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PART |

The information in this Report contains forddooking statements within the meaning of Secf2@A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchangef 1934, as amended. Such statements are basedcurrent expectations,
assumptions, estimates and projections about Ta@eehc. and our industry. These forward-lookingfesments are subject to the many risks
and uncertainties that exist in our operationstaumginess environment that may cause actual repeitformance or achievements of
Travelzoo to be different from those expected dicarated in the forward-looking statements. Angtstents contained herein that are not

statements of historical fact may be deemed t@beard-looking statements. For example, words sictmay”, “will”, “should”,

“estimates”, “predicts”, “potential”, “continue” strategy”, “believes”, “anticipates”, “plans”, “egpts”, “intends”, and similar expressions are
intended to identify forward-looking statementsav&lzoos actual results and the timing of certain eveatdddiffer significantly from thos
anticipated in such forward-looking statements t&iacthat might cause or contribute to such a digncy include, but are not limited to,
those discussed elsewhere in this Report in thioseentitled “Risk Factors” and the risks discusseour other Securities and Exchange
Commission (“SEC”) filings. The forward-looking s¢ments included in this report reflect the bel@feur management on the date of this
report. We undertake no obligation to update pljphny forward-looking statements for any reasagneif new information becomes

available or other events or circumstances occtharfuture.
ltem 1. Business
Overview

Travelzoo Inc. is an Internet media company thdiliphes sales and specials for hundreds of traxmapanies. As the Internet is becorr
consumers’ preferred medium to search for travielrsf we provide airlines, hotels, cruise lines;ateon packagers, and other travel
companies with a fast, flexible, and cost-effectivagy to reach millions of users. Our products ideltheTravelzoowebsite, thélravelzoo
Top 20newsletter, and the/eekend.comewsletter.

More than 200 companies use our servicesclimnts include American Airlines, American Expseélamo Rent-a&ar, Apple Vacation
America West Vacations, Avis Rent A Car, Britishriays, Marriott Hotels, Norwegian Cruise Line, PRtlace Entertainment, Pleasant
Holidays, Spirit Airlines, Delta Air Lines, ExpediBunjet Vacations, Hilton Hotels, JetBlue Airwagsarwood Hotels & Resorts Worldwide,
Royal Caribbean, Southwest Airlines, and UnitediAé@s.

Our revenues are generated from advertisifessOur revenues have grown rapidly since werbegarations in 1998, primarily driven
by an increasing number of travel companies listivegr sales and specials on ffravelzoowebsite and in th&ravelzoo Top 20ewsletter.
Our revenues increased from approximately $84,00€hke period from May 21, 1998 (inception) to Dmber 31, 1998, to approximately
$9.8 million for the year ended December 31, 2002.

Our principal business office is located @0 B/adison Avenue, 21st Floor, New York, New Yofl022.

Travelzoo was originally incorporated as Blaeo.com Corporation (“Travelzoo Bahamas”) in @@mmonwealth of The Bahamas. In a
“Netsurfer Stockholder” offering, Travelzoo Bahanissued approximately 2.6 million shares of its ooon stock to approximately 700,000
visitors who registered on tflgavelzoowebsite. No cash payments were required or recdoreahy of the stock issued pursuant to the
Netsurfer Stockholder offering. The number of shassued was increased as a result of a subsema-for-one stock split.

In a series of transactions completed in 200&velzoo Bahamas was merged into Travelzoo inDelaware corporation, and each share
of Travelzoo Bahamas was converted into the righéteive one share of common stock of TravelzeoAs of March 25, 2003, 126,315
former stockholders of Travelzoo Bahamas have t#kersteps necessary to receive their shares irele@ Inc., and 15,259,981 shares of
common stock have been issued. If all former stolddrs of Travelzoo Bahamas accept their shar&sawelzoo Inc.,
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an additional 4,165,166 shares of common stockbeilissued. These shares are reported as outgyasidires in our financial statements.
In August 2002, Travelzoo commenced tradingh® OTC Bulletin Board. Trading has been veryitich

Our Market

According to the Newspaper Association of Aicee travel companies spent $1.4 billion in 20@02hational advertising in newspapers
(source: Market and Business Analysis, NAA, 2082jsed on our understanding of the industry, weelelthat newspapers are currently the
main medium for travel companies to advertise theies and specials.

We believe that several factors are causinpvéll continue to cause travel companies to iaseetheir spending on Internet advertising of
sales and specials:

The Internet Is Consumers’ Preferred Informatiomi®e. Market research shows that the Internet has becomsumers’ preferred
information source for travel (source: Forrestes&ach, 2002).

Benefits of Internet Advertising vs. Print Adventis Internet advertising provides travel companies athges compared to print
advertising. These advantages include real-tintiadjs, real-time updates, and performance trackdeg “— Benefits to Travel Companies.”

New Advertising Opportunitie¥he Internet allows travel companies to advertigdrtsales and specials in a fast, flexible, aret-co
effective manner that has not been possible befgeebelieve this will lead to greater expenditusgdravel companies on advertising sales
and specials.

Suppliers Selling DirectlyWe believe that many travel suppliers prefer tbtbelr travel services directly to consumers, mgkernative
to the distribution through travel agents. Trawgd@iers can sell directly to consumers by advielgisales and specials via the Internet that
attract consumers to supplier’s websites.

Problems Travel Companies Face and Limitations of Bwspaper Advertising

We believe that travel companies often faeedhallenge of being able to effectively market aell excess inventory (i.e. airline seats,
hotel rooms, or cruise cabins that are likely taibélled). The success of marketing excess inugntan have a substantial impact on a travel
company’s net income. Almost all costs of traveleees are fixed. That is, the costs do not varthwales. A relatively small amount of
unsold inventory can have a significant impacttom grofitability of a travel company.

Our management believes that travel comparged a fast, flexible, and cost-effective solufimnmarketing excess inventory. The
solution must be fast, because travel servicea gréckly expiring commodity. The period betweea time when a company realizes that
there is excess inventory and the time when thagevaf the travel service has become worthlessris slgort. The solution must be flexible,
because the travel industry is dynamic and the ddrfar excess inventory is difficult to forecastid difficult for travel companies to price
excess inventory. It is difficult for travel compas to forecast the marketing effort needed toesaless inventory. The marketing must be
cost-effective because excess inventory is oftéhatchighly discounted prices, which lowers masgin

Our management believes that newspaper asingrtwith respect to advertising excess inventenffers from a number of limitations
which do not apply to the Internet:

« typically ads must be submitted 2 to 5 days poahe publication date, which makes it difficultadvertise last-minute inventory;
e once an ad is published, it cannot be update etetkwhen an offer is sold out;
e once an ad is published, the travel company cactranige a price;
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« in many markets, the small number of newspapero#rat print media reduces competition, resultmgigh rates for newspaper
advertising; ant

* newspaper advertising does not allow for detaikdgsmance tracking.

Our Products and Services

We provide airlines, hotels, cruise lines;atéon packagers, and other travel suppliers witisg flexible, and cost-effective way to
advertise their sales and specials to millionssefrs. Our products include tiieavelzoowebsite, thélravelzoo Top 2@ewsletter, and the
Weekend.comewsletter. While our products provide advertisapgortunities for travel companies, they also pievinternet users with a
free source of information on current sales anaigfefrom hundreds of travel companies.

As travel companies increasingly utilize thiernet to promote their special offers, we bai¢ivat our products will enable them to take
advantage of the lower cost and real-time commtioica&nabled by the Internet. Our listing managermseftware allows travel companies to
add, update, and delete special offer listings oeaktime basis. Our software also provides traeahpanies with real-time performance
tracking, enabling them to optimize their marketaagnpaigns.

OurTravelzoowebsite at http://www.travelzoo.com lists sales gpécials from approximately 200 travel companiés site reaches
4.7 million Internet users per month (source: coor8dMedia Metrix, 7/2002).

OurTravelzoo Top 2@ a weekly e-mail newsletter that highlights aited number of current sales and specials fronctederavel
companies. As of March 2003, the newsletter hadr8lléon subscribers.

OurWeekend.comewsletter is a weekly e-mail newsletter that festudeas and travel opportunities for weekendsladeched this
product in November 2002.

Benefits to Travel Companies
Key features of our solution for travel comias include:
« Rea-Time Listings of Special Offel®ur technology allows travel companies to adverise special offers on a real-time basis.
» Rea-Time UpdatesOur technology allows travel companies to updagér fistings on a real-time basis.

« Rea-Time Performance Reportd/e provide travel companies with reahe tracking of the performance of their adventiscampaign:
Our solution enables travel companies to optintisdr tcampaigns by removing or updating unsuccessfiigs and further promote
successful listings

« Access to Millions of ConsumeWe provide travel companies fast access to millafrtsavel shoppers.
* National ReachWe offer travel companies access to Internet usensss the U.S.

Benefits to Consumers

OurTravelzoowebsite, ouTravelzoo Top 2@ewsletter, and ollVeekend.comewsletter provide consumers information on current
special offers at no cost to the consumer. Keyufeatof our products include:

» Aggregation of Offers From Many CompaniOur Travelzoowebsite and oufravelzoo Top 2@-mail newsletter aggregate informati
on current special offers from approximately 2@¥& companies. This saves the consumer time wénelsing for travel sales and
specials

» Current InformationCompared to newspaper ads, we provide consumess caatent information, since our technology enabiggel
companies to update their listings on a-time basis

» Search toolsWe provide consumers with the ability to searchsjpecific special offers.
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Our Strategy
Our objective is to become the largest ontinblisher of sales and specials for travel congmri{ey elements of our strategy include:

« Build Strong Brand AwarenesWe believe that it is essential to establish angtiorand with Internet users and within the travel
industry. We currently utilize an online marketipgpgram to promote our brands to Internet useradtition, we believe that we build
brand awareness by product excellence that is prairizy word-of-mouth. We utilize sponsorships aluistry conferences and public
relations to promote our brands within the tranelustry.

* Increase Reaclin order to attract more users to our productsintend to expand our advertising campaigns as osinbss grows. We
believe that we also can attract more users byyatoskcellence that is promoted by w-of-mouth.

» Quality User BaseWe believe that, in addition to increasing our leage need to maintain the quality of our user b¥ge intend to
maintain the quality of our user base by produdiigh quality content

* Increase Number of Advertising ClierWe intend to continue to grow our advertising dilbase by expanding the size of our sales
force. Se¢'— Sales and Marketin”

» Excellent ServiceWe believe that it is important to provide our adiging clients with excellent service with regdodthe execution of
their insertion orders

Clients

As of December 31, 2002, our client baseuidetl approximately 200 travel companies, includimtines, hotels, cruise lines, vacations
packagers, tour operators, car rental companiekstranel agents. Some of our clients are:

American Airlines Lufthansa

American Express Marriott Hotels

Alamo Rent-a-Car MyTravel Group

Apple Vacations Norwegian Cruise Lin
America West Vacations Park Place Entertainment
Avis Rent A Car Pleasant Holidays

British Airways Spirit Airlines

Budget Rent A Car Starwood Hotels & Resorts Worldwide
Delta Air Lines Royal Caribbean

Expedia Travelocity.com

Funjet Vacations Southwest Airlines

Hilton Hotels United Airlines

JetBlue Airways

For the year ended December 31, 2000, outavgest clients accounted for 22% and 11% of euemnues, respectively. For the year
ended December 31, 2001, our two largest clierdswatted for 15% and 13% of our revenues, respdgtiFer the year ended December 31,
2002, our two largest clients accounted for 14% E3&b of our revenues, respectively. No other cliemtcounted for 10% or more of
revenues in 2000, 2001, or 2002.

Sales and Marketing

As of December 31, 2002, our direct sales forcesisted of a Vice President of Sales, a Vice PresideEBusiness Development and th
advertising sales managers.

We currently utilize an online marketing praign to promote our brands to Internet users. litiad¢ we believe that we build brand
awareness by product excellence that is promotegidog-of-mouth. We utilize sponsorships at industoypferences and public relations to
promote our brands within the travel industry.
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Technology
We have designed our technology to servege leolume of web traffic in an efficient and s@dlke manner.

We co-locate our production servers with €abMWireless, a global communications company. E&bWireless’ facility includes
features such as power redundancy, multiple egmedpeering to other ISPs, fire suppression anésado our own separate physical space.
We believe our arrangements with Cable & Wireledksallow us to grow without being limited by ounm physical and technological
capacity, and will also provide us with sufficidr@ndwidth for our anticipated needs. Because ofléségn of our website, our users are not
required to download or upload large files frommour website, which allows us to continue inciegshe number of our visitors and page
views without adversely affecting our performanceemuiring us to make significant additional capéxpenditures.

