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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q
(Mark One)

%} QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2009

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission File No.: 000-50171

TRAVELZOO INC.

(Exact name of registrant as specified in its @rart

DELAWARE 36-4415727
(Sate or other jurisdiction of (I.R.S employer
incorporation or organization) identification no.)
590 Madison Avenue, 37th Floor 10022
New York, New York (Zip code)

(Address of principal executive offices)

Registrant’s telephone number, including area c(®i2) 484-4900

Indicate by check mark whether the regist(ahtas filed all reports required to be filed bgc8on 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastg@s. Ye NoO

Indicate by check mark whether the registhast submitted electronically and posted on its @@te Web site, if any, every Interactive C
File required to be submitted and posted pursuaRiuie 405 of regulation S-T during the precedi@grionths (or for such shorter period that
the registrant was required to submit and post §iled). YesdO NoO

Indicate by check mark whether the registrsuatlarge accelerated filer, an accelerated filerpn-accelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filed Accelerated filel Non-accelerated filed Smaller reporting compar
(Do not check if a smaller reporting compée
Indicate by check mark whether the registimat shell company (as defined in Rule 12b-2 ofEkehange Act). YeEl No M
The number of shares of Travelzoo common stat&tanding as of August 5, 2009 was 16,443,828sh
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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements

TRAVELZOO INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In thousands, except par value)

ASSETS
Current asset:
Cash and cash equivalel

Accounts receivable, less allowance for doubtfloamnts of $617 and $358 as of June 30, 2009 and

December 31, 2008, respectiv:
Deposits
Prepaid expenses and other current a:
Deferred income taxe
Total current asse
Deposits, less current portis
Restricted cas
Property and equipment, r
Intangible assets, n
Total asset

LIABILITIES AND STOCKHOLDERS '’ EQUITY

Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu
Deferred ren

Total current liabilities
Deferred tax liabilitie— long-term
Long-term tax liabilities
Deferred rent, less current porti

Commitments and contingenci

Stockholder’ equity:

Common stock, $ 0.01 par value (40,000 shares eméth 16,444 and 14,285 shares issued and
outstanding as of June 30, 2009 and December 88, 28spectively

Additional paic-in capital

Retained earning

Accumulated other comprehensive i
Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes to unaudited condensedlictated financial statements.

June 30, December 31
2009 2008
$ 15,54« $ 14,17¢
12,48( 11,58:

28C 22€
3,06¢ 2,72¢€
1,08¢ 1,08¢
32,45¢ 29,80:
32¢ 341

87t 87t
4,34¢ 4,25¢
1,62+ 45

$ 39628 $ 3532
$ 828 $ 660
4,78 4,962
82¢ 708

12E 12E
14,02 12,39¢
46E 465

91¢ 90C

70C 79¢

164 1432
2,32 18¢E
21,96¢ 21,82
(937) (1,38¢)
23,51¢ 20,76:
$ 39,62°¢ $ 35,32¢
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TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In thousands, except per share amounts)

Three Months Ended June 3C

2009 2008
Revenue! $24,27¢ $21,76¢
Cost of revenue 1,511 637
Gross profil 22,76¢ 21,130
Operating expense
Sales and marketir 13,80( 12,52(
General and administratiy 7,415 6,93(
Total operating expens: 21,21% 19,45(
Income from operation 1,551 1,682
Other income and expen:
Interest incomt 13 77
Gain (loss) on foreign current (119 (6)
Income before income tax 1,45( 1,75:
Income taxe: 1,641 2,94¢
Net income (loss $ (191 $ (1,197
Basic net income (loss) per sh: $ (0.0)) $ (0.0¢)
Diluted net income (loss) per sh: $ (0.0 $ (0.0¢)
Shares used in computing basic net income (loss3te 16,44+ 14,26¢
Shares used in computing diluted net income (Ipsskhare 16,44« 14,26¢

See accompanying notes to unaudited condensedlicaied financial statements.
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TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In thousands)

Six Months Ended June 30

2009
Cash flows from operating activities:
Net income (loss $ 14¢
Adjustments to reconcile net income (loss) to meshcprovided by operating activitie
Depreciation and amortizatic 92¢
Provision for losses on accounts receivi 31€
Tax benefit from exercise of stock optic —
Net foreign currency effe 317
Changes in operating assets and liabilit
Accounts receivabl (989)
Deposits (24)
Prepaid expenses and other current a: 1,63¢
Accounts payabl 2,02¢
Accrued expense (369)
Deferred revenu 10t
Deferred ren (202
Income tax payabl (1,945
Other nol-current liabilities 19
Net cash provided by operating activit 2,071
Cash flows from investing activities:
Purchases of property and equipm (1,204
Restricted cas —
Purchases of intangible ass (1,760
Net cash used in investing activiti (2,969
Cash flows from financing activities:
Proceeds from exercise of stock opti 2,15¢
Tax benefit from exercise of stock optic —
Net cash provided by financing activiti 2,15¢
Effect of exchange rate changes on cash and casaénts 10C
Net increase (decrease) in cash and cash equis 1,36¢
Cash and cash equivalents at beginning of pe 14,17¢
Cash and cash equivalents at end of pe $ 15,54«
Supplemental disclosure of cash flow informati
Cash paid for income taxes, net of refunds rece $ 4,17¢

See accompanying notes to unaudited condensedlictated financial statements.
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2008
$ (2,199
23¢

66
(110

N
N
w
NS

(161)
(1,629
22,64

$21,01"

$ 5,01¢
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TRAVELZOO INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

Note 1: The Company and Basis of Presentation

Travelzoo Inc. (the “Company” or “Travelzoa$)a global Internet media company. Travelzoo’ssiois is to provide its subscribers and
users with the highest quality information on ocarsting deals in travel and entertainment. Our pakitbtns and products include theavel zoo
Web sites (www.travelzoo.com, cn.travelzoo.com, wiravelzoo.ca, www.travelzoo.co.jp, www.travelzaprcau, www.travelzoo.com.hk,
www.travelzoo.com.tw, www.travelzoo.co.uk, www.tedzno.de, www.travelzoo.es, www.travelzoo.fr, amotigers), théravelzoo Top 20 e-
mail newsletter, th&lewsflash e-mail alert service, thBuper Search pay-per-click travel search tool, and ffravelzoo Network , a network of
third-party Web sites that list travel deals puldid by Travelzoo. We also operédg.com, a travel search engine that allows users to ¢uick
and easily find the best prices on flights from ¢hwedls of airlines and online travel agencies.

Travelzoo is controlled by Ralph Bartel, whadchbeneficially approximately 66.3% of the outstizng shares as of August 1, 2009.

The accompanying unaudited condensed consadideancial statements have been prepared bgdhepany in accordance with the rules
and regulations of the U.S. Securities and Exch&@wamission (SEC). Certain information and footrdiselosures normally included in
consolidated financial statements prepared in @ecare with generally accepted accounting principléke United States of America have
been condensed or omitted in accordance with auek and regulations. In the opinion of managentaetaccompanying unaudited
condensed consolidated financial statements redleatjustments, consisting only of normal reqgradjustments, necessary to present fairly
the financial position of the Company, and its hssof operations and cash flows. These condensesotidated financial statements should be
read in conjunction with the Company’s audited odidated financial statements and related notex aad for the year ended December 31,
2008, included in the Company’s Form 10-K filediwibhe SEC on March 16, 2009.

The condensed consolidated financial statesriantude the accounts of the Company and its wkmAned subsidiaries. All significant
intercompany accounts and transactions have beeimated in consolidation. All foreign subsidiariese the local currency of their respective
countries as their functional currency. Assets lafilities are translated into U.S. dollars atlexege rates prevailing at the balance sheet |
Revenues, costs and expenses are translated Btalbllars at average exchange rates for the period

The results of operations for the three ardrainths ended June 30, 2009 are not necessatibative of the results that may be expected
for the year ending December 31, 2009 or any dtitare period, and the Company makes no represensatelated thereto.

Certain prior period amounts have been reifiadso conform to current year presentation. $peadly , $335,000 for the six month period
ended June 30, 2008 has been reclassified fronb€ostenues to general and administrative expertsese amounts are primarily costs
associated with salary and benefits for softwarelipers and professional services related to soéwevelopment.

Subsequent events have been evaluated thtbeghport issuance date, August 10, 2009.

The Company was formed as a result of a coatioim and merger of entities founded by the Comjzamgajority stockholder, Ralph Bartel.
In 1998, Mr. Bartel founded Travelzoo.com Corpamatia Bahamas corporation, which issued 5,155,B@¢es via the Internet to
approximately 700,000 “Netsurfer stockholders”fiorcash consideration. In 1998, Mr. Bartel alsafted Silicon Channels Corporation, a
California corporation, to operate tfieavelzoo Web site. During 2001, Travelzoo Inc. was forme@ asibsidiary of Travelzoo.com
Corporation, and Mr. Bartel contributed all of th&tstanding shares of Silicon Channels Corpordtiofravelzoo Inc. in exchange for
8,129,273 shares of Travelzoo Inc. and optionstiuiae an additional 2,158,349 shares at $1.00 Bdrtel exercised these options in
January 2009.

During January 2001, the Board of Director3 #velzoo.com Corporation proposed that Travetzmo. Corporation be merged with
Travelzoo Inc. whereby Travelzoo Inc. would be sbieviving entity. On March 15, 2002, the stockhoddef Travelzoo.com Corporation
approved the merger with Travelzoo Inc. On Apri] 2802, the certificate of merger was filed in xédae upon which the
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merger became effective and Travelzoo.com Corgmrateased to exist. Each outstanding share of constegk of Travelzoo.com
Corporation was converted into the right to receime share of common stock of Travelzoo Inc. Uraahet subject to the terms of the merger
agreement, stockholders were allowed a period ofytears following the effective date of the mengereceive shares of Travelzoo Inc. The
records of Travelzoo.com Corporation showed treguming all of the shares applied for by the Néswstockholders were validly issued,
there were 11,295,874 shares of Travelzoo.com Catipo outstanding. As of April 25, 2004, two ye&slowing the effective date of the
merger, 7,180,342 shares of Travelzoo.com Corporéditad been exchanged for shares of Travelzodhar. to that date, the remaining shares
which were available for issuance pursuant to tbeger agreement were included in the issued arsfamaing common stock of Travelzoo
Inc. and included in the calculation of basic aildtdd earnings per share. After April 25, 2004 @ompany ceased issuing shares to the
former stockholders of Travelzoo.com Corporatiord ao additional shares are reserved for issuanaeyt former stockholders, because their
right to receive shares has now expired. On Afjl2004, the number of shares reported as outstgmeas reduced from 19,425,147 to
15,309,615 to reflect actual shares issued asecéxbiration date. Earnings per share calculatiefisct this reduction of the number of shares
reported as outstanding. As of June 30, 2009, tlvere 16,443,828 shares of common stock outstanding

It is possible that claims may be assertednagthe Company in the future by former stockhoddef Travelzoo.com Corporation seeking to
receive shares in the Company, whether based taina that the two-year deadline for exchangingrtBbares was unenforceable or otherwise.
In addition, one or more jurisdictions, includingetBahamas or the State of Delaware, may asshts itig unclaimed shares of the Company
under escheat statutes. If such escheat claimesaested, the Company intends to challenge thécappity of escheat rights, in that, among
other reasons, the identity, residency, and eligitif the holders in question cannot be deterrdirEhere were certain conditions applicable to
the issuance of shares to the Netsurfer stockhmlderiuding requirements that (i) they be at Id@syears of age, (ii) they be residents of the
U.S. or Canada, and (iii) they not apply for shanese than once. The Netsurfer stockholders wemeired to confirm their compliance with
these conditions, and were advised that failuetaply could result in cancellation of their share3ravelzoo.com Corporation.
Travelzoo.com Corporation was not able to verifgttthe applicants met the requirements referredbtwe at the time of their applications for
issuance of shares. If claims are asserted by perdaiming to be former stockholders of Travelzom Corporation, the Company intends to
assert that their rights to receive their shargsred two years following the effective date of therger, as provided in the merger agreement.
The Company also expects to take the positiorsdheat or similar claims are asserted in respeitteofinissued shares in the future, that it is
not required to issue such shares. Further, eviewdre established that unissued shares wereauioj escheat claims, the Company would
assert that the claimant must establish that tiggnat Netsurfer stockholders complied with the @dibions to issuance of their shares. The
Company is not able to predict the outcome of aniyré claims which might be asserted relating &tthissued shares. If such claims were
asserted, and were fully successful, that couldlrasthe Company being required to issue up tadditional approximately 4,068,000 shares
of common stock for no additional payment.

On October 15, 2004, the Company announcedgrgm under which it would make cash paymentstipfe who establish that they were
former stockholders of Travelzoo.com Corporatiord ho failed to submit requests to convert thieares into shares of Travelzoo Inc. wit
the required time period. The accompanying condenseasolidated financial statements include a éhargieneral and administrative
expenses of $2,000 for these cash payments faixtreonths ended June 30, 2009. The total costiefprogram is not reliably estimable
because it is based on the ultimate number of vatidests received and future levels of the Comparymmon stock price. The Company’s
common stock price affects the liability becausedamount of cash payments under the program iglliagert on the recent level of the stock
price at the date valid requests are received.Cdmpany does not know how many of the requestsifares originally received by
Travelzoo.com Corporation in 1998 were valid, e Company believes that only a portion of sucluests were valid. As noted above, in
order to receive payment under the program, a pesskequired to establish that such person vahelyl shares in Travelzoo.com Corporation.
Assuming 100% of the requests from 1998 were védidner stockholders of Travelzoo.com Corporatiotding an additional approximately
4,068,000 shares had not submitted claims undesrbgram as of June 30, 2009.

Note 2: Revenue Recognition

All revenue consists of advertising sales. éutiging insertions are either sold by fixed-femagements or sold by variable-fee
arrangements.

The Company recognizes revenues in accordaitieéSecurities and Exchange Commission Staff Aotiog Bulletin (“SAB”) No. 104,
“Revenue Recognition.” Advertising revenues aregeized in the period in which the advertisemenlisplayed, provided that evidence of an
arrangement exists, the fees are fixed or detetsteénand collection of the resulting receivableciasonably assured.
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Where collectibility is not reasonably assured,réanenue will be recognized upon cash collectisayided that the other criteria for revenue
recognition have been met. The Company recogneemue for fixed-fee advertising arrangements hataer the term of the insertion order
as described below, with the exceptiorTodivel zoo Top 20 or Newsflash insertions, which are recognized upon delivery. firtagority of

insertion orders have terms that begin and endjimeaterly reporting period. In the cases whettbaend of a quarterly reporting period the
term of an insertion order is not complete, the @any recognizes revenue for the period by pro-gatie total arrangement fee to revenue and
deferred revenue based on a measure of proporigeatormance of its obligation under the insertotler. The Company measures
proportionate performance by the number of placesn@elivered and undelivered as of the reportirtg.dehe Company uses prices stated on
its internal rate card for measuring the valueelivéred and undelivered placements. Fees for bariee advertising arrangements are
recognized based on the number of impressionsagisd] number of clicks delivered, or number of mefls generated during the period.

