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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q
(Mark One)
M QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2008
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the transition period from to

Commission File No.: 000-50171

TRAVELZOO INC.

(Exact name of registrant as specified in its charter)

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

(Address of principal executive offices)

Registrant’s telephone number, including area c(@iE2) 484-4900

Indicate by check mark whether the registtaphas filed all reports required to be filed bgcfon 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastf@s. Yesd NoO

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

Large accelerated fileCd Accelerated filel™ Non-accelerated file[d Smaller reporting compar]
(Do not check if a smaller reporting compe

Indicate by check mark whether the registimat shell company (as defined in Rule 12b-2 ofEkehange Act). YeEl No M
The number of shares of Travelzoo common statktanding as of August 5, 2008 was 14,285,4@8esh
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PART I—FINANCIAL INFORMATION

Item 1. Unaudited Condensed Consolidated Financgthtement:

Current asset:
Cash and cash equivalel

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

ASSETS

Accounts receivable, less allowance for doubtfaoants of $265 and $290 as of June 30,
2008 and December 31, 2007, respecti

Deposits

Prepaid expenses and other current a:

Deferred income taxe
Total current asse

Deposits, less current portit
Restricted cas
Property and equipment, r
Intangible assets, n

Total asset

LIABILITIES AND STOCKHOLDERS '’ EQUITY

Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu
Deferred ren

Total current liabilities

Long-term tax liabilities

Deferred rent, less current porti

Commitments and contingenci

Stockholder' equity:

Common stock, $0.01 par value (40,000 shares da#ithrl4,285 and 14,250 shares is¢
and outstanding as of June 30, 2008 and Decemb@08Z, respectivel

Additional paic-in capital
Retained earning

Accumulated other comprehensive |

Total stockholdel equity

Total liabilities and stockholde' equity

June 30, December 31,
2008 2007
21,017 $ 22,64
11,56¢ 9,96¢
202 272
1,901 1,982
1,39 1,39
36,07¢ 36,25
37¢ 34¢
87t —
2,15¢ 622
53 58
39,54 $ 37,28¢
7,707 $ 4,96(
5,26t 4,60¢
75€ 45(C
30 37
13,75¢ 10,05t
1,28¢ 1,25¢
79t 73
14: 142
18t —
23,74( 25,93¢
(36S) (180)
23,69¢ 25,90:
39,54 $ 37,28¢

See accompanying notes to unaudited condensedlitiated financial statements.
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TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In thousands, except per share amounts)

Three Months Ended June 3(

2008 2007
Revenue: $21,76¢ $20,11¢
Cost of revenue 637 22k
Gross profit 21,13: 19,89(
Operating expense
Sales and marketir 12,52( 10,74t
General and administratiy 6,93( 3,392
Total operating expens 19,45( 14,135
Income from operatior 1,682 5,75
Other income and expens
Interest incom 77 42¢
Gain (loss) on foreign curren: (6) 36
Income before income tax 1,75:¢ 6,217
Income taxe: 2,94¢ 3,371
Net income (loss $ (1,199 $ 2,84¢
Basic net income (loss) per shi $ (0.0§) $ 0.1¢
Diluted net income (loss) per sh: $ (0.0¢) $ 0.17
Shares used in computing basic net income (lossyhzere 14,26¢ 15,25(
Shares used in computing diluted net income (Ipeskhare 14,26¢ 16,48:

See accompanying notes to unaudited condensedlitated financial statements.
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Six Months Ended June 30

2008

$ (0.1

14,26(
14,26(

2007
$39,85¢
374
39,48’

20,062

6,18¢
26,25
13,23(

15,25(
16,48
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TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In thousands)

Cash flows from operating activities:
Net income (loss
Adjustments to reconcile net income (loss) to msthcprovided by operating activitie
Depreciation and amortizatic
Provision for losses on accounts receiv:
Tax benefit from exercise of stock optic
Changes in operating assets and liabilii
Accounts receivabl
Deposits
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Deferred ren
Income tax payabl
Long-term tax liabilities
Net cash provided by operating activit
Cash flows from investing activities:
Purchases of property and equipm
Restricted cas
Net cash used in investing activiti
Cash flows from financing activities:
Proceeds from exercise of stock opti
Tax benefit from exercise of stock optic
Net cash provided by financing activiti
Effect of exchange rate changes on cash and casbaénts
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe

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

See accompanying notes to unaudited condensedlitated financial statements.
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Six Months Ended June 30

2008
$ (2,199

232
66
(110)

(1,657
42
19€
2,33z
62¢
30E
714

2007
$ 6,90¢

79
(®)

(1,235)
(67)
(815)
3,58(
24¢
(37)

| w &

8,712

(24¢€)

24

b g
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®

8,461
33,41
$41,87¢
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TRAVELZOO INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

Note 1: The Company and Basis of Presentation

Travelzoo Inc. (the “Company” or “Travelzoad$)a global Internet media company. Travelzoo'slipabions and products include the
Travelzoo Web sites (www.travelzoo.com, cn.travelzoo.com, winavelzoo.ca, www.travelzoo.co.jp, www.travelzaorcau,
www.travelzoo.com.hk, www.travelzoo.com.tw, wwwitedz00.co.uk, www.travelzoo.de, www.travelzoo.espwwtravelzoo.fr, among
others), theTravelzoo Top 20 e-mail newsletter, thBlewsflash e-mail alert service, th8uper Search pay-per-click travel search tool, and the
Travelzoo Network , a network of third-party Web sites that list ghdeals published by Travelzoo.

Travelzoo is controlled by Ralph Bartel, whalchbeneficially approximately 56.9% of the outsling shares as of August 5, 2008.

The accompanying unaudited condensed consetidenancial statements have been prepared bgdngpany in accordance with the ru
and regulations of the U.S. Securities and Exch&wamission (SEC). Certain information and footraigelosure normally included in
consolidated financial statements prepared in a@esare with generally accepted accounting principiele United States of America have
been condensed or omitted in accordance with aulek and regulations. In the opinion of managentaataccompanying unaudited
condensed consolidated financial statements redleatljustments, consisting only of normal reqgradjustments, necessary to present f
the financial position of the Company, and its hssof operations and cash flows. These condensesiotidated financial statements should
be read in conjunction with the Company’s auditedsolidated financial statements and related retes and for the year ended
December 31, 2007, included in the Company’s FddrAK filed with the SEC on March 17, 2008.

The condensed consolidated financial statesriantude the accounts of the Company and its whmlined subsidiaries. All significant
intercompany accounts and transactions have baamated in consolidation. All foreign subsidiarigse the local currency of their
respective countries as their functional curredssets and liabilities are translated into U.Slatslat exchange rates prevailing at the bal
sheet dates. Revenues, costs and expenses afatéduimsto U.S. dollars at average exchange ratethé period.

The results of operations for the three moatits six months ended June 30, 2008 are not neitgssdicative of the results that may be
expected for the year ending December 31, 2008yother future period, and the Company makes pesentations related thereto.

Certain prior period amounts have been reifladso conform to current year presentation. $peadly, $219,000 and $423,000 for the
three month and six month periods ending June @07 Zrespectively, have been reclassified from obstvenues to general and
administrative expense. These amounts are primeogys associated with salary and benefits fonso# developers and professional sen
related to software development.

The Company was formed as a result of a coatioim and merger of entities founded by the Comigamgajority stockholder, Ralph
Bartel. In 1998, Mr. Bartel founded Travelzoo.comwr@ration, a Bahamas corporation, which issue8%H84 shares via the Internet to
approximately 700,000 “Netsurfer stockholders”iorcash consideration. In 1998, Mr. Bartel alsofited Silicon Channels Corporation, a
California corporation, to operate theavelzoo Web site. During 2001, Travelzoo Inc. was formea asibsidiary of Travelzoo.com
Corporation, and Mr. Bartel contributed all of ihetstanding shares of Silicon Channels Corpordtidfravelzoo Inc. in exchange for
8,129,273 shares of Travelzoo Inc. and optionstmiae an additional 2,158,349 shares at $1.00.rMd&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 statementslofvelzoo Inc. were restated to include the contbiesults of operations, financial position
and cash flows of Silicon Channels Corporation.

During January 2001, the Board of Director§@fvelzoo.com Corporation proposed that Travetzmo. 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 ed@e upon which the merger became
effective and Travelzoo.com Corporation ceasedist.eEach outstanding share of common stock o¥dlzmo.com
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Corporation was converted into the right to rec@me share of common stock of Travelzoo Inc. Urahet subject to the terms of the merger
agreement, stockholders were allowed a period ofy®ars following the effective date of the mergereceive shares of Travelzoo Inc. The
records of Travelzoo.com Corporation showed treguming all of the shares applied for by the Néswstockholders were validly issued,
there were 11,295,874 shares of Travelzoo.com Catipa outstanding. As of April 25, 2004, two ye&olowing the effective date of the
merger, 7,180,342 shares of Travelzoo.com Cormmrdtad been exchanged for shares of Travelzod?hiar. to that date, the remaining
shares which were available for issuance pursuwattiiet merger agreement were included in the isanddutstanding common stock of
Travelzoo Inc. and included in the calculation a$is and diluted earnings per share. After Aprjl2®4, the Company ceased issuing share:
to the former stockholders of Travelzoo.com Corfiora and no additional shares are reserved foaisse to any former stockholders,
because their right to receive shares has nowedkp®n April 25, 2004, the number of shares repaateoutstanding was reduced from
19,425,147 to 15,309,615 to reflect actual shasseid as of the expiration date. Earnings per stedealations reflect this reduction of the
number of shares reported as outstanding. As &f 30n2008, there were 14,285,479 shares of constock outstanding.

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@rtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomg|uding 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) theyapptly for shares more than once. The Netsurfekbtders were required to confirm their
compliance with these conditions, and were advikatfailure to comply could result in cancellatimintheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not &bleerify that the applicants met the requiremeefsrred to above at the time of their
applications for issuance of shares. If claimsaaserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecieir 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 establisheduhetsued 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 asslrelating to the unissued shares. If
such claims were asserted, and were fully sucdesiséi could result in the Company being requieisue up to an additional
approximately 4,069,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announcedgram under which it would make cash paymentstipfe who establish that they were
former stockholders of Travelzoo.com Corporatiord avho failed to submit requests to convert shantesTravelzoo Inc. within the required
time period. The accompanying condensed consotidatancial statements include a charge in gersrdladministrative expenses of $9,000
for these cash payments for the six months endeel 30, 2008. The liability was $13,000 as of Jube2B08, including $5,000 previously
accrued as of December 31, 2007. The liabilityaisdal on the actual number of valid requests redédioen former stockholders through
June 30, 2008 which had not yet been processquhfonent. The total cost of this program is notatdl estimable because it is based on the
ultimate number of valid requests received andréutevels of the Company’s common stock price. Thenpany’s common stock price
affects the liability because the amount of cagmpnts under the program is based in part on ttentdevel of the stock price at the date
valid requests are received. The Company doesnaw kow many of the requests for shares originateived by Travelzoo.com
Corporation in 1998 were valid, but the Companydwels that only a portion of such requests werelvAk noted above, in order to receive
payment under the program, a person is requiregtablish that such person validly held sharegavdlzoo.com Corporation. Assuming
100% of the requests from 1998 were valid, formeckholders of Travelzoo.com Corporation holdingaaliditional approximately 4,069,000
shares had not submitted claims under the progsanf dune 30, 2008.

Note 2: Revenue Recognition

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

The Company recognizes revenues in accordaitieeSecurities and Exchange Commission Staff Aotiog Bulletin (“SAB”) No. 104,
“Revenue Recognition.” Advertising revenues ar@gaized in the period in which the advertisememnlisplayed, provided that
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evidence of an arrangement exists, the fees agd fix determinable and collection of the resultecgivable is reasonably assured. Where
collectibility is not reasonably assured, the rexeewill be recognized upon cash collection, progitieat the other criteria for revenue
recognition have been met. The Company recogn@emnue for fixedee advertising arrangements ratably over the tdrthe insertion ord:

as described below, with the exceptiorlodivel zoo Top 20 or Newsflash insertions, which are recognized upon delivery. fitagority of

insertion orders have terms that begin and endjusaterly reporting period. In the cases whethaend of a quarterly reporting period the
term of an insertion order is not complete, the @any recognizes revenue for the period by pro-gatie total arrangement fee to revenue
and deferred revenue based on a measure of prapatei performance of its obligation under the iti@erorder. The Company measures
proportionate performance by the number of placésndelivered and undelivered as of the reportirtg.dehe Company uses prices stated on
its internal rate card for measuring the valuealivéred and undelivered placements. Fees for blarifee advertising arrangements are
recognized based on the number of impressionsagisglor clicks delivered during the period.

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. The Company considers an insertion order signethdglient or its agency to be evidence of an
arrangement

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

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

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

The Company'’s standard payment terms are g8 mket. Insertion orders that include fixed-feeeaatlsing are invoiced upon acceptance of
the insertion order and on the first day of eacimtim@ver the term of the insertion order, with #xeeption ofTravelzoo Top 20 or Newsflash
insertions, which are primarily invoiced upon deliy. Insertion orders that include variable-feeeatising are invoiced at the end of the
month. The Company’s standard terms state thigiretent that Travelzoo fails to publish advertieeta as specified in the insertion order,
the liability of Travelzoo to the client shall benlted to, at Travelzoo’s sole discretion, a prtanefund of the advertising fee, the placement
of the advertisements at a later time in a companadsition, or the extension of the term of theeition order until the advertising is fully
delivered. The Company believes that no significdiigations exist after the full delivery of adtising.

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

Note 3: Recent Accounting Pronouncements

In September 2006, the Financial Accountiran8ards Board (“FASB”) issued Statement of Findrst@ounting Standards (“SFAS”)
No. 157,“Fair Value Measurements” (“SFAS 157"). SFAS 15Tabtishes a framework for measuring the fair valfiassets and liabilities.
This framework is intended to provide increasedsgsiency in how fair value determinations are mawider various existing accounting
standards which permit, or in some cases requstanates of fair market value. SFAS 157 becamectffe for fiscal years beginning after
November 15, 2007, and interim periods within thiiseal years. In February 2008, the FASB issuexdf Hosition (FSP) No. 1!-2, which
delayed the effective date of SFAS 157 one yeaalfaron-financial assets and néinancial liabilities, except those recognized wrctbsed ¢
fair value in the financial statements on a reagrthasis. In accordance with FSP No. 157-2, the 2o will measure the remaining assets
and liabilities no later than the quarter endeddi&881, 2009 and have not yet determined the ingfatiis standard on our condensed
consolidated financial statements. The partial #dopf SFAS 157 for financial assets and
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liabilities did not have a material impact on oondensed consolidated financial statements in tlagter ended June 30, 2008. See Note 4 for
information and related disclosures regarding #ievialue of our financial assets.

In February 2007, the FASB issued SFAS No, 158e Fair Value Option for Financial Assets arndancial Liabilities” (“SFAS 159”).
SFAS 159 provides the option to report certainrfial assets and liabilities at fair value, witle ihtent to mitigate volatility in financial
reporting that can occur when related assets abdilies are recorded on different bases. The Gom@adopted SFAS 159 on January 1,
2008 and did not elect to use fair value to re-memany of its assets or liabilities.

Note 4: Financial Instruments

At June 30, 2008, restricted cash consistedagfrtificate of deposit for $875,000 serving aldateral for a standby letter of credit for the
security deposit of our corporate headquartersh @gsivalents consist of highly liquid investmewith remaining maturities of three months
or less on the date of purchase held in money méurkds. The Company believes that the carryinguntsof these financial assets are a
reasonable estimate of their fair value. The falue of these certain financial assets was deteaniising the following inputs at June 30,
2008 (in thousands):

Fair Value Measurements at Reporting Date U

Quoted Prices i Significant Othe Significant
Active Markets fo Observable Unobservabl
Identical Asset: Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
Assets
Money market fund®) $14,20¢ $ 14,20« $ — $ —
Total $14,20¢ $ 14,20 $ — $ —

@) Included in cash and cash equivalents on our casitoonsolidated balance sh

Note 5: Internal-Use Software and Web Site Developemt

The Company includes in fixed assets the alpitd cost of internal-use software and Web steetbpment, including software used to
upgrade and enhance its Web site and processesrdngghe Company’s business in accordance wighe@tent of Position 98-1,
“Accounting for the Cost of Computer Software Deedd or Obtained for Internal Use” and EmergingéssTask Force Issue No. 00-02,
“Accounting for Website Development Costs.” Cosisuirred in the planning stage and operating stegyex@pensed as incurred while costs
incurred in the application development stage afrédistructure development stage are capitalizeslimagg such costs are deemed to be
recoverable.

During the three month and six month periautdeel June 30, 2008, the Company capitalized intesasoftware and Web site
development costs totaling $515,000 and $623,@3Mectively. Web site development costs relateailynto the development of a new
travel search engine. Capitalized internal-usensoft and Web site development costs are amortigied the straight-line method over the
estimated useful life of the software or Web site.

Note 6: Stock-Based Compensation and Stock Options

On January 1, 2006, the Company adopted SFAI 2B (revised 2004), “Share-Based Payment” (“SEA3R"), which addresses the
accounting for stock-based payment transactionsetlyean entity receives employee services in exphdor equity instruments, including
stock options. Stock-based compensation for awgnatsted prior to January 1, 2006 is based upogrifet-date fair value of such
compensation as determined under the pro formagioms of SFAS No. 123, “Accounting for Stock-Baseampensation.”

As described in Note 1, as part of the comsiiten exchanged for the outstanding shares a@ilChannels Corporation, the Company
also issued to the majority stockholder in Jan2@@1 fully vested and exercisable options to aeqRji 58,349 shares of common stock. The
options have an exercise price of $1.00 per slaaeeoutstanding as of June 30, 2008, and expitarninary 2011.

9
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In October 2001, the Company granted to eaelctdr fully vested and exercisable options tocpase 30,000 shares of common stock
with an exercise price of $2.00 per share for theivices as a director in 2000 and 2001. A tdt2ll0,000 options were granted. The options
expire in October 2011. 150,000 options were egertduring the year ended December 31, 2005, 1p2féns were exercised during the
year ended December 31, 2006, and 30,000 optiorsexercised during the six months ended June@®B.2As of June 30, 2008, 12,72&
these options are vested and remain outstanding.

In March 2002, Travelzoo Inc. granted to edichctor options to purchase 5,000 shares of comstmrk with an exercise price of $3.00
per share that vested in connection with theirisesvas a director in 2002. A total of 35,000 apgivere granted. The options expire in
March 2012. In October 2002, 1,411 options wereebed upon the resignation of a director. 23,588ams were exercised during the year
ended December 31, 2004 and 5,000 options wereisgdrduring the six months ended June 30, 200®f Aane 30, 2008, 5,000 of these
options are vested and remain outstanding.

The Company did not record any stock-basedoemsation in fiscal years 2006, 2007, or in thensdnths ended June 30, 2008. In
addition, all previously issued options vested prioJanuary 1, 2003.

Option activity as of June 30, 2008 and chartiging the six months ended June 30, 2008 wefalaws:

Weightec- Weightec-
Average Average
Exercise Remaining Aggregate
Shares Price Contractual Lifi Intrinsic Value
(in thousands
Outstanding at December 31, 2( 2,211,07- $1.0:
Options exercise (35,000 $2.14
Outstanding at June 30, 20 2,176,07- $1.01 2.60 year: $16,45(
Exercisable and fully vested at June 30, 2 2,176,07. $1.01 2.60 year: $16,45(

The aggregate intrinsic value in the tablevatx@presents the total pretax intrinsic value (ifierence between the Company’s closing
stock price on the last trading day of the secamattgr of fiscal 2008 and the exercise price, mlidtdl by the number of in-the-money
options) that would have been received by the agtimiders had all option holders exercised theiioag on June 30, 2008. This amount
changes based on the fair market value of the Coypatock. The Company’s policy is to issue shémes its authorized shares to fulfill
stock option exercises.

Note 7: Net Income (Loss) Per Share

Net income (loss) per share has been calcliataccordance with SFAS No. 128, “Earnings per8H Basic net income (loss) per share
is computed using the weighted-average numbermfwon shares outstanding for the period. Dilutedmzime (loss) per share is computed
by adjusting the weighteaverage number of common shares outstanding fafthet of dilutive potential common shares outdtag during
the period. Potential common shares included irdituted calculation consist of incremental shasesable upon the exercise of outstanding
stock options calculated using the treasury stoethod.
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The following table sets forth the calculatmfrbasic and diluted net income (loss) per sharéhpusands, except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007

Basic net income (loss) per she

Net income (loss $ (1,199 $ 2,84¢ $ (2,199 $ 6,90¢
Weighted average common sha 14,26¢ 15,25( 14,26( 15,25(
Basic net income (loss) per shi $ (0.08 $ 0.1¢ $ (0.1% $ 0.4
Diluted net income (loss) per sha

Net income (loss $ (1,199 $ 2,84¢ $ (2,199 $ 6,90¢
Weighted average common sha 14,26¢ 15,25( 14,26( 15,25
Effect of dilutive securities: stock optio — 1,23z — 1,231
Diluted weighted average common she 14,26¢ 16,48 14,26( 16,48
Diluted net income (loss) per sh: $ (0.09) $ 0.17 $ (0.19 $ 0.4z

Options to purchase 2,176,074 shares of constamk were outstanding as of June 30, 2008 bug baen excluded from the computation
of diluted net loss per share for the three moatitssix months ended June 30, 2008 as their effestanti-dilutive.

Note 8: Commitments and Contingencies

The Company leases office space in Austr@i@nada, China, France, Germany, Hong Kong, Jaeain STaiwan, the U.K., and the U.S.
under operating leases which expire between NoveBMe2008 and January 31, 2014. The future mininease payments under these
operating leases as of June 30, 2008 total $15081The future lease payments consist of $2,291d0@ in 2008, $4,202,000 due in 2009,
$2,436,000 due in 2010, $1,994,000 due in 201D3®2000 due in 2012 and $2,085,000 thereafter.

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@drtshares 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, residanclyeligibility of the holders in question cannetdetermined. There were certain conditions
applicable to the issuance of shares to the Netsstbckholders, including requirements that @ythe 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 cancellatiofitheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not abheerify that the applicants met the requiremeetsrred 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 expecgedahe position, if escheat or similar claimsasserted in respect of the unissued share:
in the future, that it is not required to issuetsahares. Further, even if it were establisheduhetsued 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 sucdesisét could result in the Company being requieésue up to an additional
approximately 4,069,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announcedgrgm under which it would make cash paymentstipfe who establish that they were
former stockholders of Travelzoo.com Corporatiord ho failed to submit requests to convert shantesTravelzoo Inc. within the required
time period. The accompanying condensed consotidatancial statements include a charge in gerardladministrative expenses of $9,000
for these cash payments for the six months endeel 30, 2008. The liability was $13,000 as of Jube2B08, including $5,000 previously
accrued as of December 31, 2007. The liabilityaisdal on the actual number of valid requests reddireen former stockholders through the
reporting date which had not yet been processepapment. The total cost of this program is naal#y estimable because it is based on the
ultimate number of valid requests received andréutevels of the Company’s common stock price. Thenpany’s common stock price
affects the liability because the amount of cagmpnts under the program is based in part on tentdevel of the stock price at the date
valid requests are received. The Company doesno kow many of the requests for shares originateived by Travelzoo.com
Corporation in 1998 were valid, but the Companydwels
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that only a portion of such requests were validnéted above, in order to receive payment undeptbgram, a person is required to estat
that such person validly held shares in Travelzmo.€orporation. Assuming 100% of the requests fi®®8 were valid, former stockholders
of Travelzoo.com Corporation holding approximat#)§69,000 shares had not submitted claims undegsrdgram.

Note 9: Income Taxes

In determining the quarterly provisions focame taxes, the Company uses an estimated anffeetivf tax rate which is based on our
expected annual income and statutory tax ratdseitUtS. The effective tax rate does not reflecttamybenefits from the losses of our foreign
operations. For the six months ended June 30, 200&ffective tax rate was 166%.

As of June 30, 2008 and December 31, 2007pthéamount of unrecognized tax benefits was @gprately $1.1 million, which if
recognized, would reduce the Company’s effectixeaéte in the future periods.

The Company includes interest and penaltiesa® to unrecognized tax positions in income tepease. As of June 30, 2008 and
December 31, 2007, the Company had approximatel$ $00 and $111,000, respectively, in accruedéstaelated to uncertain tax
positions. The Company has not accrued any pesaélated to our uncertain tax positions as weehelthat it is more likely than not that
there will not be any assessment of penalties.

The Company is no longer subject to U.S. feldend certain state tax examinations for yearsree?004 and is no longer subject to
California tax examinations for years before 2003.

Note 10: Segment Reporting and Significant Customédnformation

The Company manages its business geographaradl has three reportable operating segmentshManterica, Europe and Asia Pacific.
North America consists of the Compi’s operations in Canada and the U.S. Europe cangighe Company’s operations in France,
Germany, Spain, and the U.K. The Company begaratipas in Europe in May 2005. Asia Pacific consgdtthe Company’s operations in
Australia, China, Hong Kong, Japan, and Taiwan. Chepany began operations in Asia Pacific in Apoi07.

Management relies on an internal managemeottiag process that provides revenue and segnpamaiting income (loss) for making
financial decisions and allocating resources. Manant believes that segment revenues and opematiogne (loss) are appropriate measi
of evaluating the operational performance of thenBany’s segments.

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

North Asia
Three months ended June 30, 2C America Europe Pacific Eliminatior Consolidate
Revenues from unaffiliated custom: $19,12¢ $ 2,55( $ 90 $ — $ 21,76¢
Intersegment revenu 39 19 — (58) —
Total net revenue 19,16¢ 2,56¢ 90 (58) 21,76¢
Operating income (los! 6,92¢ (2,019 (3,235 1 1,68
North Asia
Three months ended June 30, 2C America _Europe_ Pacific Eliminatior Consolidate
Revenues from unaffiliated custom: $18,61¢ $ 1,49¢ $ — $ — $ 20,11f
Intersegment revenu 77 2 — (79 —
Total net revenue 18,69¢ 1,49¢ — (79 20,11t
Operating income (lost 7,31: (1,167 (400 1 5,75:¢
North Asia
Six months ended June 30, 20 America Europe Pacific Eliminatior Consolidate
Revenues from unaffiliated custom: $38,01¢ $ 4,58¢ $ 1i1C $ — $ 42,71¢
Intersegment revenu 64 30 — (94) —
Total net revenue 38,08: 4,61¢ 11C (94) 42,71¢
Operating income (los! 13,19: (4,259 (5,979 2 2,96:
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North Asia
Six months ended June 30, 20 America Europe Pacific Eliminatior Consolidate
Revenues from unaffiliated custom: $37,07¢ $ 2,781 $ — $ — $ 39,85:
Intersegment revenu 11¢€ 5 — (12%) —
Total net revenue 37,19: 2,78¢ — (123 39,85¢
Operating income (lost 15,47: (1,845 (400 2 13,23(
As of June 30, 200 North Americi Europe Asia Pacific Eliminatior Consolidate
Property and equipment, n $ 1,89: $ 82 $ 181 $ — $ 2,15¢
Total asset 56,66 4,86¢ 2,85¢ (24,84¢6) 39,54
As of December 31, 20( North Americ: Europe Asia Pacific Eliminatior Consolidate
Property and equipment, n $ 38: $ 70 $  16¢ $ — $ 622
Total asset 45,80: 3,52¢ 2,094 (14,139 37,28t

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

Significant customer information is as follaws

Percent of Percent of Percent of
Revenues Revenues Accounts Receivable
Three Months Ended June 30 Six Months Ended June 30, June 30, December 31
Customer 2008 2007 2008 2007 2008 2007
Travelport Limited 11% 16% 11% 15% * 14%
Expedia, Inc * 10% * 11% 11% 18%

* Less than 109

The agreements with these customers are ifotheof multiple insertion orders from groups atities under common control, in either
the Company’s standard form or in the customersfo

Note 11: Comprehensive Income (LosS)

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

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
Net income (loss $ (1,199 $ 2,84¢ $ (2,199 $ 6,90¢
Other comprehensive income (los
Foreign currency translation adjustme (6) 4 (189 (15
Total comprehensive income (lo: $ (1,199 $ 2,842 $ (2,389 $ 6,89/

Accumulated other comprehensive loss, asateftein the condensed consolidated balance sloeetsists of cumulative foreign currency
translation adjustments.

Note 12: Foreign Currency

Realized gains and losses from foreign cugréransactions are recognized as gain or loss i@igio currency. The Company does not use
any derivatives for hedging or speculative purposes
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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 Travelzoo to
be different from those expected or anticipatethnforward-looking statements. Any statementsaioet herein that are not statements of
historical fact may be deemed to be forward-loolstagements. For example, words such as “may”]*w#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 diffgnéficantly from those anticipated in such
forward-looking statements. Factors that might eawrscontribute to such a discrepancy include gbetnot limited to, those discussed
elsewhere in this report in the section entitledskR-actors” and the risks discussed in our otlt&€ 8lings. The forward-looking statements
included in this report reflect the beliefs of enanagement on the date of this report. Travelzaeakes no obligation to update publicly
any forward-looking statements for any reason, efseaw information becomes available or other @wimstances occur in the future.

Overview

Travelzoo is a global Internet media compafig. publish travel offers from hundreds of traveing@nies. As the Internet is becoming
consumers’ preferred medium to search for travielrsf we provide airlines, hotels, cruise linessateon packagers, and other travel
companies with a fast, flexible, and cost-effectivagy to reach millions of users. While our prodymtsvide advertising opportunities for
travel companies, they also provide Internet ugdtts a free source of information on current saled specials from hundreds of travel
companies.

Our publications and products include Thhavelzoo Web sites (www.travelzoo.com, cn.travelzoo.com, winavelzoo.ca,
www.travelzoo.co.jp, www.travelzoo.com.au, www.eroo.com.hk, www.travelzoo.tw, www.travelzoo.cq.ukvw.travelzoo.de,
www.travelzoo.es, www.travelzoo.fr, among othetisg Travelzoo Top 20 e-mail newsletter, and thidewsflash e-mail alert service. We also
operateSuper Search, a pay-per-click travel search tool, and Tfravel zoo Network , a network of thirdparty Web sites that list deals publisl
by Travelzoo. More than 900 travel companies purchase our aduggtservices.

Our revenues are advertising revenues, camgist listing fees paid primarily by travel compaesito advertise their offers on the
Travelzoo Web sites, in th@ravelzoo Top 20 e-mail newsletter, in thewsflash e-mail alert service, iBuperSearch , and through the
Travelzoo Network . Revenues are principally generated from the siadelvertising in the U.S. Listing fees are baseglacement, number
listings, number of impressions, or number of dlickughs. Smaller advertising agreements — typick®,000 or less per month — typically
renew automatically each month if they are not teated by the client. Larger agreements are tylyicalated to advertising campaigns and
are not automatically renewed.

We have three operating segments based omaggog regions: North America, Europe and Asia fkadlorth America consists of our
operations in Canada and the U.S. Europe condistsr@perations in France, Germany, Spain, andthe Asia Pacific consists of our
operations in Australia, China, Hong Kong, Japad, daiwan.

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

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

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

We believe that there are a number of 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 reveneeognition, the allowance for doubtful accounts] habilities to former stockholders. These
policies, and our procedures related to theseipsliare described in detail below.

Revenue Recognition

We recognize revenue on arrangements in agnoedwith Securities and Exchange Commission 8afbunting Bulletin No. 104,
“Revenue Recognition.” We recognize advertisingeraies in the period in which the advertisemenisgldyed, provided that evidence of an
arrangement exists, the fees are fixed or deteivtérend collection of the resulting receivabledagonably assured. If fixdde advertising i
displayed over a term greater than one month, t@&are recognized ratably over the period as ibestbelow. The majority of insertion
orders have terms that begin and end in a quareplyrting period. In the cases where at the eramqfarterly reporting period the term of an
insertion order is not complete, the Company re@agnrevenue for the period by pro-rating the tatehingement fee to revenue and deferred
revenue based on a measure of proportionate peafaenof its obligation under the insertion orddre Tompany measures proportionate
performance by the number of placements deliveneidumdelivered as of the reporting date. The Compaes prices stated on its internal
rate card for measuring the value of deliveredamdklivered placements. Fees for varidiele-advertising arrangements are recognized t
on the number of impressions displayed or clickssdieed during the period.

Under these policies, no revenue is recognizgelss persuasive evidence of an arrangemensgededivery has occurred, the fee is fixe
determinable, and collection is reasonably assured.Company evaluates each of these criteriallasvia

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

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

. Fixed or determinable fee. We consider the fee to be fixed or determinabthéffee is not subject to refund or adjustment and
payment terms are standa

. Collection isreasonably assured. We conduct a credit review for all transactionthattime of the arrangement to determine the
creditworthiness of the client. Collection is deelmeasonably assured if we expect that the clidhbes able to pay amounts under
the arrangement as payments become due. If wendatethat collection is not reasonably assured) the defer the revenue and
recognize the revenue upon cash collection. Cadleds deemed not reasonably assured when a digetrceived to be in financial
distress, which may be evidenced by weak indusingitions, a bankruptcy filing, or previously bdlamounts that are past d

Revenue from advertising sold to clients tigtpagencies is reported at the net amount billedg@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 accountsdtimating the provision for doubtful accounts, ag@ment 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. Shouldadrthese factors change, the estimates made hageanent will also change, which
could impact the level of our future provision fimubtful accounts. Specifically, if the financialraition of our clients were to deteriorate,
affecting their ability to make payments, additibpeovision for doubtful accounts may be required.

Liability to Former Stockholders

On October 15, 2004, we announced a prograterunhich we would make cash payments to peopleegtablish that they were former
stockholders of Travelzoo.com Corporation, and fdied to submit requests for shares in Travelzao Wwithin the required time period. We
account for the cost of this program as an expes@ded in general and administrative expenses ulthmate total

15




Table of Contents

cost of this program is not reliably estimable hesgait is based on the ultimate number of validiests received and future levels of the
Company’s common stock price. The Company’s comatook price affects the liability because the amaidircash payments under the
program is based in part on the recent level obtbek price at the date valid requests are redekd= do not know how many of the requests
for shares originally received by Travelzoo.com gwation in 1998 were valid. We believe that onlyoation of such requests were valid. In
order to receive payment under the program, a passeequired to establish that such person vahalgl shares in Travelzoo.com
Corporation.

Since the total cost of the program is naaldy estimable, the amount of expense recordedgariod is equal to the number of actual
claims received during the period multiplied bytfi® number of shares held by each individual fersbeckholder and (ii) the applicable
settlement price based on the recent price of onmeon stock at the date the claim is receivedipslated by the program. Requests are
generally paid within 30 days of receipt. Pleaderrto Note 8 to our unaudited condensed cons@difihancial statements for further details
about our liabilities to former stockholders.

Results of Operations

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

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
Revenue: 100.(% 100.(% 100.(% 100.0%
Cost of revenue 2.8 1.1 2.7 0.¢
Gross profit 971 98.¢ _97.2 _99.1
Operating expense
Sales and marketir 57.t 53.4 60.7 50.2
General and administrati\ _31¢ 16.€ _29.1 15.¢
Total operating expens _89.4 _70.5 90.4 65.¢
Income from operatior 7.7 28.¢ 6.8 33.2
Other income and expenses, 0.3 2:E __ 0.8 21
Income before income tax 8.C 30.¢ 7.7 35.2
Income taxe: _13.t _16.¢ _12.¢ 17.€
Net income (loss _(5.5%) 14.17% _(5.2%) 17.%

For the three months ended June 30, 2008eparted income from operations of approximately $iillion. For the six months ended
June 30, 2008, we reported income from operatibapproximately $3.0 million. As of June 30, 200& had retained earnings of
approximately $23.7 million. Our income from op&as decreased to 7.7% of revenues for the threghmended June 30, 2008 from 28
for the same period last year. Our income from afp@ms decreased to 6.9% of revenues for the sinimscended June 30, 2008 from 33.2%
for the same period last year. The decrease iftncome from operations is due primarily to an irse of our sales and marketing expenses
and our general and administrative expenses (speréiing Expenses” below). Our sales and marketkpgnses and general and
administrative expenses as a percentage of revrargased at a higher rate than the rate of threase of our revenues.

We do not know whether our sales and marketimenses as a percentage of revenue will contininerease in future periods. Increased
competition in our industry may require us to ira@e advertising for our brand and for our produotseases in the average cost of acquiring
new subscribers (see “Subscriber Acquisition” bglavay result in an increase of sales and marketkpgnses as a percentage of revenue.
We may decide to accelerate our subscriber actuidibr various strategic and tactical reasons asdj result, increase our marketing
expenses. We may see a unique opportunity forredarearketing campaign that will result in an ineeaf marketing expenses. Further, our
strategy to replicate our business model in saleftieeign markets (see “Growth Strategy” below) masult in a significant increase in our
sales and marketing expenses and have a matevieisadmpact on our results of operations. We edhartuations of sales and marketing
expenses as a percentage of revenue from quadeatter. Some of the fluctuations may be signifiGnd have a material impact on our
results of operations.
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We do not know what our general and admintisga@xpenses as a percentage of revenue will heune periods. There may be
fluctuations that have a material impact on ouultsf operations. We expect our headcount toigoatto increase in the future. The
Company'’s headcount is one of the main driverseoiegal and administrative expenses. Therefore xweat our absolute general and
administrative expenses to continue to increasaddition, we expect our expansion into foreignkats to result in a significant additional
increase in our general and administrative expeMdesexpect that we will incur significant expenge2008 in order to allow managemen
report on, and our independent auditors to opineoninternal controls over financial reporting,raquired by Section 404 of the Sarbanes-
Oxley Act of 2002. At this time, the total costist reliably estimable as it will be dependent lom humber of areas requiring improvement
and the extent of any required remediation effastsvell as growth of our international operatidDar general and administrative expenses as
a percentage of revenue may also fluctuate depgrirthe number of requests received related togram under which the Company
intends to make cash payments to people who estathiat they were former stockholders of Travelzom Corporation, and who failed to
submit requests for shares in Travelzoo Inc. withaarequired time period.

Reach

The following table sets forth the number wbscribers of each of ourreail publications in North America, Europe, and@Biacific as o
June 30, 2008 and 2007 and the total number of yages for the homepages of theavelzoo Web sites in North America, Europe, and Asia
Pacific for the six months ended June 30, 2008284 . Management considers the page views fofithes zoo homepages as indicators for
the growth of Web site traffic. Management revighese non-financial metrics with the objective afmtoring the reach of our products and
evaluating whether the Company is able to convghdr reach into higher revenues.

June 30, Year-over-Year
2008 2007 Growth
Subscribers
North America
Travelzoo Top 20 10,561,00 10,358,00 2%
Newsflash 8,564,001 8,222,00i 4%
Europe
Travelzoo Top 20 1,852,00! 919,00( 102%
Newsflash 1,745,00! 851,00( 105%
Asia Pacific
Travelzoo Top 20 913,00( — —
Newsflash 829,00( — —
Six Months Ended June 30, Year-over-Year
2008 2007 Growth*
Page views of homepagesTravelzoo Web sites
North America 15,772,00  18,229,00 (13)%
Europe 3,486,001 4,565,00! (24)%
Asia Pacific 5,818,001 — —

* The comparability of year-over-year changepage views of the homepagesToavelzoo Web sites may be limited due to the design
and navigation of the Web sites. Additionally, wadieve that the increased use of security softlascadversely affected the trackiny
page views

In North America, revenues for the six morghsged June 30, 2008 increased by 2% from the sanmgast year. The total number of
subscribers in North America to the Travelzoo TOm2mail newsletter as of June 30, 2008 increaget¥bcompared to June 30, 2007 and
page views of the homepages of the Travelzoo Web 81 North America for the six months ended J8B®e2008 decreased by 13% from the
same period last year. In North America, revenoeseiased at the same rate as the rate of grovsilbiscribers to the Travelzoo Top 20 e-
mail newsletter.

In Europe, revenues for the six months endee B0, 2008 increased by 66% from the same pstgear. The total number of
subscribers in Europe to the Travelzoo Top 20 d-neavsletter as of June 30, 2008 increased by 1€@@¥pared to June 30, 2007 and page
views of the homepages of the Travelzoo Web sitd&aurope for the six months ended June 30, 200&dsed by 24% from the same period
last year. In Europe, revenues increased at a lmatethan the rate of growth in subscribers toTitevelzoo Top 20 e-mail
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newsletter. Management believes that the lowerabtgowth in revenues was due to start up of apmra in Germany, France, and Spain. In
Germany, France, and Spain, we focused on rapidlglibg a significant subscriber base.

In the Asia Pacific, we generated $110,00@irenue for the six months ended June 30, 2008di&/rot generate any revenues in the .
Pacific in the six months ended June 30, 2007. ¥mb operations in Australia, China, Hong Kongadapnd Taiwan during 2007 and have
focused on rapidly building a significant subscribase in the countries in which we operate.

Revenues

Our total revenues increased to $21.8 milfanrthe three months ended June 30, 2008 from $®dlibn for the three months ended
June 30, 2007. This represents an increase of 8¥tofal revenues increased to $42.7 million far $ix months ended June 30, 2008 from
$39.9 million for the six months ended June 30,720his represents an increase of 7%.

64% of our revenue growth in the three moeimded June 30, 2008 compared to the three montlesi&une 30, 2007 came from
increased revenues from our operations in Eurap# &f our revenue growth came from our operatiandarth America (i.eTravelzoo Web
sites, Travelzoo Top 20 newsletterNewsflash , Super Search and Travel zoo Network ) and is attributed to an increase in the numbetiefts ir
North America, an increase in the volume of adsertj sold to existing clients in North America, d&am new product offerings in Nor
America. The remaining 5% of our revenue growth ediram our operations in Asia Pacific which did generate any revenues in the three
months ended June 30, 2007.

63% of our revenue growth in the six monthdezhJune 30, 2008 compared to the six months ehdexl30, 2007 came from increased
revenues from our operations in Europe. 33% ofrevenue growth came from our operations in Northefioa (i.e.Travelzoo Web sites,
Travelzoo Top 20 newsletterNewsflash , Super Search and Travelzoo Network ) and is attributed to an increase in the numbetients in
North America, an increase in the volume of adsertj sold to existing clients in North America, &nam new product offerings in Nor
America. The remaining 4% of our revenue growth ediram our operations in Asia Pacific which did generate any revenues in the six
months ended June 30, 2007.

As discussed in Note 10 in the notes to threlensed consolidated financial statements, onet@iecounted for 10% or more of our total
revenues during the three months and six monthsdcedidne 30, 2008. Two clients each accounted fr dilOmore of our total revenues
during the three months and six months ended JOn20®7. No other clients accounted for 10% or nudreur total revenues during the th
months and six months ended June 30, 2008 and ZB@7agreements with these clients are in the fafrmultiple insertion orders from
groups of entities under common control. Manageragpécts revenue concentration to remain at thewculevel in the foreseeable future
because there is a high concentration in the otdan@l agency industry.

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

. Our ability to sell more advertising to existingecits;

. Our ability to increase the number of clier

. Our ability to develop new revenue streams;

. Our ability to launch new product

We believe that we can increase our advedtisates if the reach of our publications increa®és.do not know if we will be able to
increase the reach of our publications. We belteaewe can sell more advertising if the marketdoline advertising continues to grow and
if we can maintain or increase our market share bélieve that the market for online advertisingtoomes to grow. We do not know if we
will be able to maintain or increase our marketrsh®/e historically have increased the numberieft$ in every year since inception. We
not know if we will be able to increase the numbkclients in the future. We do not know if we whlhve market acceptance of our new
products.
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Historically, we have increased advertisingsaas of January 1 of each year. However, wealithorease our advertising rates in the |
on January 1, 2008 due to intense price competiti@ur industry. We intend to review advertisiages and consider increases once a ye
of January 1. However, there is no assurance ltleag will be increases of advertising rates. Dejpegndn the level of competition in the
industry and the condition of the online advertisimarket, we may decide not to increase our achegtirates.

Average annualized revenue per employee deede® $456,000 for the three months ended Jun208@, from $712,000 for the three
months ended June 30, 2007. The decrease in avenagmie per employee for the three months endweel 30, 2008 compared to the three
months ended June 30, 2007 was primarily due fo@ease in headcount related to the start-up pbasiness in Europe and Asia Pacific.

Cost of Revenues

Cost of revenues consists of network expeniselsiding fees we pay for co-location servicegréeiation of network equipment,
payments made to affiliate partners of Tnavelzoo Network , and salary expenses associated with network tpesestaff. Our cost of
revenues increased to $637,000 for the three memitthed June 30, 2008 from $225,000 for the threstimsended June 30, 2007. Our cos
revenues increased to $1.2 million for the six rher@nded June 30, 2008 from $374,000 for the sithscended June 30, 2007. As a
percentage of revenue, cost of revenues increasgd tfor the three months and six months ended 3002008 from 1% for the three
months and six months ended June 30, 2007. The@ thcrease in cost of revenues for the threethsoended June 30, 2008 compared to
the three months ended June 30, 2007 was prindréyto a $272,000 increase in payments made tmtgfpartners of th&ravelzoo
Network . The $792,000 increase in cost of revenues fosithenonths ended June 30, 2008 compared to thaaiths ended June 30, 2007
was primarily due to a $509,000 increase in paymerade to affiliate partners of tieavelzoo Network .

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist primafriggvertising and promotional expenses, salapgesges associated with sales and
marketing staff, expenses related to our partimpan industry conferences, and public relatiorgenses. Sales and marketing expenses
increased to $12.5 million for the three monthseehdune 30, 2008 from $10.7 million for the thremnths ended June 30, 2007. Sales and
marketing expenses increased to $25.9 millionHersix months ended June 30, 2008 from $20.1 miftio the six months ended June 30,
2007. The goal of our advertising was to acquing sebscribers for our e-mail products, increaserdffic to our Web sites, and increase
brand awareness fdravelzoo . The $1.8 million increase in sales and markegixgenses for the three months ended June 30, 2008aced
to the three months ended June 30, 2007 was phlnore to a $945,000 increase in advertising tauaeqew subscribers for our e-mail
products and a $1.4 million increase in salary @mgloyee related expenses due primarily to an &serén the headcount of our sales and
marketing staff offset by a $354,000 decrease wedising to acquire traffic to our Web site. Fbe three months ended June 30, 2008 and
2007, advertising expenses accounted for 59% a¥g Gspectively, of total sales and marketing espenThe $5.9 million increase in sales
and marketing expenses for the six months endeel 30n2008 compared to the six months ended Jur208@ was primarily due to a
$2.6 million increase in salary and employee rel&epenses due primarily to an increase in thedwmatd of our sales and marketing staff, a
$2.5 million increase in advertising to acquire mawescribers for our e-mail products, and a $48Bijf6rease in advertising to acquire traffic
to our Web sites. For the six months ended Jun2@@8 and 2007, advertising expenses accountéiBforand 68% of total sales and
marketing expenses, respectively.

Our goal is to increase our revenues from didieg sales. One important factor that drives wenues is our advertising rates. We
believe that we can increase our advertising liiteg reach of our publications increases. In otdencrease the reach of our publications,
we have to acquire a significant number of new etibsrs in every quarter and continue to promoteboand. One significant factor that
impacts our advertising expenses is the averaggeosicquisition of a new subscriber. We belidwag the average cost per acquisition
depends mainly on the advertising rates which wefpamedia buys, our ability to manage our sulisaracquisition efforts successfully, ¢
the degree of competition in our industry.

In May 2005, we began operations in the Urk2006, we began operations in Canada, Germany$paih. In 2007, we began operations
in Australia, China, France, Hong Kong, Japan, Baigvan. The start-up of our business in Europe/ssid Pacific and our plan to expand
into other countries in the future is expectedeutt in a significant increase in our sales ancketang expenses in the foreseeable future.
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General and Administrative

General and administrative expenses condisigpity of compensation for administrative, exeeatiand software development staff, fees
for professional services, rent, bad debt expearsertization of intangible assets, and generateféixpense. General and administrative
expenses increased to $6.9 million for the threathwended June 30, 2008 from $3.4 million forttiree months ended June 30, 2007.
General and administrative expenses increasedd $illion for the six months ended June 30, 260661 $6.2 million for the six months
ended June 30, 2007. The $3.5 million increasesivetpl and administrative expenses for the threghmended June 30, 2008 compared to
the three months ended June 30, 2007 was prindaréyto a $2.0 million increase in salary and emgdorelated expenses due primarily to an
increase in headcount, a $762,000 increase irarehbffice expense, and a $683,000 increase iegsmhnal services expenses. The $6.5
million increase in general and administrative exgas for the six months ended June 30, 2008 cochpatbe six months ended June 30,
2007 was primarily due to an $3.6 million increasealary and employee related expenses due phntamn increase in headcount, a
$1.5 million increase in rent and office expense] a $960,000 increase in professional servicesresgs.

In the six months ended June 30, 2008 and,2867ompany recorded expenses of $9,000 and &¥,2@spectively, related to a program
under which the Company makes cash payments tdepady establish that they were former stockhol@dérBravelzoo.com Corporation,
and who failed to submit requests for shares iwvdleo Inc. within the required time period. The@erses are based on the number of actual
valid claims received and the Company’s stock pridee Company cannot reliably estimate future espsrincurred under this program
because it is based on the number of valid requestsved and future levels of the Company’s comstook price.

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

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

The table set forth below provides for eacartgr in 2005, 2006, 2007 and the first six momth2008, an analysis of our average cost for
acquisition of new subscribers for olnavelzoo Top 20 newsletter and oudewsflash e-mail alert service for our North America, Eurcyel
Asia Pacific operating segments.

The table includes the following data:

. Average Cost per Acquisition of a New Subscriliénis is the quarterly cost of consumer marketiregpams whose purpose was
primarily to acquire new subscribers, divided byakmew subscribers added during the qua

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

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

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

Average Cost pe Subscribers
Acquisition of a Removed
Period New Subscriber New Subscribers From List Balance
Q1 2005 $2.5¢ 659,45¢ (475,939 8,329,25!
Q2 2005 $2.62 806,73 (533,109 8,602,88:
Q3 2005 $3.1¢ 740,76¢ (422,86¢) 8,920,78
Q4 2005 $2.41 729,46( (273,389 9,376,85
Q1 2006 $2.5¢4 714,64 (317,94°) 9,773,55!
Q2 2006 $2.11 737,73! (532,67¢) 9,978,60!
Q3 2006 $1.8¢ 491,52: (327,47 10,142,66
Q4 2006 $1.5¢€ 373,55¢ (288,88 10,227,33
Q1 2007 $2.61 730,06 (345,89¢) 10,611,50
Q2 2007 $3.02 552,48t (335,304 10,828,68
Q3 2007 $3.92 385,40¢ (255,00¢) 10,959,08
Q4 2007 $3.7¢ 279,96 (242,829 10,996,23
Q1 2008 $4.97 296,56! (270,42°) 11,022,37
Q2 2008 $3.3¢ 348,50t (303,629 11,067,25
Europe:
Average Cost pe Subscribers
Acquisition of a Removed
Period New Subscriber New Subscribers From List Balance
Q3 2005 $1.65 127,85 (5,577%) 140,15:
Q4 2005 $2.02 174,51 (16,899 297,76¢
Q1 2006 $2.1¢ 143,66t (16,839 424,60:
Q2 2006 $2.6¢ 129,43t (34,070 519,97
Q3 2006 $1.28 126,56t (29,799 616,74
Q4 2006 $2.94 69,48¢ (30,949 655,29(
Q1 2007 $3.8¢ 159,43¢ (31,350 783,37¢
Q2 2007 $4.45 206,00: (39,690 949,69.
Q3 2007 $2.9¢ 331,90: (32,689 1,248,901
Q4 2007 $5.85 165,78 (33,357 1,381,33!
Q1 2008 $3.9C 362,41 (45,157) 1,698,59!
Q2 2008 $4.8¢ 226,15t (31,05% 1,893,69
Asia Pacific:
Average Cost pe Subscribers
Acquisition of a Removed
Period New Subscriber New Subscribers From List Balance
Q2 2007 $2.4€ 1,06¢ @ 1,06¢
Q3 2007 $2.2¢ 42,10¢ (138) 43,03:
Q4 2007 $2.9C 180,44t (9,017 214,46!
Q1 2008 $3.12 393,31 (26,199 581,57
Q2 2008 $3.37 369,49: (38,049 913,02(

In North America, we have noted a trend ofé@asing average cost per new subscriber over shéeha years, driven by a gradual increase
in online advertising rates by our media supplésrsvell as increased activity from competitors gsimilar forms of online advertising for
their own marketing efforts. The decline in newstriber acquisition costs in North America in Q®@&0@vas impacted by a credit received
from a vendor in the amount of $170,000.

In Europe, we see a large fluctuation in therage cost per new subscriber. The average castuéites from quarter to quarter and from
country to country.

We began operations in Asia Pacific in ApADZ and started acquiring new subscribers in Alistr@hina, Hong Kong, Japan, and
Taiwan.
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Increasing average cost per subscriber iyliceresult in higher absolute marketing experass potentially higher relative marketing
expenses as a percentage of revenue. Going fomerkpect continued upward pressure on online #divey rates and continued activity
from competitors, which will likely increase ourstger new subscriber over the long term. The effamperations may be that greater
absolute and relative marketing expenditure is s&amy to continue to grow the reach of our pulibicest However, it is possible that the
factors driving subscriber acquisition cost incesasan be partially or completely offset by nevingproved methods of subscriber acquisit
using techniques which are under evaluation.

Segment Information
We have presented the business segmentsirefirt based on our organizational structuref dare 30, 2008.

North America

Three Months Ended June 30 Six Months Ended June 30
2008 2007 2008 2007
(In thousands (In thousands
Net revenue: $19,16¢ $18,69¢ 38,08: $37,19:
Income from operatior 6,92¢ 7,31 13,19: 15,47:
Income from operations as a % of reven 36.1% 39.1% 34.6% 41.6%

In North America, revenues increased 3% intlinee months ended June 30, 2008 compared tathe geriod in 2007. Revenues
increased 2% in the six months ended June 30, 20®®ared to the same period in 2007. The revermethrin North America was driven
by the addition of new clients, increased spendfiogy existing clients, and new product offeringsl aevenue streams.

Income from operations for North America ggeacentage of revenue in the three months endesl3r2008 compared to the three
months ended June 30, 2007 decreased to 36.1%38di#0. Sales and marketing expenses as a perceritegenue decreased to 40% or
$7.6 million for the three months ended June 308ZBom 47% or $8.7 million for the three monthsled June 30, 2007. The $1.1 million
decrease in sales and marketing expense was fyirdad to a $613,000 decrease in advertising toieedraffic to our Web site, a $536,000
decrease in expenses for brand marketing campaigdsa $492,000 decrease in advertising to acgeiresubscribers for ourreail product:
offset by a $357,000 increase in salary expenseef@aeand administrative expenses as a percenfageemue increased to 21% or
$4.0 million for the three months ended June 308ZBom 13% or $2.4 million for the three monthsled June 30, 2007. The $1.6 million
increase in general and administrative expensepwamrily due to a $1.2 million increase in saland employee related expenses and a
$328,000 increase in rent and office expense.

Income from operations for North America ggeacentage of revenue in the six months ended 3@n2008 compared to the six months
ended June 30, 2007 decreased to 34.6% from 456&Bks and marketing expenses as a percentagecofuedecreased to 43% or
$16.3 million for the six months ended June 30,8200m 45% or $16.6 million for the six months eddrine 30, 2007. The $317,000
decrease in sales and marketing expense was fyirdad to a $924,000 decrease in advertising toieegqew subscribers for our e-malil
products offset by a $622,000 increase in salapgese. General and administrative expenses asenpage of revenue increased to 20% or
$7.6 million for the six months ended June 30, 20661 13% or $4.7 million for the six months endkthe 30, 2007. The $2.9 million
increase in general and administrative expensepwamrily due to a $1.9 million increase in saland employee related expenses and a
$637,000 increase in rent and office expense.

Europe
Three Months Ended June 30 Six Months Ended June 30
2008 2007 2008 2007
(In thousands (In thousands
Net revenue: $ 2,56¢ $ 1,49¢ $4,61¢ $2,78¢
Loss from operation (2,019 (1,167 (4,259 (1,845
Loss from operations as a % of reven 78.4% 77.5% 92.1% 66.2%
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In Europe, revenues increased 71% in the tima@®hs ended June 30, 2008 compared to the thwathmended June 30, 2007. Revenues
increased 66% in the six months ended June 30, @®@ared to the six months ended June 30, 20@réuenue growth in Europe was
driven by the addition of new clients, increasestin advertising rates, increased spending frorstiexj clients, and new product offerings
and revenue streams.

Our loss from operations in Europe was $2 Monifor the three months ended June 30, 2008 eoetto a loss of $1.2 million for the
three months ended June 30, 2007. Sales and nmaykegpenses increased to $3.0 million for the thmeaths ended June 30, 2008 from
$2.0 million for the three months ended June 30,720 he $1.0 million increase in sales and marketixpense was due primarily to a
$496,000 increase in salary expense, a $259,00€ase in advertising to acquire traffic to our Vgabs, and a $193,000 increase in
advertising to acquire new subscribers for our d-praducts. General and administrative expenseeased by $896,000 to $1.6 million for
the three months ended June 30, 2008 compareé frithr year period due primarily to a $324,000éase in salary and employee related
expenses, a $192,000 increase in professionakssrexpense, and a $139,000 increase in rent fioel ekxpense.

Our loss from operations in Europe was $4.Monifor the six months ended June 30, 2008 coexb#o a loss of $1.8 million for the six
months ended June 30, 2007. Sales and marketirgneap increased to $6.1 million for the six moetided June 30, 2008 from $3.4 milli
for the six months ended June 30, 2007. This $2libmincrease was due primarily to a $987,000@ase in advertising to acquire new
subscribers for our e-mail products, an $894,00€ei@se in salary expense, and a $597,000 increaskyértising to acquire traffic to our
Web sites. General and administrative expenseeased by $1.5 million to $2.7 million for the sixnths ended June 30, 2008 compared to
the prior year period due primarily to a $657,00€réase in salary and employee related expen$24,8000 increase in professional serv
expense, and a $266,000 increase in rent and effjgense.

Asia Pacific
Three Months Ended June 30 Six Months Ended June 30
2008 2007 2008 2007
(In thousands (In thousands
Net revenue: $ 90 $ — $ 11C $ —
Loss from operation (3,239 (400 (5,979 (400

We began operations in Asia Pacific in theoadoguarter of 2007 and we did not generate angmass in the three months and six months
ended June 30, 2007. Revenues in the three momthsxamonths ended June 30, 2008 were $90,00851@,000, respectively.

Our loss from operations in Asia Pacific w&2$million for the three months ended June 3082@fmpared to a loss of $400,000 for the
three months ended June 30, 2007. Sales and nmayketpense increased to $1.9 million for the timeaths ended June 30, 2008 from
$32,000 for the three months ended June 30, 200 increase was primarily due to a $1.2 milliorréase in advertising to acquire new
subscribers for our e-mail products and a $410i00@ase in salary expense. General and admimvgmtpenses increased to $1.4 million
for the three months ended June 30, 2008 from $86&pr the three months ended June 30, 2007.ridredase was primarily due to a
$441,000 increase in salary and employee relatpdreses, a $299,000 increase in rent and officenmepand a $221,000 increase in
professional services expense.

Our loss from operations in Asia Pacific w&sO$million for the six months ended June 30, 2668 pared to a loss of $400,000 for the
months ended June 30, 2007. Sales and marketiremsgpncreased to $3.5 million for the three moetided June 30, 2008 from $32,000
for the three months ended June 30, 2007. Thedrereas primarily due to a $2.5 million increasadmertising to acquire new subscribers
for our e-mail products and a $746,000 increasalary expense. General and administrative expénsesased to $2.5 million for the three
months ended June 30, 2008 from $368,000 for ttee thonths ended June 30, 2007. The increase waarily due to a $1.1 million
increase in salary and employee related expen$81, 4000 increase in rent and office expenseag$®B3,000 increase in professional
services expense.
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Income Taxes

We recorded income tax provisions of $2.9iomilland $3.4 million for the three months endedeJ8®, 2008 and June 30, 2007,
respectively. We recorded income tax provision$5b million and $7.1 million for the six monthsded June 30, 2008 and June 30, 2007,
respectively. Our income is generally taxed inth8. and our income tax provisions reflect fedaral state statutory rates applicable to our
levels of income and expenses, adjusted to takeaittount expenses that are treated as havingognigable tax benefit. For the three
months ended June 30, 2008, our effective taxwate168%. For the six months ended June 30, 2Q0&ffective tax rate was 166%. Los
of approximately $5.2 million and $10.0 million ftre three months and six months ended June 38, 2&&pectively, from our Europe and
Asia Pacific business segments were treated aadnaa recognizable tax benefit.

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

Liquidity and Capital Resources

As of June 30, 2008, we had $21.0 millionasttand cash equivalents. Cash and cash equivdbsrsased from $22.6 million as of
December 31, 2007 primarily as a result of cashigeal by operating activities offset by cash ugethvesting activities as explained below.
We expect that cash on hand and cash flows geddrata operations will be sufficient to provide faorking capital needs for at least the
next 12 months.

Net cash provided by operating activitiesha six months ended June 30, 2008 was $584,00@¢asbtprovided by operating activities in
the six months ended June 30, 2007 was $8.7 milliothe six months ended June 30, 2008, net camshded by operating activities resulted
primarily from increases in accounts payable, detkrent, and accrued expenses offset by a neataban increase in accounts receivabl
the six months ended June 30, 2007, net cash @'y operating activities resulted primarily fromt income and an increase in accounts
payable offset by increases in accounts receivatidieprepaid expenses.

Net cash used in investing activities was $2illon in the six months ended June 30, 2008. &ésh used in investing activities was
$246,000 during the six months ended June 30, 26GHe six months ended June 30, 2008 net caghinsevesting activities resulted from
purchases of restricted cash and property and eguip For the six months ended June 30, 2007 asét wsed in investing activities was for
the purchase of property and equipment.

Net cash provided by financing activities 485,000 for the six months ended June 30, 2008:eTivere no financing activities during
the six months ended June 30, 2007. For the siximanded June 30, 2008, net cash provided bydingmactivities was due to the exercise
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 development and launchvofoneducts, expansion of our operations, includingscriber marketing, in North
America, Europe, and Asia Pacific, the amount sbtgces we devote to promoting awareness of itheslzoo brand, and cash payments to
former stockholders of Travelzoo.com Corporatianc8 the inception of the program under which welldanake cash payments to persons
who establish that they were former stockholdergraf/elzoo.com Corporation, and who failed to subetuests for our shares within the
required time period, we have incurred expensé&2af million. While future payments for this prograre expected to decrease, the total
cost of this program is still undeterminable beesitiss dependent on our stock price and on thebaurof claims ultimately received.
Consistent with our growth, we have experiencedtsuttial increases in our sales and marketing esqeeand our general and administrative
expenses since inception, and we anticipate tleaetincreases will continue for the foreseeable&réutWe believe cash on hand and cash
generated during those periods will be sufficienpay such costs. In addition, we will continuet@luate possible investments in businesses
products and technologies, the consummation ob&myhich would increase our capital requirements.

Although we currently believe that we havdisignt capital resources to meet our anticipatedking capital and capital expenditure
requirements for at least the next 12 months, ucipated events and opportunities may require wselicadditional equity or debt securities
establish new credit facilities to raise capitabnder to meet our capital requirements. If we additional equity or convertible debt securil
the sale could dilute the ownership of our exisstackholders. 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 resitictoperations. We cannot be sure that
any such financing will be available in amount®orterms acceptable to us.
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We expect that cash on hand will be sufficterfinance the expansion of our operations in parand Asia Pacific for at least the next
12 months.

The following summarizes our principal conttet commitments as of June 30, 2008 (in thousands)

2008 2009 2010 2011 2012 Thereafter Total

Operating lease $ 2,297 $ 4,202 $ 2,43¢ $ 1,99/ $ 2,03 $ 2,08t $15,04:
Purchase obligatior 82¢€ — — — — — 82¢€
Total commitment: $ 3,117 $ 4,20z $ 2,43¢ $ 1,99¢ $ 2,03t $ 2,08t $15,86"

The table above excludes net unrecognizeti¢arfits of approximately $1.1 million as of Jurle 3008, because the Company is unable
to make reasonably reliable estimates on the tirofrige cash settlements with the respective taairorities.

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

In 2007, we started up operations in Austra&liaina, France, Hong Kong, Japan, and Taiwan. Mietp start up operations in South
Korea in 2009.

In 2007, we began to allocate significant teses to the development of thieavelzoo Network , a network of third-party Web sites that
list travel deals published by Travelzoo.

In 2008, we are continuing to develop showd erents listings.

In 2008, we plan to launch a new travel seardine.

Recent Accounting Pronouncements

In September 2006, the Financial Accountiran8ards Board (“FASB”) issued Statement of Findrst@ounting Standards (“SFAS”)
No. 157,“Fair Value Measurements” (“SFAS 157"). SFAS 15Tabtishes a framework for measuring the fair valfiassets and liabilities.
This framework is intended to provide increasedsgsiency in how fair value determinations are mawider various existing accounting
standards which permit, or in some cases requstanates of fair market value. SFAS 157 becamect¥fe for fiscal years beginning after
November 15, 2007, and interim periods within thiiseal years. In February 2008, the FASB issuexdf Hosition (FSP) No. 1!-2, which
delayed the effective date of SFAS 157 one yeaalfaron-financial assets and néinancial liabilities, except those recognized wrctbsed ¢
fair value in the financial statements on a reagribasis. In accordance with FSP No. 157-2, wemdhsure the remaining assets and
liabilities no later than the quarter ended Marth2)09 and have not yet determined the impadtisfstandard on our condensed
consolidated financial statements. The partial #dopf SFAS 157 for financial assets and lial@ktidid not have a material impact on our
condensed consolidated financial statements isithmonths ended June 30, 2008. See Note 4 fomation and related disclosures
regarding the fair value of our financial assets.

In February 2007, the FASB issued SFAS No, 158e Fair Value Option for Financial Assets arndancial Liabilities” (“SFAS 159”).
SFAS 159 provides the option to report certainrfial assets and liabilities at fair value, witle ihtent to mitigate volatility in financial
reporting that can occur when related assets abdilies are recorded on different bases. The Gommadopted SFAS 159 on January 1,
2008 and did not elect to use fair value to re-mesmany of its assets or liabilities.
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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 factorsin mind when you read forward-looking statements.

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

In the six months ended June 30, 2008, werg&atka net loss. Although we generated net indard@07, there is no assurance that we
will be profitable in the future. It is likely thate will not sustain profitability in 2008. We exgieour operations in Asia Pacific and Europe to
incur significant losses in the foreseeable fuamd we expect that this will have a material negsaitinpact on our operating margins and net
income. Furthermore, we forecast our future expémsss based on our operating plans and our et future revenues. We may find it
necessary to significantly accelerate expendittekeding to our sales and marketing efforts or otlee increase our financial commitment to
creating and maintaining brand awareness amongkttasers and travel companies. If our revenues gt a slower rate than we anticipate,
or if our spending levels exceed our expectatiarsmaanot be adjusted to reflect slower revenue tirowe may not generate sufficient
revenues to sustain profitability. Any of these @lepments could result in a significant decreagbdéntrading price of our common stock.
Fluctuations in our operating results may negatiyeimpact our stock price.

Our quarterly operating results may fluctugigmificantly in the future due to a variety of fas 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 clemiatd due to difficulties in predicting client demdan a new marke
. changes in general economic conditions that coifédtamarketing efforts generally and online maikgtefforts in particular

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

. 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 angassion;

. our ability to attract traffic to our Web site

. technical difficulties or system downtime affectithg Internet generally or the operation of ourdoieis and services specifical

. payments which we may make to previous stockhsldeTravelzoo.com Corporation who failed to subraguests for shares in
Travelzoo Inc. within the required time period; ¢

. volatility of our operating results in new marke

We may significantly increase our operatingenses related to advertising campaigndfavel zoo for a certain period if we see a unique
opportunity for a brand marketing campaign, if welfit necessary to respond to increased brandetiagkby a competitor, or if we decide
accelerate our acquisition of new subscribers.
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If revenues fall below our expectations in goyarter and we are unable to quickly reduce oeramg expenses in response, our oper:
results would be lower than expected and our stoicke may fall.

We depend on one client for a substantial part efrgevenues.

In the six months ended June 30, 2008, oeatcticcounted for 11% of our revenues. The agretsméth this client are in the form of
multiple insertion orders from entities under tleenenon control of this client, in either the Comparstandard form or in the client’s form.
The loss of this client may result in a significdetrease in our revenues, which could have a rabaelverse effect on our business.

Our business model may not be adaptable to a chaggharket.

Our current revenue model depends on advagtieies paid primarily by travel companies. If emtrclients decide not to continue
advertising their offers with us and we are unableeplace them with new clients, our business beagdversely affected. To be successful,
we must provide online marketing solutions thatiewh broad market acceptance by travel compamesddition, we must attract sufficient
Internet users with attractive demographic charaties to our products. It is possible that wel Wwé required to further adapt our business
model in response to changes in the online adirggtimarket or if our current business model isswacessful. 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 anditgg growth from the cash flow generated
from our operations and our retained earnings. Hewehese sources may not be sufficient to meeheeds. We may not be able to obtain
financing on commercially reasonable terms, ofllat a

If additional financing is not available whegguired or is not available on acceptable ternesmay be unable to fund our expansion,
successfully promote our brand name, develop camedgnour 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 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 securitieg tirms 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.

The demand for online advertising may be lihiethe level of economic activity and employmienthe U.S. and abroad. Specifically, «
business is dependent on the demand for onlineréglng from travel companies. The last recessiecrelased consumer travel and caused
travel companies to reduce or postpone their miadspending generally, and their online marketipgnding in particular. In case of ano
recession, our business and financial conditiondcba materially adversely affected.

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

Our operations are susceptible to outagegdalfiee, 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 anyhsoccurrence. Outages could cause significantriqéons 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 integoptisurance to compensate us for
losses that may occur as a result of any of thesets.
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Technological or other assaults on our service cdlidarm our business.

We are vulnerable to coordinated attemptss/erload our systems with data, which could resutténial or reduction of service to some or
all of our users for a period of time. We have eigreced denial of service attacks in the past,raag experience such attempts in the future.
Any such event could reduce our revenue and hamomerating results and financial condition. Wendd carry business interruption
insurance to compensate us for losses that may asau result of any of these events.

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

In May 2005, we began operations in the Urk2006, we began operations in Canada, Germangpaith. In 2007, we began operations
in Australia, China, France, Hong Kong, Japan, Baidvan. Our plan is to expand into additional coiestin Asia Pacific and Europe in the
future. We expect our operations in Asia Pacifid &urope will incur significant losses in the nexb to three years primarily as a result of
significant expenses related to subscriber acdpriséind other marketing activities. These losseg nwh have any recognizable tax benefit.
We expect that this will have a material negatimpact on our operating margins and net income.llkely that we will not sustain
profitability in 2008. Any of these developmentsulmbresult in a significant decrease in the traginge of our common stock. In addition to
uncertainty about our ability to generate net inednom our foreign operations and expand our irggéonal market position, there are certain
risks inherent in doing business internationalhgluiding:

. trade barriers and changes in trade regulat

. difficulties in developing, staffing and simuleously managing foreign operations as a resultstéudce, language and cultural
differences

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

. potentially adverse tax consequent

We may not be able to continue developing awareressur brand name.

We believe that continuing to build awarenafsthe Travelzoo brand name is critical to achieving widespread pizoee of our business.
Brand recognition is a key differentiating facton@ng providers of online advertising opportunitiasd we believe it could become more
important as competition in our industry increasesrder to maintain and build brand awarenessmnust 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 resultrdfr@nding efforts, or encounter legal obstaclegkprevent our continued use of our br:
name, our business could be materially adverséhtefd.

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

Events like the war with Iraq or the terroagacks on the U.S. in 2001 have a negative immathe travel industry. We are not in a
position to evaluate the net effect of these cirstamces on our business. In the longer term, osinbsis might be negatively affected by
financial pressures on the travel industry. Howgeear business may also benefit if travel compaimesease their efforts to promote special
offers or other marketing programs. If such eveessilt in a long-term negative impact on the tram@ustry, such impact could have a
material adverse effect on our business.
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We will not be able to attract travel companiesioternet users if we do not continually enhance an@velop 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, yectsdor services that travel companies and Intersetts find attractive. This could reduce
the number of travel companies and Internet ussrgour 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 futurenage 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 incretfsectionality; anc

. changes in travel company and Internet user reqainés.

If we are unable to timely and successfullyedep and introduce new products and enhancememisisting 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 abilitytttact, train, motivate and retain highly skillesgoyees. We may be unable to retain our
skilled employees, or attract, assimilate and netétier highly skilled employees in the future. Wave from time to time in the past
experienced, and we expect to continue to expegianthe future, difficulty in hiring and retainiigghly skilled employees with appropriate
qualifications. If we are unable to hire and reslilled personnel, our growth may be restrictediclv could adversely affect our future
success.

We may not be able to effectively manage our expagaperations.

Since the commencement of our operations,ave kxperienced a period of rapid growth. In otdexxecute our business plan, we must
continue to grow significantly. As of June 30, 20G& had 191 employees. We expect that the nunflmiremployees will continue to
increase for the foreseeable future. This growthgiaced, and our anticipated future growth withthaue to place, a significant strain on our
management, systems and resources. We expectehaillvneed to continue to improve our financialananagerial controls and reporting
systems and procedures. We will also need to caatio expand and maintain close coordination anoamgales, production, marketing, IT
and finance departments. We may not succeed ie #fésrts. Our inability to expand our operationsn efficient manner could cause our
expenses to grow disproportionately to revenuestexenues to decline or grow more slowly than etgaand could otherwise have a
material adverse effect on our business.

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

We face intense competition. We compete foradsing dollars with large Internet portal siteach as America Online, MSN and Yah
that offer listings or other advertising opportigstfor travel companies. These companies havédisamtly greater financial, technical,
marketing and other resources and larger clierddhad/e compete with search engines like GoogleYatdo! Search that offer pay-per-click
listings. We also compete with travel meta-seargjirees and online travel deal publishers. We atsopete with large online travel agencies
like Expedia and Priceline that also offer advartiplacements. In addition, we compete with newsps magazines and other traditional
media companies that operate Web sites which peasidine advertising opportunities. We expect ttefadditional competition as other
established and emerging companies, including pradia companies, enter the online advertising
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market. Competition could result in reduced marginour services, loss of market share or lesoiiFeavel zoo by travel companies and
consumers. If we are not able to compete effegtiwéth current or future competitors as a resulthafse and other factors, our business could
be materially adversely affected.

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, and Chief Exeeuf¥ficer. The loss or departure of any of ouradfs or key employees could materially
adversely affect our ability to implement our bsis plan. We do not maintain key person life insceador any member of our management
team. In addition, we expect new members to jomnsanagement team in the future. These individwélshot previously have worked
together and will be required to become integratemlour management team. If our key managemeisopeel are not able to work together
effectively or successfully, our business couldvizerially adversely affected.

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 seable terms, or at all. Our business will suffavé 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 productsnihancements of existing products until equiviabemeplacement technology can be
accessed, if available, or developed internallfgasible. If we experience these delays, our lssirould 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 B@hmay continue to be subject to wide fluctuatidduring the six month period ended
June 30, 2008, the sales price of our common sindke NASDAQ Stock Market ranged from $8.57 t0.807Our stock price may fluctue
in response to a number of events and factors, asicjuarterly 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 investag deem comparable to us; and news reportsrrgltditrends in our markets or general
economic conditions.

In addition, the stock market in general, grelmarket prices for Internet-related companigsairicular, have experienced volatility that
often has been unrelated to the operating perfocmahsuch companies. These broad market and nydiisttuations 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, and Chiefddkive Officer, is our largest
stockholder, holding beneficially, as of Augus2808, approximately 56.9% of our outstanding shaiés options to increase his percentage
ownership to 62.5% on a fully-diluted basis. Throungs share ownership, he is in a position to adritravelzoo and to elect our entire board
of directors.
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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 noenly restricted use of the Internet in our maskélowever, the legal and regulatory
environment that pertains to the Internet is urmderand may change. Uncertainty and new regulaton&l 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

» ant-spam legislation

* consumer protectiot

» copyright, trademark and patent infringeme
 pricing controls

» characteristics and quality of products and sesy
» sales and other taxes; 8

» other claims based on the nature and content efriat materials

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 mayeaidilersely affected.

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

The merger of Travelzoo.com Corporation itit® €Company became effective on April 25, 2002. I8tolders of Travelzoo.com
Corporation were allowed a period of two yearsdwihg the effective date to receive shares in tam@any. After April 25, 2004, two years
following the effective date, we ceased issuingahto the former stockholders of Travelzoo.comp@uation. Many of the “Netsurfer
stockholders,” who had applied to receive sharesa¥elzoo.com Corporation in 1998 for no cash meration, did not elect to receive their
shares which were issuable in the merger prioneécend of the twgear period. A total of 4,115,532 of our shareschttiad been reserved
issuance in the merger were not claimed.

It is possible that claims may be asserteéhagas in the future by former stockholders ofvialaoo.com Corporation seeking to receive
our shares, whether based on a claim that the ao-geadline for exchanging their shares was unegdible or otherwise. In addition, one or
more jurisdictions, including the Bahamas or thaté&of Delaware, may assert rights to unclaimedeshander escheat statutes. If such
escheat claims are asserted, we intend to chalkeggpplicability of escheat rights in that, amatiger reasons, the identity, residency and
eligibility of the holders in question cannot baetenined. There were certain conditions applicabline issuance of shares to the Netsurfer
stockholders, including requirements that (i) theyat least 18 years of age, (ii) they be residefntise U.S. or Canada and (iii) they not apply
for shares more than once. The Netsurfer stockh®ldere required to confirm their compliance whibge conditions, and were advised that
failure to comply could result in cancellation bétr shares in Travelzoo.com Corporation. Travelzmm Corporation was not able to verify
that the applicants met the requirements refewebbve at the time of their applications for ismeaof shares. If claims are asserted by
persons claiming to be former stockholders of Tiza@com Corporation, we intend to assert thatrthghts to receive their shares expired
two years following the effective date of the merges provided in the merger agreement. We alseaxp take the position, if escheat or
similar claims are asserted in respect of the uedshares in the future, that we are not requaréssue such shares. Further, even if it were
established that unissued shares were subjectheaisclaims, we would assert that the claimant mstablish that the original Netsurfer
stockholders complied with the conditions to issutaaf their shares. We are not able to predicbtiieome of any future claims which might
be asserted relating to the unissued shares. ifdagns were asserted, and were fully succedsfal,could result in us being required to is
up to an additional 4,069,000 shares of commorkgtmeno additional payment, which would resulsimbstantial dilution of the ownership
interests of the other stockholders, and in ouniags per share, which could adversely affect theket price of our common stock.
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On October 15, 2004, we announced a prograterumhich we would make cash payments to persomsestablish that they were former
stockholders of Travelzoo.com Corporation, and fied to submit requests to convert shares inav@lizoo Inc. within the required time
period. The accompanying condensed consolidatedidial statements include a charge in general dmingstrative expenses of $9,000 for
these cash payments for the six months ended JyrgH@8. The liability was $13,000 as of June 3M&, including $5,000 previously
accrued as of December 31, 2007. The liabilityaisdal on the actual number of valid requests redéreen former stockholders through
June 30, 2008 that remain unpaid. The total costisfprogram is not reliably estimable becausgliased on the ultimate number of valid
requests received and future levels of our comnmeksgrice. Our common stock price affects theiligbbecause the amount of cash
payments under the program is based in part orettent level of the stock price at the date vaigliests are received. We do not know how
many of the requests for shares originally recelwedravelzoo.com Corporation in 1998 were valigt Wwe believe that only a portion of
such requests were valid. As noted above, in doderceive payment under the program, a persaqisired to establish that such person
validly held shares in Travelzoo.com Corporatiosséming 100% of the requests from 1998 were vadither stockholders of
Travelzoo.com Corporation holding approximately6®,@00 shares had not submitted claims under thgraam as of June 30, 2008.

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

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

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

Our success depends to a significant degree 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.

We have registered tieavelzoo trademark in the U.S., Australia, Canada, Chinangddong, Japan, South Korea, Taiwan, and the U.K.
If we are unable to protect our rights in the miarklorth America, Europe and Asia Pacific, a kegneént of our strategy of promoting
Travelzoo as a brand could be disrupted and our businesd beuhdversely affected. We may not be able toctlateauthorized use of our
proprietary information or take appropriate staperforce our intellectual property rights. In amdi, the validity, enforceability and scope
protection of intellectual property in Internetatdd industries is uncertain and still evolvingeTaws of countries in which we may market
our services in the future are uncertain and mgradfittle or no effective protection of our intettual property. The unauthorized
reproduction or other misappropriation of our prefary technology could enable third parties todfierirom our technology and brand name
without paying us for them. If this were to ocoowy 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 success.

We cannot be certain that our products, cdrged 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 ahai 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 imdigfig 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.
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Item 3. Quantitative and Qualitative Disclosures About MakRisk

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

Our operations in Asia Pacific expose us teifn currency risk associated with agreementsgogémominated in Australian Dollars,
Chinese Yuan, Hong Kong Dollars, Japanese Yen Taiwlan Dollars. Our operations in Canada expoge fsreign currency risk associated
with agreements being denominated in Canadian Boklaur operations in Europe expose us to foreigreacy risk associated with
agreements being denominated in British Sterlingnidle and Euros. We are exposed to foreign curreskyassociated with fluctuations of
these currencies as the financial position andatjmey results of our operations in Asia Pacificn@#a and Europe will be translated into U.S.
Dollars for consolidation purposes. We do not usévdtive instruments to hedge these exposures.

Item 4. Controls and Procedures

As of June 30, 2008, we carried out an evadoatinder the supervision and with the participaf the Company’s management,
including the Company’s President and Chief Exeeu®fficer along with the Company’s Chief Finandfficer, of the effectiveness of the
design and operation of our disclosure controls@odedures pursuant to Exchange Act Rule 13a-a5e®upon that evaluation, the
Company’s President and Chief Executive Officenglwith the Company’s Chief Financial Officer cambéd that our disclosure controls
and procedures were effective to ensure that fleenration required to be disclosed by us in thiartgrly report was recorded, processed,
summarized and reported within the time periodsi§ipd in the SECS rules and regulations and were also effectiventure that informatic
required to be disclosed by us in this quarterporewas accumulated and communicated to our mamagiincluding the Company’s
President and Chief Executive Officer and the CamgfsaChief Financial Officer to allow timely deaisis regarding its disclosure.

During the three months ended June 30, 20@8e twas no change in our internal control ovarfoial reporting (as defined in Exchange
Act Rule 13a-15(f)) that materially affected, oréasonably likely to materially affect, the Comypaninternal control over financial reportii
PART [I—OTHER INFORMATION
ltem 1A. Risk Factors

An updated description of the risk factorsoagsted with our business is included under “Rigktbrs” in “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems,” contained in Item 2 of Part | of this refpd his description includes any material
changes to and supersedes the description ofskéagtors associated with our business previadisiglosed in Item 1A of our 2007 Annual
Report on Form 10-K and is incorporated hereindfgrence.

Item 2. Unregistered Sales of Equity Securities and UsdPobceeds

There were no unregistered sales of equityrées during the period covered by this report.
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Item 4. Submission of Matters to a Vote of Security Holders

The annual meeting of stockholders oamion June 3, 2008, at which the following indidtiuwere elected as directors: Ralph Bartel,
Holger Bartel, David J. Ehrlich, Donovan Neale-Magd Kelly M. Urso.

The stockholders voted as follows:

Proposa For Withhold or Abstair
Election of Director:
Ralph Barte 10,520,38 1,734,29.
Holger Bartel 10,585,01 1,669,65!
David J. Ehrlict 12,081,83 172,84(
Donovan Neal-May 12,139,69 114,98
Kelly M. Urso 12,135,59 119,07

Item 6. Exhibits
The following table sets forth a listethibits:

Exhibit

Number Description

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

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

31.1t Certification of Chief Executive Officer pursuantRule 13a-14(a) and Rule 15d-14(a) of the Seesriixchange Act of 1934,
as amendec

31.2¢ Certification of Chief Financial Officer pursuaotRule 13a-14(a) and Rule 15d-14(a) of the Seesriixchange Act of 1934,
as amende

32.1t Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiio8e906 of the Sarbanes-
Oxley Act of 2002

32.2t Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdido8e906 of the Sarbanes-
Oxley Act of 2002

¥ Filed herewitr
T Furnished herewit
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SIGNATURE

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.

TRAVELZOO INC.
(Registrant’

By: /s/ WAYNE LEE

Wayne Lee
Chief Financial Officer
(Principal Financial Officer and Authorized Sgnatory)

Date: August 11, 2008
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EXHIBIT 31.1

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

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

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

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

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

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

b. designed such internal control over finahm@porting, or caused such internal control diemncial reporting to be designed under
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeatepted accounting principles;

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

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

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

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

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

/s/ RALPH BARTEL
Ralph Barte
Chairman of the Board and
Chief Executive Officer

Date: August 11, 200



EXHIBIT 31.2

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

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

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

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

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

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

b. designed such internal control over finahm@porting, or caused such internal control diremcial reporting to be designed under
our supervision, to provide reasonable assuramgading the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with geneeatepted accounting principles;

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

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

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

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

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

/s WAYNE LEE

Wayne Lee
Chief Financial Officer

Date: August 11, 200



EXHIBIT 32.1

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

Pursuant to the requirements of the Secuiifiehange Act of 1934, and in connection with tharterly report of Travelzoo Inc. on Form
10-Q for the period ending June 30, 2008, the wsigeed hereby certifies, pursuant to 18 U.S.C. 8135 adopted pursuant to §906 of the
Sarbanes-Oxley Act of 2002, to the best of his Kedge, that (1) this report fully complies with tfegjuirements of Section 13(a) or Section
15(d) of the Securities Exchange Act of 1934 andh& information contained in this report fairlepents, in all material respects, the
financial condition and results of operations @& thgistrant.

Date: August 11, 200 By: /s/ RALPH BARTEL
Ralph Barte
Chairman of the Board and
Chief Executive Officer




EXHIBIT 32.2

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

Pursuant to the requirements of the Secuiifiehange Act of 1934, and in connection with tharterly report of Travelzoo Inc. on Form
10-Q for the period ending June 30, 2008, the wsigeed hereby certifies, pursuant to 18 U.S.C. 8135 adopted pursuant to §906 of the
Sarbanes-Oxley Act of 2002, to the best of his Kedge, that (1) this report fully complies with tfegjuirements of Section 13(a) or Section
15(d) of the Securities Exchange Act of 1934 andh& information contained in this report fairlepents, in all material respects, the
financial condition and results of operations @& thgistrant.

Date: August 11, 200 By: /s/ WAYNE LEE

Wayne Lee
Chief Financial Officer