Our software is written using open standasdsh as Visual Basic Script, and HTML, and inteegawith products from Microsoft. We
have standardized our hardware platform on Compacess and Cisco switches.

New Products and Services

In the second quarter of 2003, we intencitmth a newviravelzooe-mail product that allows travel companies to amuoe time-sensitive
and newsworthy sales and specials just as therekased.

Competition

We compete with large Internet portal sigggsh as About.com, America Online, Lycos, MSN armthd0!, that offer listings or other
advertising opportunities for travel companies. &l&® compete with smaller sites that specialidésting last-minute offers or list deals for
free, such as Smarterliving.com. In addition, wmpete with newspapers, magazines and other traditmedia companies that operate
websites which provide advertising opportunitie® ¥xpect to face additional competition as othtatdished and emerging companies,
including print media companies, enter our market.

Many of our current and potential competitors hlweyer operating histories, significantly greaieahcial, technical, marketing and ot
resources and larger client bases than we do.diti@a, current and potential competitors may mstkategic acquisitions or establish
cooperative relationships to expand their busiress¢o offer more comprehensive solutions.

New technologies could increase the competjtressures that we face. The development of cngpechnologies by market
participants or the emergence of new industry stedglmay adversely affect our competitive positidompetition could result in reduced
margins on our services, loss of market sharessriise of our products by travel companies anducoess. If we are not able to compete
effectively with current or future competitors aseault of these and other factors, our busineskldme materially adversely affected.

Government Regulation and Legal Uncertainties

There are increasing numbers of laws andlatigns pertaining to the Internet, including laawrsd regulations relating to user privacy,
liability for information retrieved from or transtted over the Internet, online content regulatisser privacy and domain name registration.
Moreover, the applicability to the Internet of diig laws governing issues such as intellectugberty ownership and infringement,
copyright, patent, trademark, trade secret, obsgditiel and personal privacy is uncertain andedeping.

Privacy ConcernsGovernment agencies are considering adopting régntaregarding the collection and use of persatitifying
information obtained from individuals when usingeimet sites or e-mail services. While we have am@nted and intend to implement
additional programs designed to enhance the proteot the privacy of our users, these programs natyconform to any regulations adop
which may be adopted by these agencies. In additi@se regulatory and enforcement efforts may @ele affect our ability to collect
demographic and personal information from userschvbould have an adverse effect on our
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ability to provide advertisers with demographicoimhation. The European Union (the “EU”) has adomtetirective that imposes restrictions
on the collection and use of personal data. Thectiire could impose restrictions that are moragént than current Internet privacy
standards in the United States. The directive nilgisely affect our activities to the extent thatnvay seek to collect data from users in EU
member countries.

Domain NamedDomain names are the user’s Internet “addressé®clirrent system for registering, allocating arahaging domain
names has been the subject of litigation and gigsed regulatory reform. We own the domain namesdoelzoo.com, travelzoo.net,
travelzoo.org, travelzoo.ca, travelzoo.co.uk, weekeom, and weekends.com, and have registered élz@e” and “Weekend.com” as
trademarks in the United States. Because of theteqions, it is unlikely, yet possible, that thparties may bring claims for infringement
against us for the use of our domain name andrrade In the event such claims are successful,oméldose the ability to use our domain
names. There can be no assurance that our donragmw#l not lose its value, or that we will not lgato obtain entirely new domain name
addition to or in lieu of our current domain narhelianges in overall Internet domain name ruleslté@s a restructuring in the current system
of using domain names which include “.com,” “.nétgov,” “.edu” and other extensions.

Jurisdictions.Due to the global nature of the Internet, it isgibke that, although our transmissions over thertrgt originate primarily in
California, the governments of other states andifor countries might attempt to regulate our bussretivities. In addition, because our
service is available over the Internet in multiplates and foreign countries, these jurisdictioay require us to qualify to do business as a
foreign corporation in each of these states orndoreountries, which could subject us to taxes a@thér regulations.

Intellectual Property

Our success depends to a significant degyee the protection of our brand names, includingvelzoo, Travelzoo Top 2@&nd
Weekend.comlIf we were unable to protect tieavelzocandTravelzoo Top 2@rand names, our business could be materially adiyer
affected. We rely upon a combination of copyrigf@de secret and trademark laws to protect oullécteial property rights. The steps we
have taken to protect our proprietary rights, hosvemay not be adequate to deter misappropriafignaprietary information.

We may not be able to detect unauthorizedfiserr proprietary information or take appropriateps to enforce our intellectual property
rights. In addition, the validity, enforceabilith@ scope of protection of intellectual propertyriternet-related industries is uncertain and still
evolving. The laws of other countries in which waynmarket our services in the future are uncedashmay afford little or no effective
protection of our intellectual property.

On June 21, 1999, Mr. Bartel, our founddedfiwith the United States Patent and Trademarlc©{fPTQ") to register the trademark
“Travelzoo” for “providing information and news the field of travel via an on-line global commurtioas network and travel agency
services, namely making reservations and bookintrémsportation,” “providing information and newsthe field of travel via an on-line
global communications network and travel agencyises, namely making reservations and bookingdorgorary lodging,” and “promoting
the goods and services of others through the offenavel goods and services and shopping clubeEsyvnamely providing information on
travel goods and services to members.” The PTOighad that mark for opposition on October 31, 2@@.January 22, 2001, Mr. Bartel,
who filed the trademark application as an individtransferred the ownership of the pending trad&ieravelzoo” to Travelzoo Inc. The
mark was registered by the PTO on January 23, 2001.

On November 2, 2000, we filed with the Unittdtes Patent and Trademark Office to registetrfiizmark “Weekend.com” for
“providing information via websites on global cont@unetworks in the field travel,” “providing inforation via websites on global computer
networks in the fields of entertainment, recreatenmd sports,” and “providing information via wetlesion global computer networks in the
fields of fashion, fitness, health and exerciséhe Thark was registered by the PTO on November@&.20

On March 18, 2002, we filed with the Unite@t®s Patent and Trademark Office to registerrdmiemark “Top 20" for “promoting the
goods and services of others through the offeranfed goods and
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services and shopping club services, namely pmgidiformation on travel goods and services to mamb “providing information and

news in the field of travel via an on-line globahemunications network and travel agency serviceset\amaking reservations and booking
for transportation,” and “providing information andws in the field of travel via an on-line glolsaimmunications network and travel agency
services, namely, making reservations and booldngeimporary travel lodging.”

Employees

As of March 1, 2003, we had 27 employeesyladm 7 worked in sales, business development, arlteting, 15 in production, 1 in
network operations and 4 were involved in finaramministration, and corporate operations. Noneuofemployees is represented under
collective bargaining agreements. We consider elations with our employees to be good. Becausupanticipated further growth
combined with the requirements we face as a pablicpany, we expect that the number of our emplowéésontinue to increase for the
foreseeable future.

RISK FACTORS

Investing in our common stock involves a high degrferisk. Any or all of the risks listed below wbhave a material adverse effect on
our business, our quarterly and annual operatingulés or financial condition, which could cause tharket price of our stock to decline or
cause substantial volatility in our stock price vithich event the value of your common stock coedtirte. You should also keep these risk
factors in mind when you read forwelooking statements. We have identified all ofrifaerial risks which we believe may affect our
business and the principal ways in which we anéitggghat they may affect our business or finanoeddition.

Risks Related to Our Financial Condition and Busines Model
Our limited operating history makes our businessfiiult to evaluate.

We were incorporated and began generatingneas in May 1998. Accordingly, we have only atadioperating history for you to
consider in evaluating our business. As a new compae face risks and uncertainties relating toahility to successfully implement our
business plan. You must consider the risks, expgesisé uncertainties which can materially affectibsiness of an early stage company like
ours. These risks include uncertainty whether wehagiable to:

« increase awareness of theavelzodbrand,

« attract and retain additional travel companiesstattheir special offers with us;
« attract additional Internet users to ffravelzoowebsite;

« increase the functionality of our products and wew,

* maintain our current, and develop new, businesgiogiships;

« respond effectively to competitive pressures; and

« continue to develop and upgrade our technology.

We cannot assure you that we will sustain profithtyi.

Although we have been profitable in the ptsre is no assurance that we will continue tproditable. We forecast our future expense
levels based on our operating plans and our essradtfuture revenues. We may find it necessapctelerate expenditures relating to our
sales and marketing efforts or otherwise increasdimancial commitment to creating and maintainiimgnd awareness among travel
companies and Internet users. If our revenues gt@aslower rate than we anticipate, or if our siy@nlevels exceed our expectations or
cannot be adjusted to reflect slower revenue growthmay not generate sufficient revenues to sugtaifitability. In this case, the value of
the shares of Travelzoo could be reduced.
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Fluctuations in our operating results may negatiyeimpact our stock price.
Our quarterly operating results may fluctugigmificantly in the future due to a variety otfars that could affect our revenues or our

expenses in any particular quarter. You shouldelgton quarter-to-quarter comparisons of our tssef operations as an indication of future
performance. Factors that may affect our quartedylts include:

* mismatches between resource allocation and cliemiadid due to difficulties in predicting client demdan a new market;

« changes in general economic conditions that coffétiamarketing efforts generally and online maikgtefforts in particular;
« the magnitude and timing of marketing initiatives;

« the maintenance and development of our stratetitigeships;

« the introduction, development, timing, competitpricing and market acceptance of our products amndces and those of our
competitors

« our ability to attract and retain key personnel;

« our ability to manage our anticipated growth angagsion;

« our ability to attract traffic to our website; and

« technical difficulties or system downtime affectithge Internet generally or the operation of ourdpicis and services specifically.

In addition, we plan to significantly increasur operating expenses to expand our sales arketimg, and production department. If
revenues fall below our expectations in any quarnter we are unable to quickly reduce our spendingsponse, our operating results would
be lower than expected and our stock price may fall

In addition, we are required under generadlgepted accounting principles to review our inlalegassets for impairment when events or
changes in circumstances indicate the carryingevalay not be recoverable. We may be required trdex significant expense or charge to
earnings in our financial statements in the peang impairment of intangible assets is determined.

We depend on two clients for a substantial partoofr revenues

In the fiscal year ended December 31, 2002, twentdi accounted for 27% of our revenues. The lossefclient or both clients may res
in a significant decrease in our revenues andtesfibperations, which could have a material aslveffect on our business.

Our business model is unproven and may not be adhf# to a changing marke

Our current revenue model depends on adiregtises from travel companies using our produtturrent clients decide not to continue
listing their sales and specials with us and weuagble to replace them with new clients, our besirmay be adversely affected. To be
successful, we must provide online marketing sohgithat achieve broad market acceptance by tcavmabanies. In addition, we must attract
sufficient Internet users with attractive demogtapharacteristics to our products. It is possthé we will be required to further adapt our
business model in response to changes in the acadimertising market or if our current business nhéglaot successful. If we are not able to
anticipate changes in the online advertising maokéft our business model is not successful, owirmss could be materially adversely
affected.
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We may not be able to obtain sufficient funds tagr our business and any additional financing may be terms adverse to your
interests.

We intend to continue to grow our business, iatend to fund our current operations and oticgrated growth from the cash flow
generated from our operations and our retainedreggnHowever, these sources may not be suffit¢@nteet our needs. We may not be able
to obtain additional financing on commercially reaable terms, or at all.

If additional financing is not available whegguired or is not available on acceptable temesmay be unable to fund our expansion,
successfully promote our brand name, develop ocamedhour products and services, take advantagesofdss opportunities or respond to
competitive pressures, any of which could have teriz adverse effect on our business.

If we choose to raise additional funds thifotige issuance of equity securities, you may erpes significant dilution of your ownership
interest, and holders of the additional equity séies may have rights senior to those of the halad our common stock. If we obtain
additional financing by issuing debt securitie® tbrms of these securities could restrict or preus from paying dividends and could limit
our flexibility in making business decisions.

Our business may be sensitive to recessit

The demand for online advertising may beduhko the level of economic activity and employmarthe U.S. and abroad. Specifically,
our business is dependent on the spending of tcampanies. The current recession has decreasedroentravel and caused travel
companies to reduce or postpone their marketingdipg generally, and their online marketing spegdmparticular. If the current economic
downturn continues or worsens in the U.S. or abroadbusiness and financial condition could beemally adversely affected.

