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PART I—FINANCIAL INFORMATION

Item 1. Unaudited Condensed Consolidated Financial Staterisen

TRAVELZOO INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(UNAUDITED)
June 30, December 31,
2004 2003
ASSETS
Current asset:
Cash and cash equivalel $5,192,99: $3,5621,63
Accounts receivable, less allowance for doubtfalbants of $115,861 and $71,459 as of June 30,

2004 and December 31, 2003, respecti 3,257,56 2,369,91!
Deposits 10,96¢ 97,08¢
Prepaid expenses and other current a: 123,14« 131,61¢
Deferred income taxe 979,41¢ 225,27(

Total current asse 9,564,09I 6,345,52I

Deposits, less current portit 142,35( 42 ,52¢
Deferred income taxe 27,55: 27,55:
Property and equipment, r 140,58( 164,03«
Intangible assets, n 116,58: 146,79:
Total asset $9,991,15. $6,726,43
| |
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 501,14( $ 223,62
Accrued expense 1,842,86! 1,328,53
Deferred revenu 189,80( 22,31:
Income tax payabl — 1,310,87.
Total liabilities 2,533,80! 2,885,35!
Commitments
Stockholder’ equity:
Common stocl 154,44¢ 194,25:
Additional paic-in capital 1,196,99 (116,079
Retained earning 6,105,90: 3,762,90
| |

Total stockholder equity 7,457,34! 3,841,08!

| |

Total liabilities and stockholde’ equity $9,991,15. $6,726,43

| |

See accompanying notes to unaudited condensedlitaied financial statements.
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Revenue:!
Cost of revenue

Gross profit
Operating expense
Sales and marketir
General and administrati

Total operating expens

Income from operatior
Interest incomt

Income before income tax
Income taxe:

Net income

Basic net income per she
Diluted net income per sha

Shares used in computing basic net income per
Shares used in computing diluted net income pees

TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

Three Months Ended

Six Months Ended

June 30,

2004 2003 2004 2003
$ 7,201,18 $ 4,291,35! $13,663,42 $ 8,004,93i
166,09: 81,03: 345,43! 164,16¢
7,035,09 4,210,322 13,317,98 7,840,76
3,666,561 2,294,52 7,123,87! 4,218,44.
1,101,111 903,11¢ 2,216,10: 1,959,80.
4,767,68. 3,197,641 9,339,97 6,178,24!
2,267,41! 1,012,68: 3,978,011 1,662,52.
6,29¢ 3,08¢ 11,77¢ 5,137
2,273,71. 1,015,77. 3,989,78! 1,667,65!
939,82 419,37! 1,646,79. 686,64
$ 1,333,891 $ 596,39 $ 2,342,99i $ 981,01
| | | |
$ 0.0¢ $ 0.0< $ 0.1: $ 0.0t
$ 0.0¢ $ 0.0< $ 0.1Z $ 0.0t
16,479,39 19,425,14 17,952,27 19,425,14
17,762,74 20,498,66 19,205,54 20,501,60
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TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigeal by operating activitie:

Depreciation and amortizatic
Provision for losses on accounts receiv:
Loss on disposal of property and equiprr
Tax benefit of stock option exercis
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

Net cash used in investing activiti

Cash flows from financing activities:
Issuance of common sto

Recovery of profit from purchase and sale of stoglemployee:

Net cash provided by financing activiti

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

Cash and cash equivalents at end of pe

Supplemental disclosure of cash flow informati
Cash paid for income tax

Six Months Ended June 30,

2004 2003
$ 2,342,991 $ 981,01(
80,02: 87,94(
82,90: 40,85:
— 41E
943,11 —
(970,55 (425,92
(13,70 (20,92¢)
8,47¢ (25,472
277,51 110,19¢
514,33 288,58.
167,48t 5,68¢
(2,065,02) 61,23
1,367,55: 1,103,591
(26,35 (18,837
(26,35 (18,837
295,76 —
34,39( —
330,15¢ —
1,671,35! 1,084,76.
3,521,63 1,258,27:
$5,192,99; $2,343,03
| |
$ 2,781,211 $ 625,41

See accompanying notes to unaudited condensedlitiated financial statements.
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TRAVELZOO INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

(1) The Company and Basis of Presentation

Travelzoo Inc. (the “Company” or “Travelzoadd)an Internet media company. The Company’s pulidioa include thdravelzoo Web site
the Travelzoo Top 20 e-mail newsletter, and th¢ewsflash e-mail product. The Company also opera&aser Search , a pay-per-click travel
search engine.

Travelzoo is controlled by Ralph Bartel, whalds approximately 87% of the outstanding shares.

The accompanying unaudited condensed consatidenancial statements have been prepared byelaaw Inc. in accordance with the
rules and regulations of the Securities and Exce&@gmmission (SEC). Certain information and foatndisclosure normally included in
consolidated financial statements prepared in aegme with generally accepted accounting principleébe United States of America have
been condensed or omitted in accordance with aulek and regulations. In the opinion of managentartaccompanying unaudited
condensed consolidated financial statements redleatljustments, consisting only of normal requgradjustments, necessary to present f
the financial position of the Company, and its tessof operations and cash flows. These condensesbtidated financial statements should
be read in conjunction with the Company’s auditedsolidated financial statements and related redes and for the year ended
December 31, 2003, included in the Company’s FddrK filed with the SEC on March 29, 2004.

The consolidated financial statements inclilndeaccounts of the Company and its wholly-owndabgliaries. All significant intercompany
accounts and transactions have been eliminateohisotidation.

The results of operations for the six monthdesl June 30, 2004 are not necessarily indicafieeoresults that may be expected for the
year ending December 31, 2004 or any other futarim@, and the Company makes no representatioatedetheretc

The Company was formed as a result of a coatioin and merger of entities founded by the Comigamgajority stockholder, Mr. Ralph
Bartel. In 1998, Mr. Bartel founded Travelzoo.cowr@bration, a Bahamas corporation, which issue8%84 shares via the Internet to
approximately 700,000 stockholders for no cashidenation (“Netsurfer shares”). In 1998, Mr. Bard¢do founded Silicon Channels
Corporation, a California corporation, to operdeTravelzoo Web site. 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 optionstmiae an additional 2,158,349 shares at $1.00.rM&ger was accounted for as a
combination of entities under common control usiagyif pooling-of-interests” accounting. Under thigethod of accounting, the assets and
liabilities of Silicon Channels Corporation and fe&zoo Inc. were carried forward to the combinethpany at their historical costs. In
addition, all prior period financial statementsioévelzoo Inc. were restated to include the combirsults of operations, financial position
and cash flows of Silicon Channels Corporation.

During January 2001, the Board of Director3 @fvelzoo.com Corporation proposed that Travetzao. Corporation be merged with
Travelzoo Inc. whereby Travelzoo Inc. would be sheviving entity. On March 15, 2002, the stockhaoddef Travelzoo.com Corporation
approved the merger with Travelzoo Inc. On April 2602, the certificate of merger was filed in Dned@e upon which the merger became
effective and Travelzoo.com Corporation ceaseist.ecach outstanding share of common stock o¥dlmo.com Corporation was
converted into the right to receive one share afirmon stock of Travelzoo Inc. Under and subjechtoterms of the merger agreement,
stockholders were allowed a period of two year®fahg the effective date of the merger to receskiares of Travelzoo Inc. The records of
Travelzoo.com Corporation showed that, assumingfalie shares applied for by the Netsurfer stotdkdrs were validly issued, there were
11,295,874 shares of Travelzoo.com Corporationtauténg. As of April 25, 2004, two years followittge effective date of the merger,
7,180,342 shares of Travelzoo.com Corporation leshlexchanged for shares of Travelzoo Inc. Pritlidbdate, the remaining shares which
were available for issuance pursuant to the mexgerement were included in the issued and outstgraimmon stock of Travelzoo Inc. and
included in the calculation of basic and dilutedhiags per share. After April 25, 2004, the Compaagsed issuing shares to the former
stockholders of Travelzoo.com Corporation, and dditeonal shares are reserved for issuance to amyer stockholders, because their right
to receive shares has now expired. On April 2542€@ number of shares reported as outstandingedased from 19,425,147 to
15,309,615 to reflect actual shares issued aseoéxpiration date. As of June 30, 2004, there \iBré48,204 shares of common stock
outstanding, and earnings per share calculatidlecteéhe reduction of the number of shares repbate outstanding during the period.
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It is possible that claims may be asserteéhagthe Company in the future by former stockhaddaf Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@rtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomgluding the Bahamas or the State of Delaware, asagrt rights to unclaimed shares of the
Company under escheat statutes. If such eschéatsdae asserted, the Company intends to challgregapplicability of escheat rights, in
that, among other reasons, the identity, residamdyeligibility of the holders in question cannetdetermined. There were certain conditions
applicable to the issuance of shares to the Netsatbckholders, including requirements that @ytbe at least 18 years of age, (ii) they be
residents of the U.S. or Canada and (iii) theyapgtly for shares more than once. The Netsurfekbtiders were required to confirm their
compliance with these conditions, and were advikatfailure to comply could result in cancellatioiitheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not ébleerify that the applicants met the requiremeefsrred to above at the time of their
applications for issuance of shares. If claimsaamserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecteir shares expired two years following thieetive date of the merger, as provided in
the merger agreement. The Company also expectkedtie position, if escheat or similar claimsasserted in respect of the unissued share:
in the future, that it is not required to issuelsabares. Further, even if it were establisheduh&sued shares were subject to escheat claims
the Company would assert that the claimant muabésh that the original Netsurfer stockholders pbed with the conditions to issuance of
their shares. The Company is not able to predebtitcome of any future claims which might be asslerelating to the unissued shares. If
such claims were asserted, and were fully sucdesiséd could result in the Company’s being reqdiite issue up to an additional 4,115,532
shares of common stock for no additional payment.

The merger of Travelzoo.com Corporation intavElzoo Inc. was accounted for as a combinaticgntifies under common control using
“as-if pooling-of-interests™” accounting. Under shinethod of accounting, the assets and liabildfeEravelzoo.com Corporation and
Travelzoo Inc. were carried forward at their higtal costs. In addition, all prior period financ&htements of Travelzoo Inc. were restated to
include the combined results of operations, finalhgosition and cash flows of Travelzoo.com Corgiora The restated results of operations
and cash flows of Travelzoo Inc. are identicalh® tombined results of Travelzoo.com Corporatiath Bravelzoo Inc.

(2) Revenue Recognition

Substantially all revenue consists of adviegisales. Advertising revenues are derived froenstile of advertising in the Company’s
publications.

Advertising revenues are recognized in théogen which the advertisement is displayed, predidhat evidence of an arrangement exists,
the fees are fixed or determinable, no signifiezbiigations remain at the end of the period, arttction of the resulting receivable is
reasonably assured. Where collectibility is nosoebly assured, the revenue will be recognized epsh collection, provided that the other
criteria for revenue recognition have been mdix#d-fee advertising is displayed over a term edteg beyond a reporting period, revenues
are recognized ratably over the period. To thertteat any minimum guaranteed impressions arenedtduring the contract period, the
Company defers recognition of the correspondingmees until the guaranteed impressions are achi€eed for banner advertising and
other variable-fee advertising arrangements aregrazed based on the number of impressions displayelicks delivered during the period.

Revenues for advertising sold to clients tigfoagencies are reported at the net amount baléuet agency.
(3) Stock-based Compensation

The Company did not provide any stock-basedpsmsation in fiscal year 2003 or in the six morhded June 30, 2004. In addition, all
previously issued options vested prior to JanuaB002 and therefore there are no applicable discés under Accounting Principles Board
(APB) Opinion No. 25Accounting for Sock Issued to Employees, and Statement of Financial Accounting Standards123,Accounting for
Sock-Based Compensation, as amended.

(4) Net Income Per Share

Net income per share has been calculated Bk No. 128Farnings per Share . Basic net income per share is computed by digidin
the net income by the weighted-average numberpafrted common shares outstanding for the perioldit€ net income per share is
computed by dividing net income by the weightedrage number of reported common shares and poteotiainon shares outstanding
during the period. Potential common shares includebe diluted calculation consists of incremestares
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issuable upon the exercise of outstanding stodbmaptalculated using the treasury stock method.

