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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 September 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 file™ 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 offtkehange Act). YeEl No ™
The number of shares of Travelzoo common statktanding as of November 3, 2008 was 14,285h@ges.




TRAVELZOO INC.
Table of Contents

PART | —FINANCIAL INFORMATION
Item 1. Unaudited Condensed Consolidated Fina&tatement:
Condensed Consolidated Balance Sheets as of Segnt@2008 and December 31, 2(
Condensed Consolidated Statements of Operatiortedorhree and Nine Months Ended September 30, 2002007
Condensed Consolidated Statements of Cash Flovtedddine Months Ended September 30, 2008 and
Notes to Condensed Consolidated Financial Statex
Item 2. Manageme’s Discussion and Analysis of Financial Conditiod &esults of Operatior
Item 3. Quantitative and Qualitative DisclosureAbMarket Risk
Item 4. Controls and Procedul
PART Il —OTHER INFORMATION
Item 1A. Risk Factor
Item 6. Exhibits
Signature
EX-31.1
EX-31.2
EX-32.1
EX-32.2

Page

oo bhww

14
33
34

34
35




Table of Contents

PART I—FINANCIAL INFORMATION

Item 1. Unaudited Condensed Consolidated Financgthtement:

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

September 3C December 31
2008 2007
ASSETS
Current asset:
Cash and cash equivalel $ 15,83¢ $ 22,64:
Accounts receivable, less allowance for doubtfelbants of $426 and $290 as of September 30, 2008
and December 31, 2007, respectiv 10,12: 9,96¢
Deposits 22¢ 272
Prepaid expenses and other current a: 2,57¢ 1,98:
Deferred income taxe 1,39: 1,39:
Total current asse 30,14¢ 36,257
Deposits, less current portit 387 34¢
Restricted cas 87t —
Property and equipment, r 3,61« 622
Intangible assets, n 49 58
Total asset $ 35,07 $ 37,28¢
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 6,16¢ $  4,96(
Accrued expense 4,66 4,60¢
Deferred revenu 68€ 45C
Deferred ren 10¢ 37
Total current liabilities 11,62¢ 10,05¢
Long-term tax liabilities 88C 1,25¢€
Deferred rent, less current porti 844 73
Commitments and contingenci
Stockholder' equity:
Common stock, $0.01 par value (40,000 shares am#fihrl4,285 and 14,250 shares issued and
outstanding as of September 30, 2008 and Decenb@087, respectively 142 142
Additional paic-in capital 18t —
Retained earning 21,95: 25,93¢
Accumulated other comprehensive | (559 (180)
Total stockholdel equity 21,72 25,90:
Total liabilities and stockholde’ equity $ 35,07 $ 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

September 30
2008 2007
Revenue! $18,80" $19,94:
Cost of revenue 867 29t
Gross profit 17,94( 19,64¢
Operating expense
Sales and marketir 11,58: 10,95¢
General and administratiy 6,717 3,75¢€
Total operating expens 18,29¢ 14,71(
Income (loss) from operatiol (35¢ 4,93¢
Other income and expens
Interest incom 63 31z
Gain (loss) on foreign curren: (78) 68
Income (loss) before income tax (3749) 5,31¢
Income taxe: 1,41¢ 3,164
Net income (loss $ (1,789 $ 2,15¢
Basic net income (loss) per shi $ (0.19 $ 0.1f
Diluted net income (loss) per sh: $ (0.19) $ 0.14
Shares used in computing basic net income (lossyhzere 14,28¢ 14,65¢
Shares used in computing diluted net income (Ipeskhare 14,28¢ 15,87:

See accompanying notes to unaudited condensedlitiated financial statements.

4

Nine Months Ended

September 30
2008 2007
$61,52¢ $59,79¢
2,034 66¢
59,49! 59,12¢
37,49¢ 31,01t
19,39: 9,94%
56,88¢ 40,96(
2,60z 18,16¢
277 1,10¢
67 103
2,94¢ 19,37t
6,934 10,31:
$ (3,98¢) $ 9,06¢
$ (0.28 $ 0.6C
$ (0.26 $ 0.5€
14,26¢ 15,05:
14,26¢ 16,27¢




Table of Contents

TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income (loss

Adjustments to reconcile net income (loss) to meshcprovided by (used in) operating activiti

Depreciation and amortizatic
Provision for (recovery of) losses on accountsiratse
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 (used in) operating activi
Cash flows from investing activities:
Purchases of property and equipm
Restricted cas
Purchase of intangible ass
Net cash used in investing activiti
Cash flows from financing activities:
Proceeds from exercise of stock opti
Tax benefit from exercise of stock optic
Repurchase of common sta
Net cash provided by (used in) financing activi
Effect of exchange rate changes on cash and casvadnts
Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of p¢
Cash and cash equivalents at end of pe

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

(Unaudited)
(In thousands)

Nine Months Ended September 3!

