis for our opinion. The consolidfitethcial statements and the financial
statement schedule of the Company for the yearcebdeember 31, 2001 were audited by other indepegraeountants who have ceased
operations. Those independent accountants exprassaaqualified opinion on those financial stateteemd the financial statement schedule
in their report dated January 25, 2002, beforegehisions described in Note 8.

As discussed above, the financial statements abldyiel Inc. and its subsidiaries for the year enbedember 31, 2001, were audited by
other independent accountants who have ceasedtiopstaAs described in Note 8., these financiaksteents have been revised to include the
transitional disclosures required by Statementiodficial Accounting Standards No. 142, “Goodwildadther Intangible Assets,” which was
adopted by the Company as of January 1, 2002. Wiealthe transitional disclosures described ineN&tlin our opinion, the transitional
disclosures for 2001 in Note 8. are appropriatewvéle@r, we were not engaged to audit, review, otyagpy procedures to the 2001 financial
statements of the Company other than with respestith disclosures and, accordingly, we do notesguan opinion or any other form of
assurance on the 2001 financial statements takamwdle.

/s/ PRICEWATERHOUSEC OOPERSLLP

PricewaterhouseCoopers LLP
Orange County, California
March 10, 2004
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The following report is a copy of a report previouy issued by Arthur Andersen LLP. This report has rot been reissued by Arthur
Andersen LLP.

REPORT OF PREVIOUS INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders of
Autobytel Inc.:

We have audited the accompanying consolidated balgineets of Autobytel Inc., a Delaware corporaton subsidiaries as of
December 31, 2001 and 2000, and the related colasedl statements of operations, stockholders’ eauid cash flows for each of the three
years in the period ended December 31, 2001. Téwmsmlidated financial statements are the respibibgitf the Compan’s management. O
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with audgiagdards generally accepted in the United Statesse standards require that we
plan and perform the audit to obtain reasonablerasse about whether the consolidated financi&stants are free of material misstatement.
An audit includes examining, on a test basis, ewigesupporting the amounts and disclosures initla@dial statements. An audit also includes
assessing the accounting principles used and gignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategapects, the financial position of
Autobytel Inc. and subsidiaries as of December28D1 and 2000, and the results of their operatmnstheir cash flows for each of the three
years in the period ended December 31, 2001 inocorify with accounting principles generally accepie the United State

Our audit was made for the purpose of forming aniop on the basic financial statements takenwaba@le. The schedule listed in the
index of financial statements is presented for psgs of complying with the Securities and Excha@gemission’s rules and is not part of the
basic financial statements. The schedule has hdgacted to the auditing procedures applied iratigit of the basic financial statements and,
in our opinion, fairly state in all material respethe financial data required to be set forthahrem relation to the basic financial statements
taken as a whole.

A RTHURA NDERSENLLP

Los Angeles, California
January 25, 2002
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AUTOBYTEL INC.

CONSOLIDATED BALANCE SHEETS
(Dollar amounts in thousands, except share and peshare data)

December 31 December 31
2003 2002

ASSETS
Current asset:
Cash and cash equivale $ 51,647 $ 27,57
Shor-term investment 3,991 —
Accounts receivable, net of allowances for bad slabtl customer credits of $2,066 and $4,214,
respectively (Note 2, 10,581 6,751
Prepaid expenses and other current a 903 3,49¢
Total current asse 67,12¢ 37,82:
Long-term investment 6,00(
Property and equipment, r 2,13¢ 2,08¢
Capitalized software, ni 1,024 2,10¢
Investment in equity investe 2,81(C 4,74¢
Goodwill 16,83( 8,367
Other asset 40C 96
Total asset $ 96,32¢ $ 55,22

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:

Accounts payabl $ 4,06: $  3,62¢
Accrued expense 5,03¢ 4,79¢
Deferred revenue 3,72 3,57¢
Customer deposit — 76
Accrued restructurir—current 25€ 22¢
Other current liabilitie: 441 34¢

Total current liabilities 13,51¢ 12,547
Accrued restructurir—nor-current — 25E

Total liabilities 13,51¢ 12,80:

Commitments and contingencies (Note

Stockholder’ equity:
Preferred stock, $0.001 par value; 11,445,187 steuthorized; none outstandi — —
Common stock, $0.001 par value; 200,000,000 stearg®rized; 37,786,767 and 31,195,681 shares

issued and outstanding, respectiv 38 31
Additional paic-in capital 236,54« 203,62:
Accumulated other comprehensive | — (40)
Accumulated defici (153,777 (161,19)

Total stockholder equity 82,81( 42,42:
Total liabilities and stockholde’ equity $ 96,32¢ $ 55,22«

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

CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollar amounts in thousands, except share and peshare data)

Revenues
Program fee
Enterprise sale
Advertising
Other products and servic

Total revenue

Operating expense
Sales and marketir
Product and technology developm
General and administrati\
Goodwill impairment
Autobytel.Europe restructuring, impairment and othéernational charge
Domestic restructuring and other charges,

Total operating expens:

Income (loss) from operatiol

Loss on recapitalization of Autobytel.Eurc
Interest incom

Foreign currency exchange gain (lo
Income (loss) in equity investe

Other income (expens

Income (loss) before minority interest and incoareet
Minority interest

Income (loss) before income tax
Provision for income taxe

Net income (loss

Net income (loss) per shal
Basic

Diluted

Shares used in computing net income (loss) pees
Basic

Diluted

Comprehensive income (los:
Net income (loss
Translation adjustmel

Comprehensive income (los

Years Ended December 31,

2003 2002 2001
$ 5614 $ 58006 $ 52,30¢
15,18« 10,50« 6,61(
11,81¢ 7,91¢ 4,321
5,79¢ 4,42¢ 7,831
88,94: 80,85¢ 71,06¢
52,64¢ 49,08: 50,64
18,72: 22,69 20,41(
11,46 9,87¢ 14,97:
— — 22,86
— 15,01¢ 7,22¢
@27 1,80( 4514
82,80: 98,46¢ 120,64
6,14( (17,619 (49,579
— (4,169) —
31€ 68€ 3,33¢
10 ) 42€
217 (434) (500)
74E (43) —
7,42¢ (21,57 (46,309)
— 86¢€ 1,48¢
7,42¢ (20,709 (44,82
8 6 27
$ 7420 $ (20,71) $ (44,85)
$ 022 $ (067 $ (189
$ 020 $ (067 $ (189
34,508,03  31,143,09  24,403,60
37,625,64  31,143,09  24,403,60
$ 7420 $ (20,71) $ (44,85)
40 (512) (2,427)
$ 7460 $ (21,220 $ (47,279

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(Dollar amounts in thousands, except share and peshare data)

Common Stock Accumulated

Additional Other
Number of Warrants Paid-In Comprehensive Accumulated
Shares Amount Capital Loss Deficit Total
Balance, December 31, 20 20,336,08 20 1,332 186,09 (16) (95,627) 91,80¢
Issuance of common stock upon acquisi
of Autoweb 10,504,80 11 — 14,32( — — 14,33!
Issuance of common stock upon exercis
stock options 6,66 — — 5 — — 5
Issuance of common stock under employee
stock purchase ple 121,82 — — 11¢€ — — 11¢
Expiration of warrant: — — (1,339 1,332 — — —
Stock-based compensatic — — — 242 — — 242
Net gain on sale of subsidiary stc — — — 1,16¢ — — 1,16¢
Foreign currency translation adjustm: — — — — (2,422) — (2,422
Net loss — — — — — (44,852)  (44,85)
Balance, December 31, 20 30,969,37 31 — 203,28 (2,439 (140,479 60,39¢
Issuance of common stock upon exercis
stock options 98,29t — — 168 — — 163
Issuance of common stock under empla
stock purchase ple 128,02( — — 16C — — 16C
Adjustment for fractional shares on
exchange of Autoweb shares for
Autobytel share (11) — — — — — —
Stoclk-based compensatic — — — 20 — — 20
Deconsolidation of Autobytel.Euroy — — — — 2,91( — 2,91C
Foreign currency translation adjustm: — — — — (512 — (512
Net loss — — — — — (20,719 (20,714
Balance, December 31, 20 31,195,68 31 — 203,62: (40 (161,19) 42,42:
Issuance of common stock upon acquisi
of AVV, Inc. 711,10¢ 1 — 4,31¢ — — 4,31¢
Issuance of common stock upon priv
placement, net of transaction costs of
$1,435 5,000,00! 5 — 25,56( — — 25,56¢
Issuance of common stock upon exercis
stock options 789,75¢ 1 — 2,812 — — 2,81z
Issuance of common stock under empla
stock purchase ple 90,22: — — 183 — — 182
Adjustment for fractional shares on
exchange of Autoweb shares for
Autobytel share (5) — — — — — —
Stoclk-based compensatic 51 — — 51
Foreign currency translation adjustm — — — — 40 — 40
Net income — — — — — 7,42( 7,42(
Balance, December 31, 20 37,786,76 $ 38 —  $236,54: $ —  $(153,77) $82,81(

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollar amounts in thousands, except share and peshare data)

Cash flows from operating activitie
Net income (loss

Adjustments to reconcile net income (loss) to rehcprovided by (used in) operating activiti

Non-cash charge:
Depreciation and amortizatic
Provision for (recovery of) bad de
Loss on disposal of property and equiprr
Stoclk-based compensatic
Autobytel.Europe restructuring and impairm
Loss on recapitalization of Autobytel.Eurc
(Income) loss in equity investe
Minority interest
Impairment of goodwil
Impairment of investments in foreign entit
Impairment of property and equipme
Write-down of capitalized software cos
Changes in assets and liabilities, excluding tlfecebf acquisitions
Accounts receivabl
Prepaid expenses and other current a
Other asset
Accounts payabl
Accrued expense
Deferred revenue
Customer deposit
Accrued restructurir—current
Other current liabilitie:
Accrued restructurir—non curren

Net cash provided by (used in) operating activi

Cash flows from investing activitie
Deconsolidation of Autobytel.Euroy
Acquisition of business, net of cash acqui
Purchases of shi-term and lon-term investment
Sale of investment in foreign entiti
Return of investment (investment) in foreign eat
Investment in debt security of foreign entit
Notes receivable from foreign ent
Repayment of notes receivable from foreign er
Purchases of property and equipm
Proceeds from sale of property and equipn
Capitalized software cos

Net cash used in investing activiti
Cash flows from financing activitie
Capital lease paymen
Net proceeds from sale of common st
Net proceeds from sale of subsidiary company s
Net cash provided by financing activiti

Effect of exchange rates on cz

Net increase (decrease) in cash and cash equis

Year Ended December 31

2003 2002 2001
$ 7,420 $(20,719 $(44,85)
2,60¢ 3,366 3,00
(56§  1,22(  3,35¢
38 41 561
51 20 242
— 15,01 —
—  4,16¢ —
(217) 434 50C
— (866) (1,485
— — 22,86
— — 214
— — 257
— 1931 1,43
(2,449) 77¢ 97¢
2,617 90  3,02¢
21 58 3
386 (5541 (1,78
457 (3,129  (4,85%)
145 (1,139 (920)
(76) (16) (84)
35 (88) (3,644
68 10€ (71)
(255) 25E (482)
9,36¢ (3,189 (19,719
— (28,169 —
(4,857) — 5,609
(9,991) — —
— — 10¢
2,15: (400) (419
— — (88)
— — (106)
— — 292
(1,057 (1,087 (2,444
7 16¢€ —
— (141) (3,139
(13,74) (30,899 (91)
(157) — —
28,56 32z 122
— — 2,00
28,40« 32z 2,128
40 (512) (2,429
24,07 (34,266 (20,109



Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

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

Cash paid during the period for inter

27,57

61,831

81,94¢

$ 51,64

$ 8

$ 18

The accompanying notes are an integral part oktbessolidated financial statements.
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Supplementidisclosure of no-cash investing and financing activitit

* In August 2002, due to a change in our originaheste of accounts receivable acquired in the Autoe@m, Inc. acquisition, w
increased accounts receivable and decreased gbbghv$#R277.

e In June 2003, in conjunction with the acquisitidrA¥V, Inc., assets of $10,191 were acquired (inahg $173 of fixed ass
acquired under capital leases), liabilities of B @&ere assumed and 711,109 shares of commonsbetd at $4,316 were issued.
(See Note 5.

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands, except share and peshare data)

1. Organization and Operations of Autobytel

Autobytel Inc. (Autobytel) is an automotive markegtiservices company that helps dealers sell carsramufacturers build bran
through efficient marketing, advertising and customelationship management (CRM) tools and prognarimsarily through the Internet.
Autobytel owns and operates the automotive Wels gitgobytel.com, Autoweb.com, CarSmart.com and 8itgocom. Autobytel owns AVV,
Inc. (AVV), a provider of dealership lead managetrtenls and dealer management system data exmasgiwices. Autobytel is also a provi
of automotive marketing data and technology throitgyutomotive Information Center (AIC) division.

Autobytel provides tools and programs to automotigalers and manufacturers to help them increasketiveg efficiency and reduce
customer acquisition costs.

Autobytel is a Delaware corporation incorporatedviay 17, 1996. Autobytel was previously formed ial®vare in January 1995 as a
limited liability company under the name Auto-Byl LLC. Its principal corporate offices are lodaia Irvine, California. Autobytel complet
an initial public offering in March 1999 and itsramon stock is listed on the Nasdaq National Maudketer the symbol ABTL.

Autobytel achieved net income for the year endedebwer 31, 2003. However, from its inception inutag 1995 through December :
2002, Autobytel has experienced annual operatisgel® and has an accumulated deficit of $153,7@2 Becember 31, 2003. Autobytel
believes current cash and cash equivalents aneisuatfto meet anticipated cash needs for workegjtal and capital expenditures for at least
the next 12 months.

2. Summary of Significant Accounting Policies
Principles of Consolidation

The accompanying consolidated financial statemiastade the accounts of Autobytel and its whollylanajority owned direct and
indirect subsidiaries. Autobytel’s wholly and mafgrowned subsidiaries include: Autobytel ServiGporation, Autoweb.com, Inc.
(Autoweb), AVV, Inc., A.l.N. Corporation (A.I.N. o€arSmart), Auto-By-Tel Acceptance Corporation,&Bty-Tel Insurance Services, Inc., e-
autosdirect.com inc., Autobytel Information Serg@dec. and Autobytel Acquisition Corp.

Autobytel.ca inc., Kre8.net inc., iBuy Inc., Autaibns Communications, Inc. and I-Net Training Teslbgies, LLC are included in
Autobytel’s consolidated financial statements aBetember 31, 2002. As a result of the dissolutibinese entities during 2003, they are no
longer included in Autobytel’s consolidated finas@tatements except for their results of operatibnough the date of dissolution which was
September 30, 2003 for Autobytel.ca inc., Kre8inet, iBuy Inc. and AutoVisions Communications, laaid October 31, 2003 for I-Net
Training Technologies, LLC. There was no impactaobytel’s financial position, results of operator cash flows as a result of the
dissolution of these entities.

Autobytel no longer consolidates Autobytel.EuropeCl(Autobytel.Europe), Autobytel.Europe Investmny., Autobytel.Europe
Holdings B.V. and Autobytel France SA in its finsalstatements as a result of a reduction in Autelis/ownership in Autobytel.Europe in
March 2002. (See Note 3.)

Investments in entities in which Autobytel has #idity to exercise significant influence, but rmintrol, are accounted for using the
equity method. Autobytel accounts for its investirianAutobytel.Europe (See Note 3.), Autobytel Yapad Autobytel Australia under the
equity method. The application of the equity methdith respect to Autobytel’s investment of $126Autobytel Japan has been suspended, as
this amount was fully expensed in 1999. Autobyt#ll esume application of the equity method whensihare of net income equals its share of
net losses unrecognized during the suspensiondeXittobytel’s investments of $500 and $400 in Awtel Australia were fully expensed in
2001 and 2002, respectively. Autobytel Australiasssl operations in August 2002.

All intercompany transactions and balances have béminated in consolidation.
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Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in confoymiith generally accepted accounting principleguiees Autobytel to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingssets and liabilities at the date of the
financial statements and the reported amountsvefnges and expenses during the reporting periotlafcesults could differ from those
estimates.

Cash and Cash Equivalents

For purposes of the consolidated balance sheettharmbnsolidated statements of cash flows, Audlgdansiders all highly liquid
investments with a maturity of three months or kgsthe date of purchase to be cash equivalents.

Short-Term and Long-Term I nvestments

In 2003, Autobytel began investing in short-ternd éang-term securities. Autobytel considers alléstments with a remaining maturity
of three months to one year to be short-term imuests and those with a remaining maturity of mbemtone year to be lortgrm investment:
All of Autobytel’s long-term investments mature it 24 months. In accordance with Financial Accovh6tandards Board (FASB)
Statement of Financial Accounting Standards (SFA&)115 “Accounting for Certain Investments in Dabt Equity Securities” and based on
Autobytel’s intentions, all marketable debt segesitand long-term debt investments are classiféelgedd-to-maturity and reported at amortized
cost. As of December 31, 2002 Autobytel had no @asested in short-term or long-term securities.