We may face significant costs with respect to tledivery of paper copies of reports to our stockhersl.

The Securities Exchange Act of 1934 requitesd provide paper copies of certain reports tostackholders. If a significant number of
our stockholders do not consent to electronic égjiwf stockholder communications or revoke sualseat, we may face significant costs
related to the printing and mailing of such reports

Risks Related to Our Markets and Strategy

The Internet is not a proven marketing mediu

The future of our business is dependent erotigoing acceptance by travel companies of tlegriat as an effective marketing tool, and
on the ongoing acceptance by consumers of thenkitais a source for information on offers from élaaompanies. The adoption of online
marketing by travel companies, particularly amdmase that have historically relied upon traditioadVertising methods, requires the
acceptance of a new way of conducting businesketiag and advertising. Many of our potential cteehave little or no experience using
Internet as a marketing tool, and not all Inteurssrs have experience using the Internet to lookdoel offers. As a result, we cannot be
that we will be able to effectively compete withditional advertising methods. If we are unabledmpete with traditional advertising
methods, our business and results of operatiorisl t@umaterially adversely affected.

We may experience reduced visitor traffic, reduagestenue and harm to our reputation in the eventwiexpected network
interruptions caused by system failure

Our servers and software must be able toragtdate a high volume of traffic. Any substantradrease in demands on our servers will
require us to expand and adapt our network infuasiire. If we are unable to add additional softwaard hardware to accommodate increased
demand, we could experience unanticipated systeragmtions and slower response times. Any catastdpliure at our co-location facility
could prevent us from serving our web traffic fprto several days, and any failure of our Intesgvice provider may
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adversely affect our networkperformance. Our clients may become dissatisfieainy system failure that interrupts our abiliyptrovide ou
products and services to them or results in sleegponse times. We do not maintain business iqtéorminsurance. Any system failure,
including network, software or hardware failuretthauses an interruption in the delivery of owdpicts and services or a decrease in
responsiveness of our services could result incedluevenue and could materially adversely affactreputation and brand.

We may not be able to develop awareness of our Onaame.

We believe that continuing to build awarenafsthe Travelzodbrand name is critical to achieving widespread pianee of our business.
Brand recognition is a key differentiating facton@ng providers of online advertising opportuniti@sd we believe it could become more
important as competition in our industry increasesrder to maintain and build brand awarenessimust succeed in our marketing efforts,
provide high quality service and increase the nurmobénternet users with favorable demographiceg3Siravelzoo. If we fail to successfully
promote and maintain our brand, incur significafqgenses in promoting our brand and fail to geneaaterresponding increase in revenue as
a result of our branding efforts, or encounter legestacles which prevent our continued use ofbmand name, our business could be
materially adversely affected.

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

Events like the current war with Iraqg or teerorist attacks on the United States in 2001 tzamegative impact on the travel industry. We
are not in a position to evaluate the net effe¢he§e circumstances on our business. In the Idegar our business might be negatively
affected by financial pressures on the travel itguslowever, our business may also benefit if &faompanies increase their efforts to
promote special offers or other marketing progrdfrttie events result in a long-term negative intpacthe travel industry, such impact
could have a material adverse effect on our busines

We will not be able to attract travel companiesioternet users if we do not continually enhance adévelop the content and features
of our products and service

To remain competitive, we must continuallyphove the responsiveness, functionality and featafeur products and services. We may
not succeed in developing features, functions, yetsdor services that travel companies and Intersets find attractive. This could reduce
the number of travel companies and Internet ussrgwur products and materially adversely affestlusiness.

We may lose business if we fail to keep pace watpidly changing technologies and clients nee

Our success is dependent on our ability telkbg new and enhanced software, services aneédgtabducts to meet rapidly evolving
technological requirements for online advertisi®gr current technology may not meet the futurenage requirements of travel companies.
Trends that could have a critical impact on ourcsss include:

« rapidly changing technology in online advertising;

« evolving industry standards, including both forraatide factostandards relating to online advertising;
« developments and changes relating to the Internet;

» competing products and services that offer increb&sectionality; and

« changes in travel company and Internet user reqangs.

If we are unable to timely and successfulyelop and introduce new products and enhancenetsgsting products in response to our
industry’s changing technological requirements, lmusiness could be materially adversely affected.
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Our business and growth will suffer if we are unabto hire and retain highly skilled personne

Our future success depends on our abiligttiact, train, motivate and retain highly skilleahployees. We may be unable to retain our
skilled employees or attract, assimilate and ret#tier highly skilled employees in the future. Wavé from time to time in the past
experienced, and we expect to continue to expegianthe future, difficulty in hiring and retainirigghly skilled employees with appropriate
qualifications. If we are unable to hire and retskilled personnel, our growth may be restrictediclv could adversely affect our future
success.

We may not be able to effectively manage our expagaperations.

We have recently experienced a period ofdrgpowth. In order to execute our business planmust continue to grow significantly. As
of December 31, 2002, we had 27 employees. We expeicthe number of our employees will continuénirease for the foreseeable future.
This growth has placed, and our anticipated fugmosvth combined with the requirements we face pskdic company will continue to place,
a significant strain on our management, systemgesalirces. We expect that we will need to conttoumprove our financial and
managerial controls and reporting systems and prges. We will also need to continue to expandraadhtain close coordination among
technical, accounting, finance and sales and miaketganizations. We may not succeed in thesetsff@ur inability to expand our
operations in an efficient manner could cause gpemrses to grow disproportionately to revenuesrevgnues to decline or grow more
slowly than expected and otherwise have a matadiatrse effect on our business.

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

We compete with large Internet portal sigggsh as About.com, America Online, Lycos, MSN armth®0!, that offer listings or other
advertising opportunities for travel companies. Sgheompanies have significantly greater finantéahnical, marketing and other resources
and larger client bases than we do. In additionc@mapete with newspapers, magazines and othetitraali media companies that provide
online advertising opportunities. We expect to fadditional competition as other established andrging companies, including print media
companies, enter the online advertising market.

We believe that there will be rapid business cddatibn in the online advertising industry. Accorgdlly, new competitors may emerge
rapidly acquire significant market share. The depeient of competing technologies by market paricip or the emergence of new industry
standards may also adversely affect our competsition. Competition could result in reduced ni@sgn our services, loss of market st
or less use of Travelzoo by travel companies amdwmers. If we are not able to compete effectiwatia current or future competitors as a
result of these and other factors, our busineskldmimaterially adversely affected.

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

Our future success depends to a significaieine on the continued service and coordinatioausfmanagement team, particularly Ralph
Bartel, our Chairman, President, Chief ExecutivBdef, Chief Financial Officer and Secretary. Thed or departure of any of our officers or
key employees could materially adversely affectatility to implement our business plan. We domaintain key person life insurance for
any member of our management team. In additiorgxpect new members to join our management teaheifuture. These individuals will
not previously have worked together and will beuiegd to become integrated into our management.tdaoar key management personnel
are not able to work together effectively or susbay, our business could be materially adversdfgcted.

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

We use technology and software products fitund parties including Microsoft. Technology framar current or other vendors may not
continue to be available to us on commercially oeable terms, or at all. Our business will suffevé are unable to access this technolog
gain access to additional products or to integnate technology with our existing systems. This dazduse delays in our development and
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introduction of new services and related productsnhancements of existing products until equiviabemeplacement technology can be
accessed, if available, or developed internallfgafsible. If we experience these delays, our lessitould be materially adversely affected.

Risks Related to the Market for our Shares

We cannot be sure that an active market for our sbawill develop or be maintained in the futur

On August 28, 2002, our shares commencechtgyamh the OTC Bulletin Board. However, there hasrbonly limited trading in the shares
since that time, at widely varying prices, andtiiagling to date has not resulted in an active mddteour shares. We cannot assure you that
an active market for our shares will be establishrechaintained in the future. If such market is established or maintained, stockholders
not be able to readily sell their shares.

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and whour Chairman of the Board, President, Chief EtteeDfficer, Chief Financial Officer
and Secretary, is our largest stockholder, holdiogroximately 72% of our outstanding shares wittiomg to increase his percentage
ownership to 75% on a fully-diluted basis, assun@itidormer stockholders of Travelzoo Bahamas nexshares of Travelzoo Inc. Through
his share ownership, he is in a position to corifravelzoo and to elect our entire board of direxto

Investors may face significant restrictions on thesale of our stock due to federal penny stock riegions.

If our shares trade at less than five dolfemsshare, since the shares are not listed ocogmezed national exchange or on NASDAQ, our
common stock may be deemed to be a “penny stoatléuRule 3a51-1 under the Securities Exchange At984. Compliance with the
requirements governing penny stocks may make ierddficult for investors in our common stock tesed their shares to third parties or to
otherwise dispose of them.

Section 15(g) of the Exchange Act, and R&lg-2 under the Exchange Act, require broker-dealegding in penny stocks to provide
potential investors with a document disclosingribks of penny stocks and to obtain a manuallyesigand dated written receipt of the
document before effecting any transaction in a pestock for the investor’'s account. Moreover, RLbg-9 promulgated under the Securities
Exchange Act of 1934 requires broker-dealers impestocks to approve the account of any investotrémsactions in such stocks before
selling any penny stock to that investor. Thesairegnents significantly increase the time necesfara broker-dealer to sell a stock and
limit the available purchasers for a stock.

Risks Related to Legal Uncertainty

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

To date, governmental regulations have nderialy restricted use of the Internet in our metisk However, the legal and regulatory
environment that pertains to the Internet is uraderand may change. Uncertainty and new regulationfd increase our costs of doing
business, prevent us from delivering our productsservices over the Internet or slow the growttheflnternet. In addition to new laws and
regulations being adopted, existing laws may bdiegpo the Internet. New and existing laws mayearagsues which include:

e user privacy;

* consumer protection;

« copyright, trademark and patent infringement;
* pricing controls;
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« characteristics and quality of products and sesyice
« sales and other taxes; and
« other claims based on the nature and content efriat materials.
We may be unable to protect our registered tradeknar other proprietary intellectual property right:

Our success depends to a significant degyee the protection of thEravelzoaobrand name. We rely upon a combination of copyright
trade secret and trademark laws and non-discl@wdether contractual arrangements to protectraaliéctual property rights. The steps we
have taken to protect our proprietary rights, hosvemay not be adequate to deter misappropriafignaprietary information.

The U.S. Patent and Trademark Office reggsténe trademark for “Travelzoo” on January 23,12200we are unable to protect our rights
in the mark, a key element of our strategy of prongpTravelzooas a brand could be disrupted and our businesd beuhdversely affected.
We may not be able to detect unauthorized use opaprietary information or take appropriate stepenforce our intellectual property
rights. In addition, the validity, enforceabilith@ scope of protection of intellectual propertyriternet-related industries is uncertain and still
evolving. The laws of other countries in which waymmarket our services in the future are uncedashmay afford little or no effective
protection of our intellectual property. The unauthed reproduction or other misappropriation of proprietary technology could enable
third parties to benefit from our technology andrat name without paying us for them. If this wer@tcur, our business could be materially
adversely affected.

We may face liability from intellectual propertytigation that could be costly to prosecute or defleaind distract management'’s
attention with no assurance of succe:

We cannot be certain that our products, eurgad brand names do not or will not infringe dadatents, copyrights or other intellectual
property rights held by third parties. While we bavtrademark for “Travelzoothiany companies in the industry have similar namelsiding
the word “travel”. We expect that infringement ahai in our markets will increase in number as mamigipants enter the markets. We may
be subject to legal proceedings and claims frone tiotime relating to the intellectual propertyotifiers in the ordinary course of our
business. We may incur substantial expenses imdigfg against these third party infringement clairegardless of their merit, and such
claims could result in a significant diversion bétefforts of our management personnel. Succeisdfirgement claims against us may result
in monetary liability or a material disruption imet conduct of our business.

We may be liable as a result of information retrie from or transmitted over the Interne

We may be sued for defamation, negligencgyiight or trademark infringement or other legaicis relating to information that is
published or made available in our products. Tlgses of claims have been brought, sometimes ssitlys against online services in the
past. The fact that we distribute information vimail may subject us to potential risks, such akilities or claims resulting from unsolicited
e-mail or spamming, lost or misdirected messagesirty breaches, illegal or fraudulent use of a@trainterruptions or delays in e-mail
service. In addition, we could incur significanst®in investigating and defending such claimsnef/ee ultimately are not liable. If any of
these events occur, our business could be mayeaidersely affected.

Item 2.  Properties

Our principal offices are located in approately 2,000 square feet of office space in New Yblw York under an operating lease with
HQ Global Workplaces, Inc. that expires on June2B04. Our West Coast offices are located in agprately 3,000 square feet of office
space in Mountain View, California under an opemgiiease with HQ Global Workplaces, Inc. that eapion December 31, 2003. We beli
that our leased facilities are adequate to meetouwent needs; however, we intend to expand oeratipns and therefore may require
additional facilities in the future. We believe tisaich additional facilities are available.
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Item 3. Legal Proceedings

From time to time, Travelzoo Inc. is subjertegal proceedings and claims in the ordinarysewf business, including claims of alleged
infringement of trademarks, copyrights and othégliactual property rights, as well as claims bynfer employees. We are not currently
aware of any legal proceedings or claims pendinfpr@atened that we believe will have, individualtyin the aggregate, a material adverse
effect on Travelzoo’s financial condition or resubf operations.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of seégholders during the fourth quarter of 2002.
PART II
ltem 5.  Market for Registran’'s Common Equity and Related Stockholder Matters

Our common stock has been quoted on the Odletih Board under the symbol TVZO since August 2802. Trading has been very
limited. The following table sets forth, for therfwals indicated, the high and low sales pricesshares of our common stock as reported by
the OTC Bulletin Board.

High Low
2002:
Fourth Quarte $6.0C $3.0C
Third Quartel $7.00C $6.0C

On March 26, 2003, the last reported saleemf the common stock on the OTC Bulletin Boamabw4.50 per share.
Holders

As of March 25, 2003, there were approxinmalel6,400 holders of record of the common stock.
Dividend Policy

Travelzoo has not declared or paid any castahds since inception and does not expect togaah dividends for the foreseeable future.
We currently intend to retain future earnings tmfice the expansion or our business. The paymelitidends will be at the discretion of ¢
board of directors and will depend upon factorshsag future earnings, capital requirements, oanfinal condition and general business
conditions.

15




Table of Contents
ltem 6. Selected Consolidated Financial Data

The selected consolidated financial datdas#t below are derived from audited consolidatedricial statements. The following
consolidated selected financial data is qualifredd entirety by, and should be read in conjunmctigth, “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems” and the consolidated financial statementsthe notes to those statements
included elsewhere herein.

Consolidated Statement of Operations Data:

Period from
Year Ended December 31, May 21, 1998
(inception) to
2002 2001 2000 1999 December 31, 1998
(In thousands, except per share data)

Net revenue: $ 9,84t $ 6,14¢ $ 395( $ 954 % 84
Net income 858 364 362 10t 29
Net income per sha— basic $ 004 $ 00z $ 00z $ 001 $ —
Net income per sha— diluted $ 004 $ 00z $ 00z $ 001 $ —
Shares used in per share calcula— basic 19,42¢ 19,42¢ 19,37: 19,32 9,43
Shares used in per share calcula— diluted 19,89¢ 19,42¢ 19,467 19,35t 9,43

Consolidated Balance Sheet Data:

December 31,

2002 2001 2000 1999 1998
Cash and cash equivalel $ 125 $ 61C $ 46 $11 $12
Working capital 1,34( 42F 18¢€ 171 78
Total asset 3,24( 2,131 1,55¢ 40¢& 107
Long-term deb — — — — —
Stockholde’s Equity $ 17917 $ 93¢ $ 574 $194 $ 89

ltem 7. Managemen's Discussion and Analysis of Financial Condition driResults of Operation

The following discussion and analysis of \iaeo’s financial condition and results of operasighould be read in conjunction with, and
is qualified in its entirety by reference to, trmnsolidated financial statements and the notelsaset statements appearing elsewhere in this
report.

Overview

Travelzoo Inc. is an Internet media company théfiphes sales and specials for hundreds of trax@panies. As the Internet is becorr
consumers’ preferred medium to search for travielrsf we provide airlines, hotels, cruise linessateon packagers, and other travel
companies with a fast, flexible, and cost-effectixay to reach millions of users. Our products ideltheTravelzoowebsite, thélravelzoo
Top 20newsletter, and the/eekend.comewsletter.

Our revenues are primarily derived from thke ©f advertising on ourravelzoowebsite and in oufravelzoo Top 2@-mail newsletter.
Critical Accounting Policies

We believe that there are a number of ac@ogmiolicies that are critical to understanding bistorical and future performance, as these
policies affect the reported amounts of revenuethadnore significant areas involving managemguotgments and estimates. These
significant accounting policies relate to revenue
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recognition and the provision for doubtful accoufisese policies, and our procedures related t&etpelicies, are described in detail below.
Revenue Recognition

We classify our revenues as follows:

* Advertising revenues, consisting of listing fee&lday travel companies to advertise their spedirs on theTravelzoowebsite, the
Travelzoo Top 2@-mail newsletter, thé&/eekend.core-mail newsletter, and banner advertising salestirlg fees are based on
placement, number of listings, number of impressiam number of clickthroughs. Banner advertisiatgs are based on CPM rates (
per thousand impressions). Smaller advertisingeageats — typically $2,000 or less per month — tgfycrenew automatically each
month if they are not terminated by the client.dearagreements are typically related to advertisamgpaigns and are not automatically
renewed

- Commissions revenue, consisting of commissions Ipaiclients for generating sales through Thavelzoowebsite.
We recognize revenue as follows:

* Advertising RevenueWe recognize advertising revenues in the periodhith the advertisement is displayed, provided évédence ¢
an arrangement exists, the fees are fixed andrditable, no significant obligations remain at tinel f the period, and collection of t
resulting receivable is deemed probable. If fifed-advertising is displayed over a term greaten ttne month, revenues are recogn
ratably over the period. To the extent that anyiminm guaranteed impressions are not met duringdhéact period, the Company
defers recognition of the corresponding revenudis tiie guaranteed impressions are achieved. Fedsahner advertising and other
variable-fee advertising arrangements are recognized bast#tecmumber of impressions displayed or clickéveetd during the periot

» CommissionsWe record commissions as the net amount receivediédbgnize the revenue in the period that the dersioms earned
are reported to Travelzoo by the e-commerce paringiically, it takes e-commerce partners betwesnweeks and three months to
report commissions to u

Under these policies, no revenue is recognizeess persuasive evidence of an arrangemerts edéivery has occurred, the fee is fixed
or determinable, and collection is deemed probdltiile. Company evaluates each of these criteriallasvia

« Evidence of an arrangeme/We consider a non-cancelable insertion order sifnyetthe client or its agency to be evidence of an
arrangemen

« Delivery.Delivery is considered to occur when the advergisias been displayed and, if applicable, the dlicktghs have been
delivered.

« Fixed or determinable feWe consider the fee to be fixed or determinabtheffee is not subject to refund or adjustment.

« Collection is deemed probabM/e conduct a credit review for all significant tsations at the time of the arrangement to detexithia
creditworthiness of the client. Collection is deenpeobable if we expect that the client will beeatd pay amounts under the
arrangement as payments become due. If we detethaheollection is not probable, then we deferrthe=nue and recognize the
revenue upon cash collectic

Provision for Doubtful Accounts

We initially record a provision for doubtfatcounts based on our historical experience oevafits and then adjust this provision at the
end of each reporting period based on a detailsgisament of our accounts receivable and allowaradofibtful accounts. In estimating the
provision for doubtful accounts, management comsitlee age of the accounts receivable, our higtbweite-offs, the creditworthiness of the
client,
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the economic conditions of the cliemthdustry, and general economic conditions, anathgr factors. Should any of these factors chattngy
estimates made by management will also change hvduiold impact the level of our future provisiom émubtful accounts. Specifically, if t
financial condition of our clients were to detedts, affecting their ability to make payments, &iddal provision for doubtful accounts may
be required.

Results of Operations

The following table sets forth, as a percgetaf total revenues, the results of our operationthe years ended December 31, 2002, 2001
and 2000.

Year Ended
December 31,

2000 2001 2002
Revenues
Advertising 98% 10(% 10C(%
Commissions 2 — —
Total revenue 10C 10C 10C
Cost of revenue 7 5 4
Gross profit 93 95 96
Operating expense
Sales and marketir 38 53 58
General and administrati 30 22 23
Merger expense 6 6 1
Total operating expens 74 81 82
Income from operatior 19 14 14
Interest incomt — — —
Income before income tax 19 14 14
Income taxe: 10 8 5
Net income 9% 6% 9%
[ | [ | [ |

For the year ended December 31, 2002, weatexppre-tax income of approximately $1.4 millidws of December 31, 2002, we had
retained earnings of approximately $1.7 million.

Acquisition of Subscribers

In 2002, we acquired 2,385,000 new subsaif@rourTravelzoo Top 2@roduct through advertising campaigns for Thavelzoobrand.
Subscription to th&ravelzoo Top 2@-mail newsletter is free. However, we believe thate additional subscribers add significant védue
the company because the additional subscribens alfoto increase our advertising rates.

The cost related to the acquisition of thes sebscribers is included in our expenses for atbileg campaigns for th€ravelzoobrand. Fo
the year 2002, our total advertising expenses #@:@ million.
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Revenues

Our total revenues increased to $9.8 milfmrthe year ended December 31, 2002 from $6.Zianifor the year ended December 31,
2001 and $3.9 million for the year ended Decemiie2800. The increase in our total revenues wagalaa increase in advertising reveni

« Advertising.Advertising revenue increased to $9.8 million toe tear ended December 31, 2002 from $6.1 milkoritfe year ended
December 31, 2001 and $3.9 million for the yeareginBecember 31, 2000. The increases resulted piyrfram an increase in the
number of travel companies advertising onTravelzocwebsite and in thTravelzoo Top 2newsletter

» CommissionsCommissions revenue decreased to $304 for theeyead December 31, 2002 from $6,482 for the yededn
December 31, 2001 and $97,451 for the year endedrbleer 31, 2000. The decreases resulted primaoity feplacement of
commissio-based agreements with advertising agreem

Cost of Revenues

Cost of revenues consists of network expeniselsiding fees we pay for co-location servicespmciation of network equipment and
salary expenses associated with network operasi@iis Our cost of revenues increased to $351,00€he year ended December 31, 2002
from $304,000 for the year ended December 31, 20@1$282,000 for the year ended December 31, 2808.percentage of revenue, cos
revenues decreased to 4% for the year ended Dec@&hh2002 from 5% for the year ended DecembeBQ1 and 7% for the year ended

December 31, 2000. The decreases resulted prinfeoity an increase in revenues that was not offgetrbincrease in our network operations
costs.

Operating Expenses

« Sales and Marketingales and marketing expenses consist primarilgleérising and promotional expenses, public refetiexpenses,
conference expenses, and salary expenses assaititesdiles and marketing staff. Sales and margetitpenses increased to
$5.7 million for the year ended December 31, 20662hf$3.3 million for the year ended December 3D128nd $1.5 million for the ye
ended December 31, 2000. The increases in saleparkating expenses was due to the decision bynamagement to hire more
experienced sales personnel and increases of tm@a&1y’s advertising of théravelzodbrand. For the years ended December 31, 2002
and 2001, advertising expenses accounted for 626990, respectively, of sales and marketing expensdvertising activities during
the two periods were of the same tyji.e. online advertising)

« General and Administrativé&seneral and administrative expenses consist piiynafrcompensation for administrative and executive
staff, fees for professional services, rent, baut d&pense, amortization of intangible assets amei@l office expense. General and
administrative expenses increased to $2.3 millawrtHe year ended December 31, 2002 from $1.sfoyear ended December 31, 2
and $1.2 million for the year ended December 3002General and administrative expenses increasmaunly due to increases in
expenses for office space. General and adminigtratipenses for the year ended December 31, 28QM&a credit of $128,000 for a
reduction to the bad debt reserve principally duthé collection of a doubtful accou

» Merger ExpenseMerger expenses consist of expenses relating teethistration statement and proxy statement filétl the SEC
relating to the merger of Travelzoo.com Corporatito Travelzoo Inc. Merger expenses decrease8%¢0H0 for the year ended
December 31, 2002 from $333,000 for the year efmmbmber 31, 2001 and $231,000 for the year endeeérber 31, 2000. The
expenses consisted mostly of fees for professiggraices, primarily legal and accountil

Intangible Assets

As of December 31, 2002, our long-lived assstlude intangible assets of $212,000. The intdagssets consist of the weekend.com
and the weekends.com Internet domain names. DAfAg, we evaluated
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the recoverability of our intangible assets in adaoce with Statement of Financial Accounting Stadd No. 144;Impairment of Long-
Lived Asset” which required us to assess these assets for matihty when events or circumstances indicate &ipiial impairment by
estimating the undiscounted cash flows to be géeefeom the use of these assets. No impairmesefowere recorded related to intangible
assets in 2002. Any future impairment losses rembid the future could have a material adverse anpa our financial conditions and resi
of operations.

Income Taxes

For the year ended December 31, 2002, wadedaan income tax provision of $573,000. For tharg ended December 31, 2001 and
2000, we recorded income tax provisions of $521 A0 $388,000, respectively. Our income is genetaked in the U.S. and our income
tax provision reflects federal and state statutatgs applicable to our levels of income and tiieceébf non-deductible merger expenses in
2000, 2001 and 2002.

Liquidity and Capital Resources

As of December 31, 2002, we had $1.3 millionash and cash equivalents. Cash and cash egpisahcreased from $610,000 on
December 31, 2001 primarily as a result of opegaiticome and an increase in accounts payable amdegtexpenses offset by income tax
payments and an increase in accounts receivabéb &al cash equivalents increased to $610,000 cenfileer 31, 2001 from $46,000 on
December 31, 2000 primarily as a result of opegaiticome and an increase in accrued expenses emhéntax payable offset by an increase
in accounts receivable and deposits. We expect#sit flows generated from operations will contitmbe sufficient to provide for working
capital needs for at least the next 12 months.

Net cash provided by operating activitieshie year ended December 31, 2002 was $769,00&ashtprovided by operating activities in
the year ended December 31, 2001 was $771,00@ashtprovided by operating activities in the yaatezl December 31, 2000 was
$409,000. In the year ended December 31, 200Zasét provided by operating activities resulted prity from operating income and an
increase in accounts payable and accrued expefiseshy income tax payments and an increase iawats receivable. In the year ended
December 31, 2001, net cash provided by operatitigitees resulted primarily from our net incomeljasted for certain nonash items, and
decrease in prepaid expenses offset by increadepiosits. In the year ended December 31, 200@asét provided by operating activities
resulted primarily from our net income, adjusteddertain non-cash items, and an increase in indampayable offset by an increase in
accounts receivable.

Net cash used in investing activities was1$0@0, $156,000, and $6,000 during the years eDéeémber 31, 2002, 2001 and 2000,
respectively. In all periods, net cash was usadviasting activities for equipment purchases, anad00 $125,000 was used for the purchase
of a domain name.

Net cash provided by financing activities &sin the year ended December 31, 2002. Net csesth in financing activities was $50,000
for the year ended December 31, 2001. Net cashdedby financing activities was $54,000 for thaiyended December 31, 2000. In the
year ended December 31, 2001, net cash was u$eanmting activities for repayment of a loan maoldtavelzoo by Ralph Bartel, i
principal stockholder. In the year ended Decemiie2800, net cash was provided by a loan by MrtdBand exercise of stock options by an
employee.

Our capital requirements will depend on a hanof factors, including market acceptance offroducts and services, the amount of our
resources we devote to tlhieavelzoowebsite, thélravelzoo Top 20ewsletter, th&Veekend.comewsletter and expansion of our operations
and the amount of our resources we devote to pinmatvareness of thEravelzoobrand. Consistent with our growth, we have expeegera
substantial increase in our sales and marketingresgs and capital expenditures since inceptionwananticipate that these increases will
continue for the foreseeable future. We believér cashand and generated during those periods #lufficient to pay such costs. In
addition, we will continue to evaluate possibledstments in businesses, products and technoldgespnsummation of any of which would
increase our capital requirements.
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Although we currently believe that we havé#isient capital resources to meet our anticipatedking capital and capital expenditure
requirements beyond the next 12 months, unanteipatents and opportunities may require us taasielitional equity or debt securities or
establish new credit facilities to raise capitabider to meet our capital requirements. If we additional equity or convertible debt securil
the sale could dilute the ownership of our exisstarkholders. If we issue debt securities or distala new credit facility, our fixed
obligations could increase, and we may be requoedjree to operating covenants that would resiticioperations. We cannot be sure that
any such financing will be available in amount®orterms acceptable to us.

Recently Issued Accounting Pronouncements

In July 2001, the Financial Accounting StanidaBoard (FASB) issued SFAS No. 1&lsiness Combinatiormd SFAS No. 142,
Goodwill and Other Intangible AssetSFAS No. 141 provides guidance on the accouriiting business combination at the date a business
combination is completed. The statement requiresifie of the purchase method of accounting fdniness combinations initiated after
June 30, 2001, thereby eliminating use of the pgetif-interests method. We adopted SFAS No. 14Jubnl, 2001. The adoption did not
have an effect on our combined financial statem&RAS No. 142 provides guidance on how to acctarrgoodwill and intangible assets
after an acquisition is completed. The most sulistachange is that goodwill will no longer be aiwed but instead will be tested for
impairment periodically. We adopted SFAS No. 142fahe beginning of 2002 and the effect of adaptiad not have a material impact on
our condensed consolidated financial statements.

In August 2001, the Financial Accounting Stamls Board issued SFAS No. 148counting for Asset Retirement Obligatior&-AS
No. 143 addresses financial accounting and regpftinobligations associated with retirement ofgihfe lonc-lived assets and the associated
retirement costs. We will adopt SFAS No. 143 atlibginning of 2003, and the adoption is not expgktiiehave a material impact on our
combined financial statements.

In October 2001, the Financial Accountingnsiirds Board issued SFAS No. 1#pairment of Long-Lived AssetSFAS No. 144
supersedes SFAS No. 124ccounting for the Impairment of Long-Lived Assetd for Long-Lived Assets to be Disposed®FAS No. 144
retains the requirements of SFAS No. 121 to (a)geize an impairment loss only if the carrying amtoof a long-lived asset is not
recoverable from its undiscounted cash flows andngasure an impairment loss as the differencedsithe carrying amount and the fair
value of the asset. SFAS No. 144 removes goodsmithfits scope. SFAS No. 144 is applicable to auaificial statements beginning in 2002.
The adoption of this statement did not have a ri@tenpact on our consolidated financial statements

In April 2002, the Financial Accounting Stamds Board issued SFAS No. 1&gscission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Techniced@ions. SFAS No. 145 rescinds the requirement that atilsgand losses from
extinguishment of debt be classified as an extiaarg item. Additionally, SFAS No. 145 requiresticartain lease modifications that have
economic effects similar to sale-leaseback traimasbe accounted for in the same manner as ssefack transactions. SFAS No. 145 is
effective for us beginning in 2003, and the effefcadoption is not expected to have a material thpa our consolidated financial stateme

In July 2002, the FASB issued Statement M&, Accounting for Costs Associated with Exit or Disgddictivities. This Statement
requires recording costs associated with exit spaal activities at their fair values when a ligbhas been incurred. Under previous
guidance, certain exit costs were accrued upon geamants commitment to an exit plan, which is generallfobe an actual liability has be
incurred. The requirements of this Statement dact¥e prospectively for exit or disposal actigdiinitiated after December 31, 2002;
however, early application of the Statement is an@ged. Our adoption of Statement 146 will not haveaterial impact on our historical
financial position or results of operations.

In November 2002, the FASB issued Interpi@talo. 45,Guarantor’s Accounting and Disclosure Requiremdotssuarantees,
Including Guarantees of Indebtedness of Otl(“FIN 45"). FIN 45 requires us to recognize, at theeption of a guarantee, a liability for the
fair value of the obligation undertaken in the
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issuance of the guarantee. The disclosure requinesneéfective for the year ending December 31, 2@@pand the disclosures required by a
guarantor about its obligation under a guarantbe.adoption of the disclosure requirements ofgtagement did not impact our financial
position, results of operations or cash flows.

In December 2002, the FASB issued StatementlM8,Accounting for Stock-Based Compensatidiis statement provides alternative
methods of transition for a voluntary change tofttievalue based method of accounting for stockeldeemployee compensation. In addition,
this statement amends the disclosure requiremégatement 123 to require prominent disclosurdsith annual and interim financial
statements about the method of accounting for shaslked employee compensation and the effect ah#thod used on reported results. We
have adopted the new disclosure requirements ®&tatement.

In January 2003, the FASB issued Interpretallo. 46, Consolidation of Variable Interest Entiti€$-IN 46"). The interpretation provide
guidance for determining when a primary beneficglguld consolidate a variable interest entityquriealent structure that functions to
support the activities of the primary beneficiafe interpretation is effective as of the beginnifi@ompany’s third quarter of 2003 for
variable interest entities created before Febraa®003. The adoption of this statement is not etqueto impact our financial position, rest
of operations or cash flows.

ltem 7A.  Quantitative and Qualitative Disclosures AboMiarket Risk

Our accounts receivable are subject, in nbomarse of business, to collection risks. We ragylassess these risks and have established
policies and business practices to minimize theeestveffects of collection risks. As a result, wendt anticipate any material losses in this
area.
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholders
Travelzoo Inc.

We have audited the accompanying consolidaddahce sheets of Travelzoo Inc. and subsidiasesf December 31, 2002 and 2001, and
the related consolidated statements of operatg&iaskholders’ equity, and cash flows for each efykars in the three-year period ended
December 31, 2002. These consolidated financitdrsents are the responsibility of the Company’sagament. Our responsibility is to
express an opinion on these consolidated finasta¢ments based on our audits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAsmerica. Those standards reqt
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgg the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the consolidated financiatsments referred to above present fairly, in altarial respects, the financial position of
Travelzoo Inc. and subsidiaries as of DecembeB@2 and 2001, and the results of their operatimastheir cash flows for each of the years
in the three-year period ended December 31, 2@0&niformity with accounting principles generalcapted in the United States of
America.

/sl KPMG LLP

Mountain View, California
January 13, 2003
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TRAVELZOO INC.

CONSOLIDATED BALANCE SHEETS

December 31,

2002 2001
ASSETS
Current asset:
Cash and cash equivalel $ 1,258,27. $ 609,91
Accounts receivable, less allowance for doubtfalbants of

$55,925 and $55,228 as of December 31, 2002 and

December 31, 2001, respectivi 1,311,39 892,33
Deposits 22,33¢ 32,50¢
Prepaid expenses and other current a: 114,90¢ 18,17¢
Deferred income taxe 81,31 65,05

Total current asse 2,788,23. 1,617,99.
Deposits 64,92: —
Deferred income taxe 32,05¢ 15,29¢
Property and equipment, r 142,09: 137,20(
Intangible assets, n 212,29: 360,23¢

Total asset $ 3,239,59. $ 2,130,73

| I
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 44234¢ $ 175,35
Accrued expense 547,68( 284,31¢
Deferred revenu 19,17¢ 86,72
Income tax payabl 439,43. 646,45

Total liabilities 1,448,641 1,192,84
Commitments
Stockholder’ equity:

Preferred stock, $0.01 par value; 5,000,000 stert®rizec — —
Common stock, $0.01 par value; 40,000,000 shart®dzed,

19,425,147 shares issued and outstanding both 194,25: 194,25:
Additional paic-in capital (116,079 (116,079
Retained earning 1,712,78 859,71(

Total stockholdel equity 1,790,95. 937,88:

Total liabilities and stockholde’ equity $ 3,239,59. $ 2,130,73

| |

See accompanying notes to consolidated financisients
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TRAVELZOO INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues
Advertising
Commission:

Total revenue
Cost of revenue

Gross profi
Operating expense
Sales and marketir
General and administratiy
Merger expense
Total operating expens

Income from operatior
Interest incom:

Income before income tax
Income taxe:

Net income

Net income per shar
Basic and diluted net income per sh

Shares used in computing basic net income per !

Shares used in computing diluted net income peae:

Years Ended December 31,

2002 2001 2000
$ 984751 $ 6,141,455 $  3,852,06!
304 6,48 97,45
9,847,822 6,147,93 3,949,51
351,16 304,08: 282,19!
9,496,65. 5,843,85 3,667,32.
5,726,55 3,274,714 1,484,49
2,293,841 1,354,08 1,201,98
54,53¢ 332,72: 231,30¢
8,074,94. 4,961,55! 2,917,78!
1,421,711 882,30: 749,54,
3,971 2,70z —
1,425,68. 885,00: 749,54.
572,61 521,26t 387,85t
$ 853,07 $ 363,73  $ 361,68t
I I I
$ 00/ 8 0.0z $ 0.0z
I — I
19,425,14 19,425,14 19,372,79
I I I
19,896,35 19,425,14 19,466,81
I I I

See accompanying notes to consolidated financgistents
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TRAVELZOO INC.

CONSOLIDATED STATEMENTS Of STOCKHOLDERS’ EQUITY

Years Ended December 31, 2002, 2001 and 2000

Common Stock Additional Total
Paid-in Retained Stockholders’
Shares Amount Capital Earnings Equity

Balances, December 31, 19 19,285,14 $19285. $ (132,85) $ 134,28¢ $ 194,28¢
Issuance of common stock upon exercise of op 70,00( 70C 2,80( — 3,50(
Stocl-based compensation expel — — 9,221 — 9,221
Issuance of common stock to direct 70,00( 70C 4,752 — 5,452
Net income — — — 361,68t 361,68t
Balances, December 31, 20 19,425,14 194,25: (116,079 495,97! 574,14¢
Net income — — — 363,73! 363,73!
Balances, December 31, 20 19,425,14 $194,25. $ (116,079 $ 859,71 $ 937,88:
Net income — — — 853,07: 853,07:
Balances, December 31, 20 19,425,14 $194,25. ¢ (116,079 $ 1,712,78. $  1,790,95

| | | | |

See accompanying notes to consolidated financsgsients
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TRAVELZOO INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigsea by

operating activities
Depreciation and amortizatic
Deferred income taxe
Provision for losses on accounts receivi
Loss on disposal of property and equipmn
Stoclk-based compensation expel
Non-cash revenue
Changes in operating assets and liabilit
Accounts receivabl
Deposits
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Income tax payabl

Net cash provided by operating activit
Cash flows from investing activities:
Purchases of property and equipm
Purchases of intangible ass
Net cash used in investing activiti
Cash flows from financing activities:
Proceeds from issuance of common si
Loans from principal stockhold:
Repayment of loans from principal stockhol

Cash (used in) provided by financing activit

Net increase in cash and cash equival
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

Supplemental disclosure of cash flow informati
Cash paid for income taxes net refunds rece

Non cash investing activitie
Intangible asset acquired for future advertisingviges

Reduction in carry amounts of intangible asset and
deferred revenu

Years Ended December 31,

2002 2001 2000

$ 85307 $ 36373 $ 361,68
194,37: 138,62t 54,91«
(33,019) 28,19¢ (93,38
14,57 (88,507 135,14
— 567 4,21:
— — 9,221
(3,410) (16,449 —
(433,63) (19,870 (591,56
(54,759 78,24 (102,56()
(96,73 92,81¢ (92,765
266,99¢ (1,54) 113,08
263,36 60,83¢ 133,97
5,29t 11,38« (3,300
(207,025 122,65: 479,88:
769,10 770,69 408,54
(120,74¢) (31,365 (227,589
— (125,000 (200,000
(120,74¢) (156,36)  (427,58)
— — 3,50(
— — 50,00(
— (50,000) —
— (50,000 53,50(
648,35 564,33 34,45¢
609,91 45,58t 11,13(
$ 1,25827: $ 609,91¢ $ 45,58
| | |
$ 812,65, $ 38510 $  1,35¢
| | |
$ — $ 8928 $ —
| | |
$  (69,42) — 3 —
| | |

See accompanying notes to consolidated financsgsients
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TRAVELZOO INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002, 2001, and 2000

(1) Summary of Significant Accounting Policies
(a) Description of Business and Basis of Pretion

The consolidated financial statements inclilndeaccounts of Travelzoo Inc. and its wholly-odisebsidiaries (the “Company” or
“Travelzoo”). All significant intercompany accourdad transactions have been eliminated in conga@itarhe Company publishes the
Travelzoowebsite, thélravelzoo Top 2@-mail newsletter, and th&’eekend.cora-mail newsletter which provide advertising opportigs for
the travel industry.

The Company was formed as a result of a coatinn and merger of entities founded by the Comisamajority stockholder, Mr. Ralph
Bartel. In 1998, Mr. Bartel founded Travelzoo.comwr@bration, a Bahamas corporation, which also d&)&55,874 shares via the Internet to
approximately 700,000 stockholders (“the Netsusteckholders”) for no cash consideration. In 1988, Bartel also founded Silicon
Channels Corporation, a California corporatiomperate thdravelzoowebsite. During 2001, Travelzoo Inc. was formea asibsidiary of
Travelzoo.com Corporation, and Mr. Bartel contrédzlitill of the outstanding shares of Silicon Chamt®ITravelzoo Inc. in exchange for
8,129,273 shares of Travelzoo Inc. and optionstuiae an additional 2,158,349 shares at $1.00.mMéxger was accounted for as a
combination of entities under common control usiagrif pooling-of-interests” accounting. Under thigethod of accounting, the assets and
liabilities of Silicon Channels Corporation and We&oo Inc. were carried forward to the combinethpany at their historical costs. In
addition, all prior period financial statementsioévelzoo Inc. were restated to include the comimsults of operations, financial position
and cash flows of Silicon Channels Corporation.

During January 2001, the Board of Directdr$mavelzoo.com Corporation proposed that Travelzom Corporation be merged with
Travelzoo Inc. whereby Travelzoo Inc. would be $heviving entity. On March 15, 2002, the stockhoddef Travelzoo.com Corporation
approved the merger with Travelzoo Inc. On April 2602, the certificate of merger was filed in nd@e upon which the merger became
effective and Travelzoo.com Corporation was dissdhEach outstanding share of common stock of Tzasecom Corporation was
converted into the right to receive one share afroon stock of Travelzoo Inc. Stockholders haversodeof two years to receive shares of
Travelzoo Inc. Travelzoo.com Corporation had 11,285 shares outstanding. As of December 31, 20021612 shares of Travelzoo.com
Corporation had been exchanged for shares of Taawdhc. The remaining 4,504,262 shares of Trawelno. that may be exchanged are
included in the issued and outstanding common stbdkavelzoo Inc. and earnings per share calanatiThe merger was accounted for as a
combination of entities under common control usiagif pooling-of-interests” accounting. Under thigthod of accounting, the assets and
liabilities of Travelzoo.com Corporation and Traz@ Inc. were carried forward at their historicasts. In addition, all prior period financial
statements of Travelzoo Inc. were restated to debhhe combined results of operations, financialtmm and cash flows of Travelzoo.com
Corporation. The restated results of Travelzoo &me.identical to the combined results of Travelzom Corporation and Travelzoo Inc.

(b) Revenue Recognition

Revenue consists of advertising sales andrissions from e-commerce transactions. Advertisavgnues are derived principally from
the sale of display advertising, classified adseryj, and banner advertising on fravelzoowebsite and in th&ravelzoo Top 2@-mail
newsletter. Commissions are generated from booldhgsvel services through customer advertisinghaTravelzoowebsite.

Advertising revenues are recognized in the pemodhich the advertisement is displayed, provided &vidence of an arrangement exi
the fees are fixed or determinable, no signifiezbiigations remain at the end of the period, artection of the resulting receivable is
deemed probable. If fixed-fee advertising is
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TRAVELZOO INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

displayed over a term greater than one month, t@s&are recognized ratably over the period. Textent that any minimum guaranteed
impressions are not met during the contract pettoel Company defers recognition of the correspandéwenues until the guaranteed
impressions are achieved. Fees for banner adveytasid other variable-fee advertising arrangemangsecognized based on the number of
impressions displayed or clicks delivered during pleriod.

The Company had outsourced part of its athnegt sales and production activities to Doubleilinc. (“DoubleClick”). Under the terms
of the agreement with DoubleClick, the Company sk a portion of the revenue received by DoublgCliom customers for the display of
advertising on th@ravelzoowebsite. The Company recorded these revenues entmsis. The gross revenue received by Double@lick
advertising on th@ravelzoowebsite was $82,939, $600,454, and $430,130 foyehes ended December 31, 2002, 2001, and 2000
respectively. The Company’s share of this incom@civhas been recorded as revenue, was $38,352, 7883 and $231,885 for the years
ended December 31, 2002, 2001, and 2000 respsctiMat agreement with DoubleClick was canceledfasugust 23, 2002.

Revenues from advertising barter transactwagecognized in the period during which the aibe&ments are displayed on thevelzoo
website. Expenses from barter transactions argnéped in the period during which the advertiserseme displayed on the barter partner’s
website. Barter transactions are recorded at ihedtue of the advertising provided based on caskived by the Company for transactions
involving similar types of advertising during thiz smonths preceding the transaction in accordarite Emerging Issues Task Force
(EITF) Issue No. 99-17Accounting for Advertising Barter Transactionfhe amounts included in advertising revenuessaifes and
marketing expenses for barter transactions werg $-0-, and $37,000 for the years ended Decembe2@®?2, 2001, and 2000, respectively.

Commissions are recorded as the net amooeiverl by the Company and are recognized in thegar which the commissions earned
are reported to the Company by the e-commercegrartn

(c) Net Income Per Share

Net income per share has been calculateddordance with SFAS No. 12Barnings per ShareBasic net income per share is computed
using the weighted-average number of common slwatssanding for the period. Diluted net income gteaire is computed by adjusting the
weighted-average number of common shares for fieetedf potential common shares outstanding duttiegperiod. Potential common shares
included in the diluted calculation consist of trental shares issuable upon the exercise of adtetastock options calculated using the
treasury stock method.
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TRAVELZOO INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

The following table sets forth the calculatiof basic and diluted income per share:

Year Ended December 31,

2002 2001 2000
Basic net income per sha

Net income $ 853,07 % 363,73 % 361,68t
Weighted average common sha 19,425,14 19,425,14 19,372,79

Basic net income per she $ 004 % 00z % 0.0z
Diluted net income per shal

Net income $ 853,07 $ 363,73 $ 361,68t
Weighted average common sha 19,425,14 19,425,14 19,372,79
Effect of dilutive securitie-stock options 471,20¢ — 94,01¢
Weighted average common and potential commol

shares 19,896,35 19,425,14 19,466,81
Diluted net income per sha $ 004 $ 0.0z % 0.02

For the year ended December 31, 2001, adtanding stock options were excluded from the datmn of diluted earnings per share
because their effect was antidilutive.

(d) Use of Estimates

Management of the Company have made a nuailestimates and assumptions relating to the rigygpof assets, liabilities, revenues and
expenses and the disclosure of contingent assdti$adilities to prepare these financial statemémtsonformity with accounting principles
generally accepted in the United States of AmeAcdual results could differ from those estimates.

(e) Property and Equipment

Property and equipment consisted of the ¥ghg:

December 31,

2002 2001
Computer hardware and softwz $ 249,80. $182,46:
Office equipmen 141,26t 95,06:

391,06 277,52
Less accumulated depreciati 248,97t 140,32«
Total $ 142,090 $ 137,201
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TRAVELZOO INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
(f) Intangible Assets

Intangible assets consist of the following:

December 31,

2002 2001
Acquired amortized intangible asse

Internet domain name $ 344,85 $414,28¢
Less accumulated amortizati 132,56 54,04¢
Total $ 212,290 $360,23¢

Amortization expense was $78,518, $50,71d,%8)333 for the years ended December 31, 2002, 208 2000, respectively.

In October 2001, the Company completed thygiiation of theWeekends.comiomain name. As consideration for the purchase, the
Company paid the seller $125,000 and agreed tagga/minimum number of clicks to the seller’s othebsites through advertising placed
on theTravelzoowebsite. The fair value of the advertising servioE$89,286 was determined based on the cash gfrgienilar advertising
services and recorded as deferred revenue. Theueweas recognized as the clicks were deliverednBuhe years ended December 31,
2002 and 2001, $3,410 and $16,449 of revenue®celatthis arrangement were recognized. The agmenith the seller to provide
advertising services expired on September 30, 28023uch, $69,427 of advertising was not delivened the carrying amounts of the
intangible asset and related deferred revenue meereced accordingly.

Estimated future amortization expense reltdddtangible assets at December 31, 2002 is|ksvs

2003 $ 65,50(
2004 65,50(
2005 62,167
2006 19,12¢
$ 212,29:
.|

(g) Advertising Costs

Advertising costs (including barter advertg amounted to $3,960,464, $2,264,488 and $1,00%d@ the years ended December 31,
2002, 2001, and 2000, respectively. During the yeaded December 31, 2002, 2001 and 2000, $546;292,672 and $256,920,
respectively, of advertising services were purctidsen the Company’s customers under non-bartangements.

