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Item 2.02

Results of Operations and Financial Condition.

On August 2, 2018, AutoWeb, Inc., a Delaware corporation (“ AutoWeb” or “Company”), announced in a press release its financial results for the
quarter ended June 30, 2018. A copy of AutoWeb’s press release announcing these financial results is attached as Exhibit 99.1 to this Current Report on Form
8-K.
In connection with the press release, the Company also held a conference call that was webcast on August 2, 2018. A transcript of that call is
attached as Exhibit 99.2 to this Current Report on Form 8-K.
The attached press release and transcript contain information that includes the following Non-GAAP financial measures as defined in Regulation G
adopted by the Securities and Exchange Commission: “Non-GAAP (Loss) Income” and “Non-GAAP EPS.” The Company defines (i) Non-GAAP (Loss)
Income as generally accepted accounting principles (“GAAP”) net (loss) income before amortization of acquired intangibles, non-cash stock-based
compensation, severance costs, gain or loss on investment or sale, litigation settlements, goodwill impairment and income taxes; and (ii) Non-GAAP EPS as
Non-GAAP (Loss) Income divided by weighted average diluted shares outstanding. The Company’s management believes that presenting Non-GAAP (Loss)
Income and Non-GAAP EPS provides useful information to investors regarding the underlying business trends and performance of the Company’s ongoing
operations and are better metrics for monitoring the Company’s performance given the Company’s net operating loss tax credits. These Non-GAAP financial
measures are used in addition to and in conjunction with results presented in accordance with GAAP and should not be relied upon to the exclusion of GAAP
financial measures. Management strongly encourages investors to review the Company’s consolidated financial statements in their entirety and to not rely on
any single financial measure. Tables providing reconciliations of Non-GAAP (Loss) Income and Non-GAAP EPS are included at the end of the press release
attached as Exhibit 99.1 to this Current Report on Form 8-K.
The attached press release and transcript are incorporated herein solely for purposes of this Item 2.02 disclosure. The information furnished pursuant
to this Item 2.02, including the exhibits attached hereto, shall not be deemed to be filed for purposes of Section 18 of the Securities Exchange Act of 1934, as
amended (“Exchange Act”), or otherwise subject to the liabilities of that section, nor shall it be incorporated by reference into any filings under the Securities
Act of 1933, as amended, or the Exchange Act, regardless of any incorporation by reference language of such filing. In addition, the press release and
transcript furnished as exhibits to this report include “safe harbor” language pursuant to the Private Securities Litigation Reform Act of 1995, stating that
certain statements about AutoWeb’s business contained in the press release and transcript are “forward-looking” rather than “historic.”
Item 9.01
(d)

Financial Statements and Exhibits.
Exhibits
99.1 Press Release dated August 2, 2018
99.2 Transcript of AutoWeb, Inc.’s Conference Call dated August 2, 2018
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Exhibit 99.1
AutoWeb Reports Second Quarter 2018 Results
IRVINE, Calif. – August 2, 2018 – AutoWeb, Inc. (Nasdaq: AUTO), a robust digital marketing platform providing advertising solutions for automotive
dealers and OEMs, is reporting financial results for the second quarter ended June 30, 2018.
Second Quarter 2018 Financial Summary vs. Year-Ago Quarter
●
●
●
●

Total revenues were $29.3 million compared to $34.6 million.
Advertising revenues were $6.9 million, with click revenues of $5.8 million.
Net loss was $5.2 million or $(0.41) per share, compared to net income of $0.3 million or $0.02 per share.
Non-GAAP loss was $2.8 million or $(0.22) per share, compared to non-GAAP income of $2.5 million or $0.19 per share.

