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Item 2.02 Results of Operations and Financial Condition.
On August 5, 2021, AutoWeb, Inc., a Delaware corporation (“AutoWeb” or “Company”), announced in a press release its financial results for the
quarter ended June 30, 2021. 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 5, 2021. 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 “Adjusted EBITDA,” a non-GAAP financial measure as defined in
Regulation G adopted by the Securities and Exchange Commission. The Company defines Adjusted EBITDA as net loss before interest, taxes,

depreciation, amortization, non-cash stock-based compensation, non-cash gains or losses, and other extraordinary items. The Company’s management
believes that presenting Adjusted EBITDA provides useful information to investors regarding the underlying business trends and performance of the
Company’s ongoing operations, as well as providing for more consistent period-over-period comparisons. This non-GAAP measure also assists
management in its operational and financial decision-making and monitoring the Company’s performance. In addition, the Company uses Adjusted
EBITDA as a measure for determining incentive compensation targets. Adjusted EBITDA is 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 statement in their entirety and to not rely on any single financial measure. A table providing a reconciliation
of Adjusted EBITDA to the most comparable GAAP financial measure is 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 Financial Statements and Exhibits.
(d) Exhibits
99.1

Press Release dated August 5, 2021

99.2

Transcript of AutoWeb, Inc.’s Conference Call dated August 5, 2021
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.
Date: August 10, 2021
AUTOWEB, INC.
By: /s/ Glenn E. Fuller
Glenn E. Fuller
Executive Vice President,
Chief Legal Officer and Secretary
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EXHIBIT 99.1

AutoWeb Reports Second Quarter 2021 Results
- Platform Optimization and Sustained Traffic Acquisition Efficiencies Drive Revenue and Profitability Improvements - Acquisition of CarZeus Assets Adds to Company’s Retail-Ready Components and Additional Runway for Revenue Growth TAMPA, Fla. – August 5, 2021 – AutoWeb, Inc. (Nasdaq: AUTO), a matchmaking platform for the automotive industry connecting in-market car
shoppers to their preferred vehicle transactions, is reporting financial results for the second quarter ended June 30, 2021.
“Our second quarter performance advanced our momentum from Q1, demonstrating our continued progress on our transformation strategy,” said Jared
Rowe, President and CEO of AutoWeb. “We generated sequential and year-over-year growth across revenue and gross profit and year-over-year
improvement in net income (loss) and adjusted EBITDA. In addition, our solid operational foundation has allowed us to support our dealer and OEM
customers as they mitigate ongoing industry-wide supply shortages. I am proud of our flexibility and resilience as we navigate this environment and further
position our business as a transactional matchmaker at scale.”
Second Quarter 2021 Financial Highlights
Q2 2021
18.7
6.6
35.0%
$
(0.3)
$
(0.02)
$
1.0

Total Revenues
Gross Profit
Gross Margin
Net Income/(Loss)
Net Income/(Loss) per share
Adjusted EBITDA1

$
$

Q1 2021
17.9
5.8
32.5%
$
0.3
$
0.02
$
0.2
$
$

Q2 2020
17.0
6.0
35.5%
$
(1.4)
$
(0.10)
$
0.4
$
$

Second Quarter 2021 Key Operating Metrics
Q2 2021

Q1 2021

Q2 2020

Lead Traffic2 (millions)
17.8
19.1
18.3
Lead Volume3 (millions)
1.2
1.2
1.2
4
Retail Dealer Count
1,665
1,777
1,854
Retail Lead Capacity5
108,000
111,000
100,000
Click Traffic6 (millions)
24.2
23.2
23.0
Click Volume7 (millions)
4.8
5.3
5.5
_________
1 Refer to the note below about Non-GAAP financial measures and accompanying reconciliation tables.
2 Lead traffic = total visits to AutoWeb’s owned lead websites.
3 Lead volume = total new and used vehicle leads invoiced to retail and wholesale customers.
4 Retail dealer count = the number of franchised dealers contracted for delivery of retail new vehicle leads plus the number of vehicle dealers (franchised or
independent) contracted for delivery of retail used vehicle leads.
5 Retail lead capacity = the number of new and used vehicle leads contracted for by new or used retail vehicle dealers that the dealers wish to receive each
month (i.e., “targets”) at the end of the applicable quarter.
6 Click traffic = total visits to AutoWeb’s owned click referral websites and AutoWeb's Click Traffic Affiliate Network websites.
7 Click volume = the number of times during the applicable quarter that consumers clicked on advertisements on AutoWeb’s owned click referral websites
and on AutoWeb's Click Traffic Affiliate Network websites.
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Rowe continued: “While consumer demand is rebounding from last year’s pandemic-related lows, supply levels remain broadly challenged across the
automotive industry. Widespread microchip shortages have forced many automakers to cut back production levels, while prices for current used and new
vehicle inventory have spiked to record highs. These factors hampered our retail dealer count and leads performance throughout Q2, with one of our largest
customers, FordDirect, completing an early termination of its new vehicle leads program with us at quarter-end. Though Q3 is typically another period of
seasonal strength for our business, we expect these industry-level challenges to continue serving as a headwind for us through the second half of the year.
“Within this dynamic environment, we have worked to optimize our platform and layer in additional retail-ready components to support our dealers and
consumers. In June, we announced a new strategic relationship with CreditIQ, an automotive retailing-focused software and service company that will
allow shoppers using our search funnel to calculate car payments on a vehicle of interest. We also re-platformed both deals.autosite.com and usedcars.com
during the second quarter, leveraging the technology pattern we implemented with shop.car.com in the first quarter to continue improving our operational
efficiency, innovation cycle time and user experience. Over the past two quarters, we have re-platformed the bulk of our new lead generation websites and
our flagship used vehicle web property, enabling us to better service in-market car buyers. As the data analyses we released last month reveal, our
consumer audiences tend to be highly localized and action-minded when it comes to making a vehicle purchase. Our continued focus on creating a more
comprehensive, innovative user experience aims to provide a fuller set of resources to help guide buyers towards completing a transaction.