(h) Income Taxes

Income taxes are accounted for under thd asskliability method. Deferred tax assets ankiilittes are recognized for the future tax
consequences attributable to differences betweefirthncial statement carrying amounts of existingets and liabilities and their respective
tax bases. Deferred tax assets are recognizeedfuctible temporary differences, along with netrapeg loss carryforwards and credit
carryforwards, if it is more likely than not théettax benefits will be realized. To the extentefeded tax asset cannot be recognized under
the preceding criteria, allowances must be estaddisDeferred tax assets and liabilities are measusing enacted tax rates expected to ¢
to taxable income in the years in which those tenauyodifferences are expected to be recoveredttede

32




Table of Contents

TRAVELZOO INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

(i) Impairment of Long-Lived Assets

The Company accounts for long-lived assetezordance with the provisions of Statement ohiamal Accounting Standards (SFAS)
No. 144 Impairment of Long-Lived Asse&FAS No. 144 requires an impairment loss to begeized on assets to be held and used if the
carrying amount of a long-lived asset is not recabke from its undiscounted cash flows. The amatitihe impairment loss is measured as
the difference between the carrying amount andainevalue of the asset. Assets to be disposedeofepported at the lower of the carrying
amount or fair value less costs to sell.

() Stock-Based Compensation

As allowed under SFAS No. 12%;counting for Stock-Based Compensattbe, Company has elected to follow Accounting Pples
Board (APB) Opinion No. 25%Accounting for Stock Issued to Employees] related interpretations in accounting for fiydah stock awards
to employees. Deferred stoblased compensation for options granted to emplagegetermined as the excess of the fair valub@tbmmol
stock over the exercise price on the date opticare\granted. Stock-based compensation is amortizedthe vesting period of the individual

award.

Had all stock-based compensation awards ggaiotemployees and directors been accounted ifog tise fair value based method net
income and net income share would have been adjtsthe amounts reported in the following table.

Year Ended December 31,

2002 2001 2000

Net income as reporte $ 853,07. $ 363,73! $ 361,68t

Stocl-based compensation included in determination ofmoeime — — 9,221
Stock-based compensation determined under thedhie based

method (1,90¢) (56,18:) (11,769

Proforma net income as if the fair value based metredibeen applie
to all awards $ 851,16 $ 307,55! $ 359,14.

Pro-forma basic and diluted net income per shaikths fair value
based method had been applied to all aw $ 004 $ 00z $ 0.0Z

The fair value of options granted was cal@daas of the grant date using the Black-Scholdbadewith the following assumptions:

2002 2001 2000
Numbers of options grantt 33,58¢ 210,00( 70,00(
Grant date fair value of optiol $ 006 $ 027 $ 0.17
Grant date fair value of the common st $ 056 $ 03¢ $ 0.1¢
Expected life of the option (in yea 5 10 10
Annual volatility 51% 85% 85%
Risk-free interest rate 4.5% 4.5% 4.5%

Dividend Rate — — —

(k) Website Development Costs

Prior to June 30, 2000, website developmestscwere expensed as incurred. The Company adBptédissue No. 00-02ccounting fo
Website Development Costs, June 30, 2000. The adoption of EITF
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Issue No. 00-02 did not have a significant imparcth® combined financial statements. Subsequéehgetadoption of EITF No. 00-02, no
internal website development costs that qualifycfapitalization have been incurred.

(I) Recent Accounting Pronouncements

In July 2001, the Financial Accounting StandaBoard (FASB) issued SFAS No. 1&lsiness Combinatiorad SFAS No. 142,
Goodwill and Other Intangible AssetSFAS No. 141 provides guidance on the accouriting business combination at the date a business
combination is completed. The statement requiresiie of the purchase method of accounting fdruasiness combinations initiated after
June 30, 2001, thereby eliminating use of the pgetifinterests method. The Company adopted SFAS Noofh4luly 1, 2001. The adoptis
did not have an effect on the combined financiaeshents. SFAS No. 142 provides guidance on haedount for goodwill and intangible
assets after an acquisition is completed. The swdsdtantive change is that goodwill will no longeramortized but instead will be tested for
impairment periodically. The Company adopted SFAS NI2 as of the beginning of 2002 and the efféedoption did not have a material
impact on the condensed consolidated financia¢istants.

In August 2001, the Financial Accounting St@mls Board issued SFAS No. 148counting for Asset Retirement Obligatior&-AS
No. 143 addresses financial accounting and regpftinobligations associated with retirement ofgilafe lon¢-lived assets and the associated
retirement costs. The Company will adopt SFAS NIR 4t the beginning of 2003, and the adoption terpected to have a material impact
on the combined financial statements.

In October 2001, the Financial Accountingnsiirds Board issued SFAS No. 1#pairment of Long-Lived AssetSFAS No. 144
supersedes SFAS No. 129ccounting for the Impairment of Long-Lived Assetd for Long-Lived Assets to be Disposed®FAS No. 144
retains the requirements of SFAS No. 121 to (a)geize an impairment loss only if the carrying amtoef a long-lived asset is not
recoverable from its undiscounted cash flows andngasure an impairment loss as the differencedmithe carrying amount and the fair
value of the asset. SFAS No. 144 removes goodsmithfits scope. SFAS No. 144 is applicable to them@any’s financial statements
beginning in 2002. The adoption of this statemesindt have a material impact on the consolidaiteaicial statements.

In April 2002, the Financial Accounting Stands Board issued SFAS No. 14&gscission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Techniced@@ions. SFAS No. 145 rescinds the requirement that atisggand losses from
extinguishment of debt be classified as an extiaarg item. Additionally, SFAS No. 145 requirestleartain lease modifications that have
economic effects similar to sale-leaseback traimasbe accounted for in the same manner as sadebdack transactions. SFAS No. 145 is
effective for the Company beginning in 2003, areléffect of adoption is not expected to have a riztenpact on the consolidated financial
statements.

In July 2002, the FASB issued Statement M&, Accounting for Costs Associated with Exit or Disgddsctivities. This Statement
requires recording costs associated with exit spaal activities at their fair values when a ligbhas been incurred. Under previous
guidance, certain exit costs were accrued upon gemants commitment to an exit plan, which is generallfobe an actual liability has be
incurred. The requirements of this Statement gectfe prospectively for exit or disposal actigiinitiated after December 31, 2002;
however, early application of the Statement is ar@ged. The Company’s adoption of Statement 14lanwfilhave a material impact on its
historical financial position or results of opeceis.

In November 2002, the FASB issued InterpretalNo. 45 ,Guarantor’s Accounting and Disclosure Requiremdotssuarantees,
Including Guarantees of Indebtedness of Otl(*FIN 45”). FIN 45 requires the Company to recogniat the inception of a guarantee, a
liability for the fair value of the obligation undeken in the issuance of the guarantee. The distdorequirements effective for the year
ending
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December 31, 2002, expand the disclosures reghyredguarantor about its obligation under a guaeanthe adoption of the disclosure
requirements of this statement did not impact thex@any’s financial position, results of operationsash flows.

In December 2002, the FASB issued StatementlM8,Accounting for Stock-Based Compensatidihis statement provides alternative
methods of transition for a voluntary change tofttievalue based method of accounting for stockeldeemployee compensation. In addition,
this statement amends the disclosure requiremésatement 123 to require prominent disclosurdsith annual and interim financial
statements about the method of accounting for shaslked employee compensation and the effect ah#tbod used on reported results. The
Company has adopted the new disclosure requireroéttiss statement.

In January 2003, the FASB issued Interpretallo. 46, Consolidation of Variable Interest Entiti€$-IN 46"). The interpretation provide
guidance for determining when a primary beneficglmguld consolidate a variable interest entityariealent structure, that functions to
support the activities of the primary beneficiafpe interpretation is effective as of the beginnifi@ompany’s third quarter of 2003 for
variable interest entities created before Febrta®003. The adoption of this statement is not etqueto impact the Company’s financial
position, results of operations or cash flows.

(2) Commitments

The Company leases office space in Mounté@wy California, and in New York, New York, undegperating leases which expire on
December 31, 2003 and June 30, 2004, respectiVeé/future minimum rental payments under theseatijpey leases as of December 31,
2002, total $556,940 and $197,940 for 2003 and 2@®&pectively. Rent expense was $471,766, $30288%154,498 for the years ended
December 31, 2002, 2001, and 2000, respectively.

(3) Allowance for Doubtful Accounts

The details of changes to the allowance fwrbdful accounts are as follows:

Balance at December 31, 1¢ $ 10,00(
Additions— charged to costs and expen 135,14
Balance at December 31, 2C 145,14
Deductions— credited to costs and expenses, (88,507
Deductions— write-offs (1,409
Balance at December 31, 2C 55,22¢
Additions— charged to costs and expenses, 14,57
Deductions— write-offs (13,879
Balance at December 31, 2C $ 55,92t
|
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(4) Income Taxes

Income tax expense (benefit) for the yeatkedrDecember 31, 2002, 2001, and 2000 consisttt dbllowing:

Current Deferred Total

2002:
Federa $ 453,85, $ (26,83¢) $ 427,01
State 151,77 (6,182) 145,59!
$ 605,62( $ (33,019 $ 572,61
| I |

2001:
Federa $ 384,15. $ 21,846 $ 405,99¢
State 108,66 6,35( 115,01¢
Foreign 25C — 25C
$ 493,07 $ 28,19¢ $ 521,26¢
| I |

2000:
Federa $ 380,26 $ (79,70 $ 300,55¢
State 100,72. (13,67%) 87,04
Foreign 25C 25C

$ 481,23 $ (93,38) $ 387,85

Income tax expense for the years ended Deee8ih 2002, 2001, and 2000, differed from the am®oomputed by applying the U.S.
federal statutory tax rate applicable to the Corgjsalevel of pretax income as a result of the falilog:

2002 2001 2000
Federal tax at statutory rat $ 485,71: $ 307,420 $ 254,84«
State taxes, net of federal income tax bel 96,09: 99,14¢ 57,45
Foreign taxe: — 25C 25C
Non-deductible merger expenses and o (9,197 114,44¢ 75,31
Total income tax expen: $ 572,61( $ 521,26t $ 387,85t
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The tax effects of temporary differences tigé rise to significant portions of the Compang&ferred tax assets and liabilities as of
December 31, 2002, and 2001, are as follows:

2002 2001
Deferred tax asset
Accruals and allowance $ 39,20¢ $ 28,10«
State income taxe 36,73 36,94¢
Capitalized sta-up costs 76C 1,531
Property and equipme — 3,96¢
Intangible assel $ 3946: $ 13,07
| |
Gross deferred tax ass! 116,15¢ 83,62¢
Deferred tax liabilities
State income taxe $ — % (3,279
Property and equipme (2,792 —
Gross deferred tax liabilitie (2,7972) (3,27%)
Net deferred tax asse $ 113,36 $ 80,34¢
| |

No valuation allowance has been recordethiideferred tax assets because management believdise Company is more likely than
not to generate sufficient future taxable incomeetize the related tax benefits.

(5) Stockholders’ Equity

As of December 31, 2002 the authorized chgiteck of Travelzoo Inc. comprised 40,000,000 shaf $.01 par value common stock and
5,000,000 shares of $.01 par value preferred stslkf December 31, 2002 19,425,147 shares of camstuck and no shares of preferred
stock were issued and outstanding. During 2000Ctvapany granted to an employee options to purcBa$g76 shares of common stock
with an exercise price of $0.05 and a two-yearimggteriod. In September 2000, upon the terminadiothe employee, 70,000 options were
fully vested under the original terms of the grantl the remaining unvested options were forfeité@ Company recorded stock-based
compensation in 2000 of $9,221 based on the intrirsdue of the options that vested. The 70,00@ecksptions were exercised in September
2000.

As described in note 1(a), as part of thesm®ration exchanged for the outstanding shar&licbn Channels Corporation, the Company
also issued to the majority stockholder in Jan2&@1 fully vested and exercisable options to aegRji 58,349 shares of common stock. The
options have an exercise price of $1.00 and expidanuary 2011.

In October 2001, the Company granted to elirettor fully vested and exercisable options tochase 30,000 shares of common stock
with an exercise price of $2.00 for their serviess director in 2000 and 2001. A total of 210,0p6ons were granted. The options expire in
October 2011.