The following table sets forth the calculatmfrbasic and diluted net income per share:

Three Months Ended Six Months Ended
June 30, June 30,
2004 2003 2004 2003

Basic net income per sha

Net income $ 1,333,89 $ 596,39 $ 2,342,991 $ 981,01
Weighted average common sha 16,479,39 19,425,14 17,952,27 19,425,14
Basic net income per she $ 0.0¢ $ 0.0z $ 0.1z $ 0.0t
Diluted net income per shal

Net income $ 1,333,89 $ 596,39° $ 2,342,991 $ 981,01
Weighted average common sha 16,479,39 19,425,14 17,952,27 19,425,14
Effect of dilutive securities: stock optio 1,283,34 1,073,51 1,253,27 1,076,45!
Diluted weighted average common she 17,762,74 20,498,66 19,205,54 20,501,60

Diluted net income per sha $ 0.0¢ $ 0.02 $ 0.12 $ 0.0t

(5) Commitments

The Company leases office space in ChicagantjiMountain View (California), and New York, undgperating leases which expire on
June 30, 2005, December 31, 2005, December 31, &td®ecember 31, 2005, respectively. The futurérmim rental payments under
these operating leases as of June 30, 2004, arehibec 31, 2003 total $1,360,030 and $827,638, céispy. The future lease payments
consist of $472,908 of payments due in 2004 and 322 of payments due in 2005.

(6) Significant Customer Information and Segment Rporting

SFAS No. 131Disclosure about Segments of an Enterprise and Related Information , establishes standards for the reporting by basine
enterprises of information about operating segmemtslucts and services, geographic areas, and cugtomers. The method for
determining what information to report is basedlmway that management organizes the operatingesgtg within a company for making
operational decisions and assessing performancef Amme 30, 2004, the Company has one operatoge.

Significant customer information is as follaws

Percent of Percent of
Revenues Accounts
Receivable
Six Months Ended June 30,
June 30, December 31,

Customer 2004 2003 2004 2003
A * 13% 13% 14%
B * 10% 11% *
C * * 10% *

All of the above customers are located in the Wh@¢ates of America.
* Less than 109
Item 2. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The information in this report contains forddooking statements within the meaning of Sec#@A of the Securities Act of 1933, as
amended, and Section 21E of the Securities ExchAogef 1934, as amended. Such statements are basedcurrent expectations,
assumptions, estimates and projections about Taewelnd our industry. These forward-looking stateimiare subject to the many risks and
uncertainties that exist in our operations andregs environment that may cause actual result®rpence or achievements of Travelzoc



be different from those expected or anticipatethenforward-looking statements. Any statementsaioet] herein that are not statements of
historical fact may be deemed to be forward-loolstegements. For example, words such as “may”|"wW#ghould”, “estimates”, “predicts”,
“potential”, “continue”, “strategy”, “believes”, ‘’icipates”, “plans”, “expects”, “intends”, and slar expressions are intended to identify

forward-looking statements. Travelzoo’s actual lssand the timing of certain events could diffgméficantly from those anticipated in such
forward-looking statements. Factors that might eaarscontribute to such a discrepancy include gdoeitnot limited to, those discussed

elsewhere in this Report in the section entitleskR




Factors” and the risks discussed in our other SiEsiand Exchange Commission (“SEC”) filings. Thewvard{ooking statements included
this report reflect the beliefs of our managementh® date of this report. Travelzoo undertakeshimation to update publicly any forward-
looking statements.

Overview

Travelzoo Inc. is an Internet media companythe Internet is becoming consumers’ preferrediunedo search for travel offers, we
provide airlines, hotels, cruise lines, vacationkaaers, and other travel companies with a fastjifle, and cost-effective way to reach
millions of users. While our products provide adiging opportunities for travel companies, theyogsovide Internet users with a free source
of information on current offers from hundreds @iviel companies. Our publications include Tnavelzoo Web site, thdravelzoo Top 20 e-
mail newsletter, and thidewsflash e-mail product. We also opere®aperSearch , a pay-per-click travel search engine. More thad Bavel
companies purchase our advertising services.

Our revenues are advertising revenues, camgist listing fees paid by travel companies toextige their offers on theravelzoo Web
site, in theTravelzoo Top 20 e-mail newsletter, through tiNewsflash e-mail alert service and through tBaper Search pay-per-click search
engine, and banner advertising sales. Revenugsiampally generated from the sale of advertisimgourTravelzoo Web site and in our
Travelzoo Top 20 newsletter. Listing fees are based on placementpeu of listings, number of impressions, or nundfeslick-throughs.
Banner advertising rates are based on CPM ratss feo thousand impressions). Smaller advertisijngeanents — typically $2,000 or less
per month — typically renew automatically each nmoifithey are not terminated by the client. Larggreements are typically related to
advertising campaigns and are not automaticallgweal.

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

« Growth of number of subscribers of the Com(’s e-mail products and page views of selected sectibttse(Travelzoo Web site;
< Growth in revenues in the absolute and relativili¢éogrowth in reach of the Compé's products
 Pre-tax profitability; anc

* Revenue per employee as a measure of produci
Critical Accounting Policies

We believe that there are a number of accogmgolicies that are critical to understanding loigtorical and future performance, as these
policies affect the reported amounts of revenuethadnore significant areas involving managemguotigments and estimates. These
significant accounting policies relate to reveneigognition and the allowance for doubtful accouftese policies, and our procedures rel
to these policies, are described below.

Revenue Recognition

We recognize advertising revenues in the pariavhich the advertisement is displayed, provittet evidence of an arrangement exists,
the fees are fixed or determinable, no signifiabiigations remain at the end of the period, arltéction of the resulting receivable is
deemed reasonably assured. If fixed-fee advertisidisplayed over a term greater than one mostrenues are recognized ratably over the
period. To the extent that any minimum guarantegatéssions are not met during the contract peti@Company defers recognition of the
corresponding revenues until the guaranteed imioressire achieved. Fees for banner advertisingtret variable-fee advertising
arrangements are recognized based on the numbaprdssions displayed or clicks delivered during pleriod.

Under these policies, no revenue is recognizeelss persuasive evidence of an arrangemensgededivery has occurred, the fee is fixe
determinable, and collection is deemed reasonaslyrad. The Company evaluates each of these aréeriollows:

« Evidence of an arrangement. We consider a non-cancelable insertion order sidpyeithe client or its agency to be evidence of an
arrangement




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

 Fixed or determinable fee. We consider the fee to be fixed or determinabthéffee is not subject to refund or adjustm

« Collection is deemed reasonably assured. We conduct a credit review for all significant tsations at the time of the arrangement to
determine the creditworthiness of the client. Guiten is deemed reasonably assured if we expetthbalient will be able to pay
amounts under the arrangement as payments becamé die determine that collection is not reasopassured, then we defer the
revenue and recognize the revenue upon cash colie

Revenues for advertising sold to clients tigiloagencies is reported at the net amount billede@gency.

Allowance for Doubtful Accounts

We record a provision for doubtful accountsdzhon our historical experience of write-offs andetailed assessment of our accounts
receivable and allowance for doubtful accountsedtimating the provision for doubtful accounts, a@ement considers the age of the
accounts receivable, our historical write-offs, theditworthiness of the client, the economic ctinds of the client’s industry, and general
economic conditions, among other factors. Shoulddadrthese factors change, the estimates made hageanent will also change, which
could impact the level of our future provision fimubtful accounts. Specifically, if the financiardition of our clients were to deteriorate,
affecting their ability to make payments, additibpiovision for doubtful accounts may be required.

Results of Operations

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

Three Months Ended Six Months Ended
June 30, June 30,
2004 2003 2004 2003
Revenue:! 10C% 10C% 10C% 10C%
Cost of revenue 2 2 3 2
Gross profit 98 98 97 98
Operating expense
Sales and marketir 51 53 52 53
General and administrati 15 21 16 24
Total operating expens 66 74 68 77
Income from operatior 32 24 29 21
Income before income tax 32 24 29 21
Income taxe: 13 10 12 9
Net income 19% 14% 17% 12%
[ ] [ | [ | [ |

For the six months ended June 30, 2004, wertexh pre-tax income of approximately $4.0 milliéws. of June 30, 2004, we had retained
earnings of approximately $6.1 million. Pre-taxfiedility increased to 29.2% of sales for the signths ended June 30, 2004 from 20.8%
for the same period last year. Pre-tax profitapilicreased because revenues grew faster thantiogeeapenses.

Reach

The following table sets forth the number abscribers of each of ourreail products as of June 30, 2004 and 2003 antbthkenumber ¢
page views for selected sections of Thavelzoo Web site for the six months ended June 30, 200£2868. Management considers the
Travelzoo homepage and the front pages of destination categas indicators for the growth of site trafficaivhgement reviews these non-
financial metrics for two reasons: first, to monitbe progress that the Company makes in increakimgeach of its products, and second, to
evaluate if the Company is able to convert higleach into higher revenues.
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June 30,

Year-over-Year

2004 2003 Growth
Subscribers
Travelzoo Top 20 7,084,001 4,622,001 53%
Newsflash 4,172,00! 807,00( 417%
Six Months Ended
June 30,
Year-over-Year
2004 2003 Growth
Page views of selected section<Travelzoo Web site:
Homepage 14,830,00 9,797,00! 51%
Front pages of destination categol 29,808,00 19,171,00 55%

Management believes that the increase in rehith products in the six months ended June 8042vas in line with its strategy and goals.

The Company’s revenues for the six months @éddee 30, 2004 increased by 71% from the samedlkast year. The number of
subscribers of th&ravelzoo Top 20 e-mail newsletter increased by 53%. Page viewsletted sections of tHeavelzoo Web site increased
by 51% and 55%, respectively, as shown in the tab&ye. In the six months ended June 30, 2003, di0®venues were generated from the
Travelzoo Web site and th&ravelzoo Top 20 newsletter. In the six months ended June 30, 288%, of revenues were generated from the
Travelzoo Web site and th&ravelzoo Top 20 newsletter. Management believes that the datahéosix months ended June 30, 2004 and 2003
indicate that the Company was able to generateshigivenues as reach increased.

Revenues

Our total revenues increased to $7.2 millontfie three months ended June 30, 2004 from $#lidmfor the three months ended June
2003. Our total revenues increased to $13.7 mifibwrthe six months ended June 30, 2004 from $8lilomfor the six months ended
June 30, 2003. This represents an increase of Th&sincrease was primarily due to an increaseamtimber of advertisers. Also
contributing to the increase was an increase iraduertising rates.

Average annualized revenue per employee deeteta $588,000 for the three months ended Jun2084d, from $592,000 for the three
months ended June 30, 2003.

Cost of Revenues

Cost of revenues consists of network expenselsiding fees we pay for co-location serviceqréeiation of network equipment, salary
expenses associated with network operations stadff fees for photos used in our publications. @gt of revenues increased to $166,000 for
the three months ended June 30, 2004 from $81d00é three months ended June 30, 2003. Our Eosvenues increased to $345,000 for
the six months ended June 30, 2004 from $164,00thé&osix months ended June 30, 2003. As a peermfrevenue, cost of revenues
increased to 3% for the six months ended June@ ffom 2% for the six months ended June 30, 2088.increase resulted primarily from
an increase in our network operations staffingcost

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist primafrigglvertising and promotional expenses, publatiens expenses, conference expenses,
and salary expenses associated with sales and tingrk&ff. Sales and marketing expenses incre@s$8.7 million for the three months
ended June 30, 2004 from $2.3 million for the thremths ended June 30, 2003. Sales and marketpensas increased to $7.1 million for
the six months ended June 30, 2004 from $4.2 mifiiw the six months ended June 30, 2003. The &seré sales and marketing expenses
was primarily due to increases of our advertisiagnpaigns. The goal of our advertising was to aequaw subscribers for our e-mail
products and to increase brand awarenessrfaelzoo . For the six months ended June 30, 2004 and 2@B&rtising expenses accounted
73% and 69%, respectively, of sales and marketipgrses. Advertising activities during these pesiconsisted primarily of online
advertising. The increase in sales and marketipgmses in the six months ended June 30, 2004 cethpathe six months ended June 30,
2003 was also due to an increase in headcountrafades force.

11




General and Administrative

General and administrative expenses condisipity of compensation for administrative and axaee staff, fees for professional servic
rent, bad debt expense, amortization of intangiskets and general office expense. General andhisthaiive expenses increased to
$1.1 million for the three months ended June 3042Zom $903,000 for the three months ended Jun@@IB. General and administrative
expenses increased to $2.2 million for the six memnded June 30, 2004 from $2.0 million for tlkxensdbnths ended June 30, 2003. The
increase in general and administrative expenses dug mainly to an increase of office space tomocodate the increase in headcount.

Income Taxes

For the three months ended June 30, 2004eegrded an income tax provision of $940,000. Ferttihee months ended June 30, 2003, we
recorded an income tax provision of $419,000. Rersix months ended June 30, 2004, we recordencame tax provision of $1.6 million.
For the six months ended June 30, 2003, we rec@déacome tax provision of $687,000. Our incomgegerally taxed in the U.S. and our
income tax provisions reflect federal and stateugbay rates applicable to our levels of income Hredeffect of non-deductible offering costs
and merger expenses. The effective tax rate wasfdd the six months ended June 30, 2004 and Jun2083.

During the second quarter of 2004, the Companlized a tax benefit of $943,000 upon the egerof stock options by directors. The tax
benefit reduced the Company’s income tax payaldeirmereased additional paid-in capital by this antou

Stockholders’ Equity

As described in Note 1 to the condensed cafeded financial statements, on April 25, 2004, tthe-year period for former stockholders
of Travelzoo.com Corporation to receive sharesrai/&lzoo Inc. expired. On that date, the numbeoofimon shares reported as outstanding
was reduced by the number of unissued shares.

In June 2004, an aggregate of 138,589 sh&maumon stock were issued to current and formerctidrs upon the exercise of fully vested
options. The options were granted in 2001 and 20@Rrectors for their services as directors in@@001, and 2002.

Liquidity and Capital Resources

As of June 30, 2004, we had $5.2 million islcand cash equivalents. Cash and cash equivaiereased from $3.5 million on
December 31, 2003 primarily as a result of cashigenl by operations as explained below. We expettdash flows generated from
operations will be sufficient to provide for workirtapital needs for at least the next 12 months.

Net cash provided by operating activitiesha six months ended June 30, 2004 was $1.4 milNeh cash provided by operating activities
in the six months ended June 30, 2003 was $1.1omilln the six months ended June 30, 2004, nét pesvided by operating activities
resulted primarily from net income and an increasaccrued expenses offset by an increase in atsoeceivable and a decrease in income
tax payable. In the six months ended June 30, 288t3;ash provided by operating activities resuttecharily from net income and an
increase in accrued expenses offset by an incieas®ounts receivable.

Net cash used in investing activities was $26,and $19,000 during the six months ended Jun2(@@ and June 30, 2003, respectively.
In both periods, net cash was used in investingites for equipment purchases.

Net cash provided by financing activities 296,000 during the six months ended June 30, 2Z0@&re were no cash flows related to
financing activities in the six months ended JuBgZ®03. In the six months ended June 30, 2004;asdt provided by financing activities
resulted primarily from exercises of stock options.

Our capital requirements depend on a numb&aabérs, including market acceptance of our preglaad services, the amount of our
resources we devote to the development and launoevo products such as oBuper Search pay-perelick search engine, the expansion of
operations and the amount of our resources we dagqiromoting awareness of theavelzoo brand. Consistent with our growth, we have
experienced a substantial increase in our salesnamkleting expenses since inception, and we aateip
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that these increases will continue for the forelskeetuture. We believe cash on hand and generatedgithose periods will be sufficient to
pay such costs. In addition, we will continue talerate possible investments in businesses, produadisechnologies, the consummation of
any of which would increase our capital requireraent

We currently believe that we have sufficieapital resources to meet our anticipated workingtahand capital expenditure requirements
beyond the next 12 months. However, if unanticigaeents occur, or if we have opportunities toéssquity or debt securities on favorable
terms, we may elect to issue additional equityadstdecurities or establish new credit facilitiésve sell additional equity or convertible debt
securities, the sale could dilute the ownershipwfexisting stockholders. If we issue debt semsior establish a new credit facility, our
fixed obligations could increase, and we may beired to agree to operating covenants that woudttiot our operations. We cannot be sure
that any such financing will be available in amauait on terms acceptable to us.

The following summarizes our principal contted commitments as of June 30, 2004 (in thousands)

2004 2005 2006 2007 2008 Thereafter Total
Operating lease $47¢ $887 — — — — $1,36(
Purchase obligatior 55 45 — — — — 10C
Total commitment: $52¢ $932 — — — — $1,46(

RISK FACTORS

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

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

We have only a limited operating history fauyto consider in evaluating our business. As angatompany, we face risks and
uncertainties relating to our ability to succedgfuhplement our business plan. You must considerrisks, expenses and uncertainties which
can materially affect the business of a young campi&e ours. These risks include uncertainty whetlie will be able to:

* increase awareness of {Travelzoo brand;

« attract and retain additional travel companiesstatheir special offers with u
« attract additional Internet users to Travelzoo Web site;

* increase the functionality of our products and ey,

* maintain our current, and develop new, businesgioglships

« respond effectively to competitive pressures;

 continue to develop and upgrade our technol
We cannot assure you that we will sustain profithdyi.

Although we have been profitable in the ptistre is no assurance that we will continue toroéitable. 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 sii@mlevels 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 of facs 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 cliemiadd due to difficulties in predicting client derdan a new marke

« changes in general economic conditions that cofédtamarketing efforts generally and online maikgtefforts in particular
 the magnitude and timing of marketing initiativ

 the maintenance and development of our stratetitionships;

« the introduction, development, timing, compeétjricing and market acceptance of our productssandces and those of our
competitors

« our ability to attract and retain key personi
« our ability to manage our anticipated growth angamsion;
« our ability to attract traffic to our Web site; a

« technical difficulties or system downtime affectitig Internet generally or the operation of ourdoicis and services specifical

In addition, we plan to significantly increamer operating expenses to expand our sales addigion departments. If revenues fall below
our expectations in any quarter and we are unaldgitkly reduce our spending in response, ouraipey results would be lower than
expected and our stock price may fall.

In addition, we are required under Generaltgdpted Accounting Principles to review our intdagiassets 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.

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

Our current revenue model depends on advagtfeies paid by travel companies. If current cBetgcide not to continue advertising their
sales and specials with us and we are unable laceethem with new clients, our business may beely affected. To be successful, we
must provide online marketing solutions that achibwad market acceptance by travel companiesiditien, we must attract sufficient
Internet users with attractive demographic charasties to our products. It is possible that wel wé required to further adapt our business
model in response to changes in the online adirggtrearket or if our current business model issuatcessful. If we are not able to anticipate
changes in the online advertising market or iflnusiness model is not successful, our businessl tmumaterially adversely affected.

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 ouicar#ted growth from the cash flow
generated from our operations and our retainedreggnHowever, these sources may not be suffi¢@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 wheaquired or is not available on acceptable ternesmnay be unable to fund our expansion,
successfully promote our brand name, develop camcdghour products and services, take advantagesofdss opportunities, or respond to
competitive pressures, any of which could have teris adverse effect on our business.

If we choose to raise additional funds throtlghissuance of equity securities, you may expeéssignificant dilution of your ownership
interest, and holders of the additional equity séies may have rights senior to those of the hlad 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 recessions.
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The demand for online advertising may be lihieethe level of economic activity and employmienthe U.S. and abroad. Specifically, «
business is dependent on the spending of travepani®es. The last recession decreased consumer arayeaused travel companies to rec
or postpone their marketing spending generally,the@t online marketing spending in particularthé current economic recovery does not
continue, our business and financial condition ddag materially adversely affected.

Our operations could be significantly hindered blyet occurrence of a natural disaster or other catagthic event.

Our operations are susceptible to outagegalfiee, floods, power loss, telecommunicationduias, break-ins and similar events. In
addition, a significant portion of our network iagtructure is located in Northern California, asaasusceptible to earthquakes. We do not
have multiple site capacity in the event of anyhsaccurrence. Outages could cause significantriqpéions of our service. In addition, des
our implementation of network security measures,seavers are vulnerable to computer viruses, physind electronic breaks, and simila
disruptions from unauthorized tampering with oumgaiter systems. We do not carry business integaptisurance to compensate us for
losses that may occur as a result of any of thesets.

Technological or other assaults on our service cdlilarm our business.

We are vulnerable to coordinated attempts/egload our systems with data, resulting in deoiakeduction of service to some or all of our
users for a period of time. We have experiencedbtlehservice attacks in the past, and may expedgesuch attempts in the future. We do
carry business interruption insurance to compensafer losses that may occur as a result of arljesdfe events. Any such event could ret
our revenue and harm our operating results anddiabcondition.

We may face significant costs with respect to tledivkry of paper copies of reports to our stockhesl.

The Securities Exchange Act of 1934 requisetoyrovide paper copies of certain reports tostockholders who do not consent to
receiving electronic delivery. If a significant nber of our stockholders do not consent to elecatrdelivery of stockholder communications
or revoke such consent, we may face significantso@dated to the printing and mailing of such mgpo

Risks Related to Our Markets and Strategy
The Internet is not a proven marketing medium.

The future of our business is dependent orcdimdinuing acceptance by travel companies of tterhet as an effective marketing tool, and
on the ongoing acceptance by consumers of thenkites a source for information on offers from élasompanies. 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 businessetiag and advertising. Many of our potential cteehave little or no experience using
Internet as a marketing tool, and not all Inteursetrs have experience using the Internet to baakeltrAs a result, we cannot be sure that we
will be able to effectively compete with traditidralvertising methods. If we are unable to compéth traditional advertising methods, our
business and results of operations could be miyesidversely affected.

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

We believe that continuing to build awarenefsthe Travelzoo brand name is critical to achieving widespread pizoee 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 awarenessmust succeed in our marketing efforts.
If we fail to successfully promote and maintain buaind, incur significant expenses in promotinglmand and fail to generate a
corresponding increase in revenue as a resultradbr@unding efforts, or encounter legal obstaclegkprevent our continued use of our br:
name, our business could be materially adversédetad.

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

Events like the war with Iraq in 2003 or tleerorist attacks on the United States in 2001 fsawegative 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 iguslowever, 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
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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 services.

To remain competitive, we must continually ioye the responsiveness, functionality and featofesir 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 needs.

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

« rapidly changing technology in online advertisi

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

« competing products and services that offer incre&sectionality; anc

< changes in travel company and Internet user remeings.

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

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

Our future success depends on our abilityttta@, train, motivate and retain highly skilleshgloyees. 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 retainirlgghly skilled employees with appropriate
qualifications. If we are unable to hire and retshilled 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 of rgpiavth. In order to execute our business planmust continue to grow significantly. As of
June 30, 2004, we had 49 employees. We expedhiatumber of our employees will continue to inesetor the foreseeable future. This
growth has placed, and our anticipated future gnomitl continue to place, a significant strain aar cnanagement, systems and resources
expect that we will need to continue to improve financial and managerial controls and reportingtexsps and procedures. We will also need
to continue to expand and maintain close coordinaaimong our sales, production, marketing, IT, fam@hce departments. We may not
succeed in these efforts. Our inability to expandaperations in an efficient manner could caugsesapenses to grow disproportionately to
revenues, our revenues to decline or grow morelglthan expected and otherwise have a materialradwaffect on our business.