2008
$ (3,989

40¢
244
(110

(579
1

(510)
62¢

362

25(

84¢

(376)
(2,816

(2,95)
(875)

(3,826)

75
11C

18¢

(345)
(6,80%)
22,64

$ 15,83¢

$ 7,348

See accompanying notes to unaudited condensedlitated financial statements.
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2007
$ 9,068

132
(52

(2,018
(96)
(571)
2,881
892
(289)
72

3

10,02:
(33%)
®
(340)

(19,829
(19,829
(22)
(10,16%)
33,41

$ 23,25

$ 10,40¢
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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, thBewsflash 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 hdeals published by Travelzoo.

Travelzoo is controlled by Ralph Bartel, whadchbeneficially approximately 58.1% of the outstiaug shares as of November 3, 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 nine months ended September 30, 2008 areenessarily indicative of the results that
may be expected for the year ending December 38 @0any other future period, and the Company makerepresentations related thereto.

Certain prior period amounts have been reifladso conform to current year presentation. $peadly, $268,000 and $691,000 for the
three month and nine month periods ending SepteBhe&2007, respectively, have been reclassifieh ftost of revenues 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.
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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 ned@e upon which the merger became
effective and Travelzoo.com Corporation ceasedist.eEach outstanding share of common stock o¥dlzmo.com Corporation was
converted into the right to receive one share afirmon stock of Travelzoo Inc. Under and subjechioterms of the merger agreement,
stockholders were allowed a period of two year®fahg the effective date of the merger to receskiares of Travelzoo Inc. The records of
Travelzoo.com Corporation showed that, assumingfalie shares applied for by the Netsurfer stotdkdrs were validly issued, there were
11,295,874 shares of Travelzoo.com Corporationtauting. As of April 25, 2004, two years followittge effective date of the merger,
7,180,342 shares of Travelzoo.com Corporation leshlexchanged for shares of Travelzoo Inc. Pritlidbdate, the remaining shares which
were available for issuance pursuant to the mexgezrement were included in the issued and outstgratimmon stock of Travelzoo Inc. and
included in the calculation of basic and dilutedh@ags per share. After April 25, 2004, the Compaagsed issuing shares to the former
stockholders of Travelzoo.com Corporation, and dditeonal shares are reserved for issuance to @amydr stockholders, because their right
to receive shares has now expired. On April 2542€@ number of shares reported as outstandingedased from 19,425,147 to
15,309,615 to reflect actual shares issued aseoéxbiration date. Earnings per share calculatiefisct this reduction of the number of she
reported as outstanding. As of September 30, 20@8¢ were 14,285,479 shares of common stock owlisiz.

It is possible that claims may be assertedhagthe Company in the future by former stockhoddef Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@drtshares was unenforceable or
otherwise. In addition, one or more 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, residesumag eligibility of the holders in question canbetdetermined. There were certain conditi
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) theyapgly for shares more than once. The Netsurfekbtiders 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 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 expeckedahe 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 muabéish 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 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 germrdladministrative expenses of
$14,000 for these cash payments for the nine mamttied September 30, 2008. The liability was $34¥6f September 30, 2008. The
liability is based on the actual number of valiquests received from former stockholders throughte$eber 30, 2008 which had not yet been
processed for payment. The total cost of this @ogis not reliably estimable because it is basethemltimate number of valid requests
received and future levels of the Company’s comstook price. The Company’s common stock price édfdee liability because the amount
of cash payments under the program is based iropdtte recent level of the stock price at the datil requests are received. The Company
does not know how many of the requests for shaigmally received by Travelzoo.com Corporationli®98 were valid, but the Company
believes that only a portion of such requests waliel. As noted above, in order to receive paymeter the program, a person is required to
establish that such person validly held sharegavdizoo.com Corporation. Assuming 100% of the estgifrom 1998 were valid, former
stockholders of Travelzoo.com Corporation holdingadditional approximately 4,069,000 shares hadsabinitted claims under the program
as of September 30, 2008.
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Note 2: Revenue Recognition

All revenue consists of advertising sales. éxtiging insertions are either sold by fixed-feeagements 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@geized in the period in which the advertisememtisplayed, provided that evidence of
an arrangement exists, the fees are fixed or da@iabie, and collection of the resulting receivablesasonably assured. Where collectibilit
not reasonably assured, the revenue will be rezegnipon cash collection, provided that the othiégréa for revenue recognition have been
met. The Company recognizes revenue for fixed-feedising arrangements ratably over the term efitisertion order as described below,
with the exception ofravelzoo Top 20 or Newsflash insertions, which are recognized upon delivery. firtagority of insertion orders have
terms that begin and end in a quarterly reportieigogl. In the cases where at the end of a quanteplgrting period the term of an insertion
order is not complete, the Company recognizes rtevéor the period by pro-rating the total arrangetiee to revenue and deferred revenue
based on a measure of proportionate performanite abligation under the insertion order. The Compmeasures 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 clickavéieed 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 signethdyglient or its agency to be evidence of an
arrangement