As of December 31, 2003, the amortized cost bagigregate fair value, unrealized gains and losgsgturity type were as follows:

Amortized
Aggregate
Cost Basit Unrealized Unrealized
) Fair
Value Gains Losses
Shor-term investments, he-to-maturity:
Commercial pape $ 3,991 $ 3,991 $  — $  —
Long-term investments, he-to-maturity:
Government sponsored agency bo 6,00( 6,02( 20 —

$ 9,991 $10,01! $ 20 $ —]

The following represents the maturities of invesitseas of December 31, 2003:

Amortized

Cost Basi¢

Due in one year or le: $ 3,991
Due in more than one year to two ye 6,00(

$ 9,991

Accounts Receivable, Net of Allowances for Bad Debts and Customer Credits

Autobytel maintains allowances for bad debts arelauer credits. The allowance for bad debts isstimate of bad debt expense t
could result from the inability or refusal of custers to pay for services. The estimated provisiorb&d debts is charged to operating expe
The allowance for customer credits is an estimasgjustments for purchase requests or other sstat do not meet our customers’ quality
expectations. The estimated provision for custornedits is recorded as a reduction in revenue.€Btienates are based on Autobytel’s
historical bad debt expense and customer credérexpce.

In prior periods, significant increases in requiedidwances for bad debts and customer credits haga recorded. During 2003,
Autobytel experienced an improvement in its collatiof accounts receivable due to vigorous coltecgfforts and the improved quality of its
products and services. Based on this improvemariytel reduced its allowances for bad debts astbener credits to 6% and 10% of
accounts receivable, respectively, as of Decembg2@)3 compared to 17% and 21% of accounts relaieiveespectively, as of December 31,
2002. The reductions included a $0.9 million deseecia the allowance for bad debts in the fourthrigwanf 2003. Reductions in the estimated
provisions for bad debts and customer creditsererded as a decrease in operating expenses amct@ase in revenues, respectively.
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As of December 31, 2003 and 2002, accounts redeiatdl allowances for bad debts and customer sredite as follows:

As of December 31

2003 2002
Accounts receivabl $12,65: $10,97!
Allowance for bad debt (814) (1,912
Allowance for customer credi (1,257%) (2,3072)

(2,060 (4,214

Accounts receivable, n $10,58° $ 6,757

Fair Value of Financial Instruments

Our financial instruments, including cash, cashieajants, accounts receivable and accounts payablearried at cost, which
approximates their fair value because of the stawrtr maturity of these instruments.

Concentration of Credit Risk

Financial instruments that potentially subject Awtiel to concentrations of credit risk consist paiity of cash, cash equivalents, sl-
term and long-term investments and accounts reoleiv€ash, cash equivalents and short-term andtknmg investments are primarily
maintained with two financial institutions in thenited States. Deposits held by banks may exceedntweint of insurance provided for such
deposits. Generally these deposits may be redeapmddemand. Accounts receivable are primarilyvéerirom fees billed to automotive
dealers and automotive manufacturers. Autobyte¢égely requires no collateral to support custoneeeivables and maintains an allowance
bad debts for potential credit losses. Historicadlych losses have been within Autobytel's expextat As of December 31, 2003 and 2002,
Autobytel had a balance of $814 and $1,912 in alowe for bad debts, respectively.

Property and Equipment

Property and equipment are stated at cost lessradated depreciation. Depreciation is provided ggire straigt-line method over th
estimated useful lives of the respective assetergdly three years. Amortization of leasehold ioygments is provided using the straight-line
method over the shorter of the remaining lease tarthe estimated useful lives of the improvemeRepair and maintenance costs are chs
to operating expenses as incurred. Gains or lgssetting from the retirement or sale of properyg @quipment are recorded as operating
income or expenses, respectively. In 2003, 2002804, Autobytel recorded losses on the disposptaperty and equipment of $38, $41 and
$561, respectively.

Effective January 1, 2002, Autobytel adopted SFAS N4, “Accounting for the Impairment or Disposélong-Lived Assets.” For
purposes of SFAS No. 144, impairment exists wherctrrying value of a long-lived asset exceedfitssalue. An impairment loss is
recognized only if the carrying value of a longelivasset is not recoverable and exceeds its filie v@he carrying value of a loriyed asset i
not recoverable if it exceeds the sum of the uristed cash flows expected to result from the uskeeaentual disposition of the asset.

Capitalized Software

In 2002, Autobytel began capitalizing costs to depénternal use software under the provisionstate3nent of Position (SOP) -1,
“Accounting for the Costs of Computer Software Depenent or Obtained for Internal Use.” SOP 98-1uiegp the capitalization of external
and internal computer software costs incurred duttie application development stage. The applinaievelopment stage is characterized by
software design and configuration activities, codiresting and installation. Training costs andnteiance are expensed as incurred while
upgrades and enhancements are capitalized ipibisable that such expenditures will result in &ddal functionality. Capitalized internal use
software development costs are amortized usingtth@ht-line method over an estimated usefuldif¢hree years.

Prior to 2002, Autobytel capitalized costs to depetxternal use software in accordance with SFAS880“Accounting for the Costs of
Computer Software to be Sold, Leased or Otherwiaekbted.” Costs incurred subsequent to technolbfgeaibility were capitalized on a
product by product basis. Costs incurred prioethhological feasibility were expensed. Amortizatie provided using the greater of (i) the
ratio that current gross revenues for a product tuetne total of current anticipated future grossenues from that product or (ii) the straight-
line method over the remaining estimated econoifa®f

F-11



Table of Contents

AUTOBYTEL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

the product, beginning when the product is avadldbi general release to customers. The econofeioflieach product is generally three years.

No software development costs related to internalternal use software costs were capitalized®B82In 2002, capitalized software
development costs related to internal use softiaeded $1,413. No software development costsedltd external use software costs were
capitalized in 2002. Amortization expense of $1,081,690 and $720 was recognized in 2003, 200280d, respectively. In addition, an
impairment charge of $1,937 and $1,434 was recegriiz 2002 and 2001, respectively.

Goodwill and Intangibles

Goodwill represents the excess of the purchase foicacquisitions over the fair value of identifie assets and liabilities acquired.
Autobytel uses estimates and makes assumptioretgéontine the fair value of acquired assets anditieb. Goodwill acquired prior to June
30, 2001 was amortized on a straight-line basis ts@stimated useful life of 15 years. Autobyealuated the carrying value of goodwill in
accordance with SFAS No. 121, “Accounting for thghirment of Long-Lived Assets and for Long-Livedsits to be Disposed of” through
December 31, 2001. Under SFAS No. 121, Autobytelated whether there was impairment whenever sw@rtircumstances indicated that
the carrying value might not be recoverable. In2G estimate of undiscounted cash flows indicatgzhirment and an impairment loss ec
to the excess of the carrying value over the fain® of goodwill was recognized. (See Note 8.)

Effective January 1, 2002, Autobytel adopted SFAS N2, “Goodwill and Other Intangible Assets,” alinirequires Autobytel to record
an impairment charge whenever an event occurgaurostances change that would more likely tharreddice the fair value below carrying
value, or at least annually. SFAS No. 142 usesoast@p process for evaluating whether goodwill been impaired. Impairment is the
condition that exists when the carrying amountaddwill exceeds its fair value. The first step loé goodwill impairment test, used to identify
potential impairment, compares the fair value ofolytel with its carrying value, including goodwilf the fair value exceeds its carrying
amount, goodwill is not impaired. If the carryinglwe exceeds its fair value, Autobytel compareddirevalue of goodwill with the carrying
value of that goodwill. If the carrying value ofapwill exceeds the fair value of that goodwill, iampairment loss is recognized in an amount
equal to that excess.

Intangible assets with identifiable lives are anzed on a straight-line basis over their estimaiseful life. Amortization is charged to
operating expenses. Autobytel evaluates the caynyétue of these intangibles for impairment in adeoce with SFAS No. 144, “Accounting
for Impairment or Disposal of Long-Lived Assets.”

Accrued Expenses

Autobytel accrues expenses that are likely to oecur can be reasonably estimated based on theafattsircumstances available. As of
December 31, 2003 and 2002, accrued expenses teshsfghe following:

As of December 31,

2003 2002
Compensation and related ca $3,961  $3,74¢
Other accrued expens 1,067 1,04¢
Total accrued expens $5,03¢  $4,79¢

Revenue Recognition

Autobytel recognizes revenues from program feetgrprise sales, advertising and other productssamndces when earned as defined by
Staff Accounting Bulletin (SAB) No. 104. SAB No.4@onsiders revenue realized after all four offtllewing criteria are met: (i) persuasive
evidence of an arrangement exists, (ii) delivery decurred or services have been rendered, @isétler’s price to the buyer is fixed or
determinable and (iv) collectibility is reasonablsured.

Program fees consist of fees paid by program de&leated in the United States who participaténaAutobytel.com, Autoweb.com and
CarSmart.com online car buying referral networksgPam fees also consist of fees paid by dealerswgle our lead management tools. Fees
paid by program dealers participating in our caribg referral networks are comprised of monthlysaription and transaction fees for
qualified consumer leads, or purchase requestghndrie delivered to participating program dealeregram dealers using our lead
management tools pay monthly subscription feesthasehe level of functionality they have seledieain our suite of lead management tools.
Monthly fees are recognized in the period servaresprovided. Transaction fees are recognizeddrmémniod purchase requests are delivered to
the program dealers.
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Enterprise sales include fees from major dealengs@nd automotive manufacturers for purchase stgjdelivered to enterprise dealers
and for use of our lead management tools and s=es well as fees from manufacturers and othes fseautomotive marketing data and
technology. Enterprise dealers consist of (i) dsaleat are part of major dealer groups with mbent25 dealerships with whom we have a
single agreement and (ii) dealers that are eligibleeceive purchase requests from us and/or uske@d management tools and services as par
of a single agreement with an automotive manufactor its automotive buying service affiliate. Enptése sales for the year ended December
31, 2001, include fees received from General MoGwgporation for consulting services related taatine locate-to-order vehicle inventory
test program. The test program involved modificatid the existing Autobytel.com Web site, proje@magement, dealer training,
demonstration and debriefings. The consulting agese commenced in February 2001 and expired in Mées 2001. Revenues and expenses
related to the test program were accounted fogusia percentage of completion method based uppadhievement of certain agreed upon
milestones specified in the agreement. Consulieg bf $4,035 are included in enterprise salethéoyear ended December 31, 2001. Other
fees from major dealer groups and automotive matwfers, including transaction fees paid by magaldr groups for purchase requests, are
recognized in the period purchase requests areedet] or services are provided to the enterpriséede

Advertising revenues represent fees received fratonaotive manufacturers and other advertisers \&hget car-buyers during the
research, consideration and decision making prames$ise Web sites. Advertising revenues are reeeghas the advertisements are displayed
on the Web sites.

Revenues from other products and services incleeg from our customer loyalty and retention mankggirogram for dealerships and
manufacturers called RPM, classified listings feed cars, data extraction services and other ptodind services. Fees from these products
are recognized as services are provided. Revenumsather products and services also include fees fnternational licensing agreements
These agreements grant the licensees the riglsetédutobytel’s brand, proprietary software, teclbiggland other business procedures to
market new and used vehicles in exchange for cefeéais. Fees from international licensing agreemieciude: (i) orientation fees, which are
recognized on the effective date of the licensesamdice agreements, (i) localization and develepniees and minimum annual maintenance
fees, which are recognized as services are proyvateti(ii) minimum annual license fees, which aeognized ratably over a 12 month period
beginning on the date the international Web sitausiched. In 2002, Autobytel modified the licenseprovide for annual fees for the use o
brand.

Fees billed prior to Autobytel providing services deferred, as they do not satisfy all of the neserecognition criteria in SAB No. 104.
Deferred revenues are recognized as revenue o¥@etiinds services are provided or purchase resjaesidelivered.

Risks Due to Concentration of Sgnificant Customers and Export Sales

In 2003, Autobytel recognized revenues for entegpsales, advertising and other products and sarfliom one automotive manufactt
that accounted for 10% of Autobytel’s total revesilEhe loss of these revenues may have a matdsiatse effect on our business, results of
operations and financial condition. In 2002 andR20® dealer, major dealer group, manufactureeriirational licensee or other customer
accounted for greater than 10% of revenues.

Autobytel conducts its business within one indusggment. Revenues from customers outside of thtedUStates were 6%, 2% and less
than 1% of total revenues for the years ended Dbeeil, 2003, 2002 and 2001, respectively.

Sales and Marketing

Sales and marketing expense primarily includesmetemarketing and advertising expenses, feestpgidrchase request providers,
promotion and advertising expenses to develop beguity and encourage potential customers to Aisibbytel's Web sites and personnel and
other costs associated with sales, marketing,itrgiand support of Autobytel's dealer networks.eSaind marketing costs are recorded as
expenses are incurred. Online and traditional dbieg expenses were $32,802, $32,762 and $32r68803, 2002 and 2001, respectively.

Product and Technology Devel opment

Product and technology development expense priynacludes personnel costs related to developing agealer and manufacturer
programs and products and enhancing the featwatemt and functionality of Autobytel’s Web sitawddts Internet-based dealer
communications platform. It also includes experaeswciated with the customization of Autobytel'#ware for international licensees and
telecommunications and computer infrastructured®cband technology development
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expenditures are expensed as incurred or capidadige@ppropriate. In 2001, product and technol@yelbpment expense includes a charge of
$500 related to an executive severance payment.

General and Administrative

General and administrative expense primarily cassiEexecutive, financial and legal personnel esgs and costs related to being a
public company. General and administrative expenelit are expensed as incurred. In 2001, generad@madhistrative expense includes a
charge of $1,006 related to an executive severpagment.

Foreign Currency Translation

The assets and liabilities of Autoby's foreign subsidiaries, whose functional currenaiesthe local currencies, are translated intodd
States dollars at the current exchange rate dedplicable balance sheet date. Revenues andsegare translated at the average exchange
rate prevailing during the period. Gains and lossseslting from the translation of the financiateiments are reported as a separate componer
of stockholders’ equity.

Transaction gains and losses arising from excheaatgefluctuations on transactions denominateddareency other than the functional
currency are included in foreign currency exchagaie (l0ss).

Income Taxes

Autobytel accounts for income taxes in accordanite 8AS No. 109" Accounting for Income Taxe” Under SFAS No. 109, deferr
income tax assets and liabilities are determinegdan the differences between the book and tax bhassets and liabilities and are meas
using the currently enacted tax rates and lawsalAation allowance is recorded against deferrecismets when it is more likely than not that
such deferred tax assets will not be realized.

Computation of Basic and Diluted Net Income (Loss) per share

Net income (loss) per share has been calculateer 8flAS No. 12€“Earnings per Sha” SFAS No. 128 requires companies to com
earnings per share under two different methodsc¢ lzexsl diluted. Basic net income (loss) per shalculated by dividing the net income
(loss) by the weighted average shares of commak stotstanding during the period. Diluted net ineofioss) per share is calculated by
dividing the net income (loss) by the weighted agershares of common stock outstanding duringehiegand potential shares of common
stock. Potential shares of common stock, as detexniinder the treasury stock method, consist gesha common stock issuable upon
exercise of stock options net of shares of comnocksassumed to be repurchased by the companytfrerexercise proceeds. Potential shares
of common stock are excluded from the computatidheiir effect is antidilutive.

For the years ended December 31, 2003, 2002 arld #@¥re were 3,117,610, 782,688 and 143,878 patahtares of common stock,
respectively. Potential shares of common stockwedemts were excluded from the calculation of @itlhet loss per share for the years ended
December 31, 2002 and 2001 as they were antidéutiv

Sock-Based Compensation

As permitted under SFAS No. 148, “Accounting foo&t-Based Compensation-Transition and Discloswrdjeth amended SFAS No.
123, “Accounting for Stock-Based Compensation”, dhyttel has elected to continue to account fortidsksbased compensation using the
intrinsic value method in accordance with the psans of Accounting Principles Board Opinion (AR®). 25, “Accounting for Stock Issued
to Employees.” Under APB 25, compensation expesisedognized over the vesting period based onxbess of the closing price over the
exercise price on the grant date.

For disclosure purposes, stock compensation exgessbeen estimated using the Black-Scholes opticing model on the date of gri
and assumptions related to dividend yield, stogkeprolatility, weighted-average risk free intereste and expected life of the stock options
which is a fair value based method. Had the promsiof SFAS No. 123 been applied to Autobytel'slstoption grants for its stock-based
compensation plans, Autobytel’s net income (loss) met income (loss) per
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share for the years ended December 31, 2003, 2602@01, would approximate the pro forma amounksviae

Years Ended December 31

2003 2002 2001
Net income (loss)
As reportec $7,420 $(20,71¢) $(44,85)
Add: Stocl-based compensation included in reported net inqéwss), net of ta: 51 20 242
Less: Stoc-based compensation determined under the fair \esed method, net
tax (4,80%) (2,719 (4,679
Pro forma $2,66¢ $(23,40¢) $(49,28))
Net income (loss) per shi—basic:
As reportec $ 022 $ (067) $ (1.89
Pro forma $ 008 $ (0.7 $ (2.09
Net income (loss) per shi—diluted:
As reportec $ 02C $ (067) $ (1.89
Pro forma $ 007 $ (0.7 $ (2.09

The effects of applying SFAS No. 123 in this pronfa disclosure are not indicative of future amounts

Autobytel granted 3,304,500, 1,959,020 and 1,564¢6ck options to employees and directors in 22082 and 2001, respectively. The
options granted were estimated to have a weightethge fair value of $10,491, $3,658 and $1,758Heryears ended December 31, 2003,
2002 and 2001, respectively, based on the Blaclkoi8shoption-pricing model on the date of grant Hredfollowing assumptions: (1) no
dividend yield, (2) volatility of 78.55%, 92.73%@&82.63% for the years ended December 31, 2002,20@ 2001, respectively, (3)
weighted-average risk-free interest rate of appnaxély 2.149%, 3.82%, and 4.78% for the years elgsember 31 2003, 2002, and 2001,
respectively, and (4) a weighted-average expededfl 3.7 years, 5.0 years and 5.3 years for ey ended December 31, 2003, 2002 and
2001, respectively.