Under these policies, no revenue is recognizgelss persuasive evidence of an arrangemensgaedtvery has occurred, the fee is fixed or
determinable, and collection is deemed reasonafslyrad. The Company evaluates each of these arésfollows:

. Evidence of an arrangement. The Company considers an insertion order signeithéglient or its agency to be evidence o
arrangemen

. Delivery. Delivery is considered to occur when the adventi$ias been displayed and, if applicable, the dlickughs have been
delivered.

. Fixed or determinable fee. The Company considers the fee to be fixed or detednte if the fee is not subject to refund or atijuent
and payment terms are stand

. Collection is deemed reasonably assured. The Company conducts a credit review for all tratisas at the time of the arrangement to
determine the creditworthiness of the client. Guiltn is deemed reasonably assured if it is expetttat the client will be able to pay
amounts under the arrangement as payments becan# dus determined that collection is not reaably assured, then revenue is
deferred and recognized upon cash collection. Ciidie is deemed not reasonably assured when a digerceived to be in financial
distress, which may be evidenced by weak indusingditions, a bankruptcy filing, or previously bidl@amounts that are past d

The Company’s standard payment terms are 28 migt. Insertion orders that include fixed-feeeatiging are invoiced upon acceptance of
the insertion order and on the first day of eacimtim@ver the term of the insertion order, with éxeeption offravelzoo Top 20 or Newsflash
insertions, which are primarily invoiced upon deliy. Insertion orders that include varialide- advertising are invoiced at the end of the tm
The Company'’s standard terms state that in thetekiahTravelzoo fails to publish advertisementsgecified in the insertion order, the
liability of Travelzoo to the client shall be lired to, at Travelzoo’s sole discretion, a pro rafand of the advertising fee, the placement of the
advertisements at a later time in a comparableiposir the extension of the term of the insertioder until the advertising is fully delivered.
The Company believes that no significant obligatierist after the full delivery of advertising.

Revenue from advertising sold to clients tigtoagencies is reported at the net amount billeHg@gency.

Note 3: Recent Accounting Pronouncements

In September 2006, the Financial Accountiren8ards Board (“FASB”) issued Statement of Findmsié@ounting Standards (“SFAS”)
No. 157 “Fair Value Measurements” (“SFAS 157”). SFAS 15%abtishes a framework for measuring the fair valfiassets and liabilities.
This framework is intended to provide increasedséxigncy in how fair value determinations are mamiger various existing accounting
standards which permit, or in some cases requstamates of fair market value. SFAS 157 becametife for fiscal years beginning after
November 15, 2007, and interim periods within thfiseal years. FSP 1-2 delayed the effective date of SFAS 157 for ali4financial assets
and nonfinancial liabilities, except those recognized @actbsed at fair value in the financial statememts recurring basis, until the beginn
of the first quarter of fiscal 2009. Effective Jany 1, 2009, the Company adopted Accounting StatsdBoard (“FASB”) Staff Position
No. 15%-2, “Effective Date of FASB Statement No. 157" (‘fF357-2"). The adoption of FSP 157-2 did not haweaterial impact on the
Company’s consolidated results of operations arfaial condition.
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Effective January 1, 2009, the Company adop#8B Staff Position No. 142-3, “Determination b&tUseful Life of Intangible
Assets” (“FSP 142-3"), which amends the factorgatity should consider in developing renewal oeazton assumptions used in determining
the useful life of recognized intangible assetsaurfeASB Statement No. 142, “Goodwill and Other fhagfiple Assets”. This guidance applies
prospectively to intangible assets that are acduirdividually or with a group of other assets irslmess combinations and asset acquisitions.
Under FSP 142-3, entities estimating the usefealdifa recognized intangible asset must consia#r tiistorical experience in renewing or
extending similar arrangements or, in the absehbéstorical experience, must consider assumptibasmarket participants would use about
renewal or extension. The adoption of this standédchot have an impact on the Company’s consa@itla¢sults of operations or financial
condition.

In April 2009, the FASB issued FSP FAS 1078l APB 28-1, “Interim Disclosures about Fair Value of Financial Instruments”, which
amends FASB Statement No. 10Disclosures about Fair Value of Financial Instruments”, (“SFAS No. 107"), to require an entity to proeid
interim disclosures about the fair value of alkfircial instruments within the scope of SFAS No. 46 to include disclosures related to the
methods and significant assumptions used in estipm#tose instruments. This FSP was effectiverfterim and annual periods ending after
June 15, 2009. The adoption of these pronouncem@htsot have a material impact on the Companytssobdated results of operations or
financial condition.

In May 2009, the FASB issued SFAS No. 165,0&guent Events” (“SFAS 165”). SFAS 165 is effezfior interim and annual periods
ending after June 15, 2009. SFAS 165 is intendesstablish general standards of accounting fordisalosure of events that occur after the
balance sheet date but before financial statenagatissued or are available to be issued. It reguire disclosure of the date through which an
entity has evaluated subsequent events and the foashat date—that is, whether that date reptsgbe date the financial statements were
issued or were available to be issued. This disckoshould alert all users of financial statemémas an entity has not evaluated subsequent
events after that date in the set of financiakstents being presented. In particular, SFAS 165feeth the period after the balance sheet date
during which management of a reporting entity sti@waluate events or transactions that may ocecysdtential recognition or disclosure in
the financial statements and the circumstancesrumdieh an entity should recognize events or tratisas occurring after the balance sheet
date in its financial statements. Effective JuneZ2®9, the Company adopted SFAS 165. The adopfitiris standard did not have a material
impact on the Company’s consolidated results ofatpns or financial condition.

In June 2009, the FASB issued SFAS No. 16 méaAdments to FASB Interpretation No. 46(R)” (“SFRA&/"). SFAS 167 is effective for
interim and annual reporting periods beginningrdftevember 15, 2009. Earlier adoption is prohihit8BAS 167 requires a company to
perform qualitative analysis when determining wkeetlh must consolidate a variable interest entitgt angoing reassessments to determine if a
company must consolidate a variable interest eriBAS 167 requires a company to provide additidisdlosures about its involvement with
variable interest entities, any significant chanigessk exposure due to that involvement and himwnivolvement with a variable interest entity
affects the company’s financial statements. A campaill also be required to disclose any significardgments and assumptions made in
determining whether it must consolidate a variatterest entity. The Company does not expect tloptiah of SFAS 167 to have a material
impact on its consolidated results of operationSnancial condition.

Note 4: Financial Instruments

Carrying amounts of certain of the Companinarcial instruments including accounts receivahteounts payable, and accrued expenses
approximate their fair value because of their shaaturities.

At June 30, 2009, restricted cash consistealagfrtificate of deposit for $875,000 serving aldateral for a standby letter of credit for the
security deposit of our corporate headquartersh @gsivalents consist of highly liquid investmewith remaining maturities of three months
or less on the date of purchase held in money nméwkds. The Company believes that the carryinguateof these financial assets are a
reasonable estimate of their fair value. The falug of these financial assets was determined dkeépllowing inputs at June 30, 2009 (in
thousands):

Fair Value Measurements at Reporting Date U

Quoted Prices Significant
Active Markets Other Significant
for Identical Observabl Unobservabl
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
Assets:
Money market fund $11,45¢ $ 11,45¢ $ — $ —
Total $11,45¢ $  11.45¢ $  — $ —




Table of Contents

Note 5: Internal-Use Software and Web Site Developent

The Company includes in fixed assets the ahpétd cost of internal-use software and Web steetbpment, including software used to
upgrade and enhance its Web site and processesringphe Company’s business in accordance with Aimerican Institute of Certified
Public Accountants Statement of Position 98-1, ‘@uatting for the Cost of Computer Software Develope®btained for Internal Use” and
Emerging Issues Task Force Issue No. 00-02, “Actingrior Website Development Costs.” Costs incuirethe planning stage and operating
stage are expensed as incurred while costs incirrde application development stage and infrastine development stage are capitalized,
assuming such costs are deemed to be recoverable.

As of June 30, 2009 and December 31, 2008¢caypitalized internal-use software and Web sitestiggment costs, net of accumulated
amortization, were $1.1 million and $1.3 millioespectively. For the three months ended June 3 20d 2008, the Company recorded
amortization of capitalized internal-use softwane &Veb site development costs of $110,000 and f86pectively. For the six months ended
June 30, 2009 and 2008, the Company recorded aaiiot of capitalized internal-use software and \&iéd development costs of $189,000
and $-0-, respectively.

Note 6: Intangible Assets

Intangible assets consist of the following (in thands):

June 30 December 3:
2009 2008
Acquired amortized intangible asse
Internet domain name $ 2,171 $ 41¢
Less accumulated amortizati 547 37<
Total $ 1,62¢ $ 45

Intangible assets have a useful life of 5 yeAmortization expense was $91,000 and $3,00thfothree months ended June 30, 2009 and
2008, respectively and $182,000 and $6,000 fosithenonths ended June 30, 2009 and 2008, resplyctive

In January 2009, the Company purchased theofly domain name for $1.8 million.

Future expected amortization expense relatéutangible assets at June 30, 2009 is as followthousands):

2009 $ 184
2010 $ 36¢
2011 $ 36¢
2012 $ 35¢
2013 $ 354

$ 1,62

The expected amortization expense is an esimatual amounts of amortization expense mayediifom estimated amounts due to
additional intangible asset acquisitions, changdsrieign currency exchange rates, impairment tanigible assets, accelerated amortization of
intangible assets and other events.

Note 7: Certain Risks and Uncertainties

The Company’s revenues are substantially dégrgiron the demand for online advertising frometaompanies. A continuing global
economic slowdown may have an adverse effect obwosiness in 2009, as was the case in the lastgiecewhen travel companies reduced or
postponed their online marketing spending.
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During the six months ended June 30, 2009¢ash and cash equivalents increased by $1.4 mithi&15.5 million. We intend to fund
anticipated growth from our cash on hand. Howeivelight of current financial market conditions,afir cash on hand is not sufficient to meet
our future needs, we may not be able to obtaim#uessary financing.

The Company’s cash, cash equivalents and atsoeceivable are potentially subject to conceiotneof credit risk. Cash and cash
equivalents are placed with financial institutidhat management believes are of high credit quallitg accounts receivable are derived from
revenue earned from customers located in the Wi&Girdernationally.

The Company maintains an allowance for doulatfaounts based upon its historical experieneeatie of the receivable and customer
specific information. Determining appropriate allnwees for these losses is an inherently uncertaiteps, and ultimate losses may vary from
the current estimates. The allowance for doubifabants was $617,000 and $358,000 at June 30, &t®ecember 31, 2008, respectively.

Note 8: Stock-Based Compensation and Stock Options

Effective January 1, 2006, the Company adoSfedS No. 123 (revised 2004), “Share-Based PaymE8FAS 123R"), which addresses
the accounting for stock-based payment transactidreseby an entity receives employee services ¢haxge for equity instruments, including
stock options. Stock-based compensation for awgnaisted prior to January 1, 2006 is based upogridet-date fair value of such
compensation as determined under the pro formagioms of SFAS No. 123, “Accounting for Stock-Basgampensation.”

In October 2001, the Company granted to e@eletdr fully vested and exercisable options tocpase 30,000 shares of common stock with
an exercise price of $2.00 per share for theirisesvas a director in 2000 and 2001. A total of,@Q0 options were granted. The options ex
in October 2011. 150,000 options were exercisethduhe year ended December 31, 2005, 17,275 apti@ne exercised during the year
ended December 31, 2006, and 30,000 options wereisgd during the year ended December 31, 2008f Agne 30, 2009, 12,725 of these
options are vested and remain outstanding.

In March 2002, Travelzoo Inc. granted to edichctor options to purchase 5,000 shares of comstmok with an exercise price of $3.00 per
share that vested in connection with their servasea director in 2002. A total of 35,000 optioreyevgranted. The options expire in March
2012. In October 2002, 1,411 options were cancelfh the resignation of a director. 23,589 optiwese exercised during the year ended
December 31, 2004 and 5,000 options were exerdigedg the year ended December 31, 2008. As of 30n2009, 5,000 of these options are
vested and remain outstanding.

The Company did not record any stock-basedpemsation in fiscal years 2007, 2008, nor for ikeroonths ended June 30, 2009. In
addition, all previously issued options vested ipraoJanuary 1, 2003.

Option activity as of June 30, 2009 and chard@yging the six months ended June 30, 2009 weialaw/s:

Weighte(- Weighte«-
Average Average
Exercise Remaining Aggregate
Shares Price Contractual Lift Intrinsic Value
(in thousands
Outstanding at December 31, 2( 2,176,07. $1.08
Options exercise (2,158,349 $1.0C
Outstanding at June 30, 20 17,72t $2.2¢ 2.45 years $154
Exercisable and fully vested at June 30, 2 17,72¢ $2.2¢ 2.45 year: $154

The aggregate intrinsic value in the table abopeesents the total pretax intrinsic value (theeddhce between the Company’s closing stock
price on the last trading day of the second quaftéiscal 2009 and the exercise price, multiplisdthe number of in-the-money options) that
would have been received by the option holdersatlamption holders exercised their options on J8@e2009. This amount changes based
upon the fair market value of the Company’s stdt¢le Company’s policy is to issue shares from ithauized shares to fulfill stock option
exercises.
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Note 9: Net Income (Loss) Per Share

Net income (loss) per share has been calcliataccordance with SFAS No. 128, “Earnings pear8li Basic net income (loss) per share is
computed using the weighted-average number of camshares outstanding for the period. Diluted nedine (loss) per share is computed by
adjusting the weighted-average number of commoreshautstanding for the effect of dilutive potehtiammon shares outstanding during the
period. Potential common shares included in thetelil calculation consist of incremental sharesalsluupon the exercise of outstanding stock
options calculated using the treasury stock method.

The following table sets forth the calculatimibasic and diluted net income (loss) per shiarthpusands, except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008

Basic net income (loss) per she

Net income (loss $ (19)) $ (1,199 $ 14€ $ (2,199
Weighted average common sha 16,44« 14,26¢ 16,37: 14,26(
Basic net income (loss) per sh $ (0.0)) $ (0.0%) $ 0.01 $ (0.1%
Diluted net income (loss) per sha

Net income (loss $ (19 $ (1,199 $  14¢ $ (2,19¢
Weighted average common sha 16,44« 14,26¢ 16,37: 14,26(
Effect of dilutive securities: stock optio — — 7 —
Diluted weighted average common she 16,44« 14,26¢ 16,37¢ 14,26(
Diluted net income (loss) per sh: $ (0.01) $ (0.09) $ 0.0] $ (0.1%)

Options to purchase 17,725 shares of comnumk stere outstanding as of June 30, 2009 but haga bxcluded from the computation of
diluted net loss per share for three months ended 30, 2009 as their effect was anti-dilutive.

Options to purchase 2,176,074 shares of constumk were outstanding as of June 30, 2008 bug baen excluded from the computation
of diluted net loss per share for the three andreixths ended June 30, 2008 as their effect waslidutive.

Note 10: Commitments and Contingencies

The Company leases office space in Austr@i@émada, China, France, Germany, Hong Kong, Japei STaiwan, the U.K., and the U.S.
under operating leases which expire between Dece®ih009 and January 31, 2014. The future mininease payments under these
operating leases as of June 30, 2009 total $12l@miThe future lease payments consist of $2,28@ due in 2009, $3,461,000 due in 2010,
$2,326,000 due in 2011, $2,033,000 due in 2012%2n@85,000 thereafter.

It is possible that claims may be asserteihaggthe Company in the future by former stockhddsf Travelzoo.com Corporation seeking to
receive shares in the Company, whether based taina that the two-year deadline for exchangingrtBbares was unenforceable or otherwise.
In addition, one or more jurisdictions, includingetBahamas or the State of Delaware, may asshts itig unclaimed shares of the Company
under escheat statutes. If such escheat clainesaezted, the Company intends to challenge thécappity of escheat rights, in that, among
other reasons, the identity, residency, and eligitif the holders in question cannot be deterrdirEhere were certain conditions applicable to
the issuance of shares to the Netsurfer stockhglderiuding requirements that (i) they be at ld&syears of age, (ii) they be residents of the
U.S. or Canada, and (iii) they not apply for shanese than once. The Netsurfer stockholders wereired to confirm their compliance with
these conditions, and were advised that failueotaply could result in cancellation of their share3ravelzoo.com Corporation.
Travelzoo.com Corporation was not able to verifgttthe applicants met the requirements referredbtwe at the time of their applications for
issuance of shares. If claims are asserted by peidaiming to be former stockholders of Travelzom Corporation, the Company intends to
assert that their rights to receive their shargsred two years following the effective date of therger, as provided in the merger agreement.
The Company also expects to take the
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position, if escheat or similar claims are asseine@spect of the unissued shares in the futheg,it is not required to issue such shares.
Further, even if it were established that unisssteates were subject to escheat claims, the Companlyg assert that the claimant must
establish that the original Netsurfer stockholdemsiplied with the conditions to issuance of thagres. The Company is not able to predict
outcome of any future claims which might be asserédating to the unissued shares. If such claimevasserted, and were fully successful,
that could result in the Company being required$oe up to an additional approximately 4,068,0¢ras of common stock for no additional
payment.

On October 15, 2004, the Company announcedgram under which it would make cash paymentstipfe who establish that they were
former stockholders of Travelzoo.com Corporatiord &ho failed to submit requests to convert thie@rss into shares of Travelzoo Inc. wit
the required time period. The accompanying condeneasolidated financial statements include a ahargeneral and administrative
expenses of $2,000 for these cash payments faixtraonths ended June 30, 2009. The total costieprogram is not reliably estimable
because it is based on the ultimate number of vatidests received and future levels of the Comparymmon stock price. The Company’s
common stock price affects the liability becausedmount of cash payments under the program isibagart on the recent level of the stock
price at the date valid requests are received.Cdrapany does not know how many of the requeststfares originally received by
Travelzoo.com Corporation in 1998 were valid, e Company believes that only a portion of sucluests were valid. As noted above, in
order to receive payment under the program, a pesskeequired to establish that such person valelyg shares in Travelzoo.com Corporation.
Assuming 100% of the requests from 1998 were védigner stockholders of Travelzoo.com Corporatiofding approximately 4,068,000
shares had not submitted claims under the program.

Note 11: Income Taxes

In determining the quarterly provisions focame taxes, the Company uses an estimated anfeetie# tax rate which is based on our
expected annual income and statutory tax ratdseitUtS. The effective tax rate does not reflecttamybenefits from the losses of our foreign
operations. For the six months ended June 30, 200%ffective tax rate was 96%.

As of June 30, 2009, the total amount of uogeized tax benefit was approximately $788,000 cwlifi recognized, would reduce the
Company'’s effective tax rate in the future periods.

The Company includes interest and penaltiese® to unrecognized tax positions in income tgpease. As of June 30, 2009 and
December 31, 2008, the Company had approximated9 $00 and $111,000, respectively, in accruedéstaelated to uncertain tax positions.
The Company has not accrued any penalties relatedrtuncertain tax positions as we believe thigtimore likely than not that there will not
be any assessment of penalties.

The Company files income tax returns in th8.WJederal jurisdiction and various states andiforgurisdictions. The Company is no longer
subject to U.S. federal and certain state tax ematiains for years before 2005 and is no longerezuthp California tax examinations for years
before 2004. The Company is currently under exatigindy the California Franchise Tax Board of Gaiifia for the 2004 and 2005 tax years
and is currently under examination by the InteRe@Venue Service (“IRS”) for the 2005 and 2006 tearg. In January 2009, the IRS issued a
Notice of Proposed Adjustment contesting the Comg’s tax deductions in 2005 and 2006 related to tiognam under which the Company
made cash payments to people who establishedhiatitere former stockholders of Travelzoo.com Crapon, and who failed to submit
requests to convert their shares into shares ofeéfzao Inc. within the required time period andlime 2009, the IRS issued their examination
report. The Company is currently evaluating the fR@osed changes per their examination reporgéterohine if it agrees, but if agreed, the
proposed changes would result in a payment of agpadely $724,000 which is in long-term tax liabés.

Note 12: Segment Reporting and Significant Customdnformation

The Company manages its business geographamadl has three reportable operating segmentshManerica, Europe and Asia Pacific.
North America consists of the Compi’s operations in Canada and the U.S. Europe censigthe Company’s operations in France, Germany,
Spain, and the U.K. The Company began operatioisiiope in May 2005. Asia Pacific consists of ttwrpany’s operations in Australia,
China, Hong Kong, Japan, and Taiwan. The Compaggeperations in Asia Pacific in April 2007.
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Management relies on an internal managemeortiag process that provides revenue and segnpamating income (loss) for making
financial decisions and allocating resources. Manant believes that segment revenues and opematiogne (loss) are appropriate measures
of evaluating the operational performance of thenBany’s segments.

The following is a summary of operating resahd assets (in thousands) by business segment:

North Asia
Three months ended June 30, 2C America Europe Pacific Elimination Consolidate
Revenues from unaffiliated custom $19,631 $ 4,00( $ 64z $ — $ 24,27¢
Intersegment revenu 99 21 — (120 —
Total net revenue 19,73¢ 4,021 642 (120) 24,27¢
Operating income (los: 4,45 (1,06%) (1,83%) 1 1,551
North Asia
Six months ended June 30, 20 America Europe Pacific Elimination Consolidate
Revenues from unaffiliated custom: $39,64: $ 6,97/ $ 1,03( $ — $ 47,641
Intersegment revenu 124 26 — (150 —
Total net revenue 39,76% 7,00( 1,03( (150) 47,64
Operating income (los: 10,26¢ (2,349 (3,559 1 4,372
North Asia
As of June 30, 200 America Europe Pacific Elimination Consolidate
Property and equipment, r $ 3,88 $ 20C $ 262 $ — $ 4,34
Total asset 70,54 4,77 1,93¢ (37,629 39,62¢
North Asia
As of December 31, 20C America Europe Pacific Elimination Consolidate
Property and equipment, r $ 3,89( $ 21C $ 15¢ $ — $ 4,25¢
Total asset 62,09 3,93¢ 2,21% (32,919 35,32

Revenue for each segment is recognized bas#teacustomer location within a designated geducaregion. Property and equipment are
attributed to the geographic region in which theets are located.

Significant customer information is as follaws

Percent of Revenue! Percent of Revenue: Percent of Accounts Receivabl
Three Months Ended June 30, Six Months Ended June 30, June 30, December 31
Customer 2009 2008 2009 2008 2009 2008
Orbitz Worldwide * 11% * 11% * 16%

* Less than 109

The agreements with these customers are ifotheof multiple insertion orders from groups otigies under common control, in either the
Company'’s standard form or in the customer’s form.
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Note 13: Comprehensive Income (LosS)

Comprehensive income (loss) consists of twomanents, net income (loss) and other compreheingteene (loss). Other comprehensive
income (loss) refers to gains and losses that upeleerally accepted accounting principles are tlmbas an element of stockholders’ equity
but are excluded from net income (loss). The Comisasther comprehensive income (loss) is comprifedreign currency translation
adjustments.

The following are components of comprehengiceme (loss) (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Net income (loss $ (19) $ (1,199 $ 14¢ $ (2,199
Other comprehensive income (los
Foreign currency translation adjustme $ 35% $ (6 $ 451 $ (189
Total comprehensive income (los $ 16z $ (1,199 $ 597 $ (2,389

Accumulated other comprehensive loss, asateftein the condensed consolidated balance sheetsists of cumulative foreign currency
translation adjustments.
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Item 2. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The information in this report contains fordidooking statements within the meaning of Sec#@A of the Securities Act of 1933, as
amended, and Section 21E of the Securities ExchAogef 1934, as amended. Such statements are b@sedcurrent expectations,
assumptions, estimates and projections about Taawelnd our industry. These forward-looking statet:iare subject to the many risks and
uncertainties that exist in our operations andrimss environment that may cause actual resultf@rpence or achievements of Travelzoo to
be different from those expected or anticipatethenforward-looking statements. Any statementsaioetl herein that are not statements of
historical fact may be deemed to be forward-loolstayements. For example, words such as “may”|"wghould”, “estimates”, “predicts”,
“potential”, “continue”, “strategy”, “believes”, ‘faticipates”, “plans”, “expects”, “intends”, and siar expressions are intended to identify
forward-looking statements. Travelzoo’s actual lssand the timing of certain events could diffgmngficantly from those anticipated in such
forward-looking statements. Factors that might eaarscontribute to such a discrepancy include gbaitnot limited to, those discussed
elsewhere in this report in the section entitledskRFactors” and the risks discussed in our ott&€ 8lings. The forward-looking statements
included in this report reflect the beliefs of enanagement on the date of this report. Travelzateakes no obligation to update publicly any
forward-looking statements for any reason, evereif information becomes available or other circameégs occur in the future.

Overview

Travelzoo is a global Internet media compafig. publish travel and entertainment offers fromdreds of travel and entertainment
companies. As the Internet is becoming consumeeseped medium to search for travel offers, wevjgte airlines, hotels, cruise lines,
vacation packagers, and other travel companiesanvi#ist, flexible, and cost-effective way to reaaliions of users. While our products
provide advertising opportunities for travel andegtainment companies, they also provide Intersetsiwith a free source of information on
current sales and specials from hundreds of traveélentertainment companies.

Our publications and products include Thavelzoo Web sites (www.travelzoo.com, cn.travelzoo.com, wiravelzoo.ca,
www.travelzoo.co.jp, www.travelzoo.com.au, www.éaoo.com.hk, www.travelzoo.tw, www.travelzoo.cq.ukvw.travelzoo.de,
www.travelzoo.es, www.travelzoo.fr, among othetisg Travelzoo Top 20 e-mail newsletter, and thdewsflash e-mail alert service. We opere
SuperSearch, a pay-per-click travel search tool, and Tavel zoo Network , a network of third-party Web sites that list deliblished by
Travelzoo. We also operafdy.com, a travel search engine that allows users to ¢yusnkd easily find the best prices on flights froomdreds
of airlines and online travel agencies. More th@0Q travel and entertainment companies purchasaduertising services.

Our revenues are advertising revenues, camgigtimarily of listing fees paid by travel andtertainment companies to advertise their of
on theTravelzoo Web sites, in th@ravelzoo Top 20 e-mail newsletter, in thewsflash e-mail alert service, iBuperSearch , through the
Travelzoo Network, and fromFly.com . Revenues are principally generated from the aladelvertising in the U.S. Listing fees are based o
placement, number of listings, number of impressjiamumber of click-throughs, or number of referr8aller advertising agreements —
typically $2,000 or less per month — typically renautomatically each month if they are not termedaby the client. Larger agreements are
typically related to advertising campaigns andrareautomatically renewed.

We have three operating segments based omap@og regions: North America, Europe and Asia fRadiorth America consists of our
operations in Canada and the U.S. Europe condistsr@perations in France, Germany, Spain, andUtike Asia Pacific consists of our
operations in Australia, China, Hong Kong, Japaud, Baiwan.

When evaluating the financial condition an@m@ping performance of the Company, managemenséscan the following financial and
non-financial indicators:

. Growth in the number of subscribers to the Com’s newsletters and page views of the homepage® Travelzoo Web sites
. Operating margin
. Growth in revenues in the absolute and relativiaéogrowth in reach of the Compé's publications; an

. Revenue per employee as a measure of product
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Critical Accounting Policies

We believe that there are a number of accogrgolicies that are critical to understanding loistorical and future performance, as these
policies affect the reported amounts of revenuethadnore significant areas involving managemgntigments and estimates. These
significant accounting policies relate to reveneeognition, the allowance for doubtful accounts] Aabilities to former stockholders. These
policies, and our procedures related to theseipsliare described in detail below.

Revenue Recognition

We recognize revenue on arrangements in aanoedwith SEC Staff Accounting Bulletin No. 104 g€\Rnue Recognition.” We recognize
advertising revenues in the period in which theestisement is displayed, provided that evidencanodrrangement exists, the fees are fixed or
determinable and collection of the resulting reable is reasonably assured. If fixed-fee advedigndisplayed over a term greater than one
month, revenues are recognized ratably over thiegeas described below. The majority of insertiodess have terms that begin and end in a
guarterly reporting period. In the cases wher&ateind of a quarterly reporting period the terrarofnsertion order is not complete, the
Company recognizes revenue for the period by ptiogahe total arrangement fee to revenue and dafeevenue based on a measure of
proportionate performance of its obligation undher insertion order. The Company measures propaitgoperformance by the number of
placements delivered and undelivered as of thertiegadate. The Company uses prices stated ontesnal rate card for measuring the value
of delivered and undelivered placements. Feesddable-fee advertising arrangements are recogriasdd on the number of impressions
displayed, number of clicks delivered, or numberebérrals generated during the period.

Under these policies, no revenue is recognizgelss persuasive evidence of an arrangemensgaédtvery has occurred, the fee is fixed or
determinable, and collection is deemed reasonafslyrad. The Company evaluates each of these arégffollows:

. Evidence of an arrangement. We consider an insertion order signed by the clierits agency to be evidence of an arrangen

. Delivery. Delivery is considered to occur when the advergidias been displayed and, if applicable, the ditkughs have been
delivered.

. Fixed or determinable fee. We consider the fee to be fixed or determinabtaéffee is not subject to refund or adjustmentEagnent
terms are standar

. Collection is deemed reasonably assured. We conduct a credit review for all transactionthattime of the arrangement to determine
creditworthiness of the client. Collection is deelmeasonably assured if we expect that the cliéhbe able to pay amounts under-
arrangement as payments become due. If we deteth@beollection is not reasonably assured, thede&fer the revenue and
recognize the revenue upon cash collection. Cadleds deemed not reasonably assured when a ddigatrceived to be in financial
distress, which may be evidenced by weak indusingditions, a bankruptcy filing, or previously bdlemounts that are past d

Revenue from advertising sold to clients tigtoagencies is reported at the net amount billedg@gency.
Allowance for Doubtful Accounts

We record a provision for doubtful accountsdshon our historical experience of write-offs antdietailed assessment of our accounts
receivable and allowance for doubtful accountedtimating the provision for doubtful accounts, ag@ment considers the age of the accc
receivable, our historical write-offs, the credittioness of the client, the economic conditionshef client’s industry, and general economic
conditions, among other factors. Should any ofétfastors change, the estimates made by managevileaiso change, which could impact
the level of our future provision for doubtful aceus. Specifically, if the financial condition ofioclients were to deteriorate, affecting their
ability to make payments, additional provision flmubtful accounts may be required.
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Liability to Former Stockholders

On October 15, 2004, we announced a prograterumhich we would make cash payments to peopleestablish that they were former
stockholders of Travelzoo.com Corporation, and f#iled to submit requests to convert their shanés shares of Travelzoo Inc. within the
required time period. We account for the cost &f ftogram as an expense recorded in general anohistrative expenses. The ultimate total
cost of this program is not reliably estimable hesgsit is based on the ultimate number of validiests received and future levels of the
Company’s common stock price. The Company’s comstook price affects the liability because the amaifrrash payments under the
program is based in part on the recent level oktbek price at the date valid requests are redeMke do not know how many of the requests
for shares originally received by Travelzoo.com@wation in 1998 were valid. We believe that onlyaation of such requests were valid. In
order to receive payment under the program, a pesskeequired to establish that such person valiélg shares in Travelzoo.com Corporation.

Since the total cost of the program is ndaley estimable, the amount of expense recordedgariod is equal to the number of actual
claims received during the period multiplied bytig number of shares held by each individual fersteckholder and (ii) the applicable
settlement price based on the recent price of ommeon stock at the date the claim is receivedipslated by the program. Requests are
generally paid within 30 days of receipt. Pleaderr®® Note 10 to our unaudited condensed condgelitiinancial statements for further details
about our liabilities to former stockholders.

Results of Operations

The following table sets forth, as a perceatafjtotal revenues, the results of our operatfonthe periods indicated.

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Revenue: 100.(% 100.(% 100.(% 100.(%
Cost of revenue _ 6.2 2.8 5.8 27
Gross profil _93.¢ 971 94.2 97.%
Operating expense
Sales and marketir 56.¢ 57.t 54.¢ 60.7
General and administratiy 30.£ 31.¢ _30.1 _29.7
Total operating expens 87.< _89.4 _85.C - 90.4
Income from operation 6.t 7.7 9.2 6.9
Other income and expenses, (0.9 0.3 (0.6) _ 0.8
Income before income tax 6.1 8 8.€ 7.7
Income taxe: _6.E 13.8 8.3 12.€
Net income (loss _(0.7%) _ (5.5%) _ 0.3% _(5.2%)

For the three months ended June 30, 2009¢eparted income from operations of approximatel$tillion. As of June 30, 2009, we had
retained earnings of approximately $22.0 milliomur ©@perating margin decreased to 6.5% for the thresths ended June 30, 2009 compared
to 7.7% for the same period last year. The maisagedor the decrease in operating margin is our @orevenues as a percentage of revenues
increased for the three months ended June 30, @@ared to the three months ended June 30, 2668 Cost of Revenues” below).

For the six months ended June 30, 2009, werteghincome from operations of approximately $#illion. As of June 30, 2009, we had
retained earnings of approximately $22.0 milliomur@perating margin increased to 9.2% for the saaths ended June 30, 2009 compared to
6.9% for the same period last year. The main re&sothe increase in operating margin is our sale$ marketing expenses as a percentage of
revenues decreased for the six months ended Jy29@8 compared to the six months ended June 8@ 20
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(see “Operating Expenses” below). This was paytiaffset by an increase in cost of revenues ase@eptage of revenues for the six months
ended June 30, 2009 compared to the six monthslehaee 30, 2008 (see “Cost of Revenues” below).

We do not know whether our sales and markegkpenses as a percentage of revenues will contiindecrease in future periods. Increased
competition in our industry may require us to irae advertising for our brand and for our produatseases in the average cost of acquiring
new subscribers (see “Subscriber Acquisitibefow) may result in an increase of sales and niackexpenses as a percentage of revenue
may decide to accelerate our subscriber acquiditiomarious strategic and tactical reasons and, r@sult, increase our marketing expenses.
We may see a unique opportunity for a brand margaetampaign that will result in an increase of netirlg expenses. Further, our strategy to
replicate our business model in selected foreigrketa (see “Growth Strategy” below) may result isignificant increase in our sales and
marketing expenses and have a material adverseirapaur results of operations. We expect fludtunet of sales and marketing expenses
percentage of revenues from quarter to quarter.eSufrthe fluctuations may be significant and haweagerial impact on our results of
operations.

We do not know what our general and admirntisgzexpenses as a percentage of revenues witl fiduire periods. There may be
fluctuations that have a material impact on ouultsf operations. We expect our headcount toicoatto increase in the future. The
Company’s headcount is one of the main driversemiegal and administrative expenses. Therefore xweat our absolute general and
administrative expenses to continue to increasadtlition, we expect our expansion into foreignkets to result in a significant additional
increase in our general and administrative exper3@sgeneral and administrative expenses as @mage of revenues may also fluctuate
depending on the number of requests received tetata program under which the Company intendsakentash payments to people who
establish that they were former stockholders of/@zpo.com Corporation, and who failed to subnijuests to convert their shares into shares
of Travelzoo Inc. within the required time period.

Reach

The following table sets forth the number wibscribers of each of our e-mail publications irrtNAmerica, Europe, and Asia Pacific as of
June 30, 2009 and 2008 and the total number of piages for the homepages of tiieavelzoo Web sites in North America, Europe, and Asia
Pacific for the six months ended June 30, 20092808. Management considers the page views fofithe=lzoo homepages as indicators for
the growth of Web site traffic. Management revighese non-financial metrics for two reasons: Ftstnonitor our progress in increasing the
reach of our products. Second, to evaluate whetkeare able to convert higher reach into higheemeres.

June 30, Year-over-Year
2009 2008 Change
Subscribers
North America
Travelzoo Top 20 11,812,00 10,561,00 12%
Newsflash 9,923,00! 8,564,00! 16%
Europe
Travelzoo Top 20 2,775,001 1,852,001 50%
Newsflash 2,678,00! 1,745,001 53%
Asia Pacific
Travelzoo Top 20 1,542,001 913,00( 69%
Newsflash 1,424,001 829,00( 72%
Six Months Ended June 30, Year-over-Year
2009 2008 Change*
Page views of homepages of Travelzoo Web s
North America 18,460,00 15,772,00 17%
Europe 6,185,00! 3,486,00! 77%
Asia Pacific 3,117,00! 5,818,00! (46%)

* The comparability of ye-ovel-year changes of page views of the homepagTravelzoo Web sites may be limited due to the design
navigation of the Web sites. Additionally, we bebethat the increased use of security softwareatasrsely affected the tracking of pi
views.
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In North America, revenues for the six morghsled June 30, 2009 increased by 4% from the sanpast year. The total number of
subscribers in North America to tiieavelzoo Top 20 e-mail newsletter as of June 30, 2009 increaset?Bfy compared to June 30, 2008 and
page views of the homepages of Thavelzoo Web sites in North America for the six months endede 30, 2009 increased by 17% from the
same period last year. In North America, revenoeshie six months ended June 30, 2009 increasadbater rate than the rate of increase in
the number of subscribers to dtravelzoo Top 20 e-mail newsletter and the rate of increase in Wiebtiaffic. In North America, we believe
we were unable to fully convert higher reach inighler revenues because we were unable to increasaleertising rates significantly due to
intense competition in our industry.

In Europe, revenues for the six months endeé B0, 2009 increased by 52% from the same p&sddear. In local currency terms,
revenues for the six months ended June 30, 2008ared by 100% from the same period last yeartdtaenumber of subscribers in Europ
the Travelzoo Top 20 e-mail newsletter as of June 30, 2009 increasesDBy compared to June 30, 2008 and page views dfdimepages of
the Travelzoo Web sites in Europe for the six months ended JOn@@09 increased by 77% from the same period/&est In Europe, revenu
in local currency terms increased at a higherttza the rate of growth in subscribers to Thavelzoo Top 20 e-mail newsletter and the rate of
growth in Web site traffic.

In Asia Pacific, revenues for the six monthded June 30, 2009 increased by 836% to $1.0 milimm $110,000 in the same period last
year. The total number of subscribers in Asia Ratif theTravelzoo Top 20 e-mail newsletter as of June 30, 2009 increasegPBy compared
to June 30, 2008 and page views of the homepagée Bfavelzoo Web sites in Asia Pacific for the six months endede 30, 2009 decreased
by 46% from the same period last year. The decriegsage views of the homepages of Thavelzoo Web sites in Asia Pacific was due
primarily to changes in our marketing campaignsdrtain countries. In Asia Pacific, revenues insegbat a higher rate than the rate of growth
in subscribers to théravelzoo Top 20 e-mail newsletter. We began operations in Austr&kina, Hong Kong, Japan, and Taiwan during 2007
and continue to focus on rapidly building a sigrafit subscriber base in selected countries in whigloperate.
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Revenues

Our total revenues increased to $24.3 mili@rthe three months ended June 30, 2009 from $2ili®n for the three months ended
June 30, 2008. This represents an increase of$ilibn or 12%. $1.5 million of the increase in Bwes came from our operations in Europe,
which had an increase of 57% in revenues yearye@r. In local currency terms, revenues from owrapons in Europe increased 100% year
over year. The strengthening of the U.S dollartiedzto the British Pounds Sterling and the Eurthie three months ended June 30, 2009
compared to the three months ended June 30, 2@D&rhanfavorable impact on the revenues from oeraijons in Europe. Had foreign
exchange rates remained constant in these permdsjues from our operations in Europe for theetimenths ended June 30, 2009 would |
been approximately $1.1 million higher than repdrevenues of $4.0 million. $509,000 of the inceemsrevenues came from our operatior
North America and was attributed primarily to a 38D0 increase in revenues from our search progdwbish consists cSuper Search and
Fly.com, offset by a $111,000 decrease in revenues franpahlications, which includes theavelzoo Web site, th&op 20 e-mail newsletter
and the Newsflash e-mail alert service. We laundHgaom in February 2009. We also had a $552,000 increasevenues from our
operations in Asia Pacific. The increase in reverfu@m our operations in Asia Pacific was primadlye to increased acceptance of our
publications and products by consumers and adeestia the countries in which we operate. We bexarations in Asia Pacific in 2007.

Our total revenues increased to $47.6 milfarthe six months ended June 30, 2009 from $42llibmfor the six months ended June 30,
2008. This represents an increase of $4.9 millioh286. $2.3 million of the increase in revenues edrom our operations in Europe, which
had an increase of 52% in revenues year over yrelncal currency terms, revenues from our operatio Europe increased 100% year over
year. The strengthening of the U.S dollar relativéhe British Pounds Sterling and the Euro ingtxemonths ended June 30, 2009 compare
the six months ended June 30, 2008 had an unfadedrapact on the revenues from our operations irope. Had foreign exchange rates
remained constant in these periods, revenues froromerations in Europe for the six months endex B0, 2009 would have been
approximately $2.2 million higher than reportedeeues of $7.0 million. $1.7 million of the increaseevenues came from our operations in
North America and was attributed primarily to a 3800 increase in revenues from our search progdwbish consists cSuper Search and
Fly.com, a $357,000 increase in revenues from our pulbicat which includes théravelzoo Web site, théfop 20 e-mail newsletter and the
Newsflash -mail alert service, and a $310,000 increase iemaes from th@ravelzoo Network . We launchedFly.comin February 2009. We
also had a $920,000 increase in revenues frompenations in Asia Pacific. The increase in reverfu@s our operations in Asia Pacific was
primarily due to increased acceptance of our pabbas and products by consumers and advertis¢éhgicountries in which we operate. We
began operations in Asia Pacific in 2007.

For three and six months ended June 30, 26 of our customers accounted for 10% or moripfevenue. For the three and six
months ended June 30, 2008, Orbitz Worldwide adesufor 11% of our total revenues.

Management believes that our ability to inseeeevenues in the future depends mainly on thewolg factors:
. Our ability to increase our advertising rat

. Our ability to sell more advertising to existingecits;

. Our ability to increase the number of clier

. Our ability to develop new revenue streams;

. Our ability to launch new product

We believe that we can increase our advedigtes if the reach of our publications increa®és.do not know if we will be able to increase
the reach of our publications. We believe that ae sell more advertising if the market for onlimivertising continues to grow and if we can
maintain or increase our market share. We belieatthe market for online advertising continuegrimwv. We do not know if we will be able
maintain or increase our market share. We histllyibave increased the number of clients in evexgnsince inception. We do not know if we
will be able to increase the number of clientshia future. We do not know if we will have marketegtance of our new products.

Our goal is to increase our advertising ratdsast once a year in each market, preferabbf danuary 1 of each year. However, we did not
increase our advertising rates in the U.S. on Jgrua2008 or January 1, 2009 due to intense catigetn our industry. We intend to contin
reviewing advertising rates and considering inaesasice a year as of January 1. However, the@ assurance that we will increase our
advertising rates. Depending on the level of coitipatin the industry and the condition of the oiadvertising market, we may decide not to
increase our advertising rates in all or certaimkets.
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Average annualized revenue per employee deedea $450,000 for the three months ended Jun208®, from $456,000 for the three
months ended June 30, 2008. The decrease in avenagalie per employee for the three months endeel 30, 2009 compared to the three
months ended June 30, 2008 was due to a sloweofrgtewth in revenues from our operations in Ndktherica compared to the rate of
growth in headcount for our operations in North Aire

Cost of Revenues

Cost of revenues consists primarily of netwexkenses, including fees we pay for co-locatignises and depreciation and maintenance of
network equipment, payments made to third-partyngas of thelravel zoo Network , fees we pay related to user searcheBlgrmom,
amortization of capitalized Web site developmerstgpand salary expenses associated with netwanlatipns staff. Our cost of revenues
increased to $1.5 million for the three months endlene 30, 2009 from $637,000 for the three moatited June 30, 2008. As a percentage of
revenue, cost of revenues increased to 6.2% fahtiee months ended June 30, 2009 from 2.9% foihitee months ended June 30, 2008. The
$874,000 increase in cost of revenues for the thmeeths ended June 30, 2009 compared to the thwathmended June 30, 2008 was
primarily due to a $397,000 increase in fees werpéated to user searchesky.com, a $224,000 increase in depreciation and maintenan
costs, a $145,000 increase in fees we pay for catilin services, and a $122,000 increase in paymeatle to third-party partners of the
Travelzoo Network .