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

. Fixed or determinable fee. The Company considers the fee to be fixed or deteinie 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. Qulten 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 indusingitions, a bankruptcy filing, or previously bdlamounts that are past d

The Company’s standard payment terms are $€ mwiat. Insertion orders that include fixed-feeeatiging are invoiced upon acceptance of
the insertion order and on the first day of eacimtim@ver the term of the insertion order, with #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 thdweirevent that Travelzoo fails to publish advertiseta as specified in the insertion order,
the liability of Travelzoo to the client shall benited to, at Travelzoo’s sole discretion, a pranefund of the advertising fee, the placement
of the advertisements at a later time in a companadsition, or the extension of the term of th&eition 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 tigtpagencies is reported at the net amount billedg@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 157%aétishes a framework for measuring the fair valtiassets and liabilities.
This framework is intended to provide increasedsgsirncy 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 thfiseal years. In February 2008, the FASB issuexdf $osition (FSP) No. 1!-2, which
delayed the effective date of SFAS 157 one yeaalfaron-financial assets and nfnancial liabilities, except those recognized @rtbsed ¢
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 endedd?ié81, 2009 and has not yet determined the

8
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impact of this standard on our condensed conselitifihancial statements. The partial adoption oASRE57 for financial assets and liabilit
did not have a material impact on our condenseddamated financial statements. See Note 4 forrmédion 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 ardancial 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 Gowm@mdopted 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 September 30, 2008, restricted cash catsist a certificate of deposit for $875,000 senasgcollateral for a standby letter of credit
the security deposit of our corporate headquar@ash equivalents consist of highly liquid investitsewith remaining maturities of three
months or less on the date of purchase held in ynoreeket funds. The Company believes that the oagrgmounts of these financial assets
are a reasonable estimate of their fair value.falieszalue of these financial assets was determirséag the following inputs at September 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 $10,82: $ 10,82: $ — $ —
Total $10,82: $ 10,82: $ = $ —

Note 5: Internal-Use Software and Web Site Developemt

The Company includes in fixed assets the alpi#td cost of internal-use software and Web steetbpment, including software used to
upgrade and enhance its Web site and processesringphe Company’s business in accordance witbeBtent of Position 98-1,
“Accounting for the Cost of Computer Software Deygeld 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 afréistructure development stage are capitalizesimagg such costs are deemed to be
recoverable.

During the three month and nine month perientded September 30, 2008, the Company capitalitethal-use software costs and Web
site development costs totaling $472,000 and $1lliom respectively. The capitalized Web site deyenent costs relate to a new travel
search engine for the Web site. Capitalized infeusa software costs and capitalized Web site dgweént costs are amortized using the
straight-line method over the estimated usefuldif¢he software.

Note 6: Stock-Based Compensation and Stock Options

On January 1, 2006, the Company adopted SFAI 2B (revised 2004), “Share-Based Payment” (“SERA3R”), which addresses the
accounting for stock-based payment transactionsetlyean entity receives employee services in exgphdor 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 conatiten exchanged for the outstanding shares af@iliChannels 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 slaaesoutstanding as of September 30, 2008, andesikpdanuary 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 nine months ended SepteRh&008. As of September &

2008, 12,725 of these options are vested and reoudstanding.

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 nine months ended September 38.2% of September 30, 2008,
5,000 of these options are vested and remain owlisig.

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

Option activity as of September 30, 2008 amahges during the nine months ended Septembef88,\ere as follows:

Weighter- Weighter-
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 September 30, 2( 2,176,07 $1.01 2.34 year: $15,03¢
Exercisable and fully vested at September 30, : 2,176,07. $1.01 2.34 year: $15,03¢

The aggregate intrinsic value in the tablevalx@presents the total pretax intrinsic value (ifierence between the Company’s closing
stock price on the last trading day of the thirder of fiscal 2008 and the exercise price, mligihby the number of in-the-money options)
that would have been received by the option holtadsall option holders exercised their optionsseptember 30, 2008. This amount
changes based upon the fair market value of thep@agis stock. The Company’s policy is to issue shdrom its authorized shares to fulfill
stock option exercises.

Note 7: Net Income (Loss) Per Share

Basic net income (loss) per share is compuséty the weighted-average number of common shartssanding for the period. Diluted net
income (loss) per share is computed by adjustiagwbighted-average number of common shares ouistafat the effect of dilutive
potential common shares outstanding during theodeRotential common shares included in the dilagtddulation consist of incremental
shares issuable upon the exercise of outstandieg sptions calculated using the treasury stockoukt

10
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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 Nine Months Ended
September 30, September 30,
2008 2007 2008 2007

Basic net income (loss) per she

Net income (loss $ (1,789 $ 2,15¢ $ (3,98¢) $ 9,06
Weighted average common sha 14,28¢ 14,65¢ 14,26¢ 15,05:
Basic net income (loss) per shi $ (0.13 $ 0.1f $ (0.29 $ 0.6C
Diluted net income (loss) per sha

Net income (loss $ (1,789 $ 2,154 $ (3,989 $ 9,06:
Weighted average common sha 14,28¢ 14,65¢ 14,26¢ 15,05:
Effect of dilutive securities: stock optio 1,214 — 1,22t
Diluted weighted average common she 14,28¢ 15,87: 14,26¢ 16,27¢
Diluted net income (loss) per sh: $ (0.19 $ 0.14 $ (0.29) $ 0.5€

Options to purchase 2,176,074 shares of constamk were outstanding as of September 30, 200Bdue been excluded from the
computation of diluted net loss per share for tire¢ months and nine months ended September 38,a20Meir effect was anti-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 AQri®09 and January 31, 2014. The future minimwasdgayments under these operating
leases as of September 30, 2008 total $14,198]J0@future lease payments consist of $1,215,000rd2608, $4,313,000 due in 2009,
$2,558,000 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, residesumag eligibility of the holders in question canbetdetermined. There were certain conditi
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) theyapgly 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 expeckedahe 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 muabéish 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 sucdesis&t 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 germrdladministrative expenses of
$14,000 for these cash payments for the nine mamttied September 30, 2008. The liability was $34¥6f September 30, 2008. The
liability is based on the actual number of valiquests received from former stockholders throughréiporting date which had not yet been
processed for payment. The total cost of this @ogis not reliably estimable because it is basethemltimate number of valid requests
received and future levels of the Company’s comstook price. The Company’s common stock price édfdee liability because the amount
of cash payments under the program is based iropdtte recent level of the stock price at the datil requests are received. The Company
does not know how many of the requests for shaigsally received by
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Travelzoo.com Corporation in 1998 were valid, gt €Company believes that only a portion of sucluests were valid. As noted above, in
order to receive payment under the program, a passeequired to establish that such person vahalgl shares in Travelzoo.com
Corporation. Assuming 100% of the requests fromB1®6re valid, former stockholders of Travelzoo.oBorporation holding approximately
4,069,000 shares had not submitted claims undegsrtsgram.

Note 9: Income Taxes

In determining the quarterly provisions focame taxes, the Company uses an estimated anfeectivef 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 three months ended Septemb@088, we recorded a $421,000 reduction of inctareexpense related to the reversal of
tax liabilities previously recorded for uncerta@ix tprovisions. For the nine months ended SepteBme2008, our effective tax rate was 23

As of September 30, 2008 and December 31,,2887%otal amount of unrecognized tax benefits agsroximately $795,000 and
$1.1 million, respectively, which if recognized, wd reduce the Company’s effective tax rate infthiere periods.

The Company includes interest and penaltiesa® to unrecognized tax positions in income tgpease. As of September 30, 2008 and
December 31, 2007, the Company had approximateédy0$8 and $111,000, respectively, in accrued isterdated to uncertain tax positions.
The Company has not accrued any penalties relatedrtuncertain tax positions as we believe thatiibore likely than not that there will not

be any assessment of penalties.

The Company is no longer subject to U.S. faldend certain state tax examinations for yearsree2005 and is no longer subject to

California and Illinois tax examinations for yediesfore 2004.

Note 10: Segment Reporting and Significant Customédnformation

The Company manages its business geographaradl has three reportable operating segmentshManerica, Europe and Asia Pacific.
North America consists of the Compi’s operations in Canada and the U.S. Europe cansighe Company’s operations in France,
Germany, Spain, and the U.K. The Company begaratipas in Europe in May 2005. Asia Pacific cons@dtthe Company’s operations in

Australia, China, Hong Kong, Japan, and Taiwan. Chepany began operations in Asia Pacific in Apoi07.

Management relies on an internal managemeuottiag process that provides revenue and segnpemating income (loss) for making
financial decisions and allocating resources. Manant believes that segment revenues and opemtioge (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:

Three months ended September 30, 2! A’:ln%r:ir(]:a Europe PAaf:li?ic Eliminatior Consolidate
Revenues from unaffiliated custom: $16,00¢ $ 2,59¢ $ 207 $ — $ 18,80
Intersegment revenu 13 9 — (22) —
Total net revenue 16,01¢ 2,60z 207 (22 18,80
Operating income (los! 4,22 (2,249 (2,339 1 (359
North Asia
Three months ended September 30, 2! America Europe Pacific Eliminatior Consolidate
Revenues from unaffiliated custom: $18,33: $ 1,611 $ — $ — $ 19,94
Intersegment revenu 33 — — (33 —
Total net revenue 18,36¢ 1,611 — (33 19,94
Operating income (lost 7,06¢ (1,427 (70€) 1 4,93¢
North Asia
Nine months ended September 30, 2( America Europe Pacific Eliminatior Consolidate
Revenues from unaffiliated custom: $54,02¢ $ 7,18: $ 317 $ — $ 61,52
Intersegment revenu 77 39 — (11€) —
Total net revenue 54,10: 7,222 317 (11€) 61,52t
Operating income (los! 17,41* (6,502 (8,319 2 2,60z
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North Asia
Nine months ended September 30, 2( America Europe Pacific Eliminatior Consolidate
Revenues from unaffiliated custom: $55,40¢ $ 4,39: $ — $ — $ 59,79¢
Intersegment revenu 152 5 — (157 —
Total net revenue 55,55¢ 4,39 — (157) 59,79¢
Operating income (lost 22,54( (3,266 (1,109 2 18,16¢
North Asia
As of September 30, 20( America Europe Pacific Eliminatior Consolidate
Property and equipment, n $ 3,27¢ $ 16€ $ 174 $ — $ 3,61«
Total asset 57,40¢ 4,38¢ 3,18¢ (29,905 35,07
North Asia
As of December 31, 20( America Europe Pacific Eliminatior Consolidate
Property and equipment, n $ 38¢ $ 7C $ 16¢ $ — $ 622
Total asset 45,80! 3,52t 2,094 (14,139 37,28¢

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

Significant customer information is as follaws

Percent of Revenues Percent of Revenues Percent of Accounts Receivable
Three Months Ended September 30, Nine Months Ended September 30,  September 30 December 31

Customer 2008 2007 2008 2007 2008 2007
Travelport Limited 13% 15% 12% 15% 18% 14%
Expedia, Inc * 12% * 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

Nine Months Ended

September 30 September 30
2008 2007 2008 2007
Net income (loss $ (1,789 $ 2,15¢ $ (3,98¢) $ 9,06
Other comprehensive los
Foreign currency translation adjustme (189 1 (379 (31)
Total comprehensive income (lo¢ $ (1,979 $ 2,13 $ (4,369 $ 9,032

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
derivatives for hedging or speculative purposes.

Note 13: Related Party Transaction

In November 2007, the Company entered intmdapendent contractor agreement with Holger Batttel Company’s current Chief
Executive Officer, a member of the Company’s Baafr®irectors and brother of Ralph Bartel, who cofgithe Company, to provide
consulting services. Fees and expenses for thedeeseduring the nine months ended September@I8 ftaled approximately $591,000.
Effective October 1, 2008, Holger Bartel was eldas Chief Executive Officer of the Company anditiependent contractor agreement
between the Company and Holger Bartel was terminaeSeptember 30, 2008.
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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 managemguotgments 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 advertisingeries in the period in which the advertisemenisigldyed, 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 deelhmeasonably assured if we expect that the clidhbes able to pay amounts under
the arrangement as payments become due. If wendiatethat 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@rded in general and administrative expenses ulithmate total cost of this program is
not reliably estimable because it is based on liiraate number of valid requests received and futavels of the
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Company’s common stock price. The Company’s comstock price affects the liability because the amaficash 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 wation 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 oomeon 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 operationshe periods indicated.

Three Months Ended Nine Months Ended
September 30 September 30
2008 2007 2008 2007
Revenue: 100.(% 100.(% 100.(% 100.(%
Cost of revenue _ 4.6 1.t 3.2 1.1
Gross profit _95.4 98.c _96.7 98.¢
Operating expense
Sales and marketir 61.€ 54.¢ 61.C 51.¢
General and administrati\ 35.7 18.¢ 31kt 16.€
Total operating expens 97.5 _73.1 _92.5 68.5
Income (loss) from operatiol (1.9 24.¢ 4.2 30.4
Other income and expenses, (0.7 1.6 _0.€ 2.C
Income (loss) before income tax (2.0 26.7 4.8 32.4
Income taxe: [es 15.¢ 11.5 17.2
Net income (loss _(9.5%) 10.8% _(6.5%) _15.2%

For the three months ended September 30, 2898 ported a loss from operations of approxinge8869,000. For the nine months ended
September 30, 2008, we reported income from omerabf approximately $2.6 million. As of SeptemB6r 2008, we had retained earnings
of approximately $22.0 million. Our loss from optwas was 1.9% of revenues for the three monthe@i&tptember 30, 2008 compared to
income from operations of 24.8% for the same peidgtlyear. Our income from operations decreasdd2i of revenues for the nine mon
ended September 30, 2008 from 30.4% for the sam@ddast year. The decrease in our income fronraifns is due primarily to an
increase of our cost of revenues, our sales ankatiag expenses and our general and administrakpenses (see “Cost of Revenues” and
“Operating Expensedielow). For the three months ended September 3B, 2r cost of revenues, sales and marketing egsesnd gener
and administrative expenses as a percentage afuevecreased while our revenues decreased. Fairthenonths ended September 30,
2008, our cost of revenues, sales and marketingresqs and general and administrative expensepasentage of revenue increased at a
higher rate than the rate of the increase of ougrrees.

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 irase 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 marketipgnses as a percentage of revenue.
We may decide to accelerate our subscriber actidibr various strategic and tactical reasons asdj result, increase our marketing
expenses. We may see a unique opportunity forredarearketing campaign that will result in an inceaf marketing expenses. Further, our
strategy to replicate our business model in selefciign markets (see “Growth Strategy” below) mesult in a significant increase in our
sales and marketing expenses and have a mateveisadmpact on our results of operations. We edfhértuations 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. Our general and administratixpenses as a percentage of revenue may also flectapending on the number of
requests received related to a program under vthilCompany intends to make cash payments to padpdesstablish that they were former
stockholders of Travelzoo.com Corporation, and Waied to submit requests for shares in Travelzan Within the required time period.

Reach

The following table sets forth the number wbscribers of each of ourreail publications in North America, Europe, and &Biacific as o
September 30, 2008 and 2007 and the total numbjzsag# views for the homepages of Thavelzoo Web sites in North America, Europe, :
Asia Pacific for the nine months ended SeptembeRB08 and 2007. Management considers the pages ¥awtheTravelzoo homepages as
indicators for the growth of Web site traffic. M@y@mnent reviews these ndinancial metrics with the objective of monitoritige reach of ou
products and evaluating whether the Company istaldenvert higher reach into higher revenues.

September 30 Year-over-Year
2008 2007 Growth
Subscribers
North America
Travelzoo Top 20 10,642,00 10,498,00 1%
Newsflash 8,693,001 8,376,001 4%
Europe
Travelzoo Top 20 2,064,001 1,215,00! 70%
Newsflash 1,960,00! 1,114,001 76%
Asia Pacific
Travelzoo Top 20 1,064,00! 43,00( 2,37%%
Newsflash 974,00( 39,00( 2,397%
Nine Months Ended September 3C Year-over-Year
2008 2007 Growth*
Page views of homepagesTravelzoo Web sites
North America 22,314,00 26,777,00 17%
Europe 5,658,00! 6,854,00! an%
Asia Pacific 7,710,00! 277,00( 2,68%

* The comparability of year-over-year changepade views of the homepagesToévelzoo Web sites may be limited due to the design
and navigation of the Web site

In North America, revenues for the nine morghded September 30, 2008 decreased by 3% frosathe period last year. The total
number of subscribers in North America to the Ttzo® Top 20 e-mail newsletter as of September 8082ncreased by 1% compared to
September 30, 2007 and page views of the homepddgles Travelzoo Web sites in North America for tliee months ended September 30,
2008 decreased by 17% from the same period last lyelorth America, revenues for the nine monthdezl September 30, 2008 compared
to the nine months ended September 30, 2007 decredsle the number of subscribers to our e-médilipations increased and Web site
traffic decreased.

In Europe, revenues for the nine months e@atember 30, 2008 increased by 64% from the sameddast year. The total number of
subscribers in Europe to the Travelzoo Top 20 d-neavsletter as of September 30, 2008 increasetDbly compared to September 30, 2007
and page views
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of the homepages of the Travelzoo Web sites in fiifor the nine months ended September 30, 200@akeed by 17% from the same pe
last year. In Europe, revenues increased at a lmatethan the rate of growth in subscribers tolttevelzoo Top 20 e-mail newsletter.
Management believes that the lower rate of growtlevenues is caused by our start-up strategyehm@ny, France, and Spain, we focused
on rapidly building a significant subscriber base.

In Asia Pacific, we generated $317,000 in nexefor the nine months ended September 30, 20@&divnot generate any revenues in
Asia Pacific in the nine months ended Septembe2307. We began operations in Australia, China,dH¢ang, Japan, and Taiwan during
2007 and have focused on rapidly building a sigaiit subscriber base in the countries in which pexate.

Revenues

Our total revenues decreased to $18.8 miftiorthe three months ended September 30, 2008 $#r0 million for the three months enc
September 30, 2007. This represents a decreadelofrfiilion or 6%. $2.3 million of the decrease@venues came from our operations in
North America and was attributed primarily to amase in revenues from cTravelzoo Web site,Travelzoo Top 20 newsletter Newsflash
andSuper Search and decreased spending from certain clients, dfigéthe addition of new clients and an increaseyenue fronTravelzoo
Network . The decrease in revenues from our operation®ithNMAmerica was offset by a $992,000 increasewenues from our operations
Europe, an increase of 62% year over year. Welelda $207,000 increase in revenues from our dpasain Asia Pacific which did not
generate any revenues in the three months endédnSagr 30, 2007.

Our total revenues increased to $61.5 milf@rthe nine months ended September 30, 2008 fie@B8%million for the nine months ended
September 30, 2007. This represents an increggk dimillion or 3%. Revenues from our operationgumope increased by $2.8 million, or
64%, year over year. Our operations in Asia Paaiffttich did not generate any revenue in the ninathoended September 30, 2007,
generated $317,000 in revenues in the nine momithsdeSeptember 30, 2008. The increase in revenu@sdur operations in Europe and
Asia Pacific was offset by a $1.5 million decreaseevenues from our operations in North Americd ams attributed primarily to a decrease
in revenues fronBuper Search andNewsflash and decreased spending from certain clients, dffgetn increase in revenue from duavel zoo
Top 20 newsletter andravelzoo Network .

As discussed in Note 10 in the notes to theleased consolidated financial statements, onetdiecounted for 10% or more of our total
revenues during the three months and nine monithsdeSeptember 30, 2008 and two clients each aceddot 10% or more of our total
revenues during the three months and nine montisdeBeptember 30, 2007. No other clients accodntelD% or more of our total
revenues during the three months and nine montasdeSeptember 30, 2008 and 2007. The agreemehtshege clients are in the form of
multiple insertion orders from groups of entitieglar common control. Management expects revenugeobration to remain significant in
the foreseeable future because there is a higheotmation in the online travel 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 beltbaéwe can sell more advertising if the marketdioline 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 whilhve 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 thatillincrease our advertising rates. Dependinghenlevel of competition in the industry
and the condition of the online advertising market,may decide not to increase our advertisingrate

Average annualized revenue per employee desde® $363,000 for the three months ended Septe30b@008 from $623,000 for the
three months ended September 30, 2007. The dedreagerage revenue per employee for the threemsartided September 30, 2008
compared to the three months ended September G0,\28s primarily due to the increase in headcoelated to the start-up of our business
in Europe and Asia Pacific and the decrease immgxén North America.

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 $867,000 for the three memtied September 30, 2008 from $295,000 for tleethronths ended September 30, 2
Our cost of revenues increased to $2.0 milliorthernine months ended September 30, 2008 from 86690r the nine months ended
September 30, 2007. As a percentage of revenuepts/enues increased to 5% and 3%, respectif@lyhe three months and nine months
ended September 30, 2008 from 1% for the three Imaantd nine months ended September 30, 2007. TA&(®E® increase in cost of
revenues for the three months ended Septembef88,@mpared to the three months ended Septemb2030 was primarily due to a
$205,000 increase in payments made to affiliatenpes of thelravelzoo Network and a $144,000 increase in fees we pay for coitmtat
services. The $1.4 million increase in cost of reses for the nine months ended September 30, 20i@Bared to the nine months ended
September 30, 2007 was primarily due to a $753i8@@ase in payments made to affiliate partnetb@Travelzoo Network, a $204,000
increase in salary expense and a $158,000 incie@sefessional services expense.

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist primafrifglvertising and promotional expenses, salapgeges associated with sales and
marketing staff, expenses related to our partimpan industry conferences, and public relatiorgenses. Sales and marketing expenses
increased to $11.6 million for the three monthseeh8eptember 30, 2008 from $11.0 million for the¢hmonths ended September 30, 2007.
Sales and marketing expenses increased to $37i6midr the nine months ended September 30, 2688 $31.0 million for the nine mont
ended September 30, 2007. The goal of our advegtisas to acquire new subscribers for our e-maitipcts, increase the traffic to our Web
sites, and increase brand awarenes3tavelzoo . The $628,000 increase in sales and marketingnsgsefor the three months ended
September 30, 2008 compared to the three montlede®eptember 30, 2007 was primarily due to an $807increase in salary expense due
primarily to an increase in the headcount of olesand marketing staff, a $390,000 increase ir@hing to acquire new subscribers for our
e-mail products and a $346,000 increase in trad&eting and public relations expenses offset bp@8$000 decrease in advertising to
acquire traffic to our Web sites. For the three therended September 30, 2008 and 2007, adverggpenses accounted for 59% and 69%,
respectively, of total sales and marketing expenBes $6.5 million increase in sales and markegixyggenses for the nine months ended
September 30, 2008 compared to the nine monthdedelgtember 30, 2007 was primarily due to a $3lllomincrease in salary expense i
primarily to an increase in the headcount of olessand marketing staff and a $2.9 million increiasadvertising to acquire new subscribers
for our e-mail products. For the nine months enBlegtember 30, 2008 and 2007, advertising expewsesiated for 62% and 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 idteg reach of our publications increases. In otdéncrease 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 averageeoscquisition of a new subscriber. We belidwa the average cost per acquisition
depends mainly on the advertising rates which wefgamedia buys, our ability to manage our sulimaracquisition efforts successfully, ¢
the degree of competition in our industry.

In May 2005, we began operations in the Urik2006, we began operations in Canada, GermanySpait. In 2007, we began operations
in Australia, China, France, Hong Kong, Japan, Baigdvan. The start-up of our business in Europe/Asid Pacific is expected to result in a
relatively high level of sales and marketing exgeinsthe foreseeable future.
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General and Administrative

General and administrative expenses condisiapity 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 $6.7 million for the threathmended September 30, 2008 from $3.8 milliortHerthree months ended Septembeil
2007. General and administrative expenses increasgtd.4 million for the nine months ended Septen@®, 2008 from $9.9 million for the
nine months ended September 30, 2007. The $3.miticrease in general and administrative expefwsebe three months ended
September 30, 2008 compared to the three montlede®eptember 30, 2007 was primarily due to a $lll®bmincrease in salary and
employee related expenses due primarily to an &serén headcount, a $730,000 increase in rent ffind expense, and a $697,000 increase
in professional services expenses. The $9.4 milhorease in general and administrative expenseséonine months ended September 30,
2008 compared to the nine months ended Septemb@08@ was primarily due to a $5.0 million increassalary and employee related
expenses due primarily to an increase in headcau#2,2 million increase in rent and office expers® a $1.7 million increase in
professional services expenses.

In the nine months ended September 30, 2002667, the Company recorded expense of $14,0082h000, respectively, related to a
program under which the Company makes cash payrn@ptsople who establish that they were formerldtoltiers of Travelzoo.com
Corporation, and who failed to submit requestssfares in Travelzoo Inc. within the required tinegigpd. The expense is based on the
number of actual valid claims received and the Camyjs stock price. The Company cannot reliablyneste future expenses incurred under
this program because it is based on the numbealaf kequests received and future levels of the gamy’'s common stock 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 anchédrative 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 eachrtgr in 2005, 2006, 2007, and the first nine memth2008, an analysis of our average cost
for acquisition of new subscribers for oimavelzoo Top 20 newsletter and oudewsflash e-mail alert service for our North America, Europe,
and Asia Pacific operating segments.

The table includes the following data:

. Average Cost per Acquisition of a New Subscrifiéis 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 sigmefbuat least one of ou-mail publications throughout the quarter. Thiais
unduplicated subscriber number, meaning a subsasibe signed up for two or more of our publicatiéa®nly counted onct

. Subscribers Removed From List: Subscribers whewamoved 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 quaaitedt,subtracting unsubscribes during the currentteu
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North America:

Average Cost per 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 $2.54 714,64 (317,94) 9,773,55I
Q2 2006 $2.11 737,73t (532,679) 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 (345,896 10,611,50
Q2 2007 $3.0: 552,48t (335,309 10,828,68
Q3 2007 $3.92 385,40¢ (255,009 10,959,08
Q4 2007 $3.7¢ 279,96’ (242,82) 10,996,23
Q1 2008 $4.97 296,56! (270,42)) 11,022,37
Q2 2008 $3.3¢ 348,50¢ (303,62) 11,067,25
Q3 2008 $3.7¢ 360,91¢ (292,05 11,136,11
Europe:

Average Cost per Subscribers

Acquisition of a Removed
Period New Subscriber New Subscribers From List Balance
Q3 2005 $1.6-5 127,85 (5,577 140,15:
Q4 2005 $2.0z2 174,51 (16,899 297,76
Q1 2006 $2.1¢ 143,66t (16,83) 424,60:
Q2 2006 $2.6¢ 129,43 (34,070 519,97
Q3 2006 $1.2¢ 126,56¢ (29,799 616,74
Q4 2006 $2.94 69,48¢ (30,949 655,29(
Q1 2007 $3.8¢ 159,43¢ (31,350) 783,37¢
Q2 2007 $4.4: 206,00 (39,690 949,69:.
Q3 2007 $2.9¢ 331,90¢ (32,689 1,248,90!
Q4 2007 $5.8¢ 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!
Q3 2008 $4.52 253,96 (38,419 2,109,23!
Asia Pacific:

Average Cost per Subscribers

Acquisition of a Removed
Period New Subscriber New Subscribers From List Balance
Q2 2007 $2.4¢ 1,06¢ 4 1,06¢
Q3 2007 $2.2: 42,10¢ (13§ 43,03:
Q4 2007 $2.9C 180,44t (9,019 214,46!
Q1 2008 $3.12 393,31: (26,199 581,57
Q2 2008 $3.37 369,49: (38,049 913,02(
Q3 2008 $2.4¢ 194,46 (43,589 1,063,89.

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 suppléssvell 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®@&Q@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 emstifites from quarter to quarter and from
country to country.
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We began operations in Asia Pacific in ApfiDZ and started acquiring new subscribers in Alisti@hina, Hong Kong, Japan, and
Taiwan.

Increasing average cost per subscriber iyliceresult in higher absolute marketing experases potentially higher relative marketing
expenses as a percentage of revenue. Going fomerkpect continued upward pressure on online #direy 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 $&any to continue to grow the reach of our pulilicest 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 segmentsireftort based on our organizational structure &eptember 30, 2008.

North America

Three Months Ended September 30, Nine Months Ended September 30,
2008 2007 2008 2007
(In thousands (In thousands
Net revenue: $16,01¢ $18,36¢ 54,10 $55,55¢
Income from operatior 4,22 7,06¢ 17,41* 22,54(
Income from operations as a % of reven 26.4% 38.5% 32.2% 40.6%

In North America, revenues decreased 13%earttiree months ended September 30, 2008 compatied same period in 2007. The
decrease in revenue was primarily due to decre@sethue from oufravelzoo Web site Travelzoo Top 20 newsletterNewsflash and
Super Search and decreased spending from certain clