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Washington, D.C. 20549

Form 10-Q

þQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended March 31, 2011

OR

¨TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

Commission File Number 000-51653

DealerTrack Holdings, Inc.
(Exact name of Registrant as specified in its charter)

Delaware
(State or other jurisdiction of incorporation

or
organization)

52-2336218
(I.R.S. Employer Identification Number)

1111 Marcus Ave., Suite M04
Lake Success, NY, 11042

(Address of principal executive offices, including zip code)

(516) 734-3600
Registrant’s telephone number, including area code

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes þ No ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).   Yes þ
No ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):
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Large accelerated filer þ Accelerated filer ¨ Non-accelerated filer ¨ Smaller reporting company ¨
(Do not check if a smaller

reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
¨ No þ

As of April 30, 2011, 41,114,789 shares of the registrant’s common stock were outstanding.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

DEALERTRACK HOLDINGS, INC.

CONSOLIDATED BALANCE SHEETS
(unaudited)

March 31, December 31,
2011 2010

(In thousands, except share
and per share amounts)

ASSETS
Current assets
Cash and cash equivalents $ 57,549 $ 192,563
Investments 578 490
Customer funds 2,408 —
Customer funds receivable 14,141 —
Accounts receivable, net of allowances of $3,774 and $3,258 as of March 31, 2011 and
December 31, 2010, respectively 33,864 24,273
Prepaid expenses and other current assets 25,905 17,929

Total current assets 134,445 235,255

Investments — long-term 2,390 2,254
Property and equipment, net 22,504 18,875
Software and website developments costs, net 32,625 29,875
Intangible assets, net 102,728 23,163
Goodwill 212,223 136,408
Deferred tax assets — long-term 31,887 1,015
Other assets — long-term 11,772 12,118

Total assets $ 550,574 $ 458,963

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities
Accounts payable $ 7,965 $ 5,241
Accrued compensation and benefits 8,980 10,823
Accrued liabilities — other 15,410 12,511
Customer funds payable 16,549 —
Deferred revenue 7,196 5,010
Deferred tax liability 411 411
Capital leases payable 392 317

Total current liabilities 56,903 34,313

Capital leases payable — long-term 245 165
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Deferred tax liabilities — long-term 43,171 9,488
Deferred revenue — long-term 5,434 3,254
Other liabilities — long-term 3,699 2,826

Total liabilities 109,452 50,046
Commitments and contingencies (Note 13)

Stockholders’ equity
Preferred stock, $0.01 par value: 10,000,000 shares authorized and no shares issued
and outstanding as of March 31, 2011 and December 31, 2010 — —
Common stock, $0.01 par value: 175,000,000 shares authorized; 44,204,160 shares
issued and 41,107,142 shares outstanding as of March 31, 2011; and 175,000,000
shares authorized; 43,748,237 shares issued and 40,673,042 shares outstanding as of
December 31, 2010 442 437
Treasury stock, at cost, 3,097,018 shares and 3,075,195 shares as of March 31, 2011
and December 31, 2010, respectively (51,520) (51,083)
Additional paid-in capital 470,118 463,614
Accumulated other comprehensive income 9,263 7,858
Retained earnings (accumulated deficit) 12,819 (11,909)

Total stockholders’ equity 441,122 408,917

Total liabilities and stockholders’ equity $ 550,574 $ 458,963

The accompanying notes are an integral part of these consolidated financial statements.
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DEALERTRACK HOLDINGS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)

Three Months Ended March 31,
2011 2010

(In thousands, except share and
per share amounts)

Revenue:
Net revenue $ 77,191 $ 56,785

Operating expenses:
Cost of revenue (1) 42,866 30,717
Product development (1) 3,742 3,598
Selling, general and administrative (1) 31,601 27,408

Total operating expenses 78,209 61,723

Loss from operations (1,018 ) (4,938 )
Interest income 104 126
Interest expense (32 ) (59 )
Other income 174 624
Realized gain on securities — 582

Loss before benefit from income taxes (772 ) (3,665 )
Benefit from income taxes, net 25,500 1,214

Net income (loss) $ 24,728 $ (2,451 )

Basic net income (loss) per share $ 0.61 $ (0.06 )
Diluted net income (loss) per share $ 0.59 $ (0.06 )
Weighted average common stock outstanding (basic) 40,851,659 40,154,275
Weighted average common stock outstanding (diluted) 42,103,811 40,154,275