As of December 31, 2003, Autobytel had a total 664,670 stock options outstanding, of which 6,688,stock options had exercise
prices below the closing price per share of Auteblyttcommon stock on that date.

Business Segment

Autobytel conducts its business within one busirseggnent which is defined as providing automotiakeating services primaril
through the Internet.

New Accounting Pronouncements

In January 2003, the FASB issued FIN “Consolidation of Variable Interest Entiti” an Interpretation of Accounting Research Bulls
No. 51. FIN 46 requires certain variable interedities to be consolidated by the primary beneficiat the entity if the equity investors in t
entity do not have the characteristics of a colitglfinancial interest or do not have sufficiequéy at risk for the entity to finance its actiet
without additional subordinated financial suppoonh other parties. FIN 46 is effective immediatigly all new variable interest entities created
or acquired after January 31, 2003. In DecembeB20@ FASB issued FIN 46R with respect to variablerest entities created before January
31, 2003, which among other things, revised thdempntation date to the first fiscal year or imeperiod ending after March 15, 2004, with
the exception of Special Purpose Entities (“SPERe consolidation requirements apply to all SPR'&he first fiscal year or interim period
ending after December 15, 2003. Autobytel doesrpect the adoption of FINs 46 and 46R to have tnah effect on Autobytel’s financial
position or results of operations.

In December 2003, the Securities and Exchange Cesioni issued Staff Accounting Bulletin (SAB) No410Revenue Recognition,”
which revises or rescinds portions of its previguestisting revenue recognition guidance in ordemtike it consistent with current authorita
accounting and auditing guidance and SecuritiesExathiange Commission rules and regulations. Thetamodid not have a material effect
our financial position or results of operations.

3. Autobytel.Europe LLC

Autobytel.Europe was organized in August 1997 asgkln operations in the fourth quarter of 1999. Aytel.Europe was formed
expand the Autobytel business model and operattonsighout Europe.
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In January 2000, Autobytel.Europe and Autobytekesd into an operating agreement with strategiestors to carryout the expansion
plan. In the first quarter of 2000, a total of $3®) was invested in Autobytel.Europe. The investmers comprised of a $31,700 contribution
from strategic investors. Autobytel contributedGRR) in cash, an exclusive, royalty-free, perpelioehse to use or sublicense the “Autobytel”
brand name and proprietary software, and assigaexkisting License and Services Agreements fotdhiéed Kingdom, Scandinavia and
Finland to Autobytel.Europe. In March 2001, a stgit investor contributed $2,000 to Autobytel. Eleo@ash contributed to Autobytel.Europe
was for use as directed by Autobytel.Europe. Tliesds were not available to Autobytel. Autobytebdmot anticipate contributing additional
cash to Autobytel.Europe above the $5,000 it ilytieontributed.

Autobytel.Europe was considered a start-up complangccordance with SAB No. 51, the difference lestw Autobytel’s carrying
amount of the investment in Autobytel.Europe asaitnership interest in the underlying net bookigadf Autobytel.Europe immediately af
the investment was reflected as a capital transaetnd credited directly to Autobytel’s stockhoklexquity.

Effective January 1, 2001, Autobytel.Europe charniggetunctional currency from U.S. Dollars to therk.

In June 2001, due to a decline in the general enanolimate and the environment for Internet redadetivities in Europe, Autobytel
announced the restructuring of Autobytel.Europee fé@structuring primarily consisted of a reductiostaff of approximately 20 employees
from all departments within Autobytel.Europe andddo changes in Autobytel.Europe’s capital stmechecause of the reduction of its
business activities.

Autobytel.Europe’s results of operations are cadstéd in Autobytel’s results of operations throidarch 28, 2002, including a non-
cash charge of $4,000 for terminated Autobytel.[paroontracts. On March 28, 2002, Autobytel. Europrapmleted a recapitalization which
reduced Autobytel’s ownership of Autobytel.Europenfi 76.5% to 49%. As a result of the reduction utdbytel’'s ownership interest,
Autobytel recorded a non-cash charge of $4,168ael the partial disposition of its investmenfiatobytel.Europe. Autobytel no longer
consolidates Autobytel.Europe in its financial staénts but accounts for its remaining investmewtutobytel. Europe under the equity
method. At March 28, 2002, Autobytel reviewed i#@investment in Autobytel.Europe and reduced Hreying amount to its estimated fair
value. The impairment of the investment resulted imon-cash charge of $11,015 to Autobytel. In &aper 2003, Autobytel received $2,152
from Autobytel.Europe as a patrtial return of cdpitdne return of capital did not change Autobytelignership interest or the underlying equity
in Autobytel.Europe’s net assets. As of Decembe2B03, Autobytel had an investment in Autobytetdpe with a balance of $2,810.

4. Acquisition of Autoweb.com, Inc.
On August 14, 2001, Autobytel acquired all of thestanding common stock of Autoweb, an Internebimative service.

Autoweb stockholders were issued 0.3553 sharesitifiytel common stock for each share of Autowebroom stock outstanding on t
date of the acquisition for a total of 10,504,78@res. The acquisition has been accounted for tisegurchase method of accounting.

The aggregate purchase price was $17,131 and tmhsiscommon stock valued at $14,331 and trarsactsts of $2,800. The value of
the stock issued was determined based on the &varatket price of Autobytel’s common stock for theee days before and after the date the
acquisition agreement was announced. The purchiasehas been allocated to the assets acquiretiadnilities assumed on the basis of their
respective estimated fair values on the acquisiite as follows:

Purchase price

Common stocl $14,33:
Transaction costs paid by Autoby 2,80(
Total purchase pric $17,13!

Allocation of purchase prict

Assets:
Cash $ 8,647
Accounts receivabl 7,18:
Prepaid expenses and otl 4,14¢
Goodwill 8,367
Liabilities:
Historical liabilities (6,530
Liabilities from exit costs and restructuri (4,689
Total purchase pric $17,13!

The excess of the purchase price over the estinfiaitedalue of the assets acquired and the liadbdliassumed was initially recorded as
goodwill in the amount of $10,399. In December 2668 August 2002, the allocation of the purchagemas
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adjusted as described below and goodwill was retlt@&8,367. In accordance with SFAS No. 142, gabdwquired in the Autoweb
acquisition is not amortized, rather it is evaldade at least an annual basis for impairment aadheisition was completed subsequent to June
30, 2001. Goodwill is not deductible for income faxposes.

In conjunction with the acquisition, Autobytel estited the exit costs of anticipated facilities gnégion, personnel costs and other
expenses directly related to the contemplated dinladimn of significant operations of Autoweb andtdbytel and accrued $5,789 for such
costs and expenses. The employee termination cossssted primarily of compensation and benefitsafgproximately 80 employees at
Autoweb in conjunction with the integration of opions into the Autobytel Irvine facility. In Decérar 2001, the allocation of the purchase
price was adjusted as a result of a reduction itoBytel's estimates and events and circumstances. Estimatsinding transaction costs w
reduced by $150, historical liabilities were rediliby $500 and liabilities from exit costs and nesturing were reduced by $1,105. The
reduction in liabilities from exit costs and resttwring was a result of a negotiated release frartoseb’s facilities lease and lower than
expected employee termination costs. From the afaequisition through December 31, 2002, $1,93# %2750 was paid for rent and
compensation, respectively. In August 2002, thecaliion of the purchase price was adjusted dueb¥@ increase in the original estimate of
accounts receivable. As of December 31, 2002, tivaseno remaining accrual balance.

Autoweb’s financial position and results of opesas from the date of acquisition on August 14, 200tugh December 31, 2003 have
been included in the accompanying consolidatedhfirz statements.

The following summarized unaudited pro forma coitlsted results of operations are presented ag i&tiquisition of Autoweb had
occurred on January 1, 2001. The unaudited prodaesults are not necessarily indicative of fukagnings or earnings that would have been
reported had the acquisition been completed agpred.

Year Ended
December 31
2001

(unaudited)
Revenue $ 94,79
Net loss (65,13))
Basic and diluted net loss per sh (2.11)

5. Acquisition of Applied Virtual Vision, Inc.

On June 4, 2003, Autobytel acquired all of the auitding common stock of Applied Virtual Vision, Inaow AVV, Inc., a provider of
CRM and sales management tools and data extrasgimices, in exchange for cash and common stoakathuisition of AVV complements
Autobytel’s core business with its automotive caso relations management solutions and data eitraservices. The acquisition has been
accounted for using the purchase method of acaaginti

The aggregate purchase price was $9,314 and cethsiE$4,700 in cash, 711,109 shares of commork s@lced at $4,316 and
transaction costs of $298. The value of the steskdéd was determined based on the average maidesbpAutobytel’'s common stock for the
2 days before through the 2 days after the datadhaisition agreement was consummated. The purgirce has been allocated to the assets
acquired and liabilities assumed on the basiseif tespective estimated fair values on the actpiisdate as follows:

Purchase price

Cash $4,70(
Common stock (711,109 shares at $6.07 per s 4,31¢
Transaction costs paid by Autoby 29¢

Total purchase pric $9,31¢

Allocation of purchase prict

Assets:
Cash $ 14¢
Other current asse 83¢€
Non-current assel 47C
Goodwill 8,467
Intangibles 42C
Liabilities:
Current liabilities (964)
Non-current liabilities (59)

Total purchase pric $9,31¢
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The excess of the purchase price over the estinfiaitedalue of the assets acquired and the ligdbdliassumed was initially recorded as
goodwill in the amount of $8,472. Goodwill has sedpsently been adjusted to reflect a $100 decreefeipurchase price as a result of the
final audit of AVV’s working capital prior to thecguisition and a $91 increase in our original eat&rof accrued expenses acquired. The
amount of goodwill is subject to further adjustmastadditional information regarding the fair vatie¢he assets acquired and liabilities
assumed becomes available. In accordance with H¥A342, goodwill acquired in the AVV acquisition ot amortized, rather it is evaluated
on at least an annual basis for impairment. Goddsviiot deductible for income tax purposes. Inthlggassets acquired consist of developed
technology and customer relationships and are &@edrbver an estimated useful life of three yealgss.

AVV’s financial position and results of operatioinem the date of acquisition on June 4, 2003 thhoDgcember 31, 2003 have been
included in the accompanying consolidated finansiatements.

The following summarized unaudited pro forma coitlsded results of operations are presented ag iétiguisition of AVV had occurred
on January 1, 2002. The unaudited pro forma reawdtiot necessarily indicative of future earniogearnings that would have been reported
had the acquisition been completed as presented.

Years Ended
December 31,

2003 2002
(unaudited)
Revenue $91,33¢  $ 85,611
Net income (loss $ 7,32¢  $(20,269
Net income (loss) per shal
Basic $ 021 $ (0.69
Diluted $ 01¢ $ (0.69

6. Acquired Intangible Assets

Intangible assets recorded as a part of the AV\iadtipn are amortized over an estimated life oééhyears or less and consist of
following:

As of December 31, 2003

Accumulated

Gross Carrying Amortization Net Amount

Amount
Developed technolog $ 22C $ 43 $ 177
Customer relationshiy 20C (62 13¢
Total $ 42C $ (105 $ 31t

Amortization expense for the year ended Decembe2@13 was $105. Amortization expense for the remgilives of the intangible
assets is estimated to be as follows:

Amortization

Expense
2004 $ 15¢
2005 $ 11c
2006 $ 47

7. Property and Equipment
Property and equipment consists of the following:

As of December 31

2003 2002
Computer software and hardw: $5,661 $6,871
Furniture and equipme! 1,45¢ 1,274

Leasehold improvemen 79t 74¢



Capital lease- computer hardware and equipm

Less— Accumulated depreciation and amortizat

172 —
8,09( 8,89¢
(5,959  (6,81])
$2,13¢  $2,08¢
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Depreciation and amortization expense relateddapguty and equipment was $1,422, $1,678 and $im8303, 2002 and 2001,
respectively.

8. Goodwill and Goodwill Impairment

During 2001, CarSmart experienced a decline indtsber of dealers, primarily resulting from a retitut in sales and marketing
resources allocated to the CarSmart.com brand hwedtto substantial declines in sales and opeyatish flow. As a result of Autobytel’s
evaluation of the operations, all of CarSmart’sratiens were transferred to Autobytel’s Irvine fagi Due to the economic changes discussed
above and the decision to close CarSmart’s faciitstobytel performed an evaluation of the recobéity of all of the assets of CarSmart as
described in SFAS No. 121, “Accounting for the Innpeent of Long-Lived Assets and for Long-Lived Assé& be Disposed oflh June 2001
based on an analysis of undiscounted cash flowsmbAtel determined that goodwill recorded on itlabhae sheet in connection with its
acquisition of CarSmart was in excess of the ctifie@nvalue of $1,300. As a result, Autobytel resed a $21,614 non-cash charge for the
impairment of goodwill. During the second half @2, CarSmart dealer counts declined further timticipated. In December 2001, Autoby
determined that the CarSmart goodwill was fully ampd and wrote-off the remaining unamortized bedaof $1,253 for a total non-cash
charge of $22,867 for the impairment of goodwilR®01.

In accordance with SFAS No. 142, goodwill is notoatized, rather it is evaluated on at least an ahbasis for impairment. In June
2003, Autobytel performed an annual impairment ¢ésfoodwill acquired in the Autoweb acquisitioringsthe minority interest public market
approach and concluded that goodwill was not ingghiAlso in June 2003, Autobytel acquired AVV ardarded goodwill of $8,463.

In future periods, if goodwill is determined to iogpaired, Autobytel will recognize a non-cash cleaegjual to the excess of the carrying
value over the fair value. There can be no assertrat future evaluations of goodwill will not rdétsim impairment and a charge to earnings.
The following summarizes the balance of goodwill:

Years Ended December 31,

2003 2002

Autoweb $ 8,361 $8,367
AVV 8,467 —
$16,83( $8,36

During 2001, Autobytel recorded a $22,867 non-cdwdrge for the full impairment of goodwill and $888amortization expense related
to CarSmart. Had SFAS No. 142 been in effect inl2@Qtobytel would not have recorded amortizatimpense of $888 for goodwill related
the acquisition of CarSmart in 2001. The followsgmmarizes net loss adjusted to exclude goodwilirtimation expense:

Years Ended December 31,

2002 2001
Net loss as reporte $(20,71) $(44,85))
Goodwill amortizatior — 88¢
Net loss as adjuste $(20,71) $(43,967)
Basic & diluted loss per share as repol $ (0.67) $ (1.8
Basic & diluted loss per share as adjus $ (0.67) $ (1.80
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9. Commitments and Contingencies
Operating Leases

Autobytel leases its facilities and certain offexguipment under operating leases which expire oowsdates through 2009. As
December 31, 2003, future minimum lease paymentsases with non-cancelable terms in excess offeaewere as follows:

Years Ending December 31

2004 $1,25¢
2005 1,02z
2006 20¢
2007 20¢
2008 19z
Thereaftel 144

$3,03¢

Rent expense was $1,533, $1,578 and $1,911 foretiwes ended December 31, 2003, 2002 and 2001 ctesghe. In 2001, Autobytel
leased cars for its Autobytel.Europe employees.mbgrity of these leases were terminated in 2@0gaat of the restructuring of
Autobytel.Europe. Approximately $210 related to tlae leases has been included in rent expens®@dr. 2

Employment Agreements

Autobytel has agreements with Jeffrey A. SchwalrieCExecutive Officer, Hoshi Printer, Executivec¥iPresident and Chief Financial
Officer, Ariel Amir, Executive Vice President andéferal Counsel, Andrew F. Donchak, Executive Vimsklent and Chief Marketing
Officer, and Richard Walker, Executive Vice Presigé€orporate Development and Strategy. In the teoktermination without cause, Mess
Printer, Amir, Donchak and Walker are entitled &yments of one year base salary, and Mr. Schwadatitled to receive payments equal to
three years base salary plus the average bonbe ofvb fiscal years prior to the year of terminatiMessrs. Schwartz, Printer, Donchak,
Walker and Amir are also entitled to additional@@nce payments in the event of termination withgpecified time period of a change of
control. The term of agreement of Mr. Schwartz espon December 31, 2006. The terms of the agrasméMessrs. Printer and Amir are
two years with one year renewals. The agreemeritteskrs. Schwartz, Printer, Donchak, Walker andrfrovide for a two year extension
upon a change of control. In addition, their agreets provide for vesting of options upon a charfgepatrol.

Litigation
On October 10, 2002, Morrison & Foerster LLP, a faw that represented Autobytel, A.1.N., Inc. aithael Gorun, former Preside
of A.l.N., at various points in litigation which waettled in 2002, filed an action entitled Morrisb Foerster LLP v. Autobytel.com Inc. et al.
in the Santa Clara Superior Court against AutobygIN. and Mr. Gorun asserting claims for damafgeseach of contract for failure to pay

legal fees and expenses plus interest accruedithargéhe aggregate amount of approximately $660J@y 15, 2003, Autobytel, A.l.N. and
Morrison & Foerster LLP settled the matter desatibbove. The settlement amount was paid in 2003.