Management Commentary
“During the second quarter, we made great progress in working towards the completion of our operating review and the development of a new strategic plan,”
said Jared Rowe, president & CEO of AutoWeb. “This included a comprehensive review of our products, traffic acquisition strategies, pricing policies,
distribution channels, and organizational capabilities and structure.
“Although we are still engaged in our strategic review, we have already begun to redevelop and invest in the key pillars of our business, which will continue
to impact short-term profitability, particularly as we invest in new product development and test new traffic acquisition strategies to improve quality and
consumer targeting. In an effort to improve consumer-to-advertiser matching, we are also investing to enhance our click algorithm, which we expect to
complete and deploy later this year. Further, we plan to restructure our organization to better align with our revised strategic imperatives.
“With just over three months at AutoWeb, I am very encouraged by the progress our team has made to evolve our go-to-market approach. However, there is
still work to be done to determine the proper new/used car targeting mix, channel mix, and product mix, among other strategic decisions. We look forward to
laying this out in greater detail in the coming months as we finalize our revised strategic plan. We continue to expect that the enhancement of our platform
and advertising solutions will enable AutoWeb to return to growth and profitability.”
Second Quarter 2018 Financial Results
Total revenues in the second quarter of 2018 were $29.3 million compared to $34.6 million in the year-ago quarter, with advertising click revenues of $5.8
million compared to $6.5 million in the year-ago quarter. The decline in total revenues was primarily due to lower retail dealer count and lower lead and click
volumes.
Gross profit in the second quarter was $5.5 million compared to $10.6 million in the year-ago quarter, with the decrease driven by investments in new traffic
acquisition strategies and testing of new traffic sources. As a percentage of revenue, gross profit was 18.9% compared to 30.7%. The decrease in gross margin
was also due to the company’s investments in new traffic acquisition strategies that resulted in higher cost of revenues, which the company would otherwise
expect to proportionately decrease with total revenues.

Total operating expenses in the second quarter were $10.9 million compared to $10.4 million in the year-ago quarter.
Net loss in the second quarter of 2018 was $5.2 million or $(0.41) per share, compared to net income of $0.3 million or $0.02 per share in the year-ago
quarter.
Non-GAAP loss was $2.8 million or $(0.22) per share, compared to non-GAAP income of $2.5 million or $0.19 per share in the second quarter of 2017 (see
"Note about Non-GAAP Financial Measures" below for further discussion). The decline was primarily driven by the aforementioned lower revenue and gross
profit resulting from traffic acquisition investments, lower retail dealer count and lower lead and click volume.
At June 30, 2018, cash and cash equivalents totaled $18.3 million compared to $15.2 million at March 31, 2018, and $25.0 million at December 31, 2017,
with the reduction from year-end primarily driven by the repayment of AutoWeb’s $8.0 million revolving line of credit. Total debt was reduced to $1.0
million compared to $9.0 million at December 31, 2017.
Conference Call
AutoWeb will hold a conference call today at 5:00 p.m. Eastern time to discuss its second quarter 2018 results, followed by a question-and-answer session.
Date: Thursday, August 2, 2018
Time: 5:00 p.m. Eastern time (2:00 p.m. Pacific time)
Toll-free dial-in number: 1-877-852-2929
International dial-in number: 1-404-991-3925
Conference ID: 1886006
Please call the conference telephone number 5-10 minutes prior to the start time, and an operator will register your name and organization. If you have any
difficulty connecting with the conference call, please contact Liolios at 1-949-574-3860.
A replay of the conference call will be available after 8:00 p.m. Eastern time on the same day through May 19, 2018. The call will also be archived in the
Investors section of AutoWeb’s website for one year.
Toll-free replay number: 1-855-859-2056
International replay number: 1-404-537-3406
Replay ID: 1886006
Tax Benefit Preservation Plan
At December 31, 2017, the company had approximately $74.0 million in available net operating loss carryforwards (NOLs) for U.S. federal income tax
purposes. AutoWeb reminds stockholders about its Tax Benefit Preservation Plan dated May 26, 2010, as amended on April 14, 2014 and April 13, 2017 (as
amended, the “Plan”) between the company and Computershare Trust Company, N.A., as rights agent.

The Plan was adopted by the company’s board of directors to preserve the company’s NOLs and other tax attributes, and thus reduce the risk of a possible
change of ownership under Section 382 of the Internal Revenue Code. Any such change of ownership under Section 382 would limit or eliminate the ability
of the company to use its existing NOLs for federal income tax purposes. In general, an ownership change will occur if the company’s 5% shareholders, for
purposes of Section 382, collectively increase their ownership in the company by an aggregate of more than 50 percentage points over a rolling three-year
period. The Plan is designed to reduce the likelihood that the company experiences such an ownership change by discouraging any person or group from
becoming a new 5% shareholder under Section 382. Rights issued under the Plan could be triggered upon the acquisition by any person or group of 4.9% or
more of the company’s outstanding common stock and could result in substantial dilution of the acquirer’s percentage ownership in the company. There is no
guarantee that the Plan will achieve the objective of preserving the value of the company’s NOLs.
As of June 30, 2018, there were 12,947,950 shares of the company’s common stock, $0.001 par value, outstanding. Persons or groups considering the
acquisition of shares of beneficial ownership of the company’s common stock should first evaluate their percentage ownership based on this revised
outstanding share number to ensure that the acquisition of shares does not result in beneficial ownership of 4.9% or more of outstanding shares. For more
information about the Plan, please visit investor.autoweb.com/tax.cfm.
About AutoWeb, Inc.
AutoWeb, Inc. provides high-quality consumer leads, clicks and associated marketing services to automotive dealers and manufacturers throughout the
United States. The company also provides consumers with robust and original online automotive content to help them make informed car-buying decisions.
The company pioneered the automotive Internet in 1995 and has since helped tens of millions of automotive consumers research vehicles; connected
thousands of dealers nationwide with motivated car buyers; and has helped every major automaker market its brand online.
Investors and other interested parties can receive AutoWeb news alerts and special event invitations by accessing the online registration form at
http://investor.autoweb.com/alerts.cfm.
Note about Non-GAAP Financial Measures
AutoWeb has disclosed non-GAAP (loss) income and non-GAAP EPS in this press release, which are non-GAAP financial measures as defined by SEC
Regulation G, for the 2018 and 2017 second quarters. The company defines (i) non-GAAP (loss) income as GAAP net (loss) income before amortization of
acquired intangibles, non-cash stock-based compensation, severance costs, gain or loss on investment or sale, litigation settlements, goodwill impairment
and income taxes; and (ii) non-GAAP EPS as non-GAAP (loss) income divided by weighted average diluted shares outstanding. The company's management
believes that presenting non-GAAP (loss) income and non-GAAP EPS provides useful information to investors regarding the underlying business trends and
performance of the company's ongoing operations and are better metrics for monitoring the company's performance given the company’s net operating loss
(NOL) tax credits. These non-GAAP financial measures are used in addition to and in conjunction with results presented in accordance with GAAP and
should not be relied upon to the exclusion of GAAP financial measures. Management strongly encourages investors to review the company's consolidated
financial statements in their entirety and to not rely on any single financial measure. Tables providing reconciliations of non-GAAP (loss) income and nonGAAP EPS are included at the end of this press release.

Forward-Looking Statements Disclaimer
The statements contained in this press release or that may be made during the conference call described above that are not historical facts are forward-looking
statements under the federal securities laws. Words such as “anticipates,” “could,” “may,” “estimates,” “expects,” “projects,” “intends,” “pending,” “plans,”
“believes,” “will” and words of similar substance, or the negative of those words, used in connection with any discussion of future operations or financial
performance identify forward-looking statements. In particular, statements regarding expectations and opportunities, new product expectations and
capabilities, projections, statements regarding future events, and our outlook regarding our performance and growth are forward-looking statements. These
forward-looking statements, including, that the company (i) expects to complete and deploy an enhanced click algorithm, later this year; (ii) plans to
restructure its organization to better align with its revised strategic imperatives; and (iii) continues to expect that the enhancement of its platform and
advertising solutions will enable the company to return to growth and profitability, are not guarantees of future performance and involve assumptions and
risks and uncertainties that are difficult to predict. Actual outcomes and results may differ materially from what is expressed in, or implied by, these forwardlooking statements. AutoWeb undertakes no obligation to update publicly any forward-looking statements, whether as a result of new information, future
events or otherwise. Among the important factors that could cause actual results to differ materially from those expressed in, or implied by, the forwardlooking statements are changes in general economic conditions; the financial condition of automobile manufacturers and dealers; disruptions in automobile
production; changes in fuel prices; the economic impact of terrorist attacks, political revolutions or military actions; failure of our internet security measures;
dealer attrition; pressure on dealer fees; increased or unexpected competition; the failure of new products and services to meet expectations; failure to retain
key employees or attract and integrate new employees; actual costs and expenses exceeding charges taken by AutoWeb; changes in laws and regulations;
costs of legal matters, including, defending lawsuits and undertaking investigations and related matters; and other matters disclosed in AutoWeb’s filings
with the Securities and Exchange Commission. Investors are strongly encouraged to review the company's Annual Report on Form 10-K for the year ended
December 31, 2017 and other filings with the Securities and Exchange Commission for a discussion of risks and uncertainties that could affect the business,
operating results or financial condition of AutoWeb and the market price of the company's stock.
Company Contact
Wesley Ozima
Interim Chief Financial Officer
949-225-4543
wes.ozima@autoweb.com
Investor Relations Contact
Sean Mansouri or Cody Slach
Liolios Investor Relations
949-574-3860
AUTO@liolios.com

UNAUDITED CONSOLIDATED CONDENSED BALANCE SHEETS
(Amounts in thousands, except share and per-share data)
June 30,
2018
Assets
Current assets:
Cash and cash equivalents
Short-term investment
Accounts receivable (net of allowances for bad debts and customer credits of $659 and $892 at June 30, 2018 and
December 31, 2017, respectively)
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Investments
Intangible assets, net
Goodwill
Long-term deferred tax asset
Other assets
Total assets
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payable
Accrued employee-related benefits
Other accrued expenses and other current liabilities
Current convertible note payable
Total current liabilities
Convertible note payable
Borrowings under revolving credit facility
Total liabilities

$

$

$

Commitments and contingencies
Stockholders' equity:
Preferred stock, $0.001 par value; 11,445,187 shares authorized
Series A Preferred stock, none issued and outstanding
Common stock, $0.001 par value; 55,000,000 shares authorized; 12,947,950 and 13,058,841 shares issued and
outstanding, as of June 30, 2018 and December 31, 2017, respectively
Additional paid-in capital
Accumulated deficit
Total stockholders' equity
Total liabilities and stockholders' equity

$

December 31,
2017

18,271
255
24,064
1,376
43,966
3,702
100
25,755
1,233
74,756

8,895
2,697
7,649
1,000
20,241
20,241

$

$

$

24,993
254
25,911
1,805
52,963
4,311
100
29,113
5,133
692
601
92,913

7,083
2,411
7,252
16,746
1,000
8,000
25,746

-

-

-

-

13
358,898
(304,396)
54,515
74,756

$

13
356,054
(288,900)
67,167
92,913

AUTOWEB, INC.
UNAUDITED CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)
(Amounts in thousands, except per-share data)
Three Months Ended
June 30,
2018
2017
Revenues:
Lead fees
Advertising
Other revenues
Total revenues
Cost of revenues
Gross profit
Operating expenses:
Sales and marketing
Technology support
General and administrative
Depreciation and amortization
Goodwill impairment
Total operating expenses
Operating income (loss)
Interest and other income (expense), net
Income (loss) before income tax provision (benefit)
Income tax provision (benefit)
Net income (loss) and comprehensive income (loss)

Basic earnings (loss) per common share
Diluted earnings (loss) per common share

Shares used in computing earnings (loss) per common share (in thousands):
Basic
Diluted

$

22,211
6,950
131
29,292
23,765
5,527

$

$

3,052
2,965
3,765
1,163
10,945
(5,418)
201
(5,217)
(5,217)

$

$
$

(0.41)
(0.41)

$
$

12,726
12,726

Six Months Ended
June 30,
2018
2017

26,347
7,999
245
34,591
23,955
10,636
3,229
3,188
2,766
1,201
10,384
252
(96)
156
(166)
322

0.03
0.02

11,149
13,344

$

46,291
15,037
313
61,641
48,423
13,218

$

$

6,764
6,351
8,340
2,323
5,133
28,911
(15,693)
201
(15,492)
4
(15,496)

$

$
$

(1.22)
(1.22)

$
$

12,672
12,672

55,439
15,967
526
71,932
48,385
23,547
6,992
6,441
6,223
2,430
22,086
1,461
(196)
1,265
459
806

0.07
0.06

11,030
13,326

AUTOWEB, INC.
RECONCILIATION OF NON-GAAP INCOME (LOSS) / EPS
(Amounts in thousands, except per-share data)
Three Months Ended March 31, Three Months Ended June 30, Six Months Ended June 30,
2018
2017
2018
2017
2018
2017

Net income (loss)
Amortization of acquired intangibles
Non-cash stock based compensation:
Cost of revenues
Sales and marketing
Technology support
General and administrative
Total non-cash stock-based compensation
Severance costs
Litigation settlements
Gain (loss) on investment
Goodwill impairment
Income taxes

$

Non-GAAP income (loss)

$

$

15
225
152
1,234
1,626
950
(17)
5,133
4

Weighted average diluted shares

Diluted GAAP EPS
EPS impact of adjustments
Non-GAAP EPS

(10,279)
1,687

(896)

$

(0.81)
0.74
(0.07)

$

20
412
127
452
1,011
(25)
625
$

12,617

$

484
1,387

3,482

$

0.04
0.23
0.26

$

4
159
173
607
943
(25)
(125)
$

13,309

$

(5,217)
1,670

(2,754)

$

(0.41)
0.19
(0.22)

$

19
402
134
389
944
57
(25)
(166)
$

12,726

$

322
1,359

2,491

$

0.02
0.16
0.19

$

19
384
325
1,841
2,569
950
(42)
(125)
5,133
4
$

13,344

$

(15,496)
3,357

(3,650)

39
814
261
841
1,955
57
(50)
459
$

12,672

$
$

(1.22)
0.93
(0.29)

806
2,746

5,973
13,326

$
$

0.06
0.39
0.45

Exhibit 99.2
AUTOWEB INC
Moderator: Sean Mansouri
August 2, 2018
5:00 p.m. ET
Operator:

This is conference # 1886006

Operator:

Good afternoon, everyone, and thank you for participating in today's conference call to discuss AutoWeb's financial results for second
quarter ending June 30th, 2018.
Joining us today are AutoWeb's CEO, Jared Rowe, and the company's interim CFO, Wes Ozima; and the company's outside investor
relations advisor, Sean Mansouri with Liolios Group. Following their remarks, we will open the call for your questions.
I would now like to turn the call over to Mr. Mansouri for some introductory comments.

Sean Mansouri:

Thank you, Brian.
Before I introduce Jared, I remind you that during today's call, including the question-and-answer session, statements are not historical
facts, including any projections, statements regarding future events or future financial performance or statements of intent or belief are
forward-looking statements and are covered by the safe harbor disclaimers contained in today's press release and the company's public
filings with the SEC. Actual outcomes and results may differ materially from what is expressed in or implied by these forward-looking
statements
Specifically, please refer to the company's Form 10-Q for the second quarter ended June 30, 2018, which was filed prior to this call as
well as other filings made by AutoWeb with the SEC from time to time. These filings identify factors that could cause results to differ
materially from those forward-looking statements.
Please also note that during this call, management will be disclosing non-GAAP loss or income and non-GAAP EPS. These are nonGAAP financial measures as defined by SEC Regulation G. Reconciliations of these non-GAAP financial measures to the most directly
comparable GAAP measures are included in today's press release, which is posted on the company's Web Site.
And with that, I'll turn the call over to Jared.

Jared R. Rowe:

Thanks, Sean, and good afternoon, everybody.
During the second quarter, we made great progress in working towards the completion of our operating review and the development of
our new strategic plan. This included a comprehensive review of our products, our traffic acquisition strategies, our pricing policies,
our distribution channel approaches and our organizational capabilities and structure.
Although we are still engaged in our strategic review, we've already begun to redevelop and invest in the key pillars of our business,
which will continue to impact short-term profitability, particularly as we invest in new product development, test new traffic
acquisition strategies to improve quality and consumer targeting.
In an effort to improve our consumer to advertiser matching, we're also investing to enhance our click algorithm, which we expect to
complete and deploy later this year. Further, we plan to restructure our organization to better align with our revised strategic
imperatives, which could result in material restructuring costs later this year.
With just three months at AutoWeb, I'm very encouraged by the progress our team has made to evolve our go-to market approach.
However, there is still much work to be done to determine the proper new to used car targeting mix, our channel mix, our product mix
and some other strategic decisions.
But before commenting further on our plans, I'd like to turn the call over to Wes to walk us through the details of our Q2 results.

Wesley Ozima:

Thank you, Jared, and good afternoon, everyone.
Second quarter revenue came in at $29.3 million, down from $34.6 million in the year-ago quarter. Our average revenues were $6.9
million compared to $8 million in the year-ago quarter with click revenues of $5.8 million compared to $6.5 million. The declines are
primarily due to lower retail dealer count and lower lead in click volumes.
Gross profit during the second quarter was $5.5 million compared to $10.6 million in the year-ago quarter. The gross margin coming in
at 18.9 percent compared to 30.7 percent. The decline was primarily driven by investments in new traffic acquisition strategies that
increased the total cost of revenues. Normally, cost of revenues will be expected to decrease proportionally with total revenues.
Total operating expenses in the second quarter were $10.9 million compared to $10.4 million last year. As Jared mentioned earlier, we
plan to better align our organizational structure based on some of the new strategic initiatives underway, which will be followed by
reinvestment to ensure that we have the proper capabilities in place to execute our strategy.
On a GAAP basis, net loss in the second quarter was $5.2 million or negative $0.41 per share on 12.7 million shares compared to net
income of $0.3 million or $0.02 per share on 13.3 million shares in the year-ago quarter.
For the second quarter, non-GAAP loss, which adds back amortization on acquired intangibles, noncash stock-based compensation,
severance costs, gain or loss on investment or sale, litigation settlements, goodwill impairment and income taxes was negative $2.8
million or negative $0.22 per share compared to non-GAAP income of $2.5 million or $0.19 per share in the second quarter of 2017.
The decline was primarily driven by the aforementioned lower revenue and gross profit resulting from traffic acquisition investments,
lower retail dealer count and lower lead in click volumes.
Cash provided by operations in the second quarter was $2.9 million compared to cash provided by operations of $6.5 million in the
prior year quarter. At June 30th, 2018, cash and cash equivalents stood at $18.3 million compared to $15.2 million at March 31st and
$25 million at December 31st, 2017. The year-over-year decrease was driven by our repayment of an $8 million revolving line of
credit. Total debt at June 30, 2018, was $1 million compared to $9 million at the end of 2017.
Moving on to some of our other operating metrics. We delivered approximately 1.7 million automotive leads during the second quarter
compared to 2 million in the year-ago period, a reduction resulting primarily from lower retail dealer count and less effective traffic
acquisitions. Note that this lead volume reflects all leads sold to both the retail and OEM channels for new and used vehicles.
As a reminder, the retail channel comprise of leads sold directly to dealers, whereas our OEM channel primarily reflects leads sold to
OEMs that are then distributed to dealers in their corporate leads program at the OEM's discretion.
Dealer count stood at 23,546 at June 30th, down one percent from 23,886 at the end of Q1. The decrease was primarily driven by the
aforementioned decline in retail leaders. Subsequent to the quarter, we added Maserati to our OEM leads program and expect this new
program to be activated in the third quarter.
I remind listeners that our dealer count reflects all leaders to which we sell new vehicle leads, including both the OEM and retail
channels. It's also worth noting that our dealer count represents approximately 73 percent of all franchise dealers in the U.S.
Buy rates for the quarter remained strong with Autobytel.com generating an average estimate buy rate of 29 percent and all AutoWeb
internally generated leads estimated at about 17 percent. This compares to an estimated 30 percent for Autobytel.com and an estimated
17 percent for all AutoWeb internally generated leads in the second quarter of 2017.
Our traffic mix for the quarter also remained steady with 79 percent of leads being internally generated and the other 21 percent of
leads coming from third-party lead providers. This compares to 77 percent internally generated last quarter and 80 percent in the yearago quarter.
With that, I'll now turn the call back over to Jared.

Jared R. Rowe:

Thanks, Wes.
As we mentioned earlier, we've gone through an extensive review of our current assets and capabilities over the last few months and
have made great progress on the development of our new strategic plan. And during our product review, one thing we realized and will
seek to improve is the integration of our products as a more unified solution.
Just to over simplify this concept, previously, our leads were not effectively speaking to our clicks nor were they effectively speaking
to our e-mail marketing campaigns. These three key product should be working together with the ultimate goal of monetizing
advertising every ad impression we generate across each product. This will provide us with an opportunity to maximize our clients'
marketing dollars by reach and frequency to contact their target audience of in-market consumers.
Now, as I mentioned earlier, we're also investing to enhance our click algorithm to improve consumer and advertising matching. This
algorithm will be more equipped to take advantage of the mass amount of consumer data we collect every single day. Ultimately, if we
enhance the match, we believe we can enhance both consumer and advertiser value, which is what we ultimately monetize. We've also
thoroughly reviewed our distribution capabilities, which is a reference to our sales channel mix of OEM and retail dealers. While our
OEM business has historically been very strong, our retail business has been in steady decline for some time now.
Although we are still working to determine the proper channel mix, we expect to enhance our retail business through more effective
market segmentation. Today, we are underpenetrated in the retail segments that we believe to be the most attractive and can benefit
most from our products. This segmentation approach will include pricing rationalization. For competitive reasons, we can't get into too
much detail here, but know that we're undertaking an extensive review to find the right balance of price and margin to maximize
volume for both the OEM and retail channels.
Regarding our traffic acquisition, during the second quarter, we began to invest in new strategies to enhance targeting and the quality
of our leads. Frankly, I believe some of the company’s previous strategies were not contemporary and were not aligned to really focus
on the buying signals of the consumer.
As I mentioned on our last conference call, our goal is to move away from commodity matching of buyers and sellers and begin
looking at more data-driven approaches to connect a specific targeted buyer with a specific targeted seller. We believe this can help us
differentiate in the market as well as improve both the margin and volume characteristic of our business. We expect these investments
to continue over the near term as we work to optimize our traffic acquisition method and return to growth.
In closing, I'd like to reiterate a few key points. In the short time that I've been back with AutoWeb, I'm very pleased with the progress
we've made and the steps we've taken to address the challenges. I continue to believe there are opportunities for us to be more efficient
with our existing resources and to more effectively compete for our client’s marketing spend.
Marketing efficiency is critical in the automotive industry, and we aim to continue to be on the forefront of helping our clients achieve
their goals. We will also maintain our focus to deliver on being the highest quality lead and click provider in the industry and have
already begun to alter our approach. It will take some time and organizational restructuring to get where we need to be, but I remain
confident in our long-term prospects. I am very excited about the opportunities ahead and look forward to updating you on the
progress along the way as well as rolling out our new strategic plan later this year.
With that, we'll open the call for questions.

Operator:

Thank you, sir.
Ladies and gentlemen, at this time, if you would like to ask a question over the phone lines, press "star" and then "one" on your
telephone keypad. If your questions have been answered and you wish to remove yourself from the queue, simply press the "pound"
key. Once again, ladies and gentlemen, to ask a question, that is "star" and then "one."
And our first question will come from the line of Sameet Sinha with B. Riley FBR. Your line is now open.

Lee T. Krowl:

Hey, guys. Thanks for taking my question. This is Lee Krowl filling in for Sameet. Couple of questions.
First, just trying to get a sense of, during the quarter, what impacts the current restructuring has had on current results? And what
essentially was the product of kind of the competitive dynamics in the marketplace? Just trying to get a sense of what you guys have a
control over and kind of what the market has caused or impacted your business.

Jared R. Rowe:

Yes, hey, Lee, thanks for the question.
The restructuring costs really haven't hit just yet. What you're seeing in terms of the cost side of the business is really about some things
that we found during the quarter that needed a bit of shoring up in a bit more of aggressive way than I initially thought when I first
showed up. Investing heavily in traffic acquisition, really (inaudible) our approach and rethinking some of the ways that we actually
structure those campaigns. Like I said earlier (inaudible) comments, some of the strategies that we were employing were not what I
would consider to be contemporary, and so we've been investing heavily into that.
When we think about the competitive dynamic and the competitive landscape, in particular, when we think about the marketing spend
inflation, we're less concerned about that, quite frankly. We're more concerned about how we generate the right impressions and then
what we do from a conversion rate perspective, and quite candidly, those things are within our control. And really what you're seeing
from an expense perspective is us investing and bolstering those capabilities so that we can build long-term value and get this business
back to profitability.

Lee T. Krowl:

Got it.
And then just kind of on the pricing and I guess rationalization and better segmentation, I guess, can you maybe just talk about -obviously, no two dealers are the same and bigger ones warrant different pricing than smaller ones, but I guess, as you go into that, is
there a margin implication to that as well?

Jared R. Rowe:

That's a fair question.
And as we think about the business, it's all rate volume. And so one of the things that we're thinking about is, how do we actually grow
our overall margin profile in the business by -- maybe not on a per unit basis -- but overall. And so when you look at our retail business
in particular, it's been in decline for several quarters now, we think by better targeting, the segments of the dealer population that are
best (inaudible) to really get the benefit of our products and services, and then pricing appropriately, we actually think we can get some
of that share back.
As we think about the business, we do think about it that simply. We want to have the best margin characteristic we can on a per-unit
basis for as many units as humanly possible. But again, this isn't just about rate; this also about volume for us.

Lee T. Krowl:

Got it.
And then just jumping over the balance sheet click, it seems like you guys have ample cash, but obviously the changes you're making
are going to cause temporary disruptions. Is the balance sheet a gating factor to being able to move faster? Or with the current
flexibility of the balance sheet, do you think you can kind of execute your turnaround plan on a pace or a schedule that you would
like?

Jared R. Rowe:

We feel good with where we're at right now from a balance sheet perspective. We don't think that it's going to inhibit our progress, and
to be candid with you if we get to a point where we're (inaudible) it'll really be the planning process for the new strategic plan we tend
to roll out later this year, which would mean (inaudible) we thought that we could move faster with a slightly different approach -- then
we would actually include that in the plan and we'd go execute against that.
Again, as we sit today, I feel really good about the balance sheet; it's not going to inhibit our turnaround. And if we get to a point where
we think we can actually move faster by figuring out a different way to manage the balance sheet, we will absolutely avail ourselves of
those opportunities.