“Subsequent to the quarter, we completed our acquisition of the assets of CarZeus, a private San Antonio-based used vehicle acquisition company majorityowned by the McCombs Family Partners. With CarZeus becoming a part of AutoWeb, we intend to work over the coming months to integrate its team and
implement more efficient processes at its current San Antonio location. Over time, we intend to leverage our in-market consumer audience and several of
our existing sites to scale CarZeus, deepen our presence in the used car market, and monetize our traffic more effectively. We look forward to integrating
the CarZeus team into the AutoWeb organization to capitalize on these key synergies.
“As we progress into the second half of 2021, we intend to continue to strategically enhance our platform and advance our integration of CarZeus in
support of our growth and transformation strategy. We believe our efficient foundation positions us well to further improve our matchmaking capacity and
capture additional growth opportunities ahead.”
Second Quarter 2021 Financial Results
Total revenues in the second quarter of 2021 increased 10% to $18.7 million compared to $17.0 million in the year-ago quarter. The increase was primarily
attributable to traffic acquisition efficiencies and seasonal strength, with additional contribution from a one-time lump sum payment of $0.5 million
connected to the early termination of FordDirect’s new vehicle leads program. As inventory shortages persist throughout the automotive industry, AutoWeb
has continued to carefully manage marketing spend to keep lead and click volumes aligned with market demand.
Gross profit in the second quarter of 2021 increased 9% to $6.6 million compared to $6.0 million in the year-ago quarter. As a percentage of revenue, gross
margin was 35.0% compared to 35.5% in the year-ago quarter. The increase in gross profit was driven by the aforementioned traffic acquisition
efficiencies, as well as the one-time lump sum payment from FordDirect.
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Total operating expenses in the second quarter of 2021 decreased to $6.7 million compared to $7.3 million in the year-ago quarter. The decrease was
primarily driven by continued prudent expense management throughout the organization.
Net loss in the second quarter of 2021 improved to $(0.3) million or $(0.02) per share, compared to a net loss of $(1.4) million or $(0.10) per share in the
year-ago quarter.
Adjusted EBITDA in the second quarter of 2021 increased significantly to $1.0 million compared to $0.4 million in the year-ago quarter (See “Note about
Non-GAAP Financial Measures” below for further discussion and the accompanying reconciliation tables). The increase was primarily driven by the
aforementioned growth in gross profit that included an additional contribution from the one-time lump sum FordDirect payment.
At June 30, 2021, cash, cash equivalents and restricted cash totaled $15.2 million compared to $15.1 million at December 31, 2020.
At June 30, 2021, AutoWeb’s outstanding balance on its revolving credit facility with CIT Northridge Credit remained flat at $10.2 million compared to
December 31, 2020.
CarZeus Acquisition
On August 2, 2021, AutoWeb announced the completion of its acquisition of specified assets of CarZeus, a San Antonio-based used vehicle acquisition
platform that buys cars directly from San Antonio consumers and sells them to local retail automotive dealers through wholesale auctions. AutoWeb paid a
total cash consideration of $400,000 to acquire specified assets of CarZeus, with CarZeus retaining ownership of its existing inventory, receivables and
debt. AutoWeb has created an operating business under the name Tradein Expert Inc. (d/b/a CarZeus). CarZeus’ Founder and Vehicle Acquisition Director,
Phil Kandera has joined AutoWeb as executive director, vehicle acquisition, and will lead day-to-day operations of AutoWeb’s used vehicle acquisition
business under the CarZeus brand.
Conference Call
AutoWeb will hold a conference call today at 5:00 p.m. Eastern time to discuss its second quarter results, followed by a question-and-answer session.
Date: Thursday, August 5, 2021
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: 7169687
The conference call will also be broadcast live here and at www.autoweb.com (click on “Investors” and then click on “Events & Presentations”). Please
visit the website at least 15 minutes prior to the start of the call to register and download any necessary software. For those who will be joining the call by
phone, 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 Gateway Investor Relations at 1-949-574-3860.
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A replay of the conference call will be available after 8:00 p.m. Eastern time on the same day through August 12, 2021. The call will also be archived in the
Investors section of the company’s website for one year.
Toll-free replay number: 1-855-859-2056
International replay number: 1-404-537-3406
Replay ID: 7169687
Tax Benefit Preservation Plan
At December 31, 2020, the company had approximately $104.1 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 (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, 2021, there were 13,465,871 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/financial-information/tax.
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 Adjusted EBITDA in this press release, which is a non-GAAP financial measure as defined by SEC Regulation G. The company
defines Adjusted EBITDA as net loss before interest, taxes, depreciation, amortization, non-cash stock-based compensation, non-cash gains or losses, and
other extraordinary items. A table providing a reconciliation of Adjusted EBITDA is included at the end of this press release.
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The company’s management believes that presenting Adjusted EBITDA provides useful information to investors regarding the underlying business trends
and performance of the company’s ongoing operations, as well as providing for more consistent period-over-period comparisons. This non-GAAP measure
assists management in its operational and financial decision-making and monitoring the company’s performance. In addition, we use Adjusted EBITDA as
a measure for determining incentive compensation targets. Adjusted EBITDA is 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.
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 forwardlooking 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 (i) though Q3 is typically another period of seasonal strength for the company’s business, the company
expects these industry-level challenges to continue serving as a headwind for us through the second half of the year; (ii) with CarZeus becoming a part of
AutoWeb, the company intends to work over the coming months to integrate its team and implement more efficient processes at its current San Antonio
location; (iii) over time, the company intends to leverage its in-market consumer audience and several of its existing sites to scale CarZeus, deepen the
company’s presence in the used car market, and monetize the company’s traffic more effectively; (iv) as the company progresses into the second half of
2021, the company intends to continue to strategically enhance the company’s platform and advance the company’s integration of CarZeus in support of the
company’s growth and transformation strategy; and (v) the company believes that its efficient foundation positions the company well to further improve the
company’s matchmaking capacity and capture additional growth opportunities ahead., 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
forward-looking 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
forward-looking 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, 2020 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
Mike Sadowski
Chief Financial Officer
949-862-3031
michael.sadowski@autoweb.com
Investor Relations Contact:
Cody Cree or Jackie Keshner
Gateway Investor Relations
949-574-3860
AUTO@gatewayir.com
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AUTOWEB, INC.
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share data)
June 30,
2021
ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net of allowances for bad debts and customer credits
of $326 and $406 at June 30, 2021 and December 31, 2020 , respectively
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Right-of-use assets
Intangibles assets, net
Other assets
Total assets
LIABILITIES, AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable
Borrowings under revolving credit facility
Current portion of the PPP Loan
Accrued employee-related benefits
Other accrued expenses and other current liabilities
Current portion of lease liabilities
Current portion of financing debt
Total current liabilities

$

$

$

Lease liabilities, net of current portion
Financing debt, net of current portion
Total liabilities
Stockholders' equity
Preferred stock, $0.001 par value; 11,445,187 shares authorized
Series A Preferred stock, 2,000,000 shares authorized, none-issued and outstanding at June 30, 2021 and
December 31, 2020, respectively
Common stock, $0.001 par value; 55,000,000 shares authorized;
13,465,871 and 13,169,204 shares issued and outstanding at June 30, 2021 and December 31, 2020, respectively
Additional paid-in capital
Accumulated deficit
Total stockholders' equity
Total liabilities, and stockholders' equity
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$

December 31,
2020

10,849
4,309
14,860
1,400
31,418
3,537
2,439
3,929
508
41,831

8,459
10,155
2,025
945
951
64
22,599

$

$

$

10,803
4,304
13,955
847
29,909
2,953
2,892
4,733
642
41,129

7,233
10,185
1,384
2,123
538
1,015
65
22,543

1,763
28
24,390

2,191
60
24,794

-

-

13
367,187
(349,759)
17,441
41,831 $

13
366,087
(349,765)
16,335
41,129

AUTOWEB, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in thousands, except per share data)
Three Months Ended
June 30,
2021
2020
Revenues:
Lead generation
Digital advertising
Total revenues
Cost of revenues
Gross profit
Operating Expenses
Sales and marketing
Technology support
General and administrative
Depreciation and amortization
Total operating expenses
Operating loss
Interest and other (expense) income:
Interest (expense) income, net
Other income
Income (loss) before income tax provision
Income taxes provision
Net income (loss)
Basic and diluted loss per share:
Basic income (loss) per common share
Diluted income (loss) per common share

$

15,225
3,511
18,736
12,179
6,557

$

2,103
1,271
3,089
196
6,659
(102)

14,263
2,770
17,033
10,993
6,040

Six Months Ended
June 30,
2021
2020
$

2,026
1,786
2,901
559
7,272
(1,232)

$

(248)
46
(304)
(304) $

(204)
62
(1,374)
(1,374) $

$
$

(0.02) $
(0.02) $

(0.10) $
(0.10) $

29,411
7,205
36,616
24,250
12,366

$

4,303
2,638
6,221
400
13,562
(1,196)

4,158
3,643
6,844
1,281
15,926
(4,529)

(498)
1,700
6
6 $

0.00
0.00

32,723
8,782
41,505
30,108
11,397

$
$

(1,036)
130
(5,435)
(5,435)

(0.41)
(0.41)
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AUTOWEB, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)
Six Months Ended June 30,
2021
2020
Cash flows from operating activities:
Net (loss) income
$
6 $
(5,435)
Adjustments to reconcile net income (loss) to net cash used in operating activities:
Depreciation and amortization
1,266
2,278
Provision for bad debt
(191)
94
Provision for customer credits
200
33
Forgiveness of PPP Loan
(1,384)
Share-based compensation
924
1,028
Amortization of Right-of-use assets
453
767
Changes in assets and liabilities
Accounts receivable
(914)
9,245
Prepaid expenses and other current assets
(553)
(674)
Other non-current assets
134
(84)
Accounts payable
950
(8,169)
Accrued expenses and other current liabilities
309
(147)
Lease Liabilities
(492)
(805)
Net cash provided by (used in) operating activities
708
(1,869)
Cash flows from investing activities:
Net cash used in provided by investing activities
(770)
(388)
Cash flows from financing activities:
Borrowings under PNC credit facility
28,564
Payments under PNC credit facility
(32,308)
Borrowings under CNC credit facility
35,471
33,201
Payments under CNC credit facility
(35,501)
(26,020)
Borrowings under PPP Note
1,384

Proceeds from exercise of stock options
Payments under financing agreement
Net cash provided by financing activities
Net increase in cash and cash equivalents and restricted cash
Cash and cash equivalents and restricted cash at beginning of period
Cash and cash equivalents and restricted cash at end of period

176
(33)
113
51
15,107
15,158 $

4,821
2,564
5,946
8,510

10,803
4,304
15,107

$

892
5,054
5,946

$

$

10,849
4,309
15,158

$

5,210
3,300
8,510

$
$
$

1
435

$
$
$

381
449

$
$

276

$
$

1,485
-

$

RECONCILIATION OF CASH AND CASH EQUIVALENTS AND RESTRICTED CASH
Cash and cash equivalents at beginning of period
Restricted cash at beginning of period
Cash and cash equivalents and restricted cash at beginning of period

$
$

Cash and cash equivalents at end of period
Restricted cash at end of period
Cash and cash equivalents and restricted cash at end of period

$

Supplemental disclosures of cash flow information:
Cash paid for income taxes
Cash refunds for income taxes
Cash paid for interest
Supplemental disclosure of non-cash investing and financing activities:
Right-of-use assets obtained in exchange for operating lease liabilities
Purchases on account related to capitalized software

$
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AUTOWEB, INC.
RECONCILIATION OF ADJUSTED EBITDA
(Amounts in thousands)

June 30,
2021
Net loss (income)

$

Depreciation and amortization
Interest income
Interest expense
Other income (expense)
Federal, state and local taxes
Non-cash stock compensation expense
Gain/(loss) on PPP Loan Forgiveness
Gain/(loss) on insurance reimbursement
Gain on government grant

Three Months Ended
March 31,
2021

(304) $
625
(3)
250
17
30
425
-

Adjusted EBITDA

$

9

1,040

310

$

640
(3)
253
19
43
499
(1,394)
(216)
$

151

June 30,
2020
(1,374)
1,066
205
(34)
518
(10)

$

371

EXHIBIT 99.2

Transcript of AutoWeb, Inc.’s Conference Call
Operator
Good morning and thank you for participating in today’s conference call to discuss AutoWeb’s Financial Results for the Second Quarter Ended June 30,
2021. Joining us today are AutoWeb’s President and CEO, Jared Rowe; the company’s CFO, Michael Sadowski; and the company’s outside Investor
Relations adviser, Cody Cree, with Gateway Investor Relations.
Following their remarks, we will open the call for your questions. And now I would like to turn the call over to Mr. Cree for some introductory comments.
Cody Cree
Gateway Group, Inc.
Thank you, Maria. Before I introduce Jared, I remind you that during today’s call, including the question-and-answer session, statements that are not
historical facts, including any projections, statements regarding future events or future financial performance or statements of intent or belief are forwardlooking 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 quarter ended June 30, 2021, 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 adjusted EBITDA. This is a non-GAAP financial measure as defined by SEC
Regulation G. A reconciliation of this non-GAAP financial measure to the most directly comparable GAAP measure and a statement disclosing the reasons
why company management believes that adjusted EBITDA provides useful information to investors regarding the company’s financial condition and
results of operations are included in today’s press release that is posted on the company’s website.
And with that, I will now turn the call over to Jared. Jared, the floor is yours.
Jared R. Rowe
CEO, President & Director
Thanks, Cody, and hello, everybody. We continue to execute on our transformation strategy during the second quarter. We generated sustained
improvements across some of our key financial metrics. Building off the momentum, we generated during Q1, we delivered sequential and year-over-year
growth across revenue and gross profit. And year-over-year improvement in net loss and adjusted EBITDA with Q2 being our fifth sequential quarter of
generating positive adjusted EBITDA.
On an operational level, we continue to make improvements. We replatformed 2 of our key sites, and we did complete the acquisition of specified assets of
CarZeus subsequent to the quarter. I am proud of the progress that we’ve made through the first half of 2021, made possible by our team’s thorough
commitment to efficient execution and product innovation.
Even as consumer demand has recovered from COVID-19 related lows last year, persistent supply challenges have curtailed the automotive industry has
returned to growth. The ongoing worldwide semiconductor and microchip shortage has forced many automakers to restrict production levels, causing
prices for both new and used vehicles to rise. This industry-wide inventory pressure has begun to weigh on overall car sales volumes, which did contract in
May and June as a result of the supply shortages and drove prices up.

Now in the beginning of July, new vehicle inventories reached historic lows and price has reached record highs. Cox Automotive reported that only 1.3
million cars were left unsold nationwide. And they were at an average listing price of just over $41,000. Now this is all as of June 21, 2021. So again, as
you can see, we’ve been in an interesting time from a supply and demand perspective in the auto industry, really unprecedented.
As we previewed last quarter, these broader factors have impacted our customer base and hampered some of our Q2 growth prospects, and we expect these
headwinds to persist throughout the second half of the year. The industry-related impacts were most directly reflected in our dealer count and in our lead
performance. At the end of May, we reported the FordDirect, one of our largest customers, had decided to suspend its vehicle leads marketing program
overall and terminate the new vehicle leads portion of its agreement with us with an early termination effective June 30.
As I just mentioned, though, this was something that was a bit of a strategic change for Ford in terms of how they want to manage their marketing spend.
We do anticipate transitioning some of FordDirect retail franchise dealers into our retail program as inventory levels recover.
But we do -- and then again, like we said in past periods, we do continue to expect our quarter-to-quarter dealer count to remain choppy for the time being.
Now as we discussed during our last call, we’re very focused on the next phase of AutoWeb’s evolution, which is investing in product progression to fuel
our growth. To that end, we replatformed 2 additional sites. We formed a strategic relationship with the digital retailing platform CreditIQ and we acquired
specified assets of a direct-from-consumer used vehicle acquisition platform, CarZeus, which we are very excited about.
I’d like to emphasize that our overall progress has both advance our growth strategy and enhance the overall stability of our business amid ongoing
industry headwind by macroeconomic factors beyond dealers or consumers control, expanding the optionality of our platform and the precision of our
matches helps us optimize the factors that are within our control to encourage completed vehicle sales. When dealers have limited inventory on hand, their
resources are best served by having more robust leads from the consumers who are actively browsing their available inventory.
Meanwhile, buyers are best served by knowing if and where the vehicles they have in mind are available. We’re improving our offerings to meet these 2
needs more fully, creating a comprehensive platform that encourages completed transactions regardless of what the broader buying environment looks like.
I’ll talk more about this after Mike runs through the Q2 financial results.

But as of now, I’m going to turn it over to Mike.
Michael A. Sadowski
Executive VP & CFO
Thank you, Jared, and good afternoon, everyone. Jumping right into our Q2 results. Total revenue in the second quarter were $18.7 million or 5%, up from
the $17.9 million last quarter and up 10% from the $17.0 million in the year ago quarter. Due in part to the overall seasonal strength in consumer demand,
partially mitigated by lower inventory levels, which drove softer client demand with an additional contribution of a onetime loan payment of $0.5 million
connected to the early termination of FordDirect new car lead program with us.
We reflected this payment in Q2 in alignment with U.S. GAAP standards, recording it specifically as a contribution to our leads revenue. For further detail
on that revenue stream, our leads product was up 7% to $15.2 million in Q2 compared to both $14.2 million last quarter and $14.3 million in the year ago
quarter. While our continued efforts to optimize our traffic acquisition strategies to grow volume and maintain the quality of our leads helped drive this
revenue improvement.
We had some sequential softness in our lead traffic, but we’re able to maintain lead volume as we focused on delivering higher intent audiences that
produce good quality leads in this inventory constrained environment. We also had a sequential decline in retail lead capacity as a result of the industrywide supply shortages that Jared mentioned earlier.
So, it tells deeper the retail dealer performance, specifically on dealer count. Our Q2 dealer count came in at 1,665, which is down both sequentially and
year-over-year. As a result of those inventory shortages, the other customers have actively been managing their marketing spends and new car lead
consumption in some of opted to and their agreements with us. Overall, as we’ve consistently did, we expect recovery in our dealer counts to remain
choppy as our industry continues to recover from the pandemic and dealers work to mitigate the supply constraints facing their respective businesses.

Moving on to advertising revenues. In the second quarter, those came in at $3.5 million, which is down from $3.7 million in Q1, but up 27% from $2.8
million in the year ago quarter. Within digital advertising, the clicks product delivered $2.8 million in revenue, down slightly from $2.9 million in Q1, but
up 22% from $2.3 million in the year ago quarter. While the year-over-year increases indicate solid recovery from the lows of pandemic in Q2 last year, the
sequential decreases reflects the ongoing headwinds related to lower lead traffic on AutoWeb properties.
In terms of metric performance, click traffic was up sequentially and year-over-year, driven primarily by our efforts to increase affiliates, leveraging our
click capabilities. The click volume was down relative to both last quarter and the year ago period. Amid this environment, we’ll continue to manage media
spend down to ensure we balance gross profit dollar performance and lead quality while staying more closely aligned with the demand trends in the
market.
And we’ll maintain this approach as we monitor our macroeconomic and industry changes in the second half of the year.
Now turning to the gross profit line, which we believe is a more appropriate proxy for our top line performance. Our Q2 profit was $6.6 million, up 13%
from $5.8 million last quarter and up 9% from $6.0 million in the year ago quarter. Second quarter gross margin came in at 35.0%, which is up from 32.5%
last quarter but down from 35.5% in the year-ago quarter. The increase in gross profit sequentially was driven by the traffic acquisition efficiencies and
overall market dynamics I mentioned earlier as well as the lump sum payment from FordDirect.
Further, our gross margin remains consistent with the low to mid-30% range that we’ve been managing to for the past several quarters. We continue to
manage operating expenses during the quarter, which were down 8% year-over-year to $6.7 million as a result of our disapproach to cost management.
Net loss in the second quarter was a loss of $0.3 million or negative $0.02 per share compared to a net income of $0.3 million or positive $0.02 per share
last quarter and a net loss of $1.4 million or negative $0.10 in the year ago quarter.
As a reminder, last quarter benefited from the payment protection program loan forgiveness on the net income line item. Adjusted EBITDA in the second
quarter was $1.0 million, a significant improvement compared to both $0.2 million last quarter and the $0.4 million in the year ago quarter. The increase
reflects our execution focus on gross profit dollar growth as well as the overall market dynamics, and it includes the one-time lump sum FordDirect
payment.
I have to say that this represents our fifth consecutive quarter of generating positive adjusted EBITDA, and we continue to see the consistency of our
adjusted EBITDA performance as a positive indicator of our plan and our focused efforts on gross profit. Please note that for Q3, we are remaining
cautious in our internal expectations due to the record level of in constraints dealers are facing with the various material shortages that are impacting
vehicle supply, which has been previously discussed.
At June 30, 2021, cash, cash equivalents and restricted cash totaled $15.2 million to $15.1 million at December 31, 2020. As we continue in the second half
of the year, we’ll remain focused on the levers that enable cash growth. As of June 30, 2021, we had an outstanding balance of $10.2 million on our $20
million revolving credit facility with CIT Northbridge Credit. We completed the second amendment to our loan agreement with CIT Northbridge Credit on
July 30, 2021, which enables us to use a portion of the credit facility for the acquisition of vehicle inventory.
We remain comfortable with our balance sheet and overall liquidity as we progress through 2021 with the sustainment to improving our liquidity and
prudently managing our costs. To briefly provide some additional transactional details around the acquisition of specified assets of CarZeus. Total
consideration was $400,000 in cash. $325,000 in cash has been paid and the remaining $75,000 becomes due after a 6-month hold back period at the end of
January ‘22.
AutoWeb acquired selected assets on the CarZeus business, including the brand, CarZeus, while material assets just cash inventory and receivables were
not acquired. After completion of the asset acquisition, AutoWeb hired CarZeus founder, Phil Kandera, to be our Vehicle Acquisition, Executive Director.

Jared will be providing more strategic insights related to this transaction in just a bit.

Overall, we have continued to make strong progress on our strategy, achieving both sequential and year-over-year revenue growth and adjusted EBITDA
expansion. Our acquisition of CarZeus has an added complement to our transformational objectives. Expanding our runway for further top line
improvements and monetization opportunities that will be able to improve our gross profit growth.
As we get deeper into the second half of 2021, we’ll look forward to providing additional updates on our integration progress as well as maintaining our
focus on supporting our customers through this challenging industry environment. Continuing to optimize on our products and our platform and further
positioning our company as a scaled and efficient matchmaker. This concludes prepared remarks.
And I’ll turn the call back over to Jared for additional operational updates and more strategic color on our CarZeus acquisition.
Jared R. Rowe
CEO, President & Director
Jared?
Thanks, Mike. So, speaking first to our site improvements. We replatformed both deals autosite.com and usedcars.com during Q2. If you recall, last quarter,
we talked about doing autosite, but usedcars wasn’t the part of the plan. We pulled that up really to support the CarZeus acquisition. So, we actually did
more work on the replatforming side this quarter that we anticipated. Now this further reduces our technical debt, it improves our site performance, it
contemporizes our user experience and quite frankly, it allows us to innovate more quickly.
So, we’re pretty pleased with the progress we’re making there. We are consistent with performance improvements, we have experienced by replatforming
shop.car.com last quarter. The updated usedcar.com site has an improved page load time of over 30%. And I think we all know just how important it is to
have a fast and responsive site to maximize consumer engagement.
So, we’re really proud of the work since it really does underscore that we can make key product investments in support of our growth while maintaining
our very strict focus on cost efficiency. We’ll continue to replatform our portfolio of sites. However, the work that we’ve already done covers over 60% of
our monthly traffic. So just in the last couple of quarters, we’ve accomplished quite a bit.
At the beginning of June, we announced our new strategic relationship with CreditIQ, which is an automotive retailing focused software and service
company that enables dealers to provide seamless digital retailing experiences to consumers. This relationship will allow shoppers using our search funnel
to calculate car payments on a vehicle of interest, which streamlines the car buying process for both buyers and sellers. Features like these not only enhance
our platform’s user experience, but also enable us to create more tailored profiles of the buyers using our sites to understand what kind of shopping
experience they’re seeking.
In turn, we’re able to better match them to the sellers that can provide an experience within their preferred parameters. We look forward to further
developing our relationship with CreditIQ and leveraging their next-generation digital retail technology as part of our continued platform optimization, we
do expect to launch this mid- to late next quarter, shouldn’t slip into Q4, but we’ve got plans to put this out into production. So hopefully, we’ll have
something more robust to talk about next quarter when we get together.
So now jumping into CarZeus. This acquisition of specified assets is really a unique way for us to open up new revenue growth potential and continue
improving the gross profit dollars that we generate on a per transaction basis. To this end, I’d like to provide an overview of the CarZeus business model,
and then we’ll talk about the strategic benefits of the acquisition.

So, first things first. What does CarZeus do? It’s a business that is really focused on buying vehicles directly from consumers who otherwise are not
interested in trading their vehicle into a dealer. And then what we do with them is we resell that same vehicle in the wholesale market. Consumers benefit
by having an alternative vehicle disposal option. Dealers benefit by being able to purchase these vehicles in the wholesale market, and CarZeus benefits by
earning in margin, the difference between the price paid to the consumer and the price received at auction.
This business model has proven to be effective. Historically, generating an average vehicle purchase volume of 60 to 80 vehicles per month. They have an
average transaction price ranging from, call it, $15,000 to $20,000, and. The gross margins are really in the -- they’re in the high single digits. Please note
that these ranges represent historical outcomes produced by the previous owners and should not be treated as forward-looking in nature. However, we
wanted to give you some idea of kind of the sizing of it.
As you all know, vehicle purchases are large, complex, multi-choice transactions. Buying a vehicle requires careful nuance consideration of not only the
particular type of vehicle that is best suited to your needs, but also how best to dispose of a consumer’s current vehicle- and ensuring that the relative value
of a new vehicle makes sense against the old one. Once more, these decisions are being made within a rapidly evolving automotive market. The pandemic
has only accelerated digital retailing trends over the past year, making convenience, efficiency and readily available information, not just luxury, but quite
frankly, expectations for consumers’ online shopping experiences.
We are positioning our platform to optimally fulfill these expectations that intend to ultimately exceed them. Adding CarZeus as a key retail-ready
component helps us enhance our consumer offerings by expanding our resources for guiding consumers through the full car purchase process. By offering
our in-market audience an alternative way to dispose of their current vehicle, we’re materially advancing one of the first steps of their vehicle purchase and
establishing AutoWeb more firmly in the used vehicle retail market.
Upon integration, our platform can more fully support vehicle transactions from start to finish, offering expanded resources for buyers and even more
tailored leads and ultimately inventory to dealers. CarZeus already differentiates itself from its vehicle acquisition peers through its fast and personalized

approach, and we intend to optimize these qualities as we work to scale and streamline the business. Our ability to efficiently leverage our existing
audience and highly effective search engine marketing methods to identify consumers who are looking to dispose of their current vehicle.
It really is a key differentiator for us. Our approach offers a unique benefit of blending a third-party audience with first-party monetization. Over time, we
plan to optimize our current sites and advertising campaigns to make the CarZeus offering available to an audience that is well beyond San Antonio. So,
what will CarZeus’ integration look like over time. As I referenced earlier, we see this as a prime opportunity to better leverage some of our newly
enhanced sites, some of which have been, quite frankly, underutilized to date.
For instance, adding the CarZeus offering to usedcars.com and tradeinexpert.com are just, quite frankly, natural upgrades for us and for consumers. Now on
a broader operational level, we plan to harden CarZeus internal and go-to-market approaches at its current location in order to continue its growth. As we
perfect these new approaches, we then intend to extend this strategy to add additional local, regional and ultimately, national markets to CarZeus’ footprint.
This will provide us with the opportunity to participate far more meaningfully in the consumer used vehicle disposal market, which according to industry
estimates, has a total estimated value of approximately $230 billion.
So, one of the things that I don’t want to miss in all of this is we do think that we have dramatically improved or increased our total addressable market. As
you may have seen with CarMax’s acquisition of Edmunds this year, there’s real value in creating third-party experiences that provide first-party utility for
consumers, which is one of the reasons why we’re pretty excited about the addition of CarZeus’ capabilities.
Through our transformation, we intend to elevate AutoWeb beyond being a robust digital marketing platform with solutions geared towards automotive
dealers, agencies and OEMs. We are now making very steady progress towards becoming an automotive matchmaking platform, connecting in-market car
shoppers to the preferred vehicle transaction. This approach will provide enhanced value to both consumers and dealers alike.
We believe our business is solid and is well equipped for whatever the road ahead may hold. And I really look forward to the opportunities in store for us in
the second half of the year.
So, with that, I think we’re done with our prepared remarks. And operator, if you wouldn’t mind, let’s open it up for questions.