In August 2001, a purported class action lawsug filad in the United States District Court for tBeuthern District of New York agair
Autobytel and certain of Autobytel’s current andrfer directors and officers (the “Autobytel Indiv Defendants”) and underwriters
involved in Autobytel’s initial public offering. Téncomplaints against Autobytel have been consa@diatith two other complaints that relate to
its initial public offering but do not name it aslafendant, and a Consolidated Amended Complalmtiwis now the operative complaint, was
filed on April 19, 2002. This action purports tdegje violations of the Securities Act of 1933 ahe Securities Exchange Act of 1934. Plain
allege that the underwriter defendants agreedacatk stock in Autobyted’ initial public offering to certain investors irahange for excessi\
and undisclosed commissions and agreements by ithaesstors to make additional purchases of sto¢kénaftermarket at pre-determined
prices. Plaintiffs allege that the prospectus fatobytel’s initial public offering was false andstgading in violation of the securities laws
because it did not disclose these arrangementsadtien seeks damages in an unspecified amountadtin is being coordinated with
approximately 300 other nearly identical actiomsdfiagainst other companies. A motion to dismistesking issues common to the companies
and individuals who have been sued in these acti@ssfiled on July 15, 2002. On October 9, 2008,Glourt dismissed the Autobytel
Individual Defendants from the case without prejedbased upon Stipulations of Dismissal filed ey phaintiffs and the Autobytel Individual
Defendants. On February 19, 2003, the Court dethieanotion to dismiss the complaint against Autebyautobytel has approved a
Memorandum of Understanding (“MOU&nd related agreements which set forth the ternassettlement between Autobytel, the plaintiff
and the vast majority of the other approximatel® &&uer defendants. Among other provisions, thtéesgent contemplated by the MOU
provides for a release of Autobytel and the Autebiitdividual Defendants for the conduct allegedhia action to be wrongful and for
Autobytel to undertake certain responsibilitieglilling agreeing to assign away, not assert, easd certain potential claims Autobytel may
have against its underwriters. It is anticipateat eimy potential financial obligation of Autobytelplaintiffs pursuant to the terms of the MOU
and related agreements will be covered by existingrance. Therefore, Autobytel does not expedtttiesettlement will involve any payment
by Autobytel. The MOU and related agreements abgestito a number of contingencies, including tegatiation of a settlement agreement
and its approval by the court. Autobytel cannoedeine
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whether or when a settlement will occur or be fired and whether the outcome of the litigation Wwidlve a material impact on Autobytel’s
results of operations or financial condition in dature period.

Between April and June 2001, eight separate puedartass actions virtually identical to the onedilbgainst Autobytel were filed against
Autoweb, certain of Autoweb’s current and formeedtors and officers (the “Autoweb Individual Defiamts”) and underwriters involved in
Autoweb’s initial public offering. The complaintgainst Autoweb have been consolidated into a siaglien, and a Consolidated Amended
Complaint, which is now the operative complaintsviiled on April 19, 2002. The foregoing action parts to allege violations of the
Securities Act of 1933 and the Securities Exchaigieof 1934. Plaintiffs allege that the underwrithirfendants agreed to allocate stock in
Autoweb’s initial public offering to certain invest in exchange for excessive and undisclosed cegioms and agreements by those investors
to make additional purchases of stock in the afaeket at pre-determined prices. Plaintiffs alleuggt the prospectus for Autoweb’s initial
public offering was false and misleading in viatatiof the securities laws because it did not digelhese arrangements. The action seeks
damages in an unspecified amount. The action rgb@dordinated with approximately 300 other neat@ntical actions filed against other
companies. A motion to dismiss addressing issuesran to the companies and individuals who have Beed in these actions was filed on
July 15, 2002. On October 9, 2002, the Court disadghe Autoweb Individual Defendants from the aaisleout prejudice based upon
Stipulations of Dismissal filed by the plaintiffacithe Autoweb Individual Defendants. On Februd@y2003, the Court dismissed the Section
10(b) claim without prejudice and with leave tolegul but denied the motion to dismiss the claimenr@kction 11 of the Securities Act of
1933 against Autoweb. Autoweb has approved the M@direlated agreements which set forth the ternassettlement between Autoweb, the
plaintiff class and the vast majority of the otapproximately 300 issuer defendants. Among othevipions, the settlement contemplated by
the MOU provides for a release of Autoweb and tlwoiveb Individual Defendants for the conduct alttgethe action to be wrongful and for
Autoweb to undertake certain responsibilities, iidahg agreeing to assign away, not assert, orgeleartain potential claims Autoweb may
have against its underwriters. It is anticipateat #my potential financial obligation of Autowebgfaintiffs pursuant to the terms of the MOU
and related agreements will be covered by existiagrance. Therefore, Autoweb does not expectthigasettlement will involve any payment
by Autoweb. The MOU and related agreements areestity a number of contingencies, including theotiagion of a settlement agreement
its approval by the court. Autobytel cannot deternivhether or when a settlement will occur or balfzed and whether the outcome of the
litigation will have a material impact on Autobytetesults of operations or financial conditionaimy future period.

Autobytel has reviewed the above class action msatted does not believe that it is probable tHass contingency has occurred,
therefore, no amounts have been recorded in th@vgzanying financial statements.

From time to time, Autobytel is involved in othéidation matters relating to claims arising outloé ordinary course of business.
Autobytel believes that there are no claims oromstipending or threatened against it, the ultirdegeosition of which would have a material
adverse effect on Autobytel's business, resulispeafrations and financial condition. However, ifcat or jury rules against Autobytel and the
ruling is ultimately sustained on appeal and dammage awarded against it, such ruling could haveterial and adverse effect on Autobytel’s
business, results of operations and financial ¢omrdi

10. Issuance of Common Stock in Private Placement

On June 24, 2003, Autobytel completed the sale@¥®B000 shares of common stock to six institutiameestor groups in a priva
placement for gross proceeds of $27,000, or $5e4BGipare. Net proceeds after transaction costs $2&5&65.

11. Retirement Savings Plan

Autobytel has a retirement savings plan which dieslias a deferred salary arrangement under Se#fibtk) of the Internal Reveni
Code (the 401(k) Plan.) The 401(k) Plan coversmlployees of Autobytel who are over 21 years ofagkhave worked for Autobytel for at
least three months. Under the 401(k) Plan, pagtoig employees are allowed to defer up to 50%eif fpretax salaries up to a maximum of
$12 in 2003. Employees over the age of 50 are alibtw contribute an additional $2 in 2003. Autobgtntributions to the 401(k) Plan are
discretionary. Autobytel matches employee contrdng 50 cents per dollar up to a maximum of $3ygar. During 2003, Autobytel matched
employee contributions by contributing cash of $4812002, Autobytel matched employee contributibgsontributing $390, or 137,150
shares of common stock at the current fair markiteson the date the shares were purchased, acwhibuting cash of $44. In 2001,
Autobytel matched employee contributions by contity $327, or 216,492 shares of common stockeatthirent fair market value on the d
the shares were issued.
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12. Stockholders’ Equity
Preferred Sock

As of December 31, 2003, 11,445,187 shares of peefestock with a $0.001 par value were authoreed undesignated. There were no
shares of preferred stock issued or outstandiraf Becember 31, 2003.

13. Restricted Stock and Option Plans
1996 Sock Option Plan

Autobytel’s 1996 Stock Option Plan (the 1996 Optilan) was approved by the Board of Directors iryNI896. The 1996 Option Plan
was terminated by a resolution of the Board of Etwes in October 1996, at which time 870,555 oggtibad been issued. The 1996 Option Plan
provided for the granting to employees of incenst@ck options within the meaning of Section 422haf Internal Revenue Code of 1986, as
amended (the Code), and for the granting to emplyeonsultants and directors of nonstatutory stgtions. Autobytel reserved 1,194,444
shares of common stock for exercise of stock optiomder the 1996 Option Plan. The exercise prigeagtive stock options granted under
the 1996 Option Plan could not be lower than tlrenfarket value of the common stock, and the eserprice of nonstatutory stock options
could not be less than 85% of the fair market valiutne common stock, as determined by the Boalldirgctors, on the date of grant. With
respect to any participants who, at the time ofgrawned stock that possessed more than 10% ofotiireg power of all classes of stock of
Autobytel, the exercise price of any stock optioanged to such person was to be at least 110%edathmarket value on the grant date, and
the maximum term of such option was five years. fEnm of all other options granted under the 1998d» Plan did not exceed 10 years.
Stock options granted under the 1996 Option Plahaecording to vesting schedules determined byteed of Directors.

1996 Sock Incentive Plan

Autobytel’'s 1996 Stock Incentive Plan (the InceatRian) was approved by the Board of DirectorsétoBer 1996. The Incentive Plan
provides for the granting to employees of incenstack options within the meaning of Section 422hef Code, and for the granting to
employees, directors and consultants of nonstatstioick options and stock purchase rights. Autdlde reserved a total of 833,333 shares of
common stock for issuance under the Incentive Flaa.exercise price of stock options granted utigeincentive Plan cannot be lower than
the fair market value of the common stock, as datezd by the Board of Directors, on the date ohgreVith respect to any participants who,
at the time of grant, own stock possessing mone 16 of the voting power of all classes of stotRuotobytel, the exercise price of stock
options granted to such person must be at leagbIf@he fair market value on the grant date, d&ednhaximum term of such options is five
years. The term of all other options granted utidernncentive Plan may be up to 10 years. Stockogigranted under the Incentive Plan
according to vesting schedules determined by treedof Directors.

1998 Sock Option Plan

Autobyte’s 1998 Stock Option Plan (the 1998 Option Plan) adiapted in December 1998. Autobytel has resery&@D1000 share
under the 1998 Option Plan. The 1998 Option Plawiges for the granting to employees of incentiteels options within the meaning of the
Code and nonstatutory stock options.

The exercise price of non-statutory options grantedier the 1998 Option Plan cannot be lower th&h 86the fair market value of the
common stock on the date of grant. The exercige i all incentive stock options granted cannololaeer than the fair market value on the
grant date. With respect to any participants whuefieially own more than 10% of the voting poweratifclasses of stock of Autobytel, the
exercise price of any stock option granted to quexison must be at least 110% of the fair marketevah the grant date, and the maximum
of such option is five years. The term of all otbptions granted under the 1998 Option Plan maypb® 10 years. Under the 1998 Option
Plan, certain stock options (Performance Optioes} wver a time period determined by the Boardicéddors, however, the vesting could be
accelerated based on the performance of Autobytelismon stock.

In December 2001, the Board of Directors grantedoP®ance Options to purchase 200,000 shares ofreamstock to Jeffrey Schwartz,
Autobytel's Chief Executive Officer, at an exercmice of $1.60 per share, which represents thenfarket value on the date of grant. These
options vest over a five-year period, but the vestiould be accelerated based on the performangatobytel’s common stock. The
accelerated vesting schedule provides that thegpveiil vest if the average
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trading price of the common stock for any 60 consige trading days is equal to or exceeds $5.00fA3ecember 31, 2003, all of these
Performance Options were vested. All other stodioop granted under the 1998 Option Plan vest a@augto vesting schedules determinec
the Board of Directors.

The 1998 Option Plan provides that, unless otherwisvided in the stock option agreement, in trenéwf any merger, consolidation, or
sale or transfer of all or any part of Autobytddissiness or assets, all rights of the optionee mespect to the unexercised portion of any option
will become immediately vested and may be exerdisedediately, except to the extent that any agregmeundertaking of any party to any
such merger, consolidation, or sale or transfexrsskets makes specific provisions for the assumpfitime obligations of Autobytel with respe
to the 1998 Option Plan.

1999 Sock Option Plan

Autobytel’s 1999 Stock Option Plan (the 1999 Optilan) was adopted in January 1999. Autobytel éssrrved 1,800,000 shares under
the 1999 Option Plan. The 1999 Option Plan provideshe granting of stock options to employee#ofobytel. Under the 1999 Option Plan,
not more than 1,000,000 shares may be issued prguaptions granted after March 31, 1999.

The 1999 Option Plan provides for an automatic godan option to purchase 20,000 shares of comstaek to each non-employee
director on the date on which the person first bee®a non-employee director. In each successivellyeaon-employee director will
automatically be granted an option to purchase(®gdb@ares on November 1 of each subsequent yeadadpdothe non-employee director has
served on the Board for at least six months. Eatiom will have a term of 10 years and will be geghat the fair market value of Autobytel’s
common stock on the date of grant. The options inetbteir entirety and become exercisable on tiet finniversary of the grant date, provided
that the optionee continues to serve as a directauch date.

In August 2001, the Board of Directors granted &enfince Options to purchase 250,000 shares of corsinok to Mr. Schwartz at an
exercise price of $0.90 per share, which repredbetfair market value on the date of grant. Thagst@ns vest over a seven year period, bu
vesting could be accelerated based on the perfanaiAutobytel’s common stock. The acceleratedingschedule provides that the grants
will vest in six installments, each of the firstdasecond installments being for 40,000 shares aok ef the remaining installments covering
42,500 shares. One installment vests on each sitmamniversary period if pre-established averagdirig prices of the common stock are
achieved. These installments will vest if the agerrading price exceeds $1.80, $2.70, $3.60, $$5d0 and $6.30, respectively, in the
applicable period after the date of grant. As of&aber 31, 2003, 165,000 shares were vested. #dr stock options granted under the 1999
Option Plan vest according to vesting schedulesrdehed by the Board of Directors.

The 1999 Option Plan is similar in all other madkerespects to the 1998 Option Plan.

1999 Employee and Acquisition Related Sock Option Plan

Autobytel’s 1999 Employee and Acquisition Relatedc® Option Plan (the Employee and Acquisition OptPlan) was approved by the
Board of Directors in September 1999. Autobytel teserved a total of 1,500,000 shares of commarkdtw issuance under the Employee
Acquisition Option Plan. The Employee and AcquisitOption Plan provides for the granting to empésyand acquired employees of
incentive stock options within the meaning of thed€, and for the granting to employees, acquirepl@yees and service providers of
nonstatutory stock options. The exercise pricaoéntive stock options granted can not be lowar the fair market value on the date of grant
and the exercise price of nonstatutory stock optiman not be less than 85% of the fair market vafube common stock on the date of grant.
The exercise price of stock options granted toviddials beneficially owning more than 10% of theing power of all classes of Autobytel
stock must be at least 110% of the fair marketevaln the grant date and have a maximum term ofyiags. The term of all other options
granted under the Employee and Acquisition Optiam Phay be up to 10 years. Stock options granteiéutihe Employee and Acquisition
Option Plan vest according to vesting schedulesrdehed by the Board of Directors.
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2000 Sock Option Plan

Autobyte’s 2000 Stock Option Plan (the 2000 Option Plan) aggsoved by the Board of Directors in April 200G.e 2000 Option Pla
provides for the granting of both incentive stogkions and nonqualified stock options to eligibhepboyees, consultants and outside directors
of Autobytel. Autobytel has reserved 3,000,000 skamder the 2000 Option Plan. Stock options gdamteler the 2000 Option Plan vest
according to vesting schedules determined by therdof Directors.

The 2000 Option Plan is similar in all other madkerespects to the 1999 Option Plan.

Amended and Restated 2001 Restricted Stock and Option Plan

On February 25, 2003, the Board of Directors appdabhe Amended and Restated 2001 Restricted Stmtption Plan, which we
approved by stockholders on June 25, 2003 (theriBtest Plan). The Restricted Plan allows for thenging of restricted stock, deferred share
awards, stock options and stock appreciation rigghtelected directors, officers, employees, cdaatg or other service providers of Autoby
Autobytel has reserved 1,500,000 shares underék&iBted Plan. The Restricted Plan prohibits asyfoom receiving awards for more than
400,000 shares per year.The Board may grant awlsatisest immediately or based on future conditidie Board has the discretionary
authority to impose, in agreements, such restristion shares of common stock issued pursuanttricted stock awards under the Restricted
Plan as it may deem appropriate or desirable, dictubut not limited to the authority to imposeight of first refusal or to establish repurchase
rights or both of these restrictions. Any repurehaght of Autobytel lapses on consummation of angfe of control. Options may be either
incentive stock options or nonqualified stock opsioThe per share exercise price of an incentveksiption shall not be less than 100% of
fair market value of a share on the date the optigmanted (110% in the case of a grant to a exnemt stockholder). The per share exercise
price of a nonqualified stock option shall not bsd than 85% of the fair market value of a sharéemlate the option is granted. No option
shall be exercisable after the expiration of teargdrom its grant date (five years in the casamoincentive stock option granted to a ten-
percent stockholder). Options granted to optiond®s are not directors, officers, or consultants nbesome exercisable at a rate no longer
than 20% per year for five years from the granedgikcept as described below and as provided iRétricted Plan, participants will not he
any rights in the event that Autobytel is sold, geat, or otherwise reorganized. Unless the awarekeagent provides differently or unless any
party to the merger, consolidation, or sale orgdfanof Autobytel assets assumes Autobytel’s okibga with respect to awards under the
Restricted Plan, the unvested portion of awardshgitome immediately vested upon any merger (dtiear a merger in which Autobytel is the
surviving entity and the terms and number of outditag shares remain unchanged as compared torthe gad number of outstanding shares
prior to the merger), consolidation, or sale onsfar of Autobytel assets.

As of December 31, 2003, there were no outstanstieges of common stock under the Restated Plan.
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Outstanding Stock Options and Stock Option Activity

A summary of Autobyt¢ s outstanding stock options as of December 31,,28002 and 2003 and activity during the years teaed i<
presented below:

Average
Number of Exercise Pric¢
Options

Outstanding at December 31, 2( 6,679,781 % 9.2¢
Assumption of Autoweb options on date of acquisi 1,296,08! 8.07
Granted 1,564,66 1.32
Exercisec (6,667) 0.9C
Forfeited (2,867,82) 8.917
Outstanding at December 31, 2( 6,666,04 7.1¢
Granted 1,959,02( 2.57
Exercisec (98,299 1.6¢€
Forfeited (2,938,58) 9.1¢
Outstanding at December 31, 2( 5,588,17! 4.4~
Granted 3,304,50! 5.82
Exercisec (789,759 3.5¢€
Forfeited (438,24) 4.8¢
Outstanding at December 31, 2( 7,664,670 % 4.9¢
Exercisable at December 31, 2( 4,012,937 $ 9.4¢
Exercisable at December 31, 2( 3,133,680 % 6.37
Exercisable at December 31, 2( 4,097,98" $ 4.7¢
Weightec-average fair value of options granted during 200%64,664 options $ 1.0Z
Weightec-average fair value of options granted during 2A0959,020 options $ 1.87
Weighte(-average fair value of options granted during 2@)304,500 options $ 3.1¢

The fair value of each option granted through Ddoem31, 2003 is estimated using the Black-Schgiispricing model on the date
grant using the following assumptions: (1) no dérid yield, (2) volatility of 78.55%, 92.73% and 82% for the years ended December 31,
2003, 2002, and 2001, respectively, (3) weighteelaye risk-free interest rate of approximately 2%43.82%, and 4.78% for the years ended
December 31 2003, 2002, and 2001, respectively(4na weighted-average expected life of 3.7 yeafsyears and 5.3 years for the years
ended December 31, 2003, 2002 and 2001, respsctivel
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The following table summarizes information abowc&toptions outstanding at December 31, 2003:

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Remaining

Average Average
Number of Life Exercise Number of Exercise

Range of Exercise Price Options (in years) Price Options Price
$0.78- $1.88 1,542,92 7C $ 12¢ 1,339,717 $ 1.3¢
$1.96- $2.88 1,580,33! 8.3 2.5 1,034,33. 2.5C
$3.00- $4.50 1,301,33. 7.4 3.32 429,76} 3.87
$5.25- $5.87 179,00( 7.1 5.3t 150,00( 5.2¢
$6.02- $6.35 1,200,001 9.€ 6.32 — —
$6.50- $7.60 523,29: 4.7 6.84 357,15¢ 6.54
$8.23- $9.37 517,27 9.7 8.5¢ 178,40¢ 9.2(
$10.30- $11.46 242,20( 9.3 10.97% 30,33¢ 10.4:
$13.20 498,89: 1.€ 13.2( 498,89: 13.2(
$14.38- $19.35 10,06¢ 6.C 14.9(C 10,02( 14.8¢
$24.28- $25.33 67,93t 5.8 24.4: 67,93t 24.4:
$44.51 1,421 54 44.5] 1,421 44,51
$.78- $44.51 7,664,67! 7E $ 49€ 4,097,998 $ 4.7¢

As of December 31, 2003, 1,440,718 stock option®wegailable for grant under Autobytel's stock optplans.

Sock-Based Compensation

From January to March 1999, Autobytel granted stmations to purchase 388,236 shares of common sted&r the 1999 Stock Optis
Plan. These stock options were granted to emplogeeslirectors at exercise prices of $13.20 andd®lBer share which were below the fair
market value at the date of grant. In relatiorhse grants, Autobytel recognized non-cash compiensaxpense of approximately $1,718
ratably over the vesting term of one to four ye@smpensation expense of approximately $20 and $242recognized as operating expen
2002 and 2001, respectively. As of December 312260mpensation expense related to these optigrisgnaas fully recognized.

Option Exchange Offer

On December 14, 2001 Autobytel commenced an affexthange all options outstanding under its stgtlon plans, includin
Autoweb options assumed by Autobytel in connectiith the acquisition of Autoweb, that had an exsgqgirice per share of more than $4.00
for new options.

The offer expired on January 15, 2002. Pursuatitdmffer, Autobytel accepted for cancellation anuary 16, 2002, options to purchase
1,450,534 shares of common stock, representingappately 29% of the options that were eligiblebtotendered for exchange. On July 18,
2002, subject to the terms and conditions of tiierpAutobytel granted new options to purchase 385 shares of common stock in exchange
for those options Autobytel accepted for canceallatiThe new options were granted on July 18, 20@2paice of $2.35 per share, which was
the fair market value on the date of grant. No cengation expense was recorded as a result of tleaxchange.

14. Stock Purchase Plan
1996 Employee Sock Purchase Plan

Autobytel’s 1996 Employee Stock Purchase Plan wlapted by the Board of Directors in November 1996.February 25, 2003, the
Board of Directors approved an amendment proviflingn additional 300,000 shares of common staskeable over a ten-year period ending
on February 24, 2013. The amendment was approvstbbiholders on June 25, 2003. The Purchase Wlaah is intended to qualify under
Section 423 of the Code, permits eligible employaesutobytel to purchase shares of common stoohutdph payroll deductions of up to ten
percent of their compensation, up to a certain mari amount for all purchase periods ending witmy ealendar year. Autobytel has resel
a total of 744,444 shares of common stock for isseainder the Purchase Plan. The price of comnoafk gurchased under the Purchase Plan
will be 85% of the lower of the fair market valuktiee common stock on the first or last day of esighmonth purchase period. Employees
end their
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participation in the Purchase Plan at any timerduan offering period, and they will be paid thegaiyroll deductions to date. Participation ends
automatically upon termination of employment withtébytel.

During the years ended December 31, 2003, 200260d, 90,223, 128,020 and 121,824 shares of constock were issued under the
Purchase Plan, respectively.

15. Accrued Liability for Restructuring and Other Charges

In 2001, Autobytel recorded a total of $4,514 fongestic restructuring and other charges. The ckasgee related to the reorganizat
of dealer operations, the elimination of duplicitelities, the writedown of fixed assets, contract termination codtsted to online advertisin
and the aftermarket program on the Autobytel.conb\ite, the write-off of previously capitalized soére related to the aftermarket program
and the integration of Autoweb into Autobytel fallmg the acquisition of Autoweb. In 2002, Autobytetorded a total of $769 for charges
related to the restructuring of Autobytel's operas to reduce costs and enhance efficiencies. fdges included severance costs affecting
approximately 15% of Autobytel’s employees in satearketing and information technology, and Aut@lgtlease obligation on the vacant
portion of AIC’s office facilities.

As of December 31, 2003, there were no furtherwszttiabilities related to the 2001 restructurimg @ther charges as the remaining
charges were adjusted due to the final reconaliatif leased facility maintenance costs by thellzndd The accrued liabilities related to the
2001 charges as of December 31, 2003 were paidjustad as follows:

Domestic
Restructuring

and Other

Charges
Total charge! $ 4,51/
Non-cash charge (739
Cash payment (3,665
December 31, 2001, accrued liability bala 11C
Cash payment (76)
December 31, 2002, accrued liability bala 34
Cash payment (7)
Non-cash adjustmet 27)
December 31, 2003, accrued liability bala $ —

As of December 31, 2003, the remaining accruedliligs related to the 2002 restructuring chargesen$258. Autobytel expects the
remaining charges to be paid by 2004. The remaiadogued liabilities related to the 2002 chargesfd3ecember 31, 2003 were as follows:

Domestic Restructuring Charges

Rent Compensation Total

Total charge: $ 552 $ 217 $ 76¢
Cash payment (20¢) (217 (325)
December 31, 2002, accrued liability bala 444 — 444
Cash payment (18¢€) — (18¢)
December 31, 2003 accrued liability bala $ 25¢ $ — $ 25¢

16. Other Income (Expense)

In 2003, Autobytel recorded $763 in other inconterathe negotiated settlement of an outstanding rexteivable and compensation
liability with a former Autoweb employee.
17. Income Taxes

No provision for federal income taxes has beenrdEmbas Autobytel generated taxable losses thr@agiember 31, 2002 and had
nominal taxable income for the year ended Decer@be2003 which will be offset by net operating lossryforwards. As of December 31,
2003, Autobytel had approximately $63,000 of fetlaral $34,000 of state net operating loss carryéods available to offset future taxal



income. These net operating loss carryforwardsrexpivarious years through 2022. Autobytel alse fealeral and state research tax
credit carryforwards of approximately $700 and $5@8pectively. These research tax credits expikarious years through 2022. Utilization
of these carryforwards is subject to an annualdition due to the ownership change limitations fated by the Internal Revenue Code and
similar state provisions. The annual limitation may
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result in the expiration of the carryforwards befatilization. Additionally, the state of Califomhas suspended the deduction for net operating
loss carryovers for the 2003 tax year.

Autobytel accounts for income taxes in accordanite 8AS No. 109, “Accounting for Income Taxes.”dém SFAS No. 109, deferred
income tax assets and liabilities are determinegda@n the differences between the book and tax bhassets and liabilities and are meas
using the currently enacted tax rates and lawsedagpon its substantial net operating loss canwdiods, research tax credit carryforwards and
expected future operating results, Autobytel codetuthat it is more likely than not that these defe tax assets as of December 31, 2003 may
not be realized. Consequently, Autobytel has eistadd a full valuation allowance for these defetsedassets. In addition, Autobytel expects
to provide a full valuation allowance on future eleéd tax assets until it can sustain a level ofifability that demonstrates its ability to utiiz
the assets. Significant components of Autobytedfedred tax assets are approximately as follows:

As of December 31

2003 2002

Deferred tax asset
Net operating losse $23,37¢  $48,05(
Accrued expenses, depreciation and amortiz: 1,84 4,96:
Research and development credits and ¢ 1,20¢ 437
Total deferred tax asse 26,41¢ 53,45(
Valuation allowance for deferred tax ass (26,416 (53,45()
Net deferred tax asse $ —  $ —

The decrease in deferred tax assets from Decemib@082 to December 31, 2003 resulted primarilynfidsutobytel’s determination that
the federal and state net operating loss carryfatsvaubject to annual limitation will expire befarélization. These carryforwards had a full
valuation allowance recorded against them anduets, Autobytel reduced the valuation allowancepatingly, in 2003. The increase in
deferred tax assets from December 31, 2001 to DiseeB1, 2002 primarily resulted from additionaldhle net operating loss carryforwards
generated by Autobytel in 2002. Autobytel recordddll valuation allowance against the deferredassets arising from the net operating
losses generated in 2002.

18. Related Party Transactions
Consulting Agreement

Autobytel and Robert Grimes, a current director aridrmer Executive Vice President of Autobytek parties to a two year consulti
services agreement dated April 1, 2000 which wasngled through March 31, 2004. During the termhefd¢onsulting agreement, Mr. Grimes
will receive $50 per year payable on a monthly asid a $2.5 monthly office expense allowance.®fimes will make himself available to
the executive officers of Autobytel for up to 16uin® a month for consultation and other activitelated to formulating and implementing
business strategies and relationships. Autobytgl tereminate the agreement upon Mr. Grimes’ bredatootract. If Mr. Grimes’ agreement is
terminated without breach, Mr. Grimes is entitleceither a pro rated or a lump sum payment equisleegalary that would have been received
by Mr. Grimes if he had remained a consultant ier temaining balance of the term. In the eventeatd or disability, Autobytel will pay to
Mr. Grimes or his successors and assigns the antioatin#r. Grimes would have received for the rerdairof the term of the agreement. Mr.
Grimes has the right to terminate the agreememnt @@adays notice to Autobytel. Through April 30030 Mr. Grimes was entitled to
participate in all of Autobytel's employee welfdyenefit plans at Autobytel’'s expense.

19. Business Segment

Autobytel conducts its business within one busirseggnent, which is defined as providing automatisgketing services primarily
through the Internet.

Autobytel.Europe, formerly a majority-owned subaigli of Autobytel, operates to support Autobytetigelrnet automotive marketing
services with certain licensees in Europe. In RO@L, Autobytel announced the restructuring of Aytel.Europe which significantly reduced
Autobytel.Europe’s business activities. On March 2802, Autobytel.Europe completed a recapitalimativhich reduced Autobytel’s
ownership of Autobytel.Europe from 76.5% to 49%.aAsesult, Autobytel no longer consolidates Autebf#urope in its financial statements
but accounts for its remaining investment in Autehjzurope under the equity method. Autobytel dugtsexpect to devote substantial
resources to Autobytel.Europe. (See Note 3.)
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Summarized financial data for Autobytel.Europeuding the 2002 short period prior to the reduciioutobytel’s ownership in

Autobytel.Europe on March 28, 2002, is as follows:

Revenue!

Net loss

Total asset
Total liabilities

20. Quarterly Financial Data (Unaudited)

Summarized quarterly financial data for Autobybetluding AVV from the date of acquisition on Juhe2003, is as follows:

Revenue:

Income from operatior

Net income

Basic net income per she
Diluted net income per sha

Revenue:!

Income (loss) from operatiol

Net income (loss

Basic net income (loss) per shi
Diluted net income (loss) per sh

AUTOBYTEL INC.
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Period Endec

Year Ended
December 31

March 28,
2002 2001
$ 49 $ 2,70:
(3,68 (6,677)
28,23: 28,99
$ 4,871 $ 1,401

Three Months Ended

December 31, 20C

$

23,93(
2,78¢
3,76¢

0.1
0.0¢

September 30, 20C June 30, 200 March 31, 200:
$ 23,03¢ $ 21,72! $ 20,25
1,55¢ 1,05z 74€
1,66¢ 1,122 86¢&
$ 0.04 $ 0.04 $ 0.0z
$ 0.04 $ 0.0< $ 0.0<

Three Months Ended

December 31, 20C

$

20,01(
357
462

0.01
0.01
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September 30, 20C June 30, 200 March 31, 200:
$ 19,28: $ 20,83! $ 20,73
(2,149 (474 (15,35:)
(2,107) (607) (18,467
$ (007 $ (0.0 $ (0.59)
$ (007 $ (0.0 $ (0.59
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AUTOBYTEL INC.

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
(Dollar amounts in thousands)

Years Ended
December 31,
2003 2002
Allowance for bad debt:
Beginning balanc $1912 $3,95¢
Autoweb goodwill adjustmer — 277)
Deconsolidation of Autobytel.Euroy — (1,335
Additions (reversals (56¢) 1,22(
Write-offs (530) (1,659
Ending balanc $ 814 $1,91
Years Ended
December 31,
2003 2002
Allowance for customer credit
Beginning balanc $2,30: $3,151
Additions 93¢ 7,422
Write-offs (1,98¢) (8,277)
Ending balanci $1,25;2 $2,302
Year Ended
December 31
2001
Allowances for bad debts and customer cre
Beginning balanc $ 2,18t
Acquired on August 14, 2001 as part of the Autoweguisition 2,694
Reserve: 9,72¢
Write-offs (7,499
Ending balanci $ 7,10¢
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Agreement and Plan of Merger dated October 14, 1&9@red into among Autobytel Inc. (formerly
autobytel.com inc. (“Autobytel”))Autobytel Acquisition Il Corp., A.l.N. Corporatioand shareholde
of A.lLN. Corporation is incorporated herein byaefnce to Exhibit 2.1 of the Form 8-K filed witheth
Securities and Exchange Commission “SEC”) on February 15, 2000 (tI*February 2000-K”)

Amendment to Agreement and Plan of Merger datedala5, 2000, entered into among Autobytel,
Autobytel Acquisition Il Corp., A.l.N. Corporatiomand shareholders of A.l.N. Corporation is
incorporated herein by reference to Exhibit 2.2hef February 2000-K.

Amendment No. 2 to Agreement and Plan of Mergeedi&ebruary 14, 2000, entered into among
Autobytel, Autobytel Acquisition 1l Corp., A.l.N. @poration, and shareholders of A.I.N. Corporation
is incorporated herein by reference to Exhibit&.&he February 2000-K.

Composite Conformed Acquisition Agreement, datedfaspril 11, 2001 by and among Autobytel,
Autobytel Acquisition | Corp. and Autoweb.com, IrftAutoweb”), is incorporated herein by reference
from Annex A to the Proxy Statement/Prospectusiishet! as a part of Amendment No. 1 (filed on July
17, 2001) to the Registration Statement on Form @&i#e No. 33360798) originally filed with the SE
on May 11, 2001 and declared effective (as amenaleduly 18, 2001 (the “S-4 Registration
Statemer”)

Acquisition Agreement, dated June 4, 2003, amonipbyiel, Autobytel Acuisition, Inc., and Applie
Virtual Vision, Inc. and its shareholders is incorgted herein by reference to Exhibit 2 to Current
Report on Form -K filed with the SEC on June 5, 20(

Amended and Restated Certificate of IncorporatioAwdobytel certified by the Secretary of State
Delaware (filed December 14, 1998 and amended Mhr@99) is incorporated herein by reference to
Exhibit 3.1 of Amendment No. 2 (filed on March B9B) to Autobytel’s Registration Statement on
Form S-1 (File No. 3330621) originally filed with the SEC on January 1999 and declared effecti
(as amended) on March 25, 1999 (“S-1 Registration Stateme”)

Second Certificate of Amendment of the Fifth Ameshded Restated Certificate of Incorporation of
Autobytel is incorporated herein by reference thiBi 3.1 of Form 10-Q for the Quarter Ended June
30, 1999 filed with the SEC on August 12, 19

Third Certificate of Amendment of the Fifth Amendaad Restated Certificate of Incorporation of
Autobytel is incorporated herein by reference thiBi 3.3 of Form 1K for the Year Ended Decemi
31, 2001 filed with the SEC on March 22, 2002 (2001 1(-K”).

Amended and Restated Bylaws of Autobytel is incoaipedd herein by reference to Exhibit 3.1 of Form 10
Q for the Quarter Ended September 30, 2000 filed thie SEC on November 13, 20

Amendment No.1 to Amended and Restated Bylaws oéByiel is incorporated herein by referenci
Exhibit 3.1 of Form 10-Q for the Quarter Ended ®&egter 30, 2001 filed with the SEC on November
14, 2001 (th¢* September 2001 -Q”)

Amendment No. 2 to Amended and Restated BylawsutdBytel is incorporated herein by referenc:
Exhibit 3.1 of Form 10-Q for the Quarter Ended Meg&d, 2002 filed with the SEC on May 14, 2002
(the“March 2002 1-Q")
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Form of Common Stock Certificate of Autobytel isdimporated herein by reference to Exhibit 4.1 ef
September 2001 -Q.