In March 2002, Travelzoo Inc. granted to each diefully vested and exercisable options to purel®900 shares of common stock v
an exercise price of $3.00 for their services dsexctor in 2002. A total of 35,000 options weramfed. In October 2002, 1,411 options were
forfeited upon the resignation of a director. Ather options are vested as of December 31, 2002 options expire in March 2012.
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(6) Significant Customer Information and Segment Rporting

SFAS No. 131Disclosure about Segments of an Enterprise andt@lamformation, establishes standards for the reporting by basine
enterprises of information about operating segmegmtslucts and services, geographic areas, and gugtomers. The method for
determining what information to report is basedleway that management organizes the operatingesgtg within a company for making
operational decisions and assessing performancef Becember 31, 2002, the Company has one opgrs¢igment: online advertising.

Significant customer information is as folkw

Percent of
Percentage of Accounts
Total Revenue Receivable
Year Ended December 31, December 31,
Customer 2002 2001 2000 2002 2001
A * * * 12% *
B 13% 15% 22% * 19%
C * * 11% — —
D * 13% * — 15%
E 14% * — 21% 11%

All of the above customers are located in the Wh&éates of Americ:

* Less than 109
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(7) Unaudited Quarterly Information

The following represents unaudited quartérigncial data for 2002 and 2001.

Quarters Ended

Dec 31, Sept 30, June 30, Mar 31, Dec 31, Sept 30, June 30, Mar 31,
2002 2002 2002 2002 2001 2001 2001 2001

(In thousands)

Revenues
Advertising $3,13¢2 $ 2,53¢ $ 2,211 $ 1,96¢ $ 1,72¢ $ 1,57¢ $ 1,537 $ 1,30¢
Commissions — — — — — 1 3 3
Total revenue 3,13: 2,53¢ 2,211 1,96¢ 1,72 1,57¢ 1,54( 1,311
Cost of revenue 89 a0 86 86 79 74 75 77
Gross profi 3,04: 2,44¢ 2,12¢ 1,88( 1,64¢ 1,501 1,46t 1,23¢
Operating expense
Sales and marketir 1,90« 1,51( 1,31¢ 99¢ 1,11¢ 92C 79C 45C
General and administrati 647 522 562 562 41¢€ 373 36€ 197
Merger expense — — — 55 29 62 11z 12¢
Total operating
expense: 2,551 2,03z 1,87¢ 1,61 1,56 1,35¢ 1,26¢ 77E
Income from operatior 49z 41€ 247 267 82 14¢€ 19¢€ 45¢
Interest incomt 2 1 — 1 1 1 1 —
Income before income tax 494 417 247 26¢ 83 147 197 45¢
Income taxe:! 16¢ 171 101 13: 68 86 127 241
Net income $ 32¢ $ 24¢ $ 14¢ $ 13t $ 15 $ 61 $ 70 $ 21¢
[ | [ | [ | [ | [ | [ | | |

Basic and diluted net incomu
per share $ 02 $ .01 $ .01 $ - $ - $ — $ 01 $ .01
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Item 9. Changes in and Disagreements with Accountants orcégnting and Financial Disclosure
None.
PART llI
Iltem 10.  Directors and Executive Officers of the Registrs

Information regarding our directors is incorgted by reference to the sections entitled “Die and “Section 16(a) Beneficial
Ownership Reporting Compliance” appearing in Travels Definitive Proxy Statement for the Annual Meg of Stockholders to be filed
with the Securities and Exchange Commission (“tbenfission”) within 120 days after the end of Traeal's fiscal year ended
December 31, 2002.

The following table sets forth certain infation with respect to the executive officers ofvieizoo as of March 25, 2003.

Name Age Position
Ralph Bartel, Ph.C 37 President, Chief Executive Officer, and Chief FiciahOfficer
Lisa Su 27 Controller (Chief Accounting Officel

Ralph Bartel founded Travelzoo in May 1998 &as served as President, Chief Executive Offiekief Financial Officer and Chairman
of the Board of Directors since inception. Priohts founding of Travelzoo, from 1996 to 1997, Bartel served as Managing Assistant at
Gruner + Jahr AG, the magazine division of Bert@lsmAG. Mr. Bartel holds a Ph.D. in Communicatifnesn the University of Mainz,
Germany, an MBA in Finance and Accounting from Umaity of St. Gallen, Switzerland, and a Masteggmrée in Journalism from
University of Eichstaett, Germany.

Lisa Su has served as Controller (Chief Aatimg Officer) since October 1, 2000. From AprildBto September 2000, Ms. Su was a
Treasury Accountant for Webvan Group, Inc. Ms. Sldé a bachelor’'s degree in economics/accountioig €laremont McKenna College.

ltem 11. Executive Compensation

Information regarding executive compensaisoincorporated by reference to the informationfegh under “Compensation of Executive
Officers and Other Matters” in our Definitive Proggatement for the Annual Meeting of Stockholderbe filed with the Commission within
120 days after the end of Travelzoo's fiscal yeatesl December 31, 2002.

Item 12.  Security Ownership of Certain Beneficial Owners athbnagement

Information regarding security ownership eftain beneficial owners and management is incatpdrby reference to the information set
forth under the caption “Principal Ownership of i@izoo Common Stock” in Travelzoo’s Definitive PyoStatement for the Annual Meeting
of Stockholders to be filed with the Commissionhinit120 days after the end of Travelzoo’s fiscaryended December 31, 2002.

Item 13. Certain Relationships and Related Transactions

Information regarding certain relationshipsl aelated transactions is incorporated by refardéathe information set forth under the
caption “Certain Transactions” in our DefinitivedRy Statement for the Annual Meeting of Stockhoddier be filed with the Commission
within 120 days after the end of Travelzoo’s fispaar ended December 31, 2002.

ltem 14. Controls and Procedures

Within the 90 days prior to the date of tl@port, we carried out an evaluation, under theestgion and with the participation of the
Company’s management, including the Company’s &easj Chief Executive Officer and Chief Financidfi€er along with the Company’s
Controller (Chief Accounting Officer), of the
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effectiveness of the design and operation of oseldsure controls and procedures pursuant to ExghAnt Rule 13a-14. Based upon that
evaluation, the Company’s President, Chief Exeeuificer and Chief Financial Officer along wittretompany’s Controller (Chief
Accounting Officer) concluded that our disclosueairols and procedures are effective in timelytaigrthem to material information relatil
to the Company (including its consolidated subsid& required to be included in our periodic SHi@ds. There have been no significant
changes in our internal controls or in other fagthiat could significantly affect internal contrsisbsequent to the date we carried out this
evaluation.

PART IV
ltem 15.  Exhibits, Financial Schedules, and Reports on For@iK

(a) The following documents are filed as drthis report:

(1) Our Consolidated Financial Statements are dedun Part I, Item 8:
Independent Auditors’ Report
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Stockholders’ Equity
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements

(2) Supplementary Consolidated Financial StaterSehedules:

All schedules are omitted because of the absencenafitions under which they are required or beedhs required information
is included in the consolidated financial stateraenmtnotes theret

(3) Exhibits:
See attached Exhibit Index.
(b) Reports on Form 8-K

There were no reports on Form 8-K filed during lést quarter of the year ended December 31, 2002.
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SIGNATURES

Pursuant to the requirements of Section 185¢d) of the Securities Exchange Act of 1934, Rlegistrant has duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized, in the City of New York, Statedw York, on March 27, 2003.

TRAVELZOO INC.
(Registrant)

By: /s/ RALPH BARTEL

Ralph Bartel
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer

KNOW ALL MEN BY THESE PRESENTS, that each g&m whose signature appears below hereby constimie appoints, jointly and
severally, Ralph Bartel as his or her attorneyaiotfwith full power of substitution, for him or hany and all capacities, to sign any and all
amendments to this Form 10-K, with all exhibits amg and all documents required to be filed wittpeet thereto, with the Securities and
Exchange Commission or any regulatory authoritgnging unto such attorneys-in-fact and agents,eaoth of them, full power and authority
to do and perform each and every act and thingisiguand necessary to be done in order to efféetine same as fully to all intents and
purposes as he or she might or could do if pergopegsent, hereby ratifying and confirming allttlsach attorneys-in-fact and agents, or any
of them, or their substitute or substitutes, mayfldly do or cause to be done.

Signature Title Date
/s/ RALPH BARTEL Chairman of the Board, Chief Executive Officer, March 27,
and Chief Financial Officer 2003
Ralph Barte
/sl LISA SU Controller (Chief Accounting Officer) March 27,
2003
Lisa Su
/s/ DAVID J. EHRLICH Director March 28,
2003
David J. Ehrlictr
/sl SUZANNE L. KAVERT Director March 28,
2003
Suzanne L. Kavel
Is/ SUZANNA MAK Director March 28,
2003
Suzanna Mal
/s DONOVAN NEALE-MAY Director March 28,
2003
Donovan Neal-May
/sl KELLY M. URSO Director March 28,
2003
Kelly M. Urso
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

I, Ralph Bartel, certify that:
1. I have reviewed this annual report on F&0¥K of Travelzoo Inc;

2. Based on my knowledge, this annual regpoets not contain any untrue statement of a matfagabr omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this annual report;

3. Based on my knowledge, the financial statets, and other financial information includedhis annual report, fairly represent in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this an
report;

4. The registrant’s other certifying officand | are responsible for establishing and maimgidisclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#dhe registrant and we have:

a. designed such disclosure controls and procedoigssure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this annual report is
being preparec

b. evaluated the effectiveness of the registrati§slosure controls and procedures as of a daten\®0 days prior to the filing date
of this annual report (th*Evaluation Dat"); and

c. presented in this annual report our conclusarmit the effectiveness of the disclosure conttntsprocedures based on our
evaluation as of the Evaluation Da

5. The registrant’s other certifying officand | have disclosed, based on our most recentigi@h, to the registrant’s auditors and the
audit committee of registrant’s board of direct@spersons performing the equivalent functions):

a. all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmmg material weaknesses in internal
controls; anc

b. any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal controls; an

6. The registrard’other certifying officer and | have indicatedhis annual report whether or not there were sicgnit changes in interr
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant defitcies and material weaknesses.

TRAVELZOO INC.

By: /s/ RALPH BARTEL

Ralph Bartel
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer

Date: March 27, 2003
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Exhibit
Number

3.1
3.2

10.1

10.2

10.5
21.1

24.1
99.1

EXHIBIT INDEX

Description

Certificate of Incorporation of Travelzoo Inc. (brporated by reference to our Pre-Effective Amenainio. 6 to
our Registration Statement on Fori-4 (File No. 33-55026), filed February 14, 200

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

Employment Agreement, dated as of April 1, 200@ween Travelzoo Sales, Inc. and Ralph Bartel (Ipomated
by reference to our Pre-Effective Amendment Na 6ur Registration Statement on Form S-4 (File 3838-
55026), filed February 14, 200

Stock Option Agreement dated January 22, 2001,dmtviRalph Bartel and Travelzoo Inc. (Incorporated b
reference to our Pre-Effective Amendment No. 6upRegistration Statement on Form S-4 (File No.-8333826),
filed February 14, 200z

Form of Director and Officer Indemnification Agreent (Incorporated by reference to our Pre-Effective
Amendment No. 6 to our Registration Statement amF¥-4 (File No. 33-55026), filed February 14, 200

List of Subsidiaries of Travelzoo Inc. (Incorpoitey reference to our Pre-Effective Amendment Nt 6ur
Registration Statement on Forr-4 (File No. 33-55026), filed February 14, 200

Power of Attorney (included on signature pa

Certification Pursuant to Section 906 of the Saes-Oxley Act of 2002



EXHIBIT 99.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBAN ES-OXLEY ACT OF 2002

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdRbport to be signed on its behalt
the undersigned thereunto duly authorized and efttte undersigned hereby certifies, pursuant t&J 3B C. §1350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, to the bEbis knowledge, that (1) this Report complieiwthe requirements of Section 13(a) or
Section 15(d) of the Securities Exchange Act of4l88d (2) the information contained in this regantly presents, in all material respects,
the financial condition and results of operatiohthe registrant. A signed original of this writtstatement required by Section 9-6 has been
provided to Travelzoo Inc. and will be retainedTavelzoo Inc. and furnished to the Securities Brchange Commission on request.

TRAVELZOO INC.

By: /s/ RALPH BARTEL

Ralph Bartel
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer

Date: March 27, 2003
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