Lee T. Krowl:

Got it. Thanks.

Jared R. Rowe:

Thank you.

Operator:

Thank you.
And our next question will come from the line Ed Woo with Ascendiant. Your line is now open.

Ed Woo:

Yes, thank you for taking my question.
How -- what's your outlook for the auto industry in the U.S.? I know July was a little bit of a pick-up, but how does that impact your
business and how do you guys are deploying through your structural plan?

Jared R. Rowe:

Yes, thanks for the question. That's a fair question.
We didn't get off to a really good strong start here in the second half from an automotive perspective. We're on -- I think the SAAR total
was, what, 16.73, which was down a little bit sequentially, but we still feel good about the industry overall. We are still seeing that big
kind of structural shift away from cars into SUVs and trucks. And we still do see some of the core drivers in the industry starting to heat
up, whether it be increases in interest rates or whether it be the extension of loan terms -- those sorts of things.
But I guess from our business, we look at it this way, which is, we're relatively small percentage of overall -- of our overall clients'
marketing spend. We also are measured media, whereas a lot of the ways that dealers and OEMs are spending money, they just don't
have the ability to prove the value of -- the way that we do.
We believe very strongly that if you focus on delivering quality to -- real value to the end buyer of your product and you do it in a way
that is demonstrable that we're going to be able to effectively compete in an up- or a down-market. This doesn't mean we're cyclical,
this doesn't mean we're countercyclical; it just means that we're a relatively small percentage of their overall spend. We're measurable
and we are very tangible from a media spend perspective, which I think helps us grow in an up-market, and I think it really helps us
manage the business in a market that's in decline.

Ed Woo:

Great.
And then the other question I have is, have you seen any possible disruption from your customers -- either the OEMs or the dealers in
terms of some discussion is about the potential auto tariff? Is that putting anybody's spending on marketing or plans are -- just on hold
or is no real impact yet?

Jared R. Rowe:

Yes, nothing for us. We haven't seen anything associated with that at all.

Ed Woo:

Great. Well, thank you and good luck.

Jared R. Rowe:

Thank you.

Operator:

Thank you.
And our next question will come from the line of Peter Delgado with Global Value Research Company. Your line is now open.

Peter A. Delgado:

Yes, hey, Jared, again. Peter Delgado from Global Value Research Company.
I know you've only been there kind of a short time. I'm curious if you could maybe give us a little more color on how long you think
the company might need to complete its strategic review?

Jared R. Rowe:

Hi, Peter.
We do intend to present our strategic review later this year. I think it's reasonable that we would do it either at the next earnings call or
maybe even prior to the next earnings call, but I think we'll be in good shape to talk with everybody about it in that kind of time frame.
We have made really good progress on it; the operating review has gone very, very well. As I mentioned earlier, we're already starting
to make some investments and make some progress to get the business back in the kind of shape we think it needs to be to really make
the extension of the platform and really make the turn. That would be the timeline I'd give you as we sit right now.

Peter A. Delgado:

Got you, very good, understood.
I guess just second question's here, did see obviously the margin drop due to your rather strategic -- making some strategic investments
across the board there. Kind of curious, do you anticipate seeing them down here in that range before they go back up to your
historically higher level around high 20s, 30 percent?

Jared R. Rowe:

Yes. I guess the way I would answer that question is this way, Peter, which -- we're not providing guidance as we sit right now. We do
intend to continue to make the kinds of investments that you're (inaudible) for the foreseeable future. We're really (inaudible) the
capabilities who build the foundation of this business. We have a fundamental belief here that we make the right investments now, we
build the right capabilities now, it's going to position us very well to create real value over the medium- to long-term. That would be
way that I'd answer that question.

Peter A. Delgado:

OK. Understood. Thanks, guys.

Jared R. Rowe:

Thank you.

Operator:

Thank you. At this time, this concludes our question-and-answer session.
I would now like to turn the call back to Mr. Rowe for closing remarks.

Jared R. Rowe:

Well, thank you, everybody. I appreciate your time and joining the call. I also want to thank the team here at AutoWeb. They've done
good work in a very brief period of time and I'd reiterate just how excited we are about the future. I know we've got a lot of hard work
ahead of us and we're not where we want to be, but we are committed to get there. Thank you to everybody and we'll talk soon, OK?
Thank you.

Operator:

Ladies and gentlemen, thank you for your participation on today's conference. This does conclude our program and we may all
disconnect. Everybody, have a wonderful day.
END