Our cost of revenues increased to $2.8 millrthe six months ended June 30, 2009 from $illbbmfor the six months ended June 30,
2008. As a percentage of revenue, cost of reveingesased to 5.8% for the six months ended Jun2CI) from 2.7% for the six months
ended June 30, 2008. The $1.6 million increas®dt of revenues for the six months ended June@) 2ompared to the six months ended
June 30, 2008 was primarily due to a $521,000 amén fees we pay related to user searché&$yorom, a $418,000 increase in depreciation
and maintenance costs, a $348,000 increase in paymade to third-party partners of ffravel zoo Network, and a $284,000 increase in fees
we pay for co-location services.

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist primafriigvertising and promotional expenses, salapgpses associated with sales, marketing
and production staff, expenses related to ourgpation in industry conferences, and public reladi expenses. Sales and marketing expenses
increased to $13.8 million for the three monthseshdune 30, 2009 from $12.5 million for the threenths ended June 30, 2008. The goal of
our advertising was to acquire new subscriberstmre-mail products, increase the traffic to our/gées, and increase brand awareness for
Travelzoo andFly.com. The $1.3 million increase in sales and marke¢ixigenses for the three months ended June 30, 2008aced to the
three months ended June 30, 2008 was primarilyalaeb914,000 increase in marketing expenseBlfocom, a $419,000 increase in salary
and employee related expenses, and a $268,00@&ggcihe advertising to acquire traffic to our Wetlesi offset by a $273,000 decrease in b
and trade marketing expense. For the three monttedeJune 30, 2009 and 2008, advertising expewesesigted for 63% and 59%,
respectively, of total sales and marketing expenses

Sales and marketing expenses increased ta $#ifion for the six months ended June 30, 20@8nfi$25.9 million for the six months ended
June 30, 2008. The $222,000 increase in sales arnkkting expenses for the six months ended Jun208® compared to the six months er
June 30, 2008 was primarily due to a $1.3 milliocréase in salary and employee related expen$8222000 increase in marketing expenses
for Fly.comand a $143,000 increase in advertising to acqraféd to our Web sites, offset by a $1.2 millioealease in brand, trade and other
marketing expenses and a $981,000 decrease intiathgeto acquire new subscribers for our e-mailduicts. For the six months ended
June 30, 2009 and 2008, advertising expenses aesrbfor 67% and 63%, respectively, of total saled marketing expenses.

Our goal is to increase our revenues from didieg sales. One important factor that drives r@wenues is our advertising rates. We believe
that we can increase our advertising rates ortheifreach of our publications increases. In ordéndrease the reach of our publications, we
have to acquire a significant number of new subscsiin every quarter and continue to promote camdh One significant factor that impacts
our advertising expenses is the average cost peisition of a new subscriber. We believe thatdtierage cost per acquisition depends mainly
on the advertising rates which we pay for mediashoyr ability to manage our subscriber acquisiéffarts successfully, and the degree of
competition in our industry.
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In May 2005, we began operations in the Urk2006, we began operations in Canada, GermanySpaith. In 2007, we began operatior
Australia, China, France, Hong Kong, Japan, andvd@ai The start-up of our business in Europe and Rsicific is expected to result in a
relatively high level of sales and marketing exgeimsthe foreseeable future.

General and Administrative

General and administrative expenses condisigpity of compensation for administrative, exegatiand software development staff, fee:
professional services, rent, bad debt expense,teation of intangible assets, and general officgemse. General and administrative expenses
increased to $7.4 million for the three months ehdiene 30, 2009 from $6.9 million for the three therended June 30, 2008. The $487,000
increase in general and administrative expensepvi@sarily due to a $182,000 increase in depremigéind amortization expenses and a
$77,000 increase in salary and employee relatedrsgs.

General and administrative expenses incre@s$ii4.4 million for the six months ended JuneZmM9 from $12.7 million for the six months
ended June 30, 2008. The $1.7 million increasemeral and administrative expenses was primarig/tdian $814,000 increase in salary and
employee related expenses, a $374,000 increagpiedation and amortization expenses, and a $283q@rease in bad debt expense.

In the six months ended June 30, 2009 and,2888Company recorded expenses of $2,000 and G @&pectively, related to a program
under which the Company makes cash payments tdgedy establish that they were former stockholdérBravelzoo.com Corporation, and
who failed to submit requests for shares in Traa@llnc. within the required time period. The expanare based on the number of actual valid
claims received and the Company’s stock price. @feot reliably estimate future expenses incurretéuthis program because it is based on
the number of valid requests received and futurel¢eof the Company’s common stock price.

We expect our headcount to increase in thedéufThe Company’s headcount is one of the mairedsiof general and administrative
expenses. Therefore, we expect our general anchistrative expenses to continue to increase.

Our strategy to replicate our business mad&biieign markets is expected to result in a sigaift additional increase in our general and
administrative expenses in the foreseeable future.
Subscriber Acquisitior

The table set forth below provides for eachrtgr in 2006, 2007, 2008, and the first two quarté 2009, an analysis of our average cost for
acquisition of new subscribers for olmavelzoo Top 20 newsletter and ouXewsflash e-mail alert service for our North America, Europed
Asia Pacific operating segments.

The table includes the following data:

. Average Cost per Acquisition of a New SubscribdnisTs the quarterly cost of consumer marketinggmoms whose purpose w
primarily to acquire new subscribers, divided byatmew subscribers added during the qua

. New Subscribers: Total new subscribers who sigmefbuat least one of ou-mail publications throughout the quarter. Thiguis
unduplicated subscriber number, meaning a subsasibe signed up for two or more of our publicaties®nly counted onct

. Subscribers Removed From List: Subscribers who wareved from our lists throughout the quarteregitis a result of the
requesting removal, or based on periodic list nemiahce after we determined that t-mail address was likely no longer val

. Balance: This is the number of subscribers aetiteof the quarter, computed by taking the previguarter’s subscriber balance,
adding new subscribers during the current quaated,subtracting unsubscribe during the currenttqu
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North America:

Average Cost per

Subscribers

Acquisition of a New Removed
Period New Subscriber Subscribers From List Balance
Q1 2006 $2.54 714,64 (317,94) 9,773,55I
Q2 2006 $2.11 737,73! (532,67¢) 9,978,60!
Q3 2006 $1.8¢ 491,52: (327,47)) 10,142,66
Q4 2006 $1.5€ 373,55¢ (288,88)) 10,227,33
Q1 2007 $2.61 730,06 (345,89¢) 10,611,50
Q2 2007 $3.0: 552,48t (335,30 10,828,68
Q3 2007 $3.92 385,40¢ (255,009 10,959,08
Q4 2007 $3.7¢ 279,96 (242,827 10,996,23
Q1 2008 $4.97 296,56! (270,42) 11,022,37
Q2 2008 $3.3¢ 348,50t (303,62 11,067,25
Q3 2008 $3.72 360,91¢ (292,057 11,136,11
Q4 2008 $2.7¢ 487,68 (341,05) 11,282,74
Q1 2009 $2.2¢ 720,32( (259,53) 11,743,52
Q2 2009 $2.1F 885,03: (277,439 12,351,11
Europe:

Average Cost per Subscribers

Acquisition of a New Removed
Period New Subscriber Subscribers From List Balance
Q1 2006 $2.1¢ 143,66¢ (16,83)) 424,60-
Q2 2006 $2.6¢ 129,43¢ (34,070 519,97:
Q3 2006 $1.2¢ 126,56¢ (29,799 616,74
Q4 2006 $2.94 69,48¢ (30,949 655,29(
Q1 2007 $3.8¢ 159,43¢ (31,350 783,37
Q2 2007 $4.4: 206,00: (39,690 949,69:
Q3 2007 $2.9¢ 331,90: (32,689 1,248,901
Q4 2007 $5.8¢E 165,78: (33,35) 1,381,33!
Q1 2008 $3.9C 362,41° (45,157) 1,698,59!
Q2 2008 $4.8¢ 226,15¢ (31,059 1,893,691
Q3 2008 $4.52 253,96! (38,419 2,109,23!
Q4 2008 $3.3¢2 160,17: (46,73¢) 2,222,67!
Q1 2009 $3.0¢ 295,45( (40,547) 2,477,58.
Q2 2009 $2.7¢ 408,02t (52,49)  2,833,11:
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Asia Pacific:

Average Cost per Subscribers

Acquisition of a New Removed
Period New Subscriber Subscribers From List Balance
Q2 2007 $2.4¢ 1,06¢ 4 1,06/
Q3 2007 $2.2: 42,10¢ (13¢€) 43,03:
Q4 2007 $2.9C 180,44¢ (9,019 214,46!
Q1 2008 $3.12 393,31 (26,199 581,57
Q2 2008 $3.37 369,49 (38,049 913,02(
Q3 2008 $2.4¢ 194,46: (43,58¢) 1,063,89.
Q4 2008 $2.6€ 84,93 (40,527 1,108,30!
Q1 2009 $2.2: 182,50: (32,939 1,257,87.
Q2 2009 $2.12 320,66( (32,459 1,546,07.

In North America, we have noted a trend ofrdasing average cost per acquisition of a new silles“CPA”) over the last three quarters
after a period of increasing CPA. The decreaseHA @ North America in Q3 2006 was impacted byedirreceived from a vendor in the
amount of $170,000. The recent quarterly decreias€®A reflect the effects of new advertising caigpa and decreases in advertising rates
by our media suppliers. We do not consider theadess in CPA to be indicative of a longer-term trentb indicate that our CPA is likely to
stay at this level or is likely to decrease further

In Europe, we see a large fluctuation in tiRACThe CPA fluctuates from quarter to quarter fioch country to country. The decline in
CPA in Europe in Q4 2008 reflects the change inetkehange rates between Q3 2008 and Q4 2008 andreed for $0.51 of the decrease in
the CPA. The decline in CPA in Q2 2009 reflectseffects of new advertising campaigns and a deerigaadvertising rates by our media
suppliers.

We began operations in Asia Pacific in ApfiDZ and started acquiring new subscribers in Alistr@hina, Hong Kong, Japan, and Taiw
The CPA in Asia Pacific fluctuates from quarteqtearter and from country to country.

Future increases in CPA are likely to resuliigher absolute marketing expenses and potgntiggher relative marketing expenses as a
percentage of revenue. Going forward we expectimoad upward pressure on online advertising ratescantinued activity from competitors,
which will likely increase our CPA over the longrte The effect on operations is that greater alte@und relative marketing expenditure is
necessary to continue to grow the reach of ouripatidns. However, it is possible that the factiiging subscriber acquisition cost increases
can be partially or completely offset by new or noyed methods of subscriber acquisition using tephes which are under evaluation.

Segment Information

We have presented the business segmentsireport based on our organizational structure dare 30, 2009.

North America

Three Months Ended June 30 Six Months Ended June 30
2009 2008 2009 2008
(In thousands (In thousands
Net revenue $19,73¢ $19,16¢ $39,761 $38,08:
Income from operation 4,45% 6,92¢ 10,26¢ 13,19:
Income from operations as a % of reven 22.€% 36.1% 25.8% 34.€%
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In North America, revenues increased $568@08% for the three months ended June 30, 2009 aedfo the same period in 2008 (see
“Revenues” above). Sales and marketing expensapascentage of revenue increased to 49% or $di6émfor the three months ended
June 30, 2009 from 40% or $7.6 million for the threonths ended June 30, 2008. The $2.0 millioreas® in sales and marketing expense
primarily due to a $914,000 increase in marketixgesses foFly.com, a $722,000 increase in advertising to acquire si@vscribers for our e-
mail products, and a $497,000 increase in advegtit acquire traffic to our Web sites, offset b§24.5,000 decrease in expenses for branc
trade marketing campaigns. General and adminigératkpenses as a percentage of revenue increagaéotor $4.3 million for the three
months ended June 30, 2009 from 21% or $4.0 miftiorthe three months ended June 30, 2008. The,$@81ncrease in general and
administrative expense was primarily due to a $23@jncrease in legal and professional servicesmsg Income from operations for North
America as a percentage of revenue for the threghm@nded June 30, 2009 compared to the threehsientied June 30, 2008 decreased to
22.6% from 36.1%.

In North America, revenues increased $1.7iomilbr 4% for the six months ended June 30, 2008pewed to the same period in 2008 (see
“Revenues” above). Sales and marketing expensapascentage of revenue increased to 46% or $1i8idmior the six months ended
June 30, 2009 from 43% or $16.3 million for the mignths ended June 30, 2008. The $2.1 million as®eén sales and marketing expense was
primarily due to a $942,000 increase in marketixgesses foFly.com, an $896,000 increase in advertising to acquive sigbscribers for our
e-mail products, and a $794,000 increase in saladyemployee related expenses, offset by a $664i@8@ase in expenses for brand and trade
marketing campaigns. General and administrativeesgs as a percentage of revenue increased to 288 anillion for the six months end
June 30, 2009 from 20% or $7.6 million for the signths ended June 30, 2008. The $1.0 million irseréa general and administrative expe
was primarily due to a $347,000 increase in legdl professional services expense, a $330,000 seieadepreciation and amortization
expense, and a $199,000 increase in salary andgegpielated expenses. Income from operations dothNAmerica as a percentage of
revenue for the six months ended June 30, 2009 ardio the six months ended June 30, 2008 ded¢a25.8% from 34.6%.

Europe
Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
(In thousands (In thousands
Net revenue $ 4,021 $ 2,56¢ $ 7,00( $4,61¢
Loss from operation (1,06%) (2,019 (2,344 (4,259
Loss from operations as a % of reven 26.6% 78.4% 33.5% 92.1%

In Europe, revenues increased $1.5 millioB % for the three months ended June 30, 2009 caudparthe same period in 2008 (see
“Revenues” above). Sales and marketing expensesimethflat at $3 million for the three months endade 30, 2009 compared to three
months ended June 30, 2008. General and administetpenses increased by $437,000 to $2.0 milbothe three months ended June 30,
2009 compared to the prior year period primarilg ¢l a $420,000 increase in salary and employagerkbxpenses. Our loss from operations
in Europe was $1.1 million for the three monthsezhdune 30, 2009 compared to a loss of $2.0 milbotthe three months ended June 30,
2008. The strengthening of the U.S dollar relatovéhe British Pounds Sterling and the Euro inttiree months ended June 30, 2009 comg
to the three months ended June 30, 2008 had aaflaledmpact on the loss from our operations in Bardlad foreign exchange rates remained
constant in these periods, the loss from our ofmerain Europe for the three months ended Jun@@®0 would have been approximately
$296,000 higher.

In Europe, revenues increased $2.4 millioB2%6 for the six months ended June 30, 2009 comparge: same period in 2008 (see
“Revenues’above). Sales and marketing expenses decreas&dbtandlion for the six months ended June 30, 2008 $6.1 million for the si
months ended June 30, 2008. The $460,000 decreaates and marketing expense was primarily dae$#89,000 decrease in advertising to
acquire new subscribers to our e-mail products.eBrdrand administrative expenses increased by 888Qp $3.5 million for the six months
ended June 30, 2009 compared to the prior yeawgherimarily due to a $739,000 increase in salay employee related expenses. Our loss
from operations in Europe was $2.3 million for #iee months ended June 30, 2009 compared to a f&s D million for the six months ended
June 30, 2008. The strengthening of the U.S dddlative to the British Pounds Sterling and thedduarthe six months ended June 30, 2009
compared to the six months ended June 30, 2008 feacbrable impact on the loss from our operatiarSurope. Had foreign exchange rates
remained constant in these periods, the loss frenoperations in Europe for the six months endest B, 2009 would have been
approximately $777,000 higher.
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Asia Pacific
Three Months Ended June 30 Six Months Ended June 30
2009 2008 2009 2008
(In thousands (In thousands
Net revenue $ 64z $ 90 $1,03(C $ 11C
Loss from operation (2,835 (3,235 (3,559 (5,979

In Asia Pacific, revenues increased $552,@0@He three months ended June 30, 2009 compatéd game period in 2008 (see “Revenues”
above). Sales and marketing expense decreased2tonfilion for the three months ended June 30, 266® $1.9 million for the three months
ended June 30, 2008. The $695,000 decrease waarityiciue to a $567,000 decrease in advertisirartpuire new subscribers for our e-mail
products. General and administrative expenses aseteto $1.2 million for the three months ended B0 2009 from $1.4 million for the
three months ended June 30, 2008 due primarily®b48,000 decrease in salary and employee relafmehees. Our loss from operations in
Asia Pacific was $1.8 million for the three monémled June 30, 2009 compared to a loss of $3.bmfbr the three months ended June 30,
2008.

In Asia Pacific, revenues increased $920,@0@He six months ended June 30, 2009 compardtteame period in 2008 (see “Revenues”
above). Sales and marketing expense decreasedltonfiRon for the six months ended June 30, 200@8nf$3.5 million for the six months
ended June 30, 2008. The $1.4 million decreasewwemsrily due to a $1.4 million decrease in adwénty to acquire new subscribers for our e-
mail products. General and administrative expensge $2.4 million and $2.5 million for the six mbatended June 30, 2009 and June 30,
2008, respectively. Our loss from operations ineM3acific was $3.6 million for the six months endede 30, 2009 compared to a loss of
$6.0 million for the six months ended June 30, 2008

Income Taxes

We recorded income tax provisions of $1.6iorilland $2.9 million for the three months endedeJ8®, 2009 and June 30, 2008,
respectively. We recorded income tax provision$3® million and $5.5 million for the six monthsded June 30, 2009 and June 30, 2008,
respectively. Our income is generally taxed intth8. and our income tax provisions reflect fedaral state statutory rates applicable to our
levels of income and expenses, adjusted to takeaittount expenses that are treated as havingagmeable tax benefit. For the three mol
ended June 30, 2009 and 2008, our effective tas raere 113% and 168%, respectively. For the sixthsoended June 30, 2009 and 2008,
effective tax rates were 96% and 166%, respectiv@ly effective tax rate decreased for the threethmended June 30, 2009 compared to
2008 and for the six months ended June 30, 2009ared to 2008 primarily due to the decrease ire&om our Europe and Asia Pacific
business segments which were treated as havingcogmizable tax benefit.

We expect that our effective tax rate in fetperiods may fluctuate depending on the total arhofiexpenses representing payments to
former stockholders, from losses or gains inculrgaur operations in Canada, Europe and Asia Raeifid corresponding U.S. tax credits, if
any.

In January 2009, the IRS issued a Notice op&sed Adjustment contesting our tax deductiorZ)Bb and 2006 related to the program
under which we made cash payments to people whblesied that they were former stockholders of &zy.com Corporation, and who
failed to submit requests to convert their shamés shares of Travelzoo Inc. within the requiredetiperiod and in June 2009, the IRS issued
their examination report. We are currently evalhuiathe IRS proposed changes per their examinagiport to determine if we agree, but if
agreed, the proposed changes would result in a @ayof approximately $724,000 which is in long-tean liabilities.

Liquidity and Capital Resources

As of June 30, 2009, we had $15.5 millionasltand cash equivalents. Cash and cash equivalergased from $14.2 million as of
December 31, 2008 primarily as a result of caskigea by operating activities and financing actestoffset by cash used in investing
activities as explained below. We expect that aashand will be sufficient to provide for workinggital needs for at least the next 12 months.
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Six Months Ended June 30,

2009 2008
(In thousands
Net cash provided by operating activit $ 2,071 $ 584
Net cash used in investing activiti (2,969 (2,2372)
Net cash provided by financing activiti 2,15¢ 18t
Effect of exchange rate changes on cash and casraénts 10C (167)
Net increase (decrease) in cash and cash equis $ 1,36¢ $ (1,629

Cash provided by operating activities is mebime or net loss adjusted for certain non-cashsitend changes in assets and liabilities. Net
cash provided by operating activities for the sisrmihs ended June 30, 2009 increased by $1.5 mdthompared to the six months ended
June 30, 2008. The $1.5 million increase in cashiged by operating activities was due to $2.3imllincrease in net income and a
$1.3 million increase in non-cash related itemateal to depreciation and amortization, provisianidsses on accounts receivable, and net
foreign currency effects. This was partially offbgta $2.2 million decrease in our operating assedsliabilities mainly due to the timing of
payments of income taxes.

Net cash used in investing activities was $8ildon for the six months ended June 30, 2009 jgarad to $2.2 million for the six months
ended June 30, 2008. During the six months endee 30, 2009, we used $1.8 million to purchaselthedm domain name and we used
$1.2 million for the purchase of property and equgmt. During the six months ended June 30, 2008)sed $1.4 million for the purchase of
property and equipment and $875,000 to purchasectes cash which serves as the collateral faaadby letter of credit for the security
deposit of our corporate headquarters.

Net cash provided by financing activities 2s2 million for the six months ended June 30, 2688 the six months ended June 30, 2009
and June 30, 2008, net cash provided by finanaitigites was due to the exercise of stock options.

Our capital requirements depend on a numb&abdrs, including market acceptance of our preglaad services, the amount of our
resources we devote to the development of new ptedcash payments to former stockholders of Teaaetom Corporation, expansion of «
operations, and the amount of resources we dewqgimmoting awareness of theavelzoo andFly.com brands. Since the inception of the
program under which we would make cash paymemedple who establish that they were former stoakdrsl| of Travelzoo.com Corporation,
and who failed to submit requests to convert thleares into shares of Travelzoo Inc. within theunesgl time period, we have incurred
expenses of $2.7 million. While future paymentstfos program are expected to decrease, the tosalat this program is still undeterminable
because it is dependent on our stock price anti@number of valid requests ultimately receivednsistent with our growth, we have
experienced substantial increases in our costvefinges, sales and marketing expenses and our andradministrative expenses, and we
anticipate that these increases will continue ierforeseeable future. We believe cash on handwilufficient to pay such costs. In addition,
we will continue to evaluate possible investmentbusinesses, products and technologies, the conation of any of which would increase
our capital requirements.

Although we currently believe that we havefisignt capital resources to meet our anticipatedking capital and capital expenditure
requirements for at least the next 12 months, ucipated events and opportunities or a less faverdian expected development of our
business in Asia Pacific and Europe may require sl additional equity or debt securities oabish new credit facilities to raise capital in
order to meet our capital requirements.

If we sell additional equity or convertibletdesecurities, the sale could dilute the ownersifiipur existing stockholders. If we issue debt
securities or establish a new credit facility, éxed obligations could increase, and we may belired to agree to operating covenants that
would restrict our operations. We cannot be suagdhy such financing will be available in amoumt®n terms acceptable to us.

If the development of our business in Asiaiftaand Europe is less favorable than expectedmag decide to significantly reduce the size
of our operations and marketing expenses in theskeats with the objective of reducing cash outflmvFebruary 2009, our Board of Direct
began reviewing strategic alternatives for our beiss in Asia Pacific. For the six months ended B&009, cash used in operating activities
in Asia Pacific and Europe was $3.0 million andé®hillion, respectively.
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The following summarizes our principal contted commitments as of June 30, 2009 (in thousands)

2009 2010 2011 2012 2013 Thereafter Total
Operating lease $ 2,25¢ $ 3,461 $ 2,32¢ $ 2,03: $ 1,92« $ 161 $12,15¢
Purchase obligatior 1,05( 1,208 — — — — 2,25¢
Total commitment: $ 3,30/ $ 4,66¢ $ 2,32¢ $ 2,03 $ 1,92/ $ 161 $14,41¢

We also have contingencies related to netamgized tax benefits of approximately $788,000falune 30, 2009, which we are unable to
make reasonably reliable estimates on the timing®ftash settlements with the respective taxirigoaities.

Growth Strategy
Our growth strategy has two main elements:
. Replicate our business model in selected foreigrketain Asia Pacific and in Europe; a
. Expand the scope of our business ma

In 2009, we are continuing to develop our gatement content and related advertising services ding information on outstanding deals
for shows, sporting events, concerts, and othar&ihment.

In February 2009, we launchEly.com, a new travel search engine. We intend to allosigeificant resources towards the developmen
marketing ofFly.com.

Recent Accounting Pronouncements

In September 2006, the Financial Accountiren8ards Board (“FASB”) issued Statement of Findmsi@ounting Standards (“SFAS”)
No. 157,“Fair Value Measurements” (“SFAS 157”). SFAS 15%abtishes a framework for measuring the fair valfiassets and liabilities.
This framework is intended to provide increasedstzigncy in how fair value determinations are mawlgder various existing accounting
standards which permit, or in some cases requstamates of fair market value. SFAS 157 becamect¥fe for fiscal years beginning after
November 15, 2007, and interim periods within thfiseal years. FSP 1-2 delayed the effective date of SFAS 157 for alt4financial assets
and nonfinancial liabilities, except those recognized @ctbsed at fair value in the financial statememts recurring basis, until the beginn
of the first quarter of fiscal 2009. Effective Jamy 1, 2009, we adopted Accounting Standards BE&AISB”) Staff Position No. 157-2,
“Effective Date of FASB Statement No. 157" (“FSP718’). The adoption of FSP 157-2 did not have aemaltimpact on our consolidated
results of operations or financial condition.

Effective January 1, 2009, we adopted FASBf $tasition No. 142-3, “Determination of the Usefiife of Intangible Assets” (“FSP 142-
3"), which amends the factors an entity should aersn developing renewal or extension assumptigel in determining the useful life of
recognized intangible assets under FASB Statemeni#2, “Goodwill and Other Intangible Assets”. §lguidance applies prospectively to
intangible assets that are acquired individuallyith a group of other assets in business comhinatand asset acquisitions. Under FSP 142-3
entities estimating the useful life of a recognir@angible asset must consider their historicglezience in renewing or extending similar
arrangements or, in the absence of historical éspes, must consider assumptions that market fatits would use about renewal or
extension. The adoption of this standard did nethen impact on our consolidated results of opamator financial condition.

In April 2009, the FASB issued FSP FAS 10718l APB 28-1, “Interim Disclosures about Fair Vabfd=inancial Instruments”, which
amends FASB Statement No. 107, “Disclosures abant\ralue of Financial Instruments”, (“SFAS No. ID#o require an entity to provide
interim disclosures about the fair value of alkfircial instruments within the scope of SFAS No. 46d to include disclosures related to the
methods and significant assumptions used in estim#tose instruments. This FSP was effectiveriterim and annual periods ending after
June 15, 2009. The adoption of these pronouncerdéhtsot have a material impact on our consolidaésallts of operations or financial
condition.

In May 2009, the FASB issued SFAS No. 165,i&guent Events” (“SFAS 165”). SFAS 165 is effezfior interim and annual periods
ending after June 15, 2009. SFAS 165 is intendestablish general standards of accounting fordisalosure of events that occur after the
balance sheet date but before financial statenseatssued or are available to be issued. It require disclosure of the date through which an
entity has evaluated subsequent events and the foashat date—that is, whether that date reptsgbe date the financial statements were
issued or were available to be issued. This disckoshould alert all users of financial statemémas an entity has not evaluated subsequent
events after that date in the set of financialesteents being presented. In particular, SFAS 165feeth the period after the balance sheet date
during which management of a reporting entity sti@waluate events or transactions that may ocecysdtential recognition or disclosure in
the financial statements and the circumstancesruldieh an entity should
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recognize events or transactions occurring afeebtilance sheet date in its financial statemeffitscttve June 30, 2009, we adopted SFAS
The adoption of this standard did not have a meltaripact on our consolidated results of operatmmfgnancial condition.

In June 2009, the FASB issued SFAS No. 16 méAdments to FASB Interpretation No. 46(R)” (“SFAX"). SFAS 167 is effective for
interim and annual reporting periods beginningraftevember 15, 2009. Earlier adoption is prohihiteBAS 167 requires a company to
perform qualitative analysis when determining wieetimust consolidate a variable interest entitgt angoing reassessments to determine if a
company must consolidate a variable interest eriBAS 167 requires a company to provide additidisdlosures about its involvement with
variable interest entities, any significant chanigessk exposure due to that involvement and hisvinivolvement with a variable interest entity
affects the company’s financial statements. A campaill also be required to disclose any significprdgments and assumptions made in
determining whether it must consolidate a variafierest entity. We do not expect the adoptionfeAS 167 to have a material impact on its
consolidated results of operations or financialifpms

RISK FACTORS

Investing in our common stock involves a high degree of risk. Any or all of therisks listed below as well as other variables affecting our
operating results could have a material adverse effect on our business, our quarterly and annual operating results or financial condition, which
could cause the market price of our stock to decline or cause substantial volatility in our stock price, in which event the value of your common
stock could decline. You should also keep these risk factors in mind when you read forward-looking statements.

Risks Related to Our Financial Condition and Busines Model
We cannot assure you that we will be profitable.

For the six months ended June 30, 2009, wertegp net income of $146,000. In the year endedeBer 31, 2008, we reported a net los
$4.1 million. Although we were profitable for thix snonths ended June 30, 2009 and had been priefipeior to 2008, there is no assurance
that we will be profitable again in the future. \fdeecast our future expense levels based on ouatipg plans and our estimates of future
revenues. We may find it necessary to significaatigelerate expenditures relating to our salesvaartteting efforts or otherwise increase our
financial commitment to creating and maintainingri awareness among Internet users and travel coesp#f our revenues grow at a slower
rate than we anticipate, or if our spending leesiseed our expectations or cannot be adjustedleztslower revenue growth, we may not
generate sufficient revenues to be profitable. Wfe=et our operations in Europe to incur significiasses in the next 12 months to two years
and we expect our operations in Asia Pacific tafrgignificant losses for at least the next threarg. We expect that this will have a material
negative impact on our operating margins, net ireamd cash flows. Any of these developments caddIt in a significant decrease in the
trading price of our common stock.