Amended and Restated Investdrights Agreement dated October 21, 1997 as amenol@dtime to time
between Autobytel and the Investors named in Exlilihereto is incorporated herein by reference to
Exhibit 4.2 of the -1 Registration Statemet

Form of Indemnification Agreement between Autobyed its directors and officers is incorporatecehrer
by reference to Exhibit 10.1 of th-1 Registration Statemet

Letter agreement dated July 28, 2000 between Atebbnd Andrew F. Donchak is incorporated herein by
reference to Exhibit 10.4 of the Annual Report @nrr 10-K for the Year Ended December 31, 2000
filed with the SEC on March 29, 2001 (12000 1(-K")

Employment Agreement, dated as of April 1, 2002veen Ariel Amir and Autobytel is incorporated
herein by reference to Exhibit 10.6 of the MarcB20.(-Q.

1996 Employee Stock Purchase Plan is incorporatesirhby reference to Exhibit 10.7 of Amendment
1 to the -1 Registration Statement filed with the SEC on Baby 9, 1999 (th*S-1 Amendmer”)

autobytel.com inc. 1998 Stock Option Plan is incogped herein by reference to Exhibit 10.8 of the S
Amendment

autobytel.com inc. 1999 Stock Option Plan is incogped herein by reference to Exhibit 10.30 of$-1
Amendment

autobytel.com inc. 1999 Employee and Acquisitiotaleel Stock Option Plan is incorporated hereir
reference to Exhibit 10.1 of the Registration Stegat filed on Form S-8 (File No. 333-90045) filed
with the SEC on November 1, 19¢

Amendment No. 1 to the autobytel.com inc. 1998 ISption Plan dated September 22, 19¢
incorporated herein by reference to Exhibit 10.Eafm 10-Q for the Quarter Ended September 30,
1999 filed with the SEC on November 12, 19

Amendment No. 1 to the autobytel.com inc. 1999 [S®ption Plan, dated September 22, 19¢
incorporated herein by reference to Exhibit 10.Fafm 10-Q for the Quarter Ended September 30,
1999 filed with the SEC on November 12, 19

Form of Autobytel Dealer Agreement, including -Owned Cyberstore program is incorporated herei
reference to Exhibit 10.15 of the 2001-K .

Separation Agreement dated as of December 14, 28@een Autobytel and Mark Lorimer is incorporz
herein by reference to Exhibit 10.18 of the 200-K.

Separation Agreement dated as of January 17, 28@&bn Autobytel and Dennis Benner is incorpor.
herein by reference to Exhibit 10.19 of the 200-K.

Form of Autoweb General Dealer Agreement is incoaifed herein by reference to Exhibit 10.20 of
2001 1(-K.



Table of Contents

Number

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

Sequentially
Numbered
Description Page

1996 Stock Option Plan and related agreementsiaceorated herein by reference to Exhibit 10.8he
S-1 Amendment

1996 Stock Incentive Plan and related agreemeatmeorporated herein by reference to Exhibit 143.6
the &1 Amendment

Form of Autobytel Gold Term Services Agreemenhisorporated herein by reference to Exhibit 10.35 of
the form 1K for the Year Ended December 31, 1999 filed witth SEC on March 23, 200

Form of CarSmart Internet Marketing Agreement omporated herein by reference to Exhibit 10.2¢he
2001 1(-K.

autobytel.com inc. Retirement Savings Plan is ipomated herein by reference to Exhibit 99.1 of the
Registration Statement filed on Forr-8 (File No. 33:-33038) with the SEC on June 15, 20

autobytel.com inc. 2000 Stock Option Plan is incogped herein by reference to Exhibit 99.1 of
Registration Statement filed on Forr-8 (File No. 33:-39396) with the SEC on June 15, 20

Employment Agreement dated as of April 18, 200Iveen Autobytel and Hoshi Printer incorpora
herein by reference to Exhibit 10.9 of Amendment Nto the S-4 Registration Statement filed with th
SEC on July 17, 20C

autobytel.com inc. 2001 Restricted Stock Planégiiporated herein by reference to Exhibit 4.3 &
Registration Statement filed on Form S-8 (File Bi83-67692) with the SEC on August 16, 2001 (the
“August 2001 -8")

Autoweb 1997 Stock Option Plan is incorporated imebg reference to Exhibit 4.4 of the August 20(-8.

Autoweb 1999 Equity Incentive Plan, as amendeihdsrporated herein by reference to Exhibit 4.5hef
August 2001 -8.

Autoweb 1999 Directors Stock Option Plan is incogted herein by reference to Exhibit 4.6 of the st
2001 &8.

Amendment No. 1 to the Auto-by-Tel Corporation 186ck Incentive Plan is incorporated herein by
reference to Exhibit (d)(2) of Schedule TO filedwihe SEC on December 14, 2001 (the “Schedule
TO")

Amendment No. 2 to the autobytel.com inc. 1998 [Sption Plan is incorporated herein by referemce t
Exhibit (d)(5) of the Schedule T(

Amendment No. 2 to the autobytel.com inc. 1999 Stption Plan is incorporated herein by referem
Exhibit (d)(8) of the Schedule T(

Amendment No. 1 to the autobytel.com inc. 1999 Eiygd and Acquisition Related Stock Option Pla
incorporated herein by reference to Exhibit (d)(@Dyhe Schedule TC
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Amendment No. 1 to the autobytel.com inc. 2000 Stption Plan is incorporated herein by referem
Exhibit (d)(12) of the Schedule Tt

Amendment No. 2 to the autobytel.com inc. 2000 Stption Plan is incorporated herein by referemce t
Exhibit 10.46 of the 2001 -K.

Form of Stock Option Agreement pursuant to Autod®y-Corporation 1996 Stock Incentive Plan is
incorporated herein by reference to Exhibit (d)(@Bjhe Schedule TC

Form of Stock Option Agreement pursuant to autdiyden inc. 1998 Stock Option Plan is incorpore
herein by reference to Exhibit (d)(14) of the SalledrO.

Form of Stock Option Agreement pursuant to autdiyden inc. 1999 Stock Option Plan is incorporated
herein by reference to Exhibit (d)(15) of the SalledrO.

Form of Stock Option Agreement pursuant to autdimden inc. 1999 Employee and Acquisition Rels
Stock Option Plan is incorporated herein by refeecto Exhibit (d)(16) of the Schedule T

Form of Stock Option Agreement pursuant to autdlmyden inc. 2000 Stock Option Plan is incorpore
herein by reference to Exhibit (d)(17) of the SalledrO.

Form of Performance Stock Option Agreement purstaatitobytel.com inc. 1999 Stock Option Plan is
incorporated herein by reference to Exhibit (d)(@Bjhe Schedule TC

Form of Nor-employee Directors Stock Option Agreement purst@mtutc-by-Tel Corporation 199
Stock Incentive Plan is incorporated herein bynexiee to Exhibit (d)(19) of the Schedule 1

Second Amended and Restated Operating Agreemeat] da of March 28, 2002, ama
Autobytel.Europe LLC, Autobytel and Pon Holding4/Bis incorporated herein by reference to Exhibit
10.1 of the March 2002 -Q

Amendment to Second Amended and Restated Operagiregment, dated as of April 24, 2002, am
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Exhibit 10.52
FIRST AMENDMENT

This First Amendment (“Amendment”), dated as of &aber 19, 2003 to that certain Employment Agreerfiédgreement”) dated as of
April 1, 2002, by and between Autobytel Inc., apmmation duly organized under the laws of the Sthteelaware (the “Company”), with
offices at 18872 MacArthur Boulevard, Irvine, Catifia 92612-1400, and Ariel Amir (hereinafter reéet to as the “Executive”), who resides
at 619 Orchid Avenue, Corona del Mar, CA 92625.

WHEREAS, The parties desire to amend the Agreement.

NOW, THEREFORE, in consideration of the mutual ctav@ts and agreements contained herein, the pheieby agree as follow

1. The last sentence of Section 6.5 of the Agreenseid¢ieby amended by deleting the wc*prior to the Termination Da” at the
end thereof

2.  The other terms and conditions of the Agreemernit straain in effect and not be affected by this Ardment.

3. This Amendment shall be construed and enforcedéoralance with the laws of the State of Califormighout giving effect to thi
principles of conflict of laws therec

4.  This Amendment may be executed in any numbeowofiterparts, each of which shall be deemed ainatigout all of which shall
constitute one instrumer

IN WITNESS WHEREOF, the parties have executedAlm®ndment as of the date first above written.

Autobytel Inc.

By: /s/ Jeffrey A. Schwartz

Jeffrey A. Schwartz
President and Chief Executive Offic

/sl Ariel Amir

Ariel Amir



EXHIBIT 10.53
EXECUTION COPY

EMPLOYMENT AGREEMENT

This Employment Agreement (“Agreement”) is made antered into, at Irvine, California, as of the ddy of December, 2003, by and
between Autobytel Inc., a corporation duly orgadiz@der the laws of the State of Delaware (the “Gany”), with offices at 18872
MacArthur Boulevard, Second Floor, Irvine, Calif@®2612-1400, and Jeffrey A. Schwartz (hereinakézrred to as the “Executive”), who
resides at 24950 Norman’s Way, Calabasas, Caldd@hB02.

RECITALS

WHEREAS: The Company currently employs and desoe®ntinue to employ the Executive as Presidedt@inief Executive Officer ¢
the Company.

WHEREAS: The Executive is currently employed ansligks to continue to be so employed by the Company.

NOW, THEREFORE, in consideration of the mutual agnents contained herein, and with reference talioee recitals, the parties
hereby agree as follows:

ARTICLE 1
TERM OF EMPLOYMENT

The Company hereby employs the Executive as Presihel Chief Executive Officer and the Executiveelhy accepts such employment
by the Company for a period (the “Term”) commenaimgDecember 4, 2003 (the “Commencement Date”)eaxipiting on December 31, 2006
(the “Termination Date”). Notwithstanding the abpirethe event of a Change of Control of the Conypanior to the Termination Date while
the Executive remains employed by the CompanyT#ren shall automatically extend for a period of tyemrs commencing from the date of
the Change of Control. For purposes of this Agregrii@hange of Control” means the occurrence of afnye following: (i) the sale, lease,
transfer, conveyance or other disposition (othanthy way of merger or consolidation but not inahgdany underwritten public offering
registered under the Securities Act of 1933 (“RuBffering”)) in one or a series of related trarngacs of all or substantially all of the assets of
the Company taken as a whole to any individualpeation, limited liability company, partnershipather entity (each a “Persorgy group ol
Persons acting together (each a “Group”) (othan trey of the Company’s wholly-owned subsidiarieammy Company employee pension or
benefits plan), (ii) the adoption of a plan relgtio the liquidation or dissolution of the Compalfii) the consummation of any transactions
(including any stock or other purchase, sale, aifjoim, disposition, merger, consolidation or rergation, but not including any Public
Offering) the result of which is that any PersorGooup (other than any of the Company’s wholly-odi$aibsidiaries, any underwriter
temporarily holdinc



securities pursuant to a Public Offering or any @any employee pension or benefits plan), beconebeheficial owners of more than 40
percent (40%) of the aggregate voting power oflases of stock of the Company having the rigleiéot directors under ordinary
circumstances; or (iv) the first day on which a onigy of the members of the board of directorshaf Company (the “Board”) are not
individuals who were nominated for election or &elcto the Board with the approval of tidrds of the members of the Board just prior te
time of such nomination or election. During theMeand any extension thereof Company shall causeufixe to be elected to the Board of
Directors of Company provided, however, upon thimieation of employment, as provided for in Artiéléhereof, Executive shall immediately
resign from the Board of Directors.

ARTICLE 2
DUTIES AND OBLIGATIONS

2.1 DUTIES. During the Term of this Agreement, Ebeecutive shall: (i) devote his full business tiratention and energies to the
business of the Company; (i) shall use his bdstrtafto promote the interests of the Companyj giiiall perform such functions and service
President and Chief Executive Officer as shall ibected by the Board; (iv) shall act in accordawith the policies and directives of the
Company; and (v) shall report directly to the Board

2.2 RESTRICTIONS. Except as provided in Sectiorfif.the Executive covenants and agrees that, veutaally employed by the
Company, he shall not engage in any other busih&sss or pursuits whatsoever, or directly or iadity render any services of a business or
commercial nature to any other Person including niot limited to, providing services to any busiésat is in competition with or similar in
nature to the Company, whether for compensatiastteerwise, without the prior written consent of Beard. However, the expenditure of
reasonable amounts of time for educational, cHaetar professional activities shall not be deeméxeach of this Agreement, if those
activities do not materially interfere with the wees required under this Agreement, and suchiéiesvshall not require the prior written
consent of the Board. Notwithstanding anything tmecentained to the contrary, this Agreement shatlbe construed to prohibit the Execut
from making passive personal investments or comlgigtersonal business, financial or legal affarsther personal matters if those activities
do not materially interfere with the services regdihereunder. In addition to the foregoing, ndiatiinding anything contained herein to the
contrary, this Agreement shall not be construegrtdibit the Executive from serving as a directoboard member of any other corporation,
company, or other business entity, subject to ffpgaval of the Board.

2.3 LOCATION. The principal location in which thexé&cutive’s services are to be performed will belthime, California area. The
Executive shall not be required to change suckcjgt location in excess of fifty miles beyond tpeographic limits of Irvine, California,
without his consent.



ARTICLE 3
COMPENSATION

3.1 BASE SALARY. As compensation for the serviaebé rendered by the Executive pursuant to thigément, the Company hereby
agrees to pay the Executive an annual salary (“Bassry”) equal to at least Four Hundred Thousaalials ($400,000.00) during the Term,
which rate shall be reviewed by the Board at leastually and may be increased (but not reduceddyoard in such amounts as it deems
appropriate. The Base Salary shall be paid in sakistly equal bimonthly installments, in accordamdgth the normal payroll practices of the
Company.

3.2 BONUSES. The Board may, in its sole discretfpoyide the Executive with the opportunity to eamannual bonus for each fiscal
year of the Company, occurring in whole or in ghrting the Term. The annual bonus, if any, paysabthe Executive shall be based on s
criteria as may be established by the Board, iadte discretion, from time to time, and shalleeflprevailing competitive practices for
executives in similar positions; provided, howevbat the Executive’s minimum annual bonus forsadl year shall be fifty percent (50%) of
Executive’s Base Salary for such fiscal year, iy if the Company’s net income for such fiscal ysagreater than the Compasyiet incom:
for the immediately preceding fiscal year. The ExB@ shall participate in all other short term dmag term bonus or incentive plans or
arrangements in which other similarly situated seakecutives of the Company are eligible to pgudite from time to time. Any bonus shall
paid as promptly as practicable following the efthe preceding fiscal year. The provisions of théstion 3.2 shall be subject to the
provisions of Section 3.4.

3.3 WITHHOLDING. The Company shall have the righideduct or withhold from the compensation duédhExecutive hereunder any
and all sums required for federal income and eng@#aocial security taxes and all state or locainme taxes now applicable or that may be
enacted and become applicable during the Term.

3.4 RIGHT TO SEEK APPROVAL. The Company may provideshareholder approval of any performance basatpensation
provided herein and may provide for the compensatammittee to establish any applicable performayozds and determine whether such
performance goals have been met.

ARTICLE 4
EMPLOYEE BENEFITS
4.1 BENEFITS. The Company agrees that the Execstiadl be entitled to all ordinary and customargqpésites afforded generally to

executive employees of the Company (except toxteneemployee contribution may be required under@ompany’s benefit plans as they
may now or hereafter exist), which shall in no eévamless than the benefits afforded to the Exeewdn the date hereof and generally to the

3



other executive employees of the Company as ofisihe hereof or from time to time, but in any evamll include any qualified or non-
qualified pension, profit sharing and savings plamy death benefit and disability benefit plaife,ihnsurance coverages, any medical, dental,
health and welfare plans or insurance coveragesayndtock purchase programs that are approveditimgvby the Board, in its sole
discretion, on terms and conditions at least asrible as provided to the Executive on the datedfemnd other senior executives of the
Company as of the date hereof or from time to time.

4.2 LIFE INSURANCE. In addition to the above, then@pany shall provide for the benefit of the Exeeaifife insurance coverage in t
amount of three times the Executive’s Base Sabugh coverage shall become effective as soon aqaiale, but in any event within sixty
(60) days, after such adjustment has been approved.

4.3 VACATION. The Executive shall be entitled taufq4) weeks of paid vacation for each full calengar of his employment
hereunder. To the extent accrued vacation timaused in any given year, it may be carried ovexdcordance with the policies of the
Company then in effect. Notwithstanding anythinghe contrary, however, the Executive shall noebgtled to carry over any unused
vacation for a period exceeding two (2) years ptedti however, that any such unused vacation timehvig not allowed to be carried over
shall be cashed out by the Company according taitge at the time of such payment.

4.4 AUTOMOBILE. The Executive shall be entitledaaar, insurance and repair allowance of Two Thodi§2ollars ($2,000.00) per
month during the Term.

4.5 ESTATE PLAN ALLOWANCE. The Company shall progiéxecutive with an annual allowance of Five Thodsdollars
($5,000.00) to apply toward Executive’s trust asthte planning needs. Executive may elect to reédbasthe annual allowance be increased
by an amount not exceeding Five Thousand Dollads(.00) to meet Executive’s needs; provided, tthatggregate amount of such
increases shall not exceed Five Thousand Dollatsaoh aggregate amount shall be deducted fromllihveance for the last year of the Term.

ARTICLE 5
BUSINESS EXPENSES

5.1 EXPENSES. The Company shall pay or reimbursdcttecutive for all reasonable and authorized lssiexpenses incurred by the
Executive during the Term; such payment or reimément shall not be unreasonably withheld so longpatsbusiness expenses have been
incurred for and promote the business of the Comjpaud are normally and customarily incurred by empés in comparable positions at ot
comparable businesses in the same or similar maykétvithstanding the above, the Company shallpagtor reimburse the Executive for the
costs of any membership fees or dues for privaties;icivic organizations, and similar organizationgntities, unless such organizations and
the fees and costs associated therewith haveb@iest approved in writing by the Board, in its sdikeretion.
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5.2 TRAVEL COSTS. Subject to the provisions of tBection 5.2, the Company shall reimburse the Biexior expenses incurred with
business-related travel. Executive agrees that wiageling by airline on Company business, he ghallel in the same manner (i.e., Business
Class) as other Company executives who are accormgghim. In the event no other Company executaresaccompanying the Executive,
the Company shall pay or reimburse the Executivéhe costs of First-Class business-related aitliaeel.

5.3 RECORDS. As a condition to reimbursement utlgsrArticle 5, the Executive shall furnish to tBempany adequate records and
other documentary evidence required by federalstate statutes and regulations for the substatiati each expenditure. The Executive
acknowledges and agrees that failure to furnishieéhjeired documentation may result in the Compaenyihg all or part of the expense for
which reimbursement is sought.

ARTICLE 6
TERMINATION OF EMPLOYMENT

6.1 TERMINATION FOR CAUSE. The Company may, durthg Term, without notice to the Executive, termintitis Agreement and
discharge the Executive for Cause, whereupon speive rights and obligations of the parties tieder shall terminate; provided, however,
that the Company shall immediately pay the Exeeusiry amount due and owing pursuant to Articles and 5, prorated to the date of
termination. As used herein, the term “for Caud@llisrefer to the termination of the Executive’smayment as a result of any one of the
following: (i) any conviction of, or pleading of lmcontendere or guilty by, the Executive for aniggemeanor involving moral turpitude
which if committed at the work place or in connentivith employment would have constituted a mattei@ation of Company policy or a
felony; (ii) any willful misconduct of the Execuwvhich has a materially injurious effect on thaibass or reputation of the Company; (iii)
gross dishonesty of the Executive which has a nadliemjurious effect on the business or reputatad the Company; or (iv) a material failure
to consistently discharge his duties under thiseggrent which failure continues for thirty (30) déglowing written notice from the Compal
detailing the area or areas of such failure othan tsuch failure resulting from his Disability afided below. For purposes of this Section 6.1,
no act or failure to act, on the part of the Examytshall be considered “willful” if it is doney @mitted to be done, by the Executive in good
faith or with reasonable belief that his actiorparission was in the best interest of the Compahg. Executive shall have the opportunity to
cure any such acts or omissions (other than itgab@ve) within thirty (30) days of the Executiveéseipt of a notice from the Company
finding that, in the good faith opinion of the Coamy, the Executive is guilty of acts or omissionastituting “Cause”.

6.2 TERMINATION WITHOUT CAUSE. Anything in this Agrement to the contrary notwithstanding, the Comp=mal have the right,
at any time during the Term in its sole discretimnterminate this Agreement and discharge the Eikexwithout
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Cause upon not less than thirty (30) days priottaminotice to the Executive. The term “Terminatiithout Cause” shall mean the
termination of the Executive’s employment during ferm by the Company for any reason other thasetleapressly set forth in Section 6.1,
or no reason at all, and shall also mean the Eixexsitdecision to terminate this Agreement andemgployment by reason of any act,
occurrence, decision or omission by the Comparth@Board that: (A) materially modifies, reducdsarges, or restricts the Executive’s
salary, bonus opportunities, options or other camption benefits or perquisites, or the Executieeithority, functions, or duties as President
and Chief Executive Officer and/or his positionsamiember of the Board; (B) deprives the ExecutiMeiotitle(s) and/or position(s) of
President or Chief Executive Officer or memberhaf Board; (C) relocates the Executive without leissent from the Company’s offices at
18872 MacArthur Boulevard, Irvine, California 9261200 to any other location in excess of fifty (B@Jes beyond the geographic limits of
Irvine, California, or (D) involves or results im@afailure by the Company to comply with any praetsof this Agreement, other than an
isolated, insubstantial and inadvertent failure gemurring in bad faith and which is remedied by @ompany promptly after receipt of notice
thereof given by the Executive (each a “Good Regstmthe event the Company or the Executive segdircise the termination right granted
pursuant to this Section 6.2, then within thirt@)8ays of notice of termination to or from the Extive (as the case may be): (i) in the event
such termination right is not exercised on or feilog a Change of Control (as defined in Articledbee), the Company shall pay to the
Executive, in each of thirty-six (36) months follimg the exercise of such termination right, an amagqual to the sum of (1) the highest rate
of monthly Base Salary in effect during the Termsp(2) one-twelfth of the average annual bonuseshhy the Executive for the two (2) fiscal
years immediately preceding the fiscal year in Whiotice of termination is given, provided, howewhat if a Change of Control occurs witl
such thirty-six (36) month period, all remainingypeents then due under this clause (i) shall be pagdlump sum within ten days following
occurrence of such Change of Control; or (ii) ia #vent such termination right is exercised oroboding a Change of Control, the Company
shall pay to the Executive a single lump sum paytreqoal to three times the sum of (1) the highatst of annual Base Salary in effect during
the Term plus (2) the average annual bonus eamételExecutive for the two (2) fiscal years imnadly preceding the fiscal year in which
notice of termination is given (the sum of (1) §8Yibeing referred to hereafter as the ExecutiV®&erance Compensation”). The Company
also shall (i) for a thirty-six (36) month periadmediately following the termination of employmecwntinue to provide to the Executive and
his beneficiaries, at its sole cost, the insuranmeerages referred to in Section 4, (ii) at theeséime annual bonuses for the year of termination
are paid to other senior executives, pay to theceitkee an annual bonus for such year, which boha#l be pro rated to reflect the Executive’s
period of employment during such year through thie @f termination and (iii) within thirty (30) dayf notice of termination to or from the
Executive, pay to the Executive in a single lummqayment the aggregate cost of the benefits (tttaerinsurance coverages) under Section
4, in each case to the extent he would have redaiveh coverages and benefits had he remained geaply the Company for thirty-six (36)
months following such termination. The paymentsiezages and benefits referred to in this Sectiafl ble provided only if the Executive
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has executed (and not revoked) a Release in fdtbedCompany (which Release shall be in a fornviged by the Company).

6.3 TERMINATION FOR DEATH OR DISABILITY. The Execite’s employment shall terminate automatically uplos Executive’s
death during the Term. If the Company determinegoiod faith that the Disability (as defined belmfithe Executive has occurred during the
Term, it shall give written notice to the Executfeits intention to terminate his employment. Utls event, the Executive’s employment with
the Company shall terminate effective on the 3@t after receipt of such notice by the Executiveyed that, within the thirty (30) days
after such receipt, the Executive shall not hawerned to full-time performance of his duties.

For purposes of this Agreement, “Disability” shrakéan the inability of the Executive to perform tiigies to the Company on account of
physical or mental illness or incapacity for a pdrof one hundred and eighty (180) consecutivenciledays, or for a period of two hundred
ten (210) calendar days, whether or not consecudiveng any three hundred sixtiye (365) day period. The Company hereby agreasahal
times prior to the Termination Date or any extengltereof, the Company shall provide Executive wiidability insurance coverage which is
substantially comparable to the coverage the Cognpeovides to Executive on the date hereof.

6.4 TERMINATION WITHOUT GOOD REASON. Anything in if Agreement to the contrary notwithstanding, tikedutive shall have
the right, at any time during the Term in his sdilcretion, to terminate this Agreement and hislegmpent without Good Reason upon not
than thirty (30) days prior written notice to ther@pany. Except as provided in Section 6.5 hereahé event the Executive voluntarily
terminates his employment hereunder other thaGtmd Reason, the respective rights and obligatibtise parties hereunder shall terminate;
provided, however, that the Company shall immedigiay the Executive any amount due and owing pnsto Articles 3, 4 and 5, proratec
the date of termination.

6.5 ELECTION NOT TO EXTEND OR RENEW. If, prior the end of the Term, the Company and the Executve Failed to execute
new agreement concerning Executive’s continued eympént (which may include a renewal or extensiothif Agreement), then, subject to
Executives execution of (and failure to revoke) a Releadawor of the Company (which Release shall before provided by the Compan
the Executive may voluntarily terminate his empl@yrnas of the Termination Date, in which case tbhm@any shall pay to Executive an
aggregate amount equal to the 100 percent of EixetsiSeverance Compensation, such payments toedde im twelve (12) equal monthly
installments commencing with the month following thermination Date.

6.6 OPTIONS. Upon the Executive’s termination unithés Article 6, the Company’s obligations with pest to any stock option to
purchase shares of the Company’s common stockegtdotthe Executive shall be determined by the $eand conditions of such option as set
forth in the Executive’s written option agreemeggarding such option, subject, however, to the ipions of this Section 6.6. The parties
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hereto expressly acknowledge that, except as pedviidthis Section 6.6, any and all options presipgranted to Executive by the Company
shall remain in full force and effect in accordamdth their respective terms. Without limitatiomch options include those Options referenced
in Article 10.1 of the Employment Agreement betwé&esmcutive and Company dated August 14, 2001 {@nitgreement”), the options
referenced in Exhibit A to the Initial Agreemenidaall stock options which have been granted to Htree under either the 1999 or the 2000
Stock Option Plans and all Employee Stock Optione&gents dated August 14, 2001, December 17, 20@1July 22, 2003, or as otherwise
may be applicable. Notwithstanding anything todbatrary contained in any stock option agreemguminiany termination of Executive’s
employment (i) pursuant to Section 6.5 hereof ipfdllowing the later of the expiration of the Terof this Agreement (including any
extensions thereof) or the term of any successmeagent hereto, all then unvested stock optiorts ineExecutive shall be immediately
cancelled and forfeited; provided, however, thatith termination would have constituted a TerndmatVithout Cause (had such termination
occurred during the Term), then such unvested stptibns shall remain outstanding for a periodiwfsonths following such termination
solely for purposes of becoming fully vested andreisable should a Change of Control occur durirgh six-month period (i.e.should a
Change of Control not occur during such six-morehiqal, such unvested stock options shall be caatelhd forfeited effective as of the date
of Executive’s termination of employment) and ie #wvent a Change of Control occurs during suchmsirth period, such options shall remain
exercisable until the second anniversary of the dasuch termination (but in no event beyond émght anniversary of the date of grant of such
options). The provisions of this Section 6.6 skallvive the termination of this Agreement.

ARTICLE 7
PARACHUTE TAX INDEMNITY

7.1 GROSS-UP PAYMENT.

(a) If it shall be determined that any amount pdidtributed or treated as paid or distributedi®y €ompany to or for the benefit of
the Executive (whether paid or payable or distedubr distributable pursuant to the terms of thige®ment, any stock option agreement
between Executive and the Company or otherwisedétgrmined without regard to any additional paytaeequired under this Article
(a “Payment”) would be subject to the excise tagosed by Section 4999 of the Internal Revenue ©6d886, as amended (the “Cojle”
or any interest or penalties are incurred by thechiive with respect to such excise tax (such exeis, together with any such interest
and penalties, being hereinafter collectively nefdrto as the “Excise Tax”), then the Executivdldbmentitled to receive an additional
payment (a “Gross-Up Payment”) in an amount suahdfter payment by the Executive of all federtesand local taxes (including any
interest or penalties imposed with respect to sagbs), including without limitation, any incomexés (including any interest or penalt
imposed with respect thereto) and Excise Tax impasethe Gross-up
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Payment, the Executive retains an amount of the$kip Payment equal to the Excise Tax imposed tippRayments.

(b) The determinations of whether and when a Gis®ayment is required under this Article 7 shalhbade by independent tax
counsel (the “Tax Counsel”) based on its good feitbrpretation of applicable law. The amount dffsross-Up Payment and the
valuation assumptions to be utilized in arrivingath determination shall be made by an independgitnally recognized accounting
firm (the “Accounting Firm”) which shall provide tiled supporting calculations both to the Compang the Executive within 15
business days of the receipt of notice from thechtiee that there has been a Payment, or sucleetntie as is requested by the
Company. The Tax Counsel and Accounting Firm dimkppointed by the Company after consultatioroindgfaith with the Executive
and subject to the approval of the Executive (wlkipproval shall not be unreasonably withheld).féds and expenses of any Tax
Counsels and Accounting Firms referred to abovél bhaorne by the Company. Any Gross-Up Paymenteiermined pursuant to this
Article 7, shall be paid by the Company to the Exe within ten (10) days of the receipt of thecAanting Firm’s determination. Any
determinations by the Tax Counsel and AccountimmfShall be binding upon the Company and the Exeeuprovided, however, if it is
later determined that there has been an underpayfé&mxcise Tax and that Executive is required ttkenan additional Excise Tax
payment(s) on any Payment or Gross-Up PaymenCdnepany shall provide a similar full gross-up ootsadditional liability.

(c) For purposes of any determinations made byTaxxyCounsel and Accounting Firm acting under Sectid (b):

(i) All Payments and Gro-Up Payments with respect to Executive shall be @ektm be* parachute Paymer” under Sectiol
280G(b) (2) of the Code and to be “excess paraghayenents” under Section 280G(b) (1) of the Cod¢ &ne fully subject to the
Excise Tax under Section 4999 of the Code, excefite extent (if any) that such Tax Counsel deteesin writing in good faith
that a Payment in whole or in part does not cantstid “parachute payment” or otherwise is not sttlije Excise Tax;

(ii) The value of any non-cash benefits or defewedelayed payments or benefits shall be detemima manner consistent
with the principles of Section 280G of the Codej an

(iii) Executive shall be deemed to pay federaltestand local income taxes at the actual maximungmal rate applicable t
individuals in the calendar year in which the GrogsPayment is made, net of any applicable redndtidederal
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income taxes for any state and local taxes paith@mmounts in question.

7.2 CLAIMS AND PROCEEDINGS. The Executive shallifypthe Company in writing of any Excise Tax claby the Internal Revenue
Service (or any other state or local taxing authipthat, if successful, would require the paymnthe Company of a Gross-Up Payment.
Such notification shall be given as soon as prabtecbut no later than twenty (20) business datgs #ie Executive is informed in writing of
such claim and shall apprise the Company of theraaif such claim and the date on which such claita be paid. The Executive shall not
such claim prior to the expiration of the 30-dayipe following the date on which it gives such metto the Company (or such shorter period
ending on the date that any payment of taxes w#bect to such claim is due). If the Company regtithe Executive in writing prior to the
expiration of such period that it desires to consesh Excise Tax claim, the Executive shall: (yeghe Company any information reasonably
requested by the Company relating to such claiitae such action in connection with contestingtsclaim as the Company shall reason
request in writing from time to time, including, ttwbut limitation, accepting legal representatiothwespect to such claim by an attorney
reasonably selected by the Company after consudtéti good faith with Executive and subject to apat by Executive (which approval shall
not be unreasonably withheld) under the circumstaset forth in Section 7.1; (iii) cooperate whk Company in good faith in order to
effectively contest such claim; and (iv) permit Bempany to participate in any proceeding relatimguch claim; provided, however, that the
Company shall bear and pay directly all costs aqetieses (including additional interest and pergliiecurred in connection with such contest
and shall indemnify and hold the Executive harmlessan after-tax basis, from any Excise Tax ooine tax (including interest and penalties
with respect thereto) imposed as a result of saphessentation and payment of costs and exp#Viseout limitation of the foregoing provisio
of this Article 7, the Company shall control thecise Tax portion of any proceedings taken in cotiaeavith such contest and, at its sole
option, may pursue or forego any and all adminiistesappeals, proceedings, hearings and conferemitieshe taxing authority in respect of
such Excise Tax claim and may, at its sole optdther direct the Executive to pay the tax claimad sue for a refund or contest the Excise
Tax claim in any permissible manner, and the Exeeutgrees to prosecute such contest to a detetiorirtzefore any administrative tribunal,
in a court of initial jurisdiction and in one or mecappellate courts, as the Company shall deterrifittee Company directs the Executive to
such Excise Tax claim and sue for a refund, the @om shall advance the amount of such paymengt&ecutive, on an interest-free basis,
and shall indemnify and hold the Executive harmlessan after-tax basis, from any Excise Tax ooime tax (including interest and penalties)
imposed with respect to such advance or with reégpeany imputed income with respect to such adeaand provided, however, that any
Company-directed extension of the statute of litittes relating to payment of taxes for the Exeiitaxable year with respect to which such
contested Excise Tax amount is claimed to be dak Isé effective only if it can be and is limitealthe contested Excise Tax liability.
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7.3 REFUNDS. If, after the Executive’s receipt afaanount advanced by the Company pursuant to thislé&7 for payment of Excise
Taxes, the Executive files an Excise Tax refunéhtiand receives any refund with respect to sucimglthe Executive shall (subject to the
Company’s complying with the requirements of thigidle 7) except as provided below, promptly payite Company the amount of any such
refund of Excise Tax (together with any interestipa credited thereon, but after any and all teeqgslicable thereto), plus the amount (after
any and all taxes applicable-thereto) of the ref(ihany is applied for and received) of any incotae paid by Executive with respect to and as
a result of his prior receipt of any previouslyg&ross-Up Payment indemnifying Executive with extgo any such Excise Tax later so
refunded. In the event Executive files for a refaofidhe Excise Tax and such request would, if ss&fts, require Executive to refund any
amount to the Company pursuant to this provisibantExecutive shall be required to seek a refurtiefncome Tax portion of any
corresponding Gross-Up Payment so long as suchdefquest would not have a material adverse effeé&xecutive (which determination
shall be made by independent tax counsel selegt&xécutive after good faith consultation with thempany and subject to approval of the
Company, which approval shall not be unreasonalfilyheld). If, after the Executive’receipt of an amount advanced by the Companypuo!
to this Article 7, a determination is made that Ehecutive shall not be entitled to any refund wehpect to such claim and the Company does
not notify the Executive in writing of its interd tontest such denial of refund prior to the exjporaof thirty (30) days after such determinat
then such advance shall be forgiven and shall esequired to be repaid and the amount of suchredvshall offset, to the extent thereof, the
amount of the Gross-Up Payment required to be paid.