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

We compete with large Internet portal siteghsas About.com, America Online, Lycos, MSN andhd@l, that offer listings or other
advertising opportunities for travel companies. S¢heompanies have significantly greater finantéahnical, marketing and other resources
and larger client bases. We also compete with beargines like Google and Overture that offer pag~gick listings. In addition, we
compete with newspapers, magazines and otheritnaaitmedia companies that provide online advergisipportunities. We expect to face
additional competition as other established andrgimg companies, including print media companieseiethe online advertising market.
Competition could result in reduced margins onsmivices, loss of market share or less useafelzoo by travel companies and consumers.
If we are not able to compete effectively with emtror future competitors as a result of theseathdr factors, our business could be
materially adversely affected.
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Loss of any of our key management personnel cousyatively impact our busines

Our future success depends to a significareneon the continued service and coordinationuofroanagement team, particularly Ralph
Bartel, our Chairman, President, Chief Executivéd@f, 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 additiorexpect new members to join our management teatreifuture. These individuals will
not previously have worked together and will beuiezd to become integrated into our management.téaoar 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 depend.

We use technology and software products fittind parties including Microsoft. Technology frorarccurrent or other vendors may not
continue to be available to us on commercially eeable 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
introduction of new services and related productsmancements of existing products until equiviademeplacement technology can be
accessed, if available, or developed internallfgafible. If we experience these delays, our lessimould be materially adversely affected.

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

The trading price of our common stock has km@hmay continue to be subject to wide fluctuatidduring the first six months of 2004,
the sale prices of our common stock on the NASDAGBCap Market ranged from $7.10 to $31.31 peresh@ur stock price may fluctuate
in response to a number of events and factors, asicfuarterly variations in operating results; ameements of technological innovations or
new products by us or our competitors; changemantial estimates and recommendations by seauatialysts; the operating and stock
price performance of other companies that investarg deem comparable to us; and news reportsnglaitrends in our markets or general
economic conditions.

In addition, the stock market in general, grelmarket prices for Internet-related companigsairiicular, have experienced volatility that
often has been unrelated to the operating perfacmahsuch companies. These broad market and inydlisttuations may adversely affect
the price of our stock, regardless of our operapiadormance.

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and whous Chairman of the Board, President, Chief Exgeudfficer, Chief Financial Officer
and Secretary, is our largest stockholder, holdiogroximately 87% of our outstanding shares wittiomg to increase his percentage
ownership to 89% on a fullgiluted basis. Through his share ownership, he &position to control Travelzoo and to elect entire board o
directors.

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

If our shares trade at less than five dolfemsshare, since the shares are not listed orogmezed national exchange or on the NASDAQ
National Market, our common stock may be deemdzbta“penny stock” under Rule 3a51-1 under the Secsriirchange Act of 1934.
Compliance with the requirements governing penoglkst may make it more difficult for investors inrmommon stock to resell their shares
to third parties or to otherwise dispose of them.

Section 15(g) of the Exchange Act, and Rulg-2%under the Exchange Act, require broker-dealesding 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.
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Risks Related to Legal Uncertainty

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

To date, governmental regulations have noerrally restricted use of the Internet in our maskélowever, the legal and regulatory
environment that pertains to the Internet is urderand may change. Uncertainty and new regulaton&l increase our costs of doing
business, prevent us from delivering our produntsservices over the Internet or slow the growtthefinternet. In addition to new laws and
regulations being adopted, existing laws may bdiegpo the Internet. New and existing laws mayeragsues which include:

 user privacy

 anti-spam legislation

* consumer protectior

 copyright, trademark and patent infringeme

* pricing controls

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

« other claims based on the nature and content efrlat materials
Claims may be asserted against us relating to slsamet issued in our recent merger.

The merger of Travelzoo.com Corporation itit® €Company became effective on April 25, 2004. I8tolders of Travelzoo.com
Corporation were allowed a period of two yearsdwihg the effective date to receive shares of tam@any. After April 25, 2004, two years
following the effective date, the Company ceasediigy shares to the former stockholders of Traxetmm Corporation. Many of the
“Netsurfer stockholders,” who had applied to reeeshares of Travelzoo.com Corporation in 1998 tocash consideration, did not elect to
receive their shares which were issuable in thegergorior to the end of the two-year period. A toted,115,532 shares of the Company
which had been reserved for issuance in the mevgex not claimed.

It is possible that claims may be assertedhagthe Company in the future by former stockhoddef Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@drtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomg&luding the Bahamas or the State of Delaware, asagrt rights to unclaimed shares of the
Company under escheat statutes. If such eschématscdae asserted, the Company intends to challiregapplicability of escheat rights,
among other reasons, in that the identity, resigemd eligibility of the holders in question canbetdetermined. There were certain
conditions applicable to the issuance of sharésddNetsurfer stockholders, including requiremeinds (i) they be at least 18 years of age,

(i) they be residents of the U.S. or Canada aifjdlfey not apply for shares more than once. Tleéshirfer stockholders were required to
confirm their compliance with these conditions, arete advised that failure to comply could resuitancellation of their shares in
Travelzoo.com Corporation. Travelzoo.com Corporati@s not able to verify that the applicants metréguirements referred to above at
time of their applications for issuance of shatieslaims are asserted by persons claiming to beéo stockholders of Travelzoo.com
Corporation, the Company intends to assert that tights to receive their shares expired two ydallswing the effective date of the merger,
as provided in the merger agreement. The Compayeadpects to take the position, if escheat orlaimlaims are asserted in respect of the
unissued shares in the future, that it is not megito issue such shares. Further, even if it wstablished that unissued shares were subject t
escheat claims, the Company would assert thatitirmant must establish that the original Netsusteckholders complied with the

conditions to issuance of their shares. The Comjnygt able to predict the outcome of any futlegnes which might be asserted relating to
the unissued shares. If such claims were assenedyere fully successful, that could result in@wmpany’s being required to issue up to an
additional 4,115,532 shares of common stock foadditional payment, which would result in substalrdilution of the ownership interests
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the other stockholders, and in the Company’s egmper share, which could adversely affect the atgskice of the common stock.
We may be unable to protect our registered tradeknar other proprietary intellectual property rights

Our success depends to a significant degree thfe protection of th€ravelzoo brand 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, hosvemnay not be adequate to deter misappropriafignaprietary information.

The U.S. Patent and Trademark Office regidténe trademark for “Travelzoo” on January 23, 200dve are unable to protect our rights
in the mark, a key element of our strategy of prongoTravelzoo as 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 waynmarket 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 deflesind distract management’s attention
with no assurance of success.

We cannot be certain that our products, cdraed brand names do not or will not infringe valatents, 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 ofai in our markets will increase in number as mamtigipants 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 retriet from or transmitted over the Internet.

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

Item 3. Quantitative and Qualitative Disclosures About MakRisk

The Company has no outstanding debt, is patrey to any derivatives transactions, and doehiae¢ any other material liabilities or
assets which are subject to risks relating to @sierates, currency exchange rates, commaodity fske or other market risks.

Item 4. Controls and Procedures

As of June 30, 2004, we carried out an evaloatinder the supervision and with the participaf the Company’s management,
including the Company’s President, Chief Execufficer and Chief Financial Officer along with t@®@mpany’s Controller (Chief
Accounting Officer), of the effectiveness of thesigg and operation of our disclosure controls amtgdures pursuant to Exchange Act
Rule 13a-15. Based upon that evaluation, the Coygipd&resident, Chief Executive Officer and Chiefidicial Officer along with the
Companys Controller (Chief Accounting Officer) concluddtht our disclosure controls and procedures aretdféein timely alerting them
material information relating to the Company (irdihg its consolidated subsidiaries) required tanokided in our periodic SEC filings as of
June 30, 2004.

During the quarter ended June 30, 2004, twareno change in our internal control over finahi@aorting (as defined in Exchange Act
Rule 13a-15(f)) that materially affected, or isse@ably likely to materially affect, the Companirigernal control over

19




financial reporting.
PART II—OTHER INFORMATION
Item 4. Submission of Matters to a Vote of Security Holders

The annual meeting of stockholders occurredwre 2, 2004, at which the following individualere elected as directors: Ralph Bartel,
David J. Ehrlich, Suzanna Mak, Donovan Neale-Mawl Kelly M. Urso. The stockholders also ratifie@ #ppointment of KPMG LLP as the
Company’s independent auditors for the 2004 figeal.

The stockholders voted as follows:

Proposals For Against Withhold or Abstain

Election of Director:

Ralph Barte 13,608,97 23C 1,27¢
David J. Ehrlict 13,608,98 22z 1,27¢
Suzanna Mal 13,608,96 242 1,274
Donovan Neal-May 13,608,98 22¢ 1,27(C
Kelly M. Urso 13,608,97 22¢ 1,28(
Appointment of KPMGC 13,608,04 234 2,20¢

Item 6. Exhibits and Reports on Form 8-K

(a) The following exhibits are filed as paftlus report:

Exhibit

Number Description

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

3.2 By-laws of Travelzoo Inc. (Incorporated by refereno our Pre-Effective Amendment No. 6 to our Regt®n Statement
on Form &4 (File No. 33-55026), filed February 14, 200

31.1 Certification of Chief Executive Officer and Chieinancial Officer pursuant to Rule 13a-14(a) andeRi%bd-14(a) of the
Securities Exchange Act of 1934, as amer

32.1 Certification of Chief Executive Officer and Chieinancial Officer pursuant to 18 U.S.C. Section@,3% adopted

pursuant to Section 906 of the Sarbi-Oxley Act of 200z
(b) Reports on Form 8-K

On April 12, 2004, the Company furnished aent report on Form 8-K dated April 12, 2004 whaimounced the Company’s financial
results for the three months ended March 31, 28@bpy of the Company’s press release announciagebults was attached and
incorporated therein by reference.
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SIGNATURES

Pursuant to the Securities Exchange Act o188 registrant has duly caused this report tsigneed on its behalf by the undersigned,
thereunto duly authorized, in the City of New Yo8tate of New York, on August 12, 2004.

TRAVELZOO INC.
(Registrant)

By: /s/ RALPH BARTEL
Ralph Bartel
Chairman of the Board, Chief Executive
Officer, and Chief Financial Officer

By: /s/ LISA SU
Lisa Su
Controller (Chief Accounting Officer)
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EXHIBIT 31.1

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 quarterly report omrd 0-Q of Travelzoo Inc.;

2. Based on my knowledge, this quarterly redoes not contain any untrue statement of a nat@ct or 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 quarterly report;

3. Based on my knowledge, the financial statetsy and other financial information includedhistquarterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrant’s other certifying officerdal are responsible for establishing and maintgjrdisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))5¢r the registrant and we have:

a. designed such disclosure controls and droes, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly durihg fperiod in which this quarterly report is beinggared,;

b. evaluated the effectiveness of the regissalisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andgatures as of the end of the period covered bygimarterly report based on such
evaluations; and

c. disclosed in this report any change inrdggstrants’ internal control over financial repogtthat occurred during the registrants’
second quarter that has materially affected, cgasonably likely to materially affect, the regastis’ internal control over financial
reporting;

5. The registrant’s other certifying officardal have disclosed, based on our most recent atiafuof internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a. all significant deficiencies in the des@roperation of internal control over financial ogfing which affect the registrant’s ability to
record, process, summarize and report financiakinétion; and

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

TRAVELZOO INC.

By: /s RALPH BARTEL
Ralph Bartel
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer

Date: August 12, 2004
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EXHIBIT 32.1

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

Pursuant to the requirements of the Secuiitiehange Act of 1934, the registrant has duly edukis Report to be signed on its behalf by
the undersigned thereunto duly authorized and efttte undersigned hereby certifies, pursuant t&J B C. 81350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, to the bEbis knowledge, that (1) this Report complieiwihe 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 writtetatement required by Section 906 has been
provided to Travelzoo Inc. and will be retainedTavelzoo Inc. and furnished to the Securities Brchange Commission on request.

TRAVELZOO INC.

(Registrant)
Date: August 12, 2004 By: /s RALPH BARTEL
Ralph Bartel
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer
23

End of Filing
Pawered By EDCAR

i

© 2005 | EDGAR Online, Inc.