Question and Answer
Operator
[Operator Instructions] And your first question will come from the line of Eric Martinuzzi from Lake Street.
Eric Martinuzzi
Lake Street Capital Markets, LLC, Research Division
I have a question regarding kind of a normalized gross profit margin, just for starters. I want to make sure I’m doing the algebra correctly here. So, we got
the one-time payment from FordDirect of $0.5 million. Back that off the revenue and back that off the gross profit, and I’m coming up with 33.5%. Is that a
correct way to think about a normalized kind of gross margin of the FordDirect payment?
Michael A. Sadowski
Executive VP & CFO
Eric, yes, the $0.5 million of FordDirect will flow right through. So, yes.
Eric Martinuzzi
Lake Street Capital Markets, LLC, Research Division
Yes. Okay. All right. And then my second question has to do with the -- CarZeus acquisition, obviously, this is a pretty big shift here. You guys have
historically been kind of new car focused and you’ve been B2B focused, whether that business was an OEM or a dealer. But just curious to know, was this
part of a strategy that’s been in place for -- since the beginning of the year and you found the right target? Or is this more of a -- the market given the
supply of new cars, we need to embrace a different strategy here?
Jared R. Rowe
CEO, President & Director
Eric, good questions, and we appreciate them. No, this is very much part of our matchmaker strategy. We always knew we were going to need to participate
more strongly in the used car side of the business. And quite frankly, in the trade-in side, as we talk about the retail-ready components that consumers
expect, finance is a big piece of it, right, understanding the payment side is a big piece of it, and that’s where the CreditIQ integration comes in. As well as
understanding how I’m going to dispose of my existing asset, right, the car I own, and that’s where the trade-in side comes in.
So, to your point, we are expanding kind of our monetization base, if you will, in that we’re not going to be strictly B2B. We’re going to have a consumer
component to this, and we’re pretty excited about that. But it does fit within the framework of what we’ve been executing against for the better portion of
over 3 years now, I guess, almost 4 now, which is to become this matchmaker and provide the kind of utility that a consumer expects, but at the same time,
do it in such a way that we can really support retail dealers.
And again, what I would say is we’ve done a great job of increasing the overall quality of our traffic and our leads, and demonstrated that over the past
year. And with this new addition, we’re going to add utility to the consumer, help them understand what their payments are going to look like, how to
dispose of a vehicle in a way that is most aligned with their expectations. And also, we’re going to be able to then provide this previously unmarketed
inventory to dealers, which we think is pretty exciting overall.

Eric Martinuzzi
Lake Street Capital Markets, LLC, Research Division
Okay. Taking it to the next step then, if we are going to be expanding here, is this going to be a situation where we need to invest in CarZeus? We’re in San
Antonio now and I don’t know what the revenue contribution or profit contribution is. It sounds de minimis on both sides. But the -- are we looking at, hey,
we want to be an X number of major metros by time frame Y and that’s going to cost us OpEx increase of Z million dollars? How are we thinking about
rolling out cars? And what does that do to revenue and expense assumptions?
Jared R. Rowe
CEO, President & Director
Yes. Yes, Eric, I’ll start, and then I’ll let Mike finish. We do have internal plans around expansion. Those aren’t things we’re sharing externally right now.
But what I’ll tell you, Eric, is that we didn’t buy this capability just to operate in San Antonio. That doesn’t make a lot of sense for us, right?
We buy traffic at a national scale, which means where you get maximum efficiency and effectiveness of blending, the third and first party together is when
you have sufficient scale on the other side, to really support it in terms of the CarZeus capability. So, we do have intension to scale this out. We do have
intention to adding markets. Again, we’re not just going to focus on how we just grow in San Antonio.
Clearly, we bought this as an extensible capability that we intend to fold into our broader offering overall. Mike, I don’t know if you want to talk a little bit
about how to think about the level of investment that these sorts of things are going to require. I will tell you, Eric, we -- again, we thought this through,
and we think this is a fairly efficient way for us to generate some growth. But I’ll let Mike take it from here.
Michael A. Sadowski
Executive VP & CFO
Yes. I mean, I’ll comment a little bit on what Jared said and then talk a bit about some of the financial opportunities. When we look at this, we look initially
at really integrate and understand the capabilities and bring it into the whole. One of the great advantages we have is we have this existing audience and an
opportunity to expose that audience to this disposal market and to this kind of experience.
So, we do look at that as a pretty significant cost lever advantage to enable us to not only deploy where we’re driving positive EBITDA contribution from a
single location, but also to scale out efficiently and effectively because we already have a national audience and an ability to bring this opportunity in front
of consumers. So, as we think through both the financial implications of that and the future growth implications, is that one really focused in on operational
capabilities, get it in, get it operating right.
And then step 2 is scale and optimizing the things we’re good at around audience acquisition and really improving everything that we can on a scalability
perspective for incremental locations because we do believe that there is an opportunity for each future location, each future growth opportunity, to
generate better returns as you get more scale, right?
The efficiency that you can achieve as you go over larger and larger market segments. So, we do look at this as an opportunity in front of us that we can
drive efficiency and utilize the existing audience. We can improve that monetization capability and get those gross profit dollars up vehicle per transaction
basis, it’s potentially higher on a vehicle transaction and tail from there.
Eric Martinuzzi
Lake Street Capital Markets, LLC, Research Division
Okay. But it doesn’t sound like specific -- maybe the better way to frame it up would be don’t think about a material revenue or expense contribution in
2021, more like a 2022 time frame?
Michael A. Sadowski
Executive VP & CFO
There will certainly be revenue opportunities here in 2021. So, I do think that -- if you do the math on some of the numbers that Jared put out there, that 60
to 80 units at $15,000 to $20,000 per with a margin dollar contribution in the high single digits. As you roll that out and we think about that opportunity,
there is revenue and gross profit dollar potential here in ‘21. And then certainly, there’s opportunity beyond.