ARTICLE 8
NO MITIGATION OR OFFSET,; INSURANCE

8.1 NO MITIGATION OR OFFSET. The Executive shallthe required to seek other employment or to redungeseverance benefit
payable to him under Article 6, and no severancefieshall be reduced on account of any compemsaéceived by the Executive from any
other employment or source except that the Comgantyligation to provide insurance shall be reduocethe extent that reasonably compar
insurance is provided by an employer to Executive lsis dependents, without further cost to Exeeutian the cost Executive bears for such
Company-provided insurance on the date of ternonads a result of any subsequent employment of lixec The Company’s obligation to
pay severance benefits under this Agreement shabberreduced by any amount owed by the Executivke Company.

8.2 INDEMNIFICATION, INSURANCE.

(a) If the Executive is a party or is threatenebdeanade a party to any threatened, pending, oplsted claim, action, suit ¢
proceeding, or appeal therefrom, whether civilnimal, administrative, investigative or otherwibecause he is or was an officer, dire
or employee of the Company, or at the express stapig¢he
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Company is or was serving, for purposes reasonaidgrstood by him to be for the Company, as a tireofficer, partner, employee,
agent or trustee (or in any other capacity of aweiation, corporation, general or limited parth@sjoint venture, trust or other entity),
the Company shall indemnify the Executive againstr@asonable expenses (including attorneys’ fadslsbursements), and any
judgments, fines and amounts paid in settlementried by him in connection with such claim, actisuit, proceeding or appeal
therefrom to the extent such expenses, judgments &nd amounts paid in settlement were not adabbyg the Company on his behalf
pursuant to subsection (b), to the fullest extemtrptted under Delaware law. The Company shall ide¥xecutive (with respect to both
his status as an employee and director of the Cogpeith D&O insurance coverage at least as faviertd Executive as what the
Company maintains as of the date hereof or sucitgreoverage as the Company may maintain from tintiene thereafter; provided,
however, that in no event shall the Company beireduo spend a greater amount on such coveragetttaes as of the Commencem
Date. In addition to his rights hereunder, if Exttéeibecomes a Director of the Company he shadlivecthe benefit of any and all rights
of indemnity provided to any Company Director pansito Company practice, policy, agreement, Byla®estificate of Incorporation or
otherwise.

(b) Provided that the Executive shall first haveeagl to in writing to repay such amounts advantéds determined by an
arbitrator or court of competent jurisdiction thia¢ Executive was not entitled to indemnificatioppn the written request of the
Executive specifying the amount of a requested iaclvand the intended use thereof, the Companyislalinnify Executive for his
expenses (including attorneys’ fees and disbursesjgadgments, fines and amounts paid in settléfimenrred by him in connection
with such claim, action, suit, proceeding or appeatther civil, criminal, administrative, investtgee or otherwise, in advance of the
final disposition of any such claim, action, spitpceeding or appeal therefrom to the fullest edxgpenmitted under Delaware law.

ARTICLE 9
RESTRICTIVE COVENANTS

9.1 COVENANT NOT TO DISCLOSE CONFIDENTIAL INFORMATDN. During the Term and following termination ofgh

Agreement, the Executive agrees that, without tbe@any’s prior written consent, he will not usaliclose to any person, firm, association,
partnership, entity or corporation, any confideritiformation concerning: (i) the business, openagi or internal structure of the Company or
any division or part thereof; (ii) the customergted Company or any division or part thereof; (i financial condition of the Company or :
division or part thereof; and (iv) other confidetinformation pertaining to the Company or anyiglon or part thereof, including without
limitation, trade secrets, technical data, markptinalyses and studies, operating procedures,mastnd/or inventory lists, or the existenct
nature of any of the Company’s agreements or ageatnof any division thereof (other than this Agneat and any other option or
compensation related agreements involving, the
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Executive); provided, however, that the Executilvallsbe entitled to disclose such informationt¢ithe extent the same shall have otherwise
become publicly available (unless made publiclyilabée by the Executive); (ii) during, the courdeooin connection with any actual or
potential litigation, arbitration, or other procésglbased upon or in connection with the subjedtenaf this Agreement; (iii) as may be
necessary or appropriate to conduct his dutiesuhees, provided the Executive is acting, in godthfand in the best interest of the Company;
(iv) as may be required by law or judicial procesgv) if the information is generally known to gennel in Executive’s trade or business.

9.2 COVENANT NOT TO COMPETE. The Executive acknosges that he has established and will continustabésh favorable
relations with the customers, clients and accoahtse Company and will have access to trade seofehe Company. Therefore, in
consideration of such relations and to furthergubtrade secrets, directly or indirectly, of then@pany, the Executive agrees that at all times
during his employment with the Company throughdhte of termination of Executive’s employment anith respect to clause (iii) below, for
a period of one (1) year from the date of termovatf the Executive, the Executive will not, dilgatr indirectly, without the express written
consent of the Board:

0] own or have any interest in or act as an officéector, partner, principal, employee, ageapresentative, consultant or
independent contractor of, or in any way assisany, business which is engaged, directly or indiyem any business
competitive with the Company in those automotivekats and/or automotive products lines in which@uenpany
competes within the United States at any time dutiie Term, or become associated with or rendercgsrto any person,
firm, corporation or other entity so engaged (“Cetilve Businesses”); provided, however, that thhedtitive may own
without the express written consent of the Compaotymore than two percent (2%) of the issued anstanding securities
of any company or enterprise whose securitiesistexllon a national securities exchange or actitratjed in the over the
counter market

(i) solicit clients, customers or accounts of the Caomyfar, on behalf of or otherwise related to angtsCompetitive
Businesses or any products related theret

(i)  solicit any person who is or shall be in the empogervice of the Company to leave such emplageovice for employmel
with the Executive or an affiliate of the Executi

Notwithstanding the foregoing, if any court detemgs that the covenant not to compete, or any pareof, is unenforceable
because of the duration of such
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provision or the geographic area or scope covéregtby, such court shall have the power to redueeltiration, area or scope of such
provision to the extent necessary to make the pravienforceable and, in its reduced form, suchipimn shall then be enforceable and
shall be enforced. The Company shall pay and Eysmsponsible for any attorney’s fees, expensests and court or arbitration costs
incurred by Executive in any matter or dispute lestwExecutive and the Company which pertains toAhicle 9 if the Executive
prevails in the contest in whole or in part.

9.3 SPECIFIC PERFORMANCE. Recognizing that irreplralamage will result to the Company in the ewwdrihe breach or threatened
breach of any of the foregoing, covenants and asses by the Executive contained in Sections 919a?, and that the Compasyemedies .
law for any such breach or threatened breach mayaukquate, the Company and its successors aigthgss addition to such other remedies
which may be available to them, shall, upon maldrsgfficient showing under applicable law, be édito an injunction to be issued by any
court of competent jurisdiction ordering compliamdéh this Agreement or enjoining and restrainihg Executive, and each and every person,
firm or company acting in concert or participatiwith him, from the continuation of such breach. Tidigations of the Executive and rights
the Company pursuant to this Article 9 shall sueuive termination of this Agreement. The covenantsobligations of the Executive set forth
in this Article 9 are in addition to and not indief or exclusive of any other obligations and dsiihe Executive owes to the Company, whe
expressed or implied in fact or law.

ARTICLE 10
GENERAL PROVISIONS

10.1 FINAL AGREEMENT. This Agreement is intendedd® the Final, complete and exclusive agreememdmst the parties relating to
the employment of the Executive by the Companyalhprior or contemporaneous understandings, reptasions and statements, oral or
written, are merged herein. Except with regardajaife written agreements governing the termsaufksoptions to purchase shares of the
Companys common stock granted to the Executive and (b)fangweb.com, Inc. options to purchase common stwd# by Executive, whic
will be allowed to vest according to their termg;luding the terms of the Autoweb.com, Inc. Chaofy€ontrol Benefit Plan and the certain
letter to Executive dated January 16, 2001, pangithereto, this Agreement supersedes all of Exkex's compensation agreements with
Autoweb.com, Inc. and Executive expressly acknogdsdhat he is not and will not be entitled to aayerance payments under any
Autoweb.com, Inc. agreement or change of contrah pNo modification, waiver, amendment, dischangehange of this Agreement shall be
valid unless the same is in writing and signedhgygarty against which the enforcement thereof may be sought.

10.2 NO WAIVER. No waiver, by conduct or otherwibg,any party of any term, provision, or conditimiithis Agreement, shall be
deemed or construed as a further or continuing evai¥ any such term, provision, or condition noaasgaiver of a
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similar or dissimilar condition or provision at tkeme time or at any prior or subsequent time.

2.3 RIGHTS CUMULATIVE. The rights under this Agreent, or by law or equity, shall be cumulative analyrbe exercised at any time
and from time to time. No failure by any party t@ecise, and no delay in exercising, any rightdl &leaconstrued or deemed to be a waiver
thereof, nor shall any single or partial exercigeahy party preclude any other or future exerdiseeof or the exercise of any other right.

2.4 NOTICE. Except as otherwise provided in thigefggnent, any notice, approval, consent, waivetiogracommunication required or
permitted to be given or to be served upon anygpeirs connection with this Agreement shall be ititwg. Such notice shall be personally
served, sent by telegram, tested telex, fax orecalnlsent prepaid by either registered or cedtifieil with return receipt requested or Federal
Express and shall be deemed given (i) if persorsgiyed or by Federal Express, when deliveredeg#érson to whom such notice is
addressed, (ii) if given by telegram, telex, faxcable, when sent, or (iii) if given by mail, tw®) (business days following deposit in the United
States mail. Any notice given by telegram, telex, ér cable shall be confirmed in writing), by avight mail or Federal Express within forty-
eight (48) hours after being sent. Such noticei bhaaddressed to the party to whom such notite i given at the party’s address set forth
below or as such party shall otherwise direct.

If to the Company Autobytel Inc.
18872 MacArthur Boulevar
Irvine, California 9261-1400
Facsimile: (949) 8€-1323
Attn: General Counst

If to the Executive Jeffery Schwart:
24950 Normans Wa
Calabasas, California 913!

With a copy to Larry C. Drapkin
Mitchell, Silberberg & Knupy
113770 Olympic Boulevar
Los Angeles, California 900¢

2.5 SUCCESSORS. The terms and conditions of thigément shall inure to the benefit of and be bigdipon the successors and
assigns of the parties hereto.

2.6 GOVERNING LAW. This Agreement shall be constt@ad enforced in accordance with the laws of tlhéeSf California, without
giving effect to the principles of conflict of lavtisereof, except that the indemnification provisiar Section 8.2 shall be governed by
Delaware law without regard to conflict of law priples.
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10.7 COUNTERPARTS. This Agreement may be executehy humber of counterparts, each of which sletidemed an original, but
all of which shall constitute one instrument.

10.8 SEVERABILITY. The provisions of this Agreemeare agreed to be severable, and if any provisioapplication thereof, is held
invalid or unenforceable, then such holding shatlaffect any other provision or application.

10.9 CONSTRUCTION. As used herein, and as the gistances require, the plural term shall includesihgular, the singular shall
include the plural, the neuter term shall include masculine and feminine genders, and the femieime shall include the neuter and the

masculine genders.

10.10 ARBITRATION. Except as otherwise providedSiaction 9.3 hereof, any controversy or claim agsint of, or related to, this
Agreement, or the breach thereof, shall be seltyekinding arbitration in the City of Irvine, Califnia, in accordance with the employment
arbitration rules then in effect of the Americarbfration Association, and the arbitrator’s deaisghall be binding and final, and judgment
upon the award rendered may be entered in any bauig jurisdiction thereof. Each party heretollsbay its or their own expenses incident
to the negotiation, preparation and resolutionrgf @ontroversy or claim arising out of, or relatedthis Agreement, or the breach thereof;
provided, however, the Company shall pay and balyseésponsible for any attorneys’ fees and expeasd court or arbitration costs incurred
by the Executive as a result of a claim brougheitlyer the Executive or the Company alleging thatdther party breached or otherwise failed
to perform this Agreement or any provision hereob¢ performed by the other party if the Execufivevails in the contest in whole or in part.

IN WITNESS WHEREOF, the parties have executedAlgieement as of the date first above written.
Autobytel Inc.

By: /sl Michael Fuchs

Name: Michael Fuchs
Title:  chairmar

/sl Jeffrey A. Schwartz

Jeffrey A. Schwart
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Exhibit 21.1
Subsidiaries of Autobytel Inc.
Autobytel Services Corporation, a Delaware corporat
Auto-By-Tel Acceptance Corporation, a Delaware ooation.
Auto-By-Tel Insurance Services, Inc., a Delawangooation.
Autobytel Lonestar Corp., a Delaware corporation.
Autobytel Acquisition Corp., a California corporati
e-autosdirect.com inc., a Delaware corporatiomgldiusiness as “autobyteldirect.com.”
Autobytel Bedrock Corp., a Delaware corporation.
A.l.N. Corporation, a California corporation, doihgsiness as “CarSmart.com.”
Autobytel Information Services Inc., a Delawarepmration.
Autoweb.com, Inc., a Delaware corporation.

AVV, Inc., a Delaware corporation.



Exhibit 23.1
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-3 (N8-B37152) and on Forms S-8 (No. 333-
107525, No. 333-90045, No. 333-77943, No. 333-33028 333-39396, No. 333-67692 and No. 333-70334utobytel Inc. of our report
dated March 10, 2004 relating to the consolidaiteginicial statements and financial statement scleeakibf December 31, 2003 and 2002 and
for each of the two years in the period ended Déer1, 2003, which appears in this Form 10-K.

PricewaterhouseCoopers LLP

Orange County, California
March 10, 2004



Exhibit 23.2

MANHEIM
AUCTIONS

February 19, 200

Ariel Amir

Executive Vice President and General Counsel
Autobytel Inc.

18872 MacArthur Boulevard

Irvine, CA 92612-1400

Dear Mr. Amir:
This letter will serve as permission to use outistias, with proper identification, in your AnnuBkeport on Form 1@ for the fiscal year ende
December 31, 2003.

As reflected in the attached, the size of the ldufomotive market (new and used) in 2002 and 208%v21 billion and $750 billion,
respectively.

The “attached” is Manheim’s 2004 Used Car Markegpdte

Sincerely,

/sl George Largay

George Largay

Director of Communications
678-645-2127
678-645-3001 Fax

6205 PEACHTREE DUNWOODY RD.
ATLANTA, GEORGIA 30328
800-777-2053
http://www.manheim.com



Exhibit 31.1
CERTIFICATION

I, Jeffrey A. Schwartz, President and Chief Exami©fficer of Autobytel Inc., certify that:
1. | have reviewed this annual report on Forr-K 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 statementsoéimer 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 andrk responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and we ha

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedoites designed und
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

b) Evaluated the effectiveness of the regis’s disclosure controls and procedures and pres@ntbd report our conclusio
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

c) Disclosed in this report any change in the tegie’'s internal control over financial reporting thatoaed during th
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 materiallyeaff, the registrant’s internal control over finaiceporting; and

5.  The registrars other certifying officer and | have disclosedsddhon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theiteemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

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

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifrole in the
registrant’s internal control over financial repogt

/s/  JEFFREYA. S CHWARTZ

Jeffrey A. Schwartz,
President and Chief Executive Officer

Date: March 12, 2004



Exhibit 31.2
CERTIFICATION

I, Hoshi Printer, Executive Vice President and €Rieancial Officer of Autobytel Inc., certify that
1. | have reviewed this annual report on Forr-K 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 statementsoéimer 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 andrk responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and we ha

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedoites designed und
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared;

b) Evaluated the effectiveness of the regis’s disclosure controls and procedures and pres@ntbd report our conclusio
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

c) Disclosed in this report any change in the tegie’'s internal control over financial reporting thatoaed during th
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 materiallyeaff, the registrant’s internal control over finaiceporting; and

5.  The registrars other certifying officer and | have disclosedsddhon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theiteemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

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

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifrole in the
registrant’s internal control over financial repogt

/s/ HOsHIPRINTER

Hoshi Printer,
Executive Vice President and Chief Financial
Officer

Date: March 12, 2004



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 Annual Report of Autobytet! (the “Company ") on Form 10-K for the period ended December 30N (the “
Report "), we, Jeffrey A. Schwartz, Chief Executive Officertbé Company, and Hoshi Printer, Chief Financidlg@f of the Company, certif
pursuant to 18 U.S.C. ss. 1350, as adopted purtmast 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. Theinformation contained in the Report fairly mets, in all material respects, the financial ctadiand result of operations of t
Company.

/s/  JEFFREYA. S CHWARTZ

Jeffrey A. Schwartz
Chief Executive Officer
March 12, 2004

/s/ HoOsHIPRINTER

Hoshi Printer
Chief Financial Officer
March 12, 2004

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