Fluctuations in our operating results may negatiweimpact our stock price.

Our quarterly operating results may fluctusitmificantly in the future due to a variety of faxs that could affect our revenues or our
expenses in any particular quarter. You shouldelgton quarter-to-quarter comparisons of our rtssafl operations as an indication of future
performance. Factors that may affect our quartedylts include:

. mismatches between resource allocation and cliemiatid due to difficulties in predicting client derdén a new marke
. changes in general economic conditions that coifiéttamarketing efforts generally and online mankgtefforts in particular

. the magnitude and timing of marketing initiativesluding our acquisition of new subscribers and expansion efforts in other
regions;

. the introduction, development, timing, competitpuécing and market acceptance of our products andces and those of o
competitors

. our ability to attract and retain key personi
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. our ability to manage our anticipated growth angdaasion;
. our ability to attract traffic to our Web site
. technical difficulties or system downtime affectiting Internet generally or the operation of ourdmeis and services specifical

. payments which we may make to previous stockhsldeTravelzoo.com Corporation who failed to sutrequests to convert their
shares into shares of Travelzoo Inc. within theiregl time period; an

. volatility of our operating results in new marke

We may significantly increase our operatingenses related to advertising campaigngfawvelzoo for a certain period if we see a unique
opportunity for a brand marketing campaign, if welfit necessary to respond to increased brandetiagkby a competitor, or if we decide to
accelerate our acquisition of new subscribers.

If revenues fall below our expectations in guowarter and we are unable to quickly reduce oeraipg expenses in response, our operating
results would be lower than expected and our spoice may fall.

Our business model may not be adaptable to a chaggharket.

Our current revenue model depends on advagtisies paid primarily by travel companies. If emtrclients decide not to continue
advertising their offers with us and we are unableeplace them with new clients, our business beagdversely affected. To be successful
must provide online marketing solutions that achibroad market acceptance by travel companiesiditian, we must attract sufficient
Internet users with attractive demographic charasttes to our products. It is possible that wel Wwé required to further adapt our business
model in response to changes in the online aduagtimarket or if our current business model isswatcessful. If we are not able to anticipate
changes in the online advertising market or iflousiness model is not successful, our businessl dmumaterially adversely affected.

We may not be able to obtain sufficient funds taogr our business and any additional financing may be terms adverse to your interests.

For the six months ended June 30, 2009, air aad cash equivalents increased by $1.4 milbdil6.5 million. We intend to continue to
grow our business, and intend to fund our curr@etations and anticipated growth from the cashamdhHowever, this may not be sufficient
to meet our cash needs. We may not be able torofitaincing on commercially reasonable terms, @ilat

If additional financing is not available whesquired or is not available on acceptable ternesmay be unable to fund our expansion,
successfully promote our brand name, develop oamegour products and services, take advantagasaféss opportunities, or respond to
competitive pressures, any of which could have terisd adverse effect on our business.

If we choose to raise additional funds throtighissuance of equity securities, you may expegssignificant dilution of your ownership
interest and holders of the additional equity séiesrmay have rights senior to those of the haladrour common stock. If we obtain
additional financing by issuing debt securitieg trms of these securities could restrict or preus from paying dividends and could limit
flexibility in making business decisions.

Our business may be sensitive to recessions.

The demand for online advertising may be lihiethe level of economic activity and employmienthe U.S. and abroad. Specifically, our
business is primarily dependent on the demandritin® advertising from travel companies. The lasession decreased consumer travel and
caused travel companies to reduce or postponerttegketing spending generally, and their onlinekating spending in particular. The curr
recession and recessions in general could havearialadverse effect on our business and finardadition.
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Our operations could be significantly hindered biyet occurrence of a natural disaster or other catagthic event.

Our operations are susceptible to outagegalfies, floods, power loss, telecommunicationdufies, unexpected technical problems in the
systems that power our Web sites and distributeeeugil newsletters, break-ins and similar eventaddition, a significant portion of our
network infrastructure is located in Northern Gatifia, an area susceptible to earthquakes. We tdioave multiple site capacity in the event of
any such occurrence. Outages could cause sigrtifigmruptions of our service. In addition, despiur implementation of network security
measures, our servers are vulnerable to computeses, physical and electronic braag&; and similar disruptions from unauthorized tanmmy
with our computer systems. We do not carry busiirgssruption insurance to compensate us for lodsstsmay occur as a result of any of
these events.

Technological or other assaults on our service cdilarm our business.

We are vulnerable to coordinated attempts/&@load our systems with data, which could resuliénial or reduction of service to some or
all of our users for a period of time. We have eiqgreeed denial of service attacks in the past,raayg experience such attempts in the future.
Any such event could reduce our revenue and hamoerating results and financial condition. Wenad carry business interruption
insurance to compensate us for losses that may asca result of any of these events.

Risks Related to Our Markets and Strategy
Our international expansion is expected to resuitsubstantial operating losses, and is subject toes material risks.

In May 2005, we began operations in the Urk2006, we began operations in Canada, GermanySpaith. In 2007, we began operatior
Australia, China, France, Hong Kong, Japan, ana/di

Although our revenues in Europe increased B28e six months ended June 30, 2009 from the gmaried last year, we expect our
operations in Europe will continue to incur sigcdfint losses in the next 12 months to two yearsariiynas a result of significant expenses
related to subscriber acquisition and other mankegictivities. We intend to continue adding a digant number of subscribers in selected
countries in which we operate as we believe thais of the factors what will allow us to increasg advertising rates and increase our
revenues in Europe.

Although our revenues in Asia Pacific increh886% in the six months ended June 30, 2009 fhensame period last year, we expect our
operations in Asia Pacific will continue to incugmificant losses for at least the next three y@airsarily as a result of significant expenses
related to subscriber acquisition and other mankegictivities. We started in operations in Asiaiffam 2007 and we still do not know if there
will be enough acceptance of our publications amdlpcts by consumers and advertisers in all otthetries in which we operate to support
the level of operating expenses in these counti&sintend to continue adding a significant numtifesubscribers in selected countries in
which we operate as we believe this is one of datofs what will allow us to increase our adventisiates and increase our revenues in Asia
Pacific.

The losses from our operations in Europe asid Racific may not have any recognizable tax bee expect that this will have a mate
negative impact on our operating margins, net ireamd cash flows. Any of these developments caddIt in a significant decrease in the
trading price of our common stock. In addition teartainty about our ability to generate net incdroen our foreign operations and expand
our international market position, there are cartégks inherent in doing business internationafigjuding:

. trade barriers and changes in trade regulati

. difficulties in developing, staffing and simultanesty managing foreign operations as a result dbdise, language and cultu
differences

. stringent local labor laws and regulatio
. currency exchange rate fluctuatio
. risks related to government regulation; i

. potentially adverse tax consequent

We may not be able to continue developing awarer@ssur brand names.

We believe that continuing to build awarenafsthe Travelzoo andFly.com brand names is critical to achieving widespreaeptance of
our business. Brand recognition is a key differimg factor among providers of online advertisiqpgortunities, and we believe it could
become more important as competition in our inguisicreases. In order to maintain and build brandraness, we must succeed in our
marketing efforts. If we fail to successfully prorm@nd maintain our brand, incur significant exgsrig promoting our brand and fail to
generate a corresponding increase in revenueesiti of our branding efforts, or encounter ledadtacles which prevent our continued use of
our brand name, our business could be materiaillgradly affected.

Our business may be sensitive to events affectmgttavel industry in general.

Events like the war with Iraq or the terroastacks on the U.S. in 2001 or the current gldibaincial crisis have a negative impact on the
travel industry. We are not in a position to evéduhie net effect of these circumstances on ounbess. In the longer term, our business might
be negatively affected by financial pressures erntttavel industry. However, our business may atstefit if travel
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companies increase their efforts to promote spetiats or other marketing programs. If such eveessilt in a long-term negative impact on
the travel industry, such impact could have a nitadverse effect on our business.

We will not be able to attract travel companiesloternet users if we do not continually enhance ad@velop the content and features of ¢
products and service:

To remain competitive, we must continually none the responsiveness, functionality, and featofeour products and services. We may
succeed in developing features, functions, prodaetservices that travel companies and Internetsuind attractive. This could reduce the
number of travel companies and Internet users wsimgroducts and materially adversely affect ausibess.

We may lose business if we fail to keep pace wépidly changing technologies and client needs.

Our success is dependent on our ability teebigwvnew and enhanced software, services, anedetaibducts to meet rapidly evolving
technological requirements for online advertisi@gr current technology may not meet the futurenesi requirements of travel companies.
Trends that could have a critical impact on ourcess include:

. rapidly changing technology in online advertisi

. evolving industry standards, including both forraatide facto standards relating to online advertisi
. developments and changes relating to the Inte

. competing products and services that offer incré&sectionality; anc

. changes in travel company and Internet user regaings.

If we are unable to timely and successfullyedep and introduce new products and enhancememtsisting products in response to our
industry’s changing technological requirements, lmusiness could be materially adversely affected.

Our business and growth will suffer if we are unabto hire and retain highly skilled personnel.

Our future success depends on our abilitytttaa, train, motivate, and retain highly skillethployees. We may be unable to retain our
skilled employees, or attract, assimilate, andmaither highly skilled employees in the future. Waese from time to time in the past
experienced, and we expect to continue to expegienthe future, difficulty in hiring and retainirigghly skilled employees with appropriate
qualifications. If we are unable to hire and refslilled personnel, our growth may be restricteticl could adversely affect our future
success.

We may not be able to effectively manage our expagdperations.

Since the commencement of our operations,ave kxperienced a period of rapid growth. In otdexxecute our business plan, we must
continue to grow significantly. As of June 30, 20@@ had 216 employees. We expect that the nunflmrre@mployees will continue to
increase for the foreseeable future. This growthglaced, and our anticipated future growth wilhtimue to place, a significant strain on our
management, systems, and resources. We expeutehgill need to continue to improve our financiallananagerial controls and reporting
systems and procedures. We will also need to aoatio expand and maintain close coordination anmamgales, production, marketing, IT,
and finance departments. We may not succeed ie #fésrts. Our inability to expand our operationsn efficient manner could cause our
expenses to grow disproportionately to revenuesrexenues to decline or grow more slowly than etg and could otherwise have a
material adverse effect on our business.

Intense competition may adversely affect our alyilib achieve or maintain market share and operatefgably.

We face intense competition. We compete feediking dollars with large Internet portal siteach as America Online, MSN, and Yahoo!,
that offer listings or other advertising opportigstfor travel companies. These companies havéfisagntly greater financial, technical,
marketing, and other resources and larger clieseda/Ne compete with search engines like Googlerahdo! Search that offer pay-per-click
listings. We also compete with travel meta-seargjirees and online travel deal publishers. We atsopete with
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large online travel agencies like Expedia and Mrieghat also offer advertising placements. Initidd, we compete with newspapers,
magazines, and other traditional media companggsaperate Web sites which provide online advexgisipportunities. We expect to face
additional competition as other established andrgimg companies, including print media companieseethe online advertising market.
Competition could result in reduced margins onsmivices, loss of market share, or less us&aifel zoo by travel companies and consumers.
If we are not able to compete effectively with @mtror future competitors as a result of theseathdr factors, our business could be mater
adversely affected.

Loss of any of our key management personnel coulyatively impact our busines

Our future success depends to a significatetrgon the continued service and coordinationusfroanagement team, particularly Holger
Bartel, our Chief Executive Officer. The loss opdgure of any of our officers or key employeesldanaterially adversely affect our ability
implement our business plan. We do not maintaingdexgon life insurance for any member of our manmeagg team. In addition, we expect
new members to join our management team in thedufthese individuals will not previously have wedktogether and will be required to
become integrated into our management team. Ikeyimanagement personnel are not able to workhegeffectively or successfully, our
business could be materially adversely affected.

We may not be able to access third party technologgn which we depend.

We use technology and software products fitwnd pparties including Microsoft. Technology fromracurrent or other vendors may not
continue to be available to us on commercially seable terms, or at all. Our business will suffavé are unable to access this technology, to
gain access to additional products or to integnate technology with our existing systems. This dazduse delays in our development and
introduction of new services and related productsnihhancements of existing products until equiabemeplacement technology can be
accessed, if available, or developed internallfgéfsible. If we experience these delays, our lessitould be materially adversely affected.

Risks Related to the Market for our Shares
Our stock price has been volatile historically amthy continue to be volatile.

The trading price of our common stock has B@hmay continue to be subject to wide fluctuatigdur stock price may fluctuate in
response to a number of events and factors, sughaaterly variations in operating results; annaments of technological innovations or new
products by us or our competitors; changes in firdrestimates and recommendations by securitialysts; the operating and stock price
performance of other companies that investors negyndcomparable to us; and news reports relatit@mals in our markets or general
economic conditions.

In addition, the stock market in general, #reimarket prices for Internet-related companigsairticular, have experienced volatility that
often has been unrelated to the operating perfocmmahsuch companies. These broad market and mydusttuations may adversely affect t
price of our stock, regardless of our operatindqrarance.

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and whotis Chairman of the Board, is our largest stocttbnlholding beneficially, as of August 1,
2009, approximately 66.3% of our outstanding sharesough his share ownership, he is in a postiocontrol Travelzoo and to elect our
entire board of directors.

Risks Related to Legal Uncertainty

We may become subject to burdensome governmentlatigns and legal uncertainties affecting the Inteet which could adversely affect
our business.

To date, governmental regulations have noerialy restricted use of the Internet in our maskélowever, the legal and regulatory
environment that pertains to the Internet is umderand may change. Uncertainty and new regulation increase our costs of doing
business, prevent us from delivering our produntsservices over the Internet, or slow the grovitthe Internet. In addition to new laws and
regulations being adopted, existing laws may bdieghpo the Internet. New and existing laws mayearagsues which include:
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. user privacy

. ant-spam legislation

. consumer protectior

. copyright, trademark and patent infringeme

. pricing controls

. characteristics and quality of products and sesy
. sales and other taxes; &

. other claims based on the nature and content efrlat materials

We may be liable as a result of information retred from or transmitted over the Internet.

We may be sued for defamation, negligenceyrgipt or trademark infringement or other legaliia relating to information that is
published or made available in our products. Tlgses of claims have been brought, sometimes ssitdlys against online services in the
past. The fact that we distribute information vimail may subject us to potential risks, such alilities or claims resulting from unsolicited e-
mail or spamming, lost or misdirected messagesirggdreaches, illegal or fraudulent use of e-neailinterruptions or delays inreail service
In addition, we could incur significant costs ivéstigating and defending such claims, even if ltiately are not liable. If any of these
events occur, our business could be materially rsaye affected.

Claims may be asserted against us relating to slsamet issued in our 2002 merger.

The merger of Travelzoo.com Corporation i@ €Company became effective on April 25, 2002. I8totders of Travelzoo.com
Corporation were allowed a period of two yearsdiwihg the effective date to receive shares in thm@any. After April 25, 2004, two years
following the effective date, we ceased issuingehi#o the former stockholders of Travelzoo.compGaation. Many of the “Netsurfer
stockholders,” who had applied to receive sharé&a¥elzoo.com Corporation in 1998 for no cash @eraition, did not elect to receive their
shares which were issuable in the merger priohécend of the two-year period. A total of 4,115,88®ur shares which had been reserved for
issuance in the merger were not claimed.

It is possible that claims may be assertednagas in the future by former stockholders ofvielaoo.com Corporation seeking to receive our
shares, whether based on a claim that they®ay-deadline for exchanging their shares was wnesdible or otherwise. In addition, one or n
jurisdictions, including the Bahamas or the StdtBelaware, may assert rights to unclaimed shaneeuescheat statutes. If such esc
claims are asserted, we intend to challenge thicapjity of escheat rights in that, among otheasons, the identity, residency and eligibility
of the holders in question cannot be determine@rd were certain conditions applicable to the isseaf shares to the Netsurfer stockholders,
including requirements that (i) they be at leasyé8rs of age, (ii) they be residents of the UrSCanada and (iii) they not apply for shares
more than once. The Netsurfer stockholders werngimed| to confirm their compliance with these coiudis, and were advised that failure to
comply could result in cancellation of their shareravelzoo.com Corporation. Travelzoo.com Cogpion was not able to verify that the
applicants met the requirements referred to abbtleedime of their applications for issuance ddrgs. If claims are asserted by persons
claiming to be former stockholders of Travelzoo.cBorporation, we intend to assert that their rightseceive their shares expired two years
following the effective date of the merger, as [ded in the merger agreement. We also expect ®ttak position, if escheat or similar claims
are asserted in respect of the unissued sharhe fature, that we are not required to issue shehes. Further, even if it were established that
unissued shares were subject to escheat claimsowiel assert that the claimant must establishtttebriginal Netsurfer stockholders
complied with the conditions to issuance of theares. We are not able to predict the outcome pfamre claims which might be asserted
relating to the unissued shares. If such claimewasserted, and were fully successful, that caddit in us being required to issue up to an
additional 4,068,000 shares of common stock foadditional payment, which would result in substndilution of the ownership interests of
the other stockholders, and in our earnings pereshhich could adversely affect the market pritewwr common stock.
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On October 15, 2004, we announced a prograterumhich we would make cash payments to persomsestablish that they were former
stockholders of Travelzoo.com Corporation, and fdiled to submit requests to convert their shamés shares of Travelzoo Inc. within the
required time period. The accompanying condenseadatmlated financial statements include a charggemeral and administrative expenses of
$2,000 for these cash payments for the six monttsa June 30, 2009. The total cost of this progsanot reliably estimable because it is
based on the ultimate number of valid requestdvedeand future levels of our common stock pricar @ommon stock price affects the
liability because the amount of cash payments utideprogram is based in part on the recent lefleostock price at the date valid requests
are received. We do not know how many of the reiguies shares originally received by Travelzoo.d@orporation in 1998 were valid, but \
believe that only a portion of such requests wet@yvAs noted above, in order to receive paymedten the program, a person is required to
establish that such person validly held shareg@vdlzoo.com Corporation. Assuming 100% of the estgifrom 1998 were valid, former
stockholders of Travelzoo.com Corporation holdipgraximately 4,068,000 shares had not submittedhslander the program as of June 30,
20009.

Our internal controls over financial reporting manot be effective, and our independent auditors mmat be able to certify as to the
effectiveness of our internal controls, which couldve a significant and adverse effect on our busss.

We are obligated to evaluate our internal stover financial reporting in order to allow nagement to report on, and our independent
auditors to opine on, our internal controls ovaaficial reporting, as required by Section 404 efS$arbanes-Oxley Act of 2002 and the rules
and regulations of the SEC. In our Section 404weatan, we have identified areas of internal cdsttbat may need improvement and have
instituted remediation efforts where necessaryréhily, none of our identified areas that need mmpment have been categorized as material
weaknesses. We may identify conditions that mayltras significant deficiencies or material weakses in the future.

We may be unable to protect our registered tradeknar other proprietary intellectual property rights

Our success depends to a significant degree tife protection of th&ravelzoo brand name. We rely upon a combination of copyrityhtle
secret and trademark laws and non-disclosure dred obntractual arrangements to protect our irgiled property rights. The steps we have
taken to protect our proprietary rights, howeveaymot be adequate to deter misappropriation gintary information.

We have registered tieavelzoo trademark in the U.S., Australia, Canada, Chinaygikong, Japan, South Korea, Taiwan, and the U.K. |
we are unable to protect our rights in the markianth America, Europe, and Asia Pacific, a key edatof our strategy of promoting avel zoo
as a brand could be disrupted and our businesd beuadversely affected. We may not be able tectlateauthorized use of our proprietary
information or take appropriate steps to enforceimtellectual property rights. In addition, thelidéty, enforceability, and scope of protection
of intellectual property in Internet-related indiess are uncertain and still evolving. The lawgofintries in which we may market our services
in the future are uncertain and may afford littteno effective protection of our intellectual profye The unauthorized reproduction or other
misappropriation of our proprietary technology abahable third parties to benefit from our techggland brand name without paying us for
them. If this were to occur, our business coularagerially adversely affected.

We may face liability from intellectual propertytigation that could be costly to prosecute or defleeind distract management’s attention
with no assurance of success.

We cannot be certain that our products, cdraed brand names do not or will not infringe vadatents, copyrights or other intellectual
property rights held by third parties. While we bavtrademark for “Travelzoo,” many companies mitidustry have similar names including
the word “travel”. We expect that infringement atei in our markets will increase in number as memtigipants enter the markets. We may be
subject to legal proceedings and claims from timgnhe relating to the intellectual property of etk in the ordinary course of our business.
may incur substantial expenses in defending ag#iese third party infringement claims, regardigfstheir merit, and such claims could result
in a significant diversion of the efforts of our n@ement personnel. Successful infringement claigainst us may result in monetary liability
or a material disruption in the conduct of our bess.
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Item 3. Quantitative and Qualitative Disclosures About MakRisk

We believe that our potential exposure to gearin market interest rates is not material. Tom@any has no outstanding debt and is not a
party to any derivatives transactions. We investighly liquid investments with short maturitiescéordingly, we do not expect any material
loss from these investments.

Our operations in Asia Pacific expose us teiffn currency risk associated with agreementsgogémominated in Australian Dollars,
Chinese Yuan, Hong Kong Dollars, Japanese YenTaan Dollars. Our operations in Canada expoge €sreign currency risk associated
with agreements being denominated in Canadian Bol@ur operations in Europe expose us to foreigreacy risk associated with
agreements being denominated in British Pounddir8ieand Euros. We are exposed to foreign curreiskyassociated with fluctuations of
these currencies as the financial position andaijey results of our operations in Asia Pacificn@@a and Europe will be translated into U.S.
Dollars for consolidation purposes. We do not usiévdtive instruments to hedge these exposuresaM/a net receiver of the foreign
currencies and therefore benefit from a weaker JoBar and are adversely affected by a strong&: dollar relative to the foreign currency.
We have performed a sensitivity analysis as of Aie€009, using a modeling technique that measbeeshange in the fair values arising
from a hypothetical 10% adverse movement in theltewf foreign currency exchange rates relativéaéoU.S. dollar with all other variables
held constant. The foreign currency exchange ragegsed were based on market rates in effect & 30n2009. The sensitivity analysis
indicated that a hypothetical 10% adverse movernmefareign currency exchange rates would resuftrinncremental $477,000 foreign
exchange loss for the three month and six montiogee ended June 30, 2009.

Item 4. Controls and Procedures

For the period ended June 30, 2009, we caoug@n evaluation, under the supervision and thighparticipation of the Company’s
management, including the Company’s Chief Execulificer along with the Company’s Chief Financidfi€er, of the effectiveness of the
design and operation of our disclosure controlsodedures pursuant to Exchange Act Rule 13a-Hs(@) 5d-15(e). Based upon that
evaluation, the Company’s Chief Executive Offickemg with the Companyg’ Chief Financial Officer concluded that our distice controls ar
procedures were effective to ensure that the irddion required to be disclosed by us in this quirteport was recorded, processed,
summarized and reported within the time periodsi§ied in the SEC's rules and regulations and vedse effective to ensure that information
required to be disclosed by us in this quarterhorewas accumulated and communicated to our mamagieincluding the Company’s Chief
Executive Officer and the Company’s Chief FinanG#éficer to allow timely decisions regarding itsdiosure.

During the three months ended June 30, 20@%¢twas no change in our internal control overfoial reporting (as defined in Exchange
Act Rule 13a-15(f)) that materially affected, orémasonably likely to materially affect, the Comyparinternal control over financial reporting.
PART II—OTHER INFORMATION

Iltem 1A. Risk Factors

An updated description of the risk factorsoagsted with our business is included under “Riaktbrs” in “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems,” contained in Item 2 of Part | of this refpd@his description includes any material
changes to and supersedes the description ofskéagtors associated with our business previadisigiosed in Item 1A of our 2008 Annual
Report on Form 10-K and is incorporated hereindfgrence.

Item 4. Submission of Matters to a Vote of Security Holders

The annual meeting of stockholders occurredwre 4, 2009, at which the following individualere elected as directors: Holger Bartel,
Ralph Bartel, David J. Ehrlich, Donovan Neale-Mawd Kelly M. Urso.

The stockholders voted as follows:

Proposa For Withhold or Abstair
Election of Director:
Holger Bartel 12,475,32 1,693,97
Ralph Barte 12,478,00 1,691,28!
David J. Ehrlicr 14,053,71 115,57¢
Donovan Neal-May 14,055,16 114,12¢
Kelly M. Urso 14,061,73 107,55
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Item 6. Exhibits
The following table sets forth a list of exitsh

Exhibit

Number Description

3.1 Certificate of Incorporation of Travelzoo Inc. (brporated by reference to our -Effective Amendment No. 6 to Registrati
Statement on Form-4 (File No. 33-55026), filed February 14, 200:

3.2 By-laws of Travelzoo Inc. (Incorporated by referenc Pre-Effective Amendment No. 6 to our RegigiraGtatement on Form S-
4 (File No. 33-55026), filed February 14, 200:

31.1% Certification of Chief Executive Officer pursuantRule 13a-14(a) and Rule 15d-14(a) of the Seesrlixchange Act of 1934, as
amended

31.2% Certification of Chief Financial Officer pursuaatRule 13a-14(a) and Rule 15d-14(a) of the Seesrlxchange Act of 1934, as
amended

32.11 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiio8e906 of the Sarbanes-
Oxley Act of 2002

32.2t Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantaiio8e906 of the Sarbanes-
Oxley Act of 2002

T Filed herewitr
T Furnished herewit
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SIGNATURE

Pursuant to the requirements of the Secuilitiehange Act of 1934, the registrant has duly edubis report to be signed on its behalf by
the undersigned thereunto duly authorized.

TRAVELZOO INC.
(Registrant)

By: /s/ WAYNE LEE
Wayne Lee
On behalf of the Registrant and as Chief Financial Officer

Date: August 10, 2009
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Holger Bartel, certify that:
1. I have reviewed this quarterly report omrd.0-Q of Travelzoo Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operes, and cash flows of the registrant as of, amdthe periods presented in this report;

4. The registrant’s other certifying officerdal are responsible for establishing and maintgiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

a. designed such disclosure controls and proes, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg fperiod in which this report is being prepared;

b. designed such internal control over finahporting, or caused such internal control divexncial reporting to be designed under our
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

c. evaluated the effectiveness of the regissalisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d. disclosed in this report any change inrdggstrant’s internal control over financial repogt that occurred during the registrant’'s most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, ttegistrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiatuof internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a. all significant deficiencies and materigaknesses in the design or operation of internatabover financial reporting which are
reasonably likely to adversely affect the regisfsability to record, process, summarize and refioancial information; and

b. any fraud, whether or not material, thabimes management or other employees who havendisant role in the registrant’s internal
control over financial reporting.

/s/ HOLGER BARTEL
Holger Bartel
Chief Executive Officer

Date: August 10, 2009



EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Wayne Lee, certify that:
1. I have reviewed this quarterly report omrd.0-Q of Travelzoo Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateisy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operes, and cash flows of the registrant as of, amdthe periods presented in this report;

4. The registrant’s other certifying officerdal are responsible for establishing and maintgiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

a. designed such disclosure controls and pruoes, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b. designed such internal control over finahporting, or caused such internal control divexncial reporting to be designed under our
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

c. evaluated the effectiveness of the regissalisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and prores) as of the end of the period covered by #psit based on such evaluation; and

d. disclosed in this report any change inrdggstrant’s internal control over financial repogt that occurred during the registrant’'s most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, ttegistrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiatuof internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
functions):

a. all significant deficiencies and materigaknesses in the design or operation of internatabover financial reporting which are
reasonably likely to adversely affect the regisisability to record, process, summarize and refioancial information; and

b. any fraud, whether or not material, thabimes management or other employees who havendisant role in the registrant’s internal
control over financial reporting.

/s/ WAYNE LEE
Wayne Lee
Chief Financial Officer

Date: August 10, 2009



EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to the requirements of the Secutitiehange Act of 1934, and in connection with tharterly report of Travelzoo Inc. on Form
10-Q for the period ending June 30, 2009, the wsigeed hereby certifies, pursuant to 18 U.S.C. 8135 adopted pursuant to §906 of the
Sarbanes-Oxley Act of 2002, to the best of his Kedge, that (1) this report fully complies with tfegjuirements of Section 13(a) or Section 15
(d) of the Securities Exchange Act of 1934 andlfg)information contained in this report fairly peats, in all material respects, the financial
condition and results of operations of the regidtra

Date: August 10, 200¢ By: /s/HOLGER BARTEL
Holger Bartel

Chief Executive Officer




EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to the requirements of the Securitiehange Act of 1934, and in connection with tharterly report of Travelzoo Inc. on Form
10-Q for the period ending June 30, 2009, the wsigeed hereby certifies, pursuant to 18 U.S.C. 8135 adopted pursuant to 8906 of the
Sarbanes-Oxley Act of 2002, to the best of his Kedge, that (1) this report fully complies with tfegjuirements of Section 13(a) or Section 15
(d) of the Securities Exchange Act of 1934 andlfg)information contained in this report fairly peats, in all material respects, the financial
condition and results of operations of the regidtra

Date: August 10, 200¢ By: /s/ WAYNE LEE
Wayne Lee

Chief Financial Officer