Eric Martinuzzi
Lake Street Capital Markets, LLC, Research Division
Okay. Let me shift over just last question, then I’ll turn it over. But the Q3 for AutoWeb has historically been your strongest quarter. We’re operating in
different difficult times here. So, I don’t know if we should run with that same assumption. Given what we just saw for Q2 with the $18.2 million, and I’m
talking about ex the FordDirect, but should -- does that $18.2 million or even the $6.1 million, again, pro forma for FordDirect on the gross profit. Do those
numbers rise sequentially? Or is it -- are you guys assuming a decline sequentially?
Jared R. Rowe
CEO, President & Director
Yes, Eric, let me start with just a macro and then Mike can support me, if he needs to. I mean, essentially, listen, until they solve the inventory issue, we’re
going to be stuck with this headwind. Listen, jumping off in July with the number of units that we talked about there, like 1.2 million units. That’s a really,
really low number. And so, we’re going to feel that throughout the quarter because as we’ve seen over the past 2 years is, what dealers are doing is they’re
harvesting profitability, right? They have more demand than they have supply and they’re taking advantage of it, and they’re being quite frankly, rational

capitalist. So, until the inventory shortage does get sorted out, I think it is going to have a bit of a -- it’s going to be a bit of a headwind that’s going to offset
some of the seasonality that we would expect to see in Q3.
Operator
And your next question will come from Gary Prestopino from Barrington.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
Several questions here. First of all, Jared, you mentioned that FordDirect ended in June of this year. Or as I recall, when you put out a filing, I thought it
was ending in September.
Jared R. Rowe
CEO, President & Director
So that’s a good question, Gary. So initially, the -- they were contractually obligated to continue until September. They wanted early termination. And so,
we negotiated an early termination. So, it is done as of June and what that essentially did is it required a payment that you can see flowing through as part
of the negotiated settlement.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
And as I recall, that was 7% of your 2020 revenues or 7% of your Q1 revenues.
Jared R. Rowe
CEO, President & Director
Michael...
Michael A. Sadowski
Executive VP & CFO
Yes, FordDirect in total was 7% in Q1. It was slightly higher in 2020. But I do want to point out that it was just a new car component of this agreement that
was terminated. The used car volume does continue on. And so there will be continued revenue from FordDirect. It will just be significantly lower.

Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
All right. But at least as we’re modeling out, we have to take into account that the fact the new car revenue is going away. And it’s going to be a comp
through Q2 of ‘22 that will be impacting your income statement. I just want to make sure I’m clear on that.
Michael A. Sadowski
Executive VP & CFO
Yes. That’s right. And as we mentioned in some of the prepared statements, we are going to continue to try to go direct to those Ford dealers and sign them
up and replace some of that volume.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
Okay. And that doesn’t impact your retail dealer count, right, because that’s a wholesale agreement, right?
Michael A. Sadowski
Executive VP & CFO
That’s right.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
Okay. And then just some other things here. I kind of tried to scribble this down. You said your click revenue was $2.8 million this quarter versus $2.3
million last year?
Michael A. Sadowski
Executive VP & CFO
That’s right.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division

So it looks like your revenue per click was $0.58 versus $0.42. Is that...
Michael A. Sadowski
Executive VP & CFO
$0.59, yes.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
Okay. Then just a couple of questions here on CreditIQ and Zeus. So, with CreditIQ, that’s -- you just have a relationship there with the software provider,
does that fit on all of your sites and act like a destin product for an individual? Does it --the individual says, I want a car payment of $250 a month. Does
CreditIQ give you the ability to then look at or does it default to various models that, that individual can afford? Or the individual has to do the search first
and then use CreditIQ to see what the car payment would be?

Jared R. Rowe
CEO, President & Director
Yes. No, good question, Gary. It’s going to basically give us the capability to do it either way. And what you’re going to see is you’re going to see us
implement it both ways, okay? So, as you know, in our search funnel, those tend to be not VIN-specific right? So, it tends to be more about what kind of
general car do I want when we connect them with a dealer. Now what this is going to allow us to do is really help to provide generalized pricing around
new vehicles in a given market, based on credit worthiness, based on down payment, based on all that stuff, right?
The other way that we’ll implement it is we’ll implement it on our inventory sites. And one of the things you’re going to see is you’re going to see us make
usedcar.com a bit more-- we’re going to push it out front, quite frankly, right? We’ve got a couple of good-- we’ve got a great portfolio of sites. We do. But
if you think about the 2 kind of foundational sites we’ve got, we’ve got car.com, we’ve got usedcar.com, those are great generic automotive sites.
So, on the usedcar.com, which is where our inventory sits, you’ll see us implement this in a VIN-specific way. So again, both use cases will be
implemented, Gary. Again, what’s interesting about CreditIQ is it gives us the capability that we can then apply to the different use cases based on how the
consumer is using our tools in their shopping process.
Now when you extend that further and put CarZeus into it, it’s also going to allow us to then put a number on a vehicle as well, so you can really start to
dial in a trade in, right? Put a number on trading. So, you can really start to dial in the pricing from a consumer perspective.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
Okay. But it’s just really a service you’re offering. The dealer doesn’t have to subscribe to CreditIQ? This is just something that you’re offering users of
your sites in their switch process?
Jared R. Rowe
CEO, President & Director
Correct. Correct. Correct. Some dealers may choose to use CreditIQ. They may to integrate it through their entire retail sales process, but it’s not required
for consumers and dealers to still get value out of this integration.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
Okay. So, then a couple of questions on Zeus. Now again, this is something that you’re offering endemic to your various -- to your sites. It’s not something
you’re going to have the dealer pay for or subscribe to, correct?
Jared R. Rowe
CEO, President & Director
Correct. And that’s one of the nuances about our approach is there’s a few different folks who do this, right? Some folks view it as a marketing product,
right, where they engage the dealers and they sell more of a subscription service that sends these kinds of consumers to dealers for the transaction to be
completed. That’s one model that’s out in the market.
You’ve got other models out there where basically you’ve got wholesalers, quite frankly, who buy and sell in the open market. What we are and what we’re
doing is a little different in that we’re going to take ownership of the vehicles, right? We’re going to buy them. It’s an omnichannel approach because we’re
going to engage them online, and then we’re going to actually physically touch the vehicles in the local market. We do the inspection, everything, and then
we sell them on the wholesale side.
So, part of the reason we’re super excited about this is because this capability is going to allow us to participate far more meaningfully in the used car
market. As you can imagine, it’s going to -- we’re going to leverage usedcar.com as well as some of our other good quality URLs and portfolio brands. But
also, because we are taking ownership of the vehicles and then reselling them, there’s certain treatment associated with that. We’re going to participate as if
we are a first party.

So again, what’s really interesting and what I get excited about is when you look at other global marketplaces, 2 sets of marketplaces, there’s this general
shift towards third-party efficiency of audience and first-party effectiveness of monetization. That is what we’re blending together here with this new
capability that we’ve added.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
Okay. But who’s going to do the inspections on the cars? Are you going to outsource that? Or do you have to build the staff to do that?
Jared R. Rowe
CEO, President & Director
We’ll do it. It’s fairly capital -- it’s not going to be capital intensive. We think there is opportunity for us to consolidate some of the elements in the back
office in terms of how you engage with consumers, how you set numbers. What you’re talking about in terms of going market to market, having a physical
presence, it’s actually very, very lightweight. And one of the things I’ll just remind everyone on this is the team that is here at AutoWeb has extensive
experience in this sort of business from our past lives.
So, the valuation process, creating those sorts of efficiencies and then scaling it geographically, as efficiently as humanly possible, we feel very good about
our ability to do that. Like I said, we’re pretty excited about this one.
Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
Yes. But I mean, I’m just -- I’m trying to understand this because you’re going to buy the car, so you’ve got the risk on that. You’re going to buy at some
increment of wholesale value because you’re going to turn around and try and sell it in the wholesale market. And how instantaneous is this transaction
going to be? And how does the individual get the car to you? And how does the individual -- how does the car then get to the wholesale market to be sold?
Or are you using things like ACV or backlog cars Tradeweb to sell your cars?
Jared R. Rowe
CEO, President & Director
Yes. No. Good question. So, we’ve got a physical location. I’ll give you an example of how we do it today in San Antonio. We’ve got a physical location in
San Antonio. It’s appointment based. So we engage consumers online, get through a good portion of the process, right, in terms of setting up the
expectation and value of the vehicle and condition of the vehicle, we then get the consumer to bring the vehicle in.
We physically inspect the vehicle, if the vehicle is within the range of acceptability that we believe it is as it’s been described, we simply cut a check for the
consumer. We then take that piece of inventory in the local auction and we turn it. And this is a quick turn business, right? This is not us sitting on tons of
inventory. And so that is the process.
Now when you think about extending it geographically, right, there are certain elements that can be centralized, and there are certain elements that can’t.
Vehicle inspection, it has to be a physical location because it’s a core part of the value proposition that we have for consumers, which is this appointmentbased approach where we can make commitments to consumers around bring the vehicle in and will get you out in the amount of time and the vehicle is,
which say it is, you’re going to give check today.
Those are the kinds of promises that not everybody in this market makes. And so as we think about this, we think there are multiple levels of efficiency and
optimization as we scale the business. So don’t think of this as everything we’ve got in San Antonio. We’re going to pick it up and move it to a new market.
We think some of the elements will need to go to the new market, others won’t. And again, I’m going to hammer home what Mike said earlier, one of the
biggest issues that a lot of these businesses have who do this sort of thing is their cost of acquisition is not efficient.
By us leveraging our existing audience and leveraging our capabilities, which are some of the best in the industry, we think we can solve that very
effectively, which makes this an exciting opportunity.

Gary Frank Prestopino
Barrington Research Associates, Inc., Research Division
And then just the last question. Do you now have to go out and get some kind of a floor plan financing facility to do this?
Michael A. Sadowski
Executive VP & CFO
Yes, I talked about-- we actually did a second amendment with CIT Northbridge Credit to use some of the existing facility that we have and apply that
towards buying and selling inventory.
Operator
And your next question will come from Josh Nichols from B. Riley.
Michael Joshua Nichols
B. Riley Securities, Inc., Research Division

Just -- I think there’s been a lot of questions asked about CarZeus, but just one final one for me just to make sure I got this right. Like is effectively what
you’re saying is if you’re buying like 60 to 70 vehicles, right, in the $15,000 to $20,000 a month, this acquisition is going to add like $1.2 million of
revenue per month and like, say, like $100,000 of gross profit? And is that how it’s going to flow through on the income statement?
Michael A. Sadowski
Executive VP & CFO
That is how it will flow through. I can’t specify the numbers exactly, but yes, that you would have a revenue line item that is based on a number of units
times the sell price. You would, of course, have the cost of that inventory and anything that you did with the inventory as the cost of goods and then your
profit margin is with digital you want to buy with enough spread? And turn quickly, as Jared had said, you want to turn that volume and turn that inventory
as fast as you can.
Michael Joshua Nichols
B. Riley Securities, Inc., Research Division
Yes. And then just one follow-up question for me. I’m trying to keep it brief as like, one, like how quick does that turn? If you’re going to buy $1 million
plus of inventory a month? And then if you were to look to expand that into like even a regional presence, right? Presumably, that could put some balance
sheet constraints on the company.
I know you have some financing, I’m sure in place, but if you could elaborate on that? And then is there a way to improve the gross margin? Because that’s
kind of been the company’s focal point, right? Is like focus on like the gross profit dollars, and this is -- well, it has some tangential benefits. It’s definitely
a lot lower margin business. I’m curious if there’s some opportunities to improve the margin profile.
Michael A. Sadowski
Executive VP & CFO
Yes. And...
Jared R. Rowe
CEO, President & Director
Go ahead. Go ahead. Please, please take it.

Michael A. Sadowski
Executive VP & CFO
I was going to start on the gross profit. So, this is more about gross profit dollars than it is about margin percent. For each transaction, there are
substantially more margin dollars than we would have in a traditional lead or click opportunity. So, we are looking at it from that lens of the dollars
available on a per transaction basis.
In terms of churn, a lot of it does depend on that specific inventory, but it could range from days to call it weeks, depending on title and lienholders and
everything that goes into the buying and selling of inventory. But the goal is over as fast as you can. Now in terms of driving incremental efficiency and
incremental spread, always, you look at that, how we look at it from a marketing lens and say, below that gross profit dollar, we can drive a lot of marketing
efficiency and cost of acquisition benefits.
But as we continue to learn with this business and grow this business, we’ll absolutely be looking at how do you put a number on inventory that’s better
and better each period as you go and continually refine that approach because the buy side is as important on the sell side when it comes to the buying and
selling of inventory in this way.
Jared R. Rowe
CEO, President & Director
And I guess the only thing I would add is that we’ve been talking for a better portion of 3 years about mix, right? Retail versus wholesale mix on the lead
side, clicks versus leads mix, right? Because there’s very real margin dollar differential between those things. Think of this as another lever for us to drive
mix. We’re going to use the same audience. We’re going to use the same efficiency on a cost of acquisition perspective to drive more gross margin dollars
on a per impression basis. So, this is very much a lever. So, to your point, Josh, this is not about gross margin percentage.
This is about gross margin dollars because that is what we’ve been focused on for the better portion of 3 years because at the end of the day, gross margin
dollars are what matters because gross margin dollars ultimately drive cash flow. And again, we’re a little old school here. We believe cash is king.
Operator
And your last question will come from Ed Woo from Ascendiant.
Edward Moon Woo
Ascendiant Capital Markets LLC, Research Division
Yes. Congratulations on the acquisition of CarZeus. Should we expect more acquisitions in the future?
Jared R. Rowe
CEO, President & Director

Yes, we’re going to grow both organically and inorganically. And so, we’re going to be pragmatic about this. And so, as we look to add more capabilities,
whether it be other retail-ready components or whether it be to really drive our growth of CarZeus and that capability, we’re going to look at both organic
and inorganic. Again, what I will tell you, though, is that we’re pretty focused on the efficiency of the transaction. And I think CarZeus is a good example
of that is that overall, we think that this is an efficient buy for us to add a capability that’s extensible. So long story, long answer, short question, Ed, yes, is
we’re going to look at both organic and inorganic opportunities. And we’ll be pragmatic about which one makes the most sense for us and can deliver value
to them, quite frankly, to our shareholders quicker.
Operator
And at this time, this concludes our question-and-answer session. I would now like to turn the call over back to Mr. Rowe for closing remarks.
Jared R. Rowe
CEO, President & Director
Well, I just want to say thank you. Thank you for joining the call. We appreciate it. Thank you for all the support. We do look forward to speaking to
everybody at the next earnings call when we report our Q3 results. I also just want to say thank you to the great team at AutoWeb for all of your hard work
and welcome to the CarZeus team. We’re excited about what’s ahead for all of us. So, we’ll be talking soon. And again, thank you for your time. Take
care.
Operator
And ladies and gentlemen, this concludes today’s conference call. You may now disconnect your lines at this time. Thank you for your participation.