(1)   Stock-based compensation expense recorded for the three months ended March 31, 2011 and 2010 was classified
as follows (in thousands):

Three Months Ended March 31,
2011 2010

Cost of revenue $ 427 $ 403
Product development 185 151
Selling, general and administrative 2,330 2,188

The accompanying notes are an integral part of these consolidated financial statements.
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DEALERTRACK HOLDINGS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

Three Months Ended
March 31,

2011 2010
(In thousands)

Operating Activities:
Net income (loss) $ 24,728 $(2,451 )
Adjustments to reconcile net income (loss) to net cash used in operating activities:
Depreciation and amortization 11,745 9,240
Deferred tax (benefit) provision (24,670) 13,372
Stock-based compensation expense 2,942 2,742
Provision for doubtful accounts and sales credits 1,737 1,463
Amortization of deferred interest — 41
Deferred compensation 50 —
Stock-based compensation windfall tax benefit (1,304) (629 )
Realized gain on securities — (582 )
Changes in operating assets and liabilities, net of effects of acquisitions:
Accounts receivable (6,420) (5,004 )
Customer funds and customer funds receivable (6,057) —
Prepaid expenses and other current assets (3,301) (18,016 )
Accounts payable and accrued expenses (11,350) 5,219
Customer funds payable 6,057 —
Deferred revenue 788 (69 ) 
Other liabilities — long-term 705 184
Deferred rent 92 30
Other assets — long-term 809 (13,206 )

Net cash used in operating activities (3,449) (7,666 )

Investing Activities:
Capital expenditures (3,102) (2,527 )
Capitalized software and website development costs (3,359) (2,244 )
Payment for acquisition of businesses, net of acquired cash (128,482) (2,278 )

Net cash used in investing activities (134,943) (7,049 )

Financing Activities:
Principal payments on capital lease obligations (159) (126 )
Proceeds from the exercise of employee stock options 2,215 97
Proceeds from employee stock purchase plan 175 236
Purchase of treasury stock (437) (590 )
Stock-based compensation windfall tax benefit 1,304 629

Net cash provided by financing activities 3,098 246
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Net decrease in cash and cash equivalents (135,294) (14,469 )
Effect of exchange rate changes on cash and cash equivalents 280 170
Cash and cash equivalents, beginning of period 192,563 197,509

Cash and cash equivalents, end of period $ 57,549 $183,210

Supplemental Disclosure:
Cash paid for:
Income taxes $ 1,280 $2,536
Interest 14 18
Non-cash investing and financing activities:
Accrued capitalized hardware, software and fixed assets 3,725 1,843
Capitalized stock-based compensation 31 18
Receivable for sale of securities — 1,419
Assets acquired under capital leases — 289

The accompanying notes are an integral part of these consolidated financial statements.
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DEALERTRACK HOLDINGS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Business Description and Basis of Presentation

Business Description

DealerTrack’s intuitive and high-value software solutions and services enhance efficiency and profitability for all
major segments of the retail automotive industry, including dealers, lenders, OEM’s, agents and aftermarket providers.
We believe our solution set for dealers is the industry’s most comprehensive. DealerTrack operates the industry’s
largest online credit application network in the United States, connecting approximately 17,000 dealers with more
than 1,000 lenders. Our dealer management system (DMS) provides dealers with easy-to-use tools and real-time data
access to enhance their efficiency, while DealerTrack AAX delivers the inventory management tools and services
needed to accelerate used-vehicle turn rates and help increase profits for dealers. Our sales and F&I (finance &
insurance) solutions allow dealers to streamline the entire sales process as they structure deals from a single integrated
platform. DealerTrack’s compliance solution helps dealers meet legal and regulatory requirements and protect their
assets. DealerTrack also offers additional solutions for  the automotive industry including electronic motor vehicle
registration and titling applications, paper title storage, and digital document services. DealerTrack’s family of
companies also includes data and consulting services providers, ALG and Chrome Systems.

Basis of Presentation

The accompanying unaudited consolidated financial statements for the three months ended March 31, 2011 and 2010
have been prepared in accordance with the instructions to Form 10-Q and Article 10 of Regulation S-X and, therefore,
do not necessarily include all information and footnotes necessary for a fair presentation of its consolidated financial
position, results of operations and cash flows in accordance with accounting principles generally accepted in the
United States (GAAP). The December 31, 2010 balance sheet information has been derived from the audited financial
statements at that date but does not include all disclosures required by GAAP.

In the opinion of management, the unaudited financial information for the interim periods presented reflects all
adjustments, which are normal and recurring, necessary for a fair presentation of a statement of results of operations,
financial position and cash flows.  These consolidated financial statements should be read in conjunction with the
consolidated financial statements and notes thereto included in our Annual Report on Form 10-K for the year ended
December 31, 2010, filed with the Securities and Exchange Commission (SEC) on February 18, 2011. Operating
results for the three months ended March 31, 2011 are not necessarily indicative of the results that may be expected
for the full year ending December 31, 2011.

The preparation of financial statements in conformity with GAAP require management to make estimates and
assumptions that affect the reported amounts and the disclosures of contingent amounts in our financial statements and
the accompanying notes. Actual results could differ from those estimates.

2. Significant Accounting Policies

Our significant accounting policies are those that we believe are both important to the portrayal of our financial
condition and results of operations. Management believes there have been no material changes to the significant
accounting policies discussed in Note 2 of our Annual Report on Form 10-K for the year ended December 31, 2010,
filed with the SEC on February 18, 2011, except as set forth below as it relates to the acquisition of triVIN Holdings,
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Inc., now known as DealerTrack Processing Solutions, Inc. (“DealerTrack Processing Solutions”):

Revenue Recognition

Collateral Management Services Transaction Revenue

Our collateral management solution provides paper and electronic based title services. Customer contracts are
principally comprised of two elements: (1) title perfection and (2) title administration. 

Collateral management services are delivered either manually (for paper-based) or electronically. Paper-based title
management services require us to physically hold, store and manually release the title.  Electronic title management
services require an electronic title and data storage; the release of the title can be accomplished by the lien holder and
does not require manual action by us.

Deliverables for paper and electronic title management arrangements are separated into more than one unit of
accounting when (i) the delivered element(s) have value to the customer on a stand-alone basis, (ii) delivery of the
undelivered element(s) is probable and substantially in our control, and (iii) evidence of fair value is available. 

Based on the above criteria, both paper and electronic based collateral management service revenue is separated into
two units of accounting.  We recognize a portion of the paper-based transaction fee upon completion of the lien
documentation and for electronic-based transactions upon receipt of the title record. For customers in which we bill
the entire transaction fee in advance, a portion of both the paper and electronic-based transaction fee is deferred and
recognized over the title administration period estimated at 39 months.  Amounts allocated to each unit of accounting
are based upon the price charged when each element is sold separately.

6
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Collateral management services revenue also includes revenue earned from converting a new lender’s title portfolio to
our collateral management solution and other ancillary services.  Amounts earned from converting a new lender’s
portfolio are recognized over the lender’s estimated portfolio loan life which varies depending on the lender and
amounts earned from ancillary services are recognized on a per transaction basis after services have been rendered.

Registration and Titling Services Transaction Revenue

Our registration and titling services solution provides various web-based and service-bureau automotive vehicle
registration services to customers.  Registration and titling services revenue is recognized on a per transaction basis
after services have been rendered.

Customer Funds

Under its contractual arrangements, our registration and titling services solution collects funds from its customers and
remits such amounts to the various state departments of motor vehicle registries (“registries”). Customer funds
receivable primarily represents transactions processed by our customers for which we have not collected our fees or
the fees payable to the various registries. In addition, payments made to the various registries in advance of receipt
from the customer, are recorded as customer funds receivable. Customer funds payable primarily includes transactions
processed by our customers for which we have not remitted the fees to the various registries.   Customer funds are
maintained in separate bank accounts and are segregated from operating cash.

3. Fair Value Measurements

Fair value is defined as the exit price, or the amount that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date.  Inputs used to measure fair
value are prioritized into a three-level fair value hierarchy. This hierarchy requires entities to maximize the use of
observable inputs and minimize the use of unobservable inputs. The three levels of inputs used to measure fair value
are as follows:

•Level 1 – Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or
liabilities. The fair value hierarchy gives the highest priority to Level 1 inputs.

•Level 2 – Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.

•Level 3 – Unobservable inputs are used when little or no market data is available. The fair value hierarchy gives the
lowest priority to Level 3 inputs.

We have segregated all financial assets that are measured at fair value on a recurring basis into the most appropriate
level within the fair value hierarchy based on the inputs used to determine the fair value at the measurement date in
the table below.

Financial assets measured at fair value on a recurring basis include the following as of March 31, 2011 and December
31, 2010 (in thousands):

 As of March 31, 2011

Quoted Prices in
Active Markets

(Level 1)

Significant Other
Observable Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) March 31, 2011

Cash equivalents (1) $ 4,085 $ —$ —$ 4,085
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Short-term investments (2) (3) 128 — 450 578
Long-term investments (4) — — 2,390 2,390

Total $ 4,213 $ —$ 2,840 $ 7,053

As of December 31, 2010

Quoted Prices
in

Active
Markets
(Level 1)

Significant
Other

Observable
Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

December 31,
2010

Cash equivalents (1) $ 139,010 $ —$ —$ 139,010
Short-term investments (2) (3) 40 — 450 490
Long-term investments (4) — — 2,254 2,254

Total $ 139,050 $ —$ 2,704 $ 141,754

7
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(1)Cash equivalents consist of money market funds with original maturity dates of three months or less, for which we
determine fair value through quoted market prices.

(2)As of March 31, 2011 and December 31, 2010, Level 1 short-term investments include investments in
tax-advantaged preferred securities, for which we determined fair value based on the quoted market prices of
underlying securities.

(3)Level 3 short-term investments include an auction rate security (“ARS”) invested in a tax-exempt state government
obligation that was valued at par with a value of $0.4 million, or 0.1% of our total assets, as of both March 31,
2011 and December 31, 2010. Our intent is not to hold the ARS invested in tax-exempt state government
obligations to maturity, but rather to use the interest reset feature to provide liquidity. However, should the
marketplace auctions continue to fail we may hold the security to maturity, which is September 2011. In October
2010, approximately $1.1 million of this security was redeemed by the issuer at par.

(4)Level 3 long-term investments include a tax-advantaged preferred stock of a financial institution with a fair value
of $2.4 million, or 0.4% of our total assets and $2.3 million, or 0.5% of total assets, as of March 31, 2011 and
December 31, 2010, respectively. It is uncertain whether we will be able to liquidate these securities within the
next twelve months; as such we have classified them as long-term on our consolidated balance sheets. Due to the
lack of observable market quotes we utilized valuation models that rely exclusively on Level 3 inputs including
those that are based on expected cash flow streams, including assessments of counterparty credit quality, default
risk underlying the security, discount rates and overall capital market liquidity. We measure the fair value of the
Level 3 long-term tax-advantaged preferred stock on a quarterly basis.

A reconciliation of the beginning and ending balances for Level 3 investments as of March 31, 2011 and December
31, 2010, is as follows (in thousands):

Balance as of January 1, 2010 $ 3,971
Unrealized loss on securities recorded in other comprehensive income (167)
Partial redemption of auction rate security (3) (1,100)
Balance as of December 31, 2010 2,704
Unrealized gain on securities recorded in other comprehensive income 136

Balance as of March 31, 2011 $ 2,840

4. Net Income (Loss) Per Share

We compute net income (loss) per share in accordance with FASB ASC Topic 260, “Earnings Per Share” (“ASC Topic
260”).  Under ASC Topic 260, basic earnings per share is calculated by dividing net income (loss) by the weighted
average number of common shares outstanding during the period.  Diluted earnings per share is calculated by dividing
net income by the weighted average number of common shares outstanding, assuming dilution, during the period. The
diluted earnings per share calculation assumes (i) all stock options which are in the money are exercised at the
beginning of the period and (ii) if applicable, unvested awards that are considered to be contingently issuable shares
because they contain either a performance or market condition will be included in diluted earnings per share if dilutive
and if their conditions have (a) been satisfied at the reporting date or (b) would have been satisfied if the reporting
date was the end of the contingency period.

The following table sets forth the computation of basic and diluted net income (loss) per share for the three months
ended March 31, 2011 and 2010 (in thousands, except share and per share amounts):
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Three Months Ended March 31,
2011 2010

Numerator:
Net income (loss) $ 24,728 $ (2,451)

Denominator:
Weighted average common stock outstanding (basic) 40,851,659 40,154,275
Common equivalent shares from options to purchase common stock and
restricted common stock units 1,252,152 —

Weighted average common stock outstanding (diluted) 42,103,811 40,154,275

Basic net income (loss) per share $ 0.61 $ (0.06)

Diluted net income (loss) per share $ 0.59 $ (0.06)

8
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The following is a summary of the weighted shares outstanding during the respective periods that have been
excluded from the diluted net  income (loss) per share calculation because the effect would have been
antidilutive:

Three Months Ended March 31,
2011 2010

Stock options 1,190,084 4,628,996
Restricted stock units 133,832 665,677
Performance stock units 40,692 13,275
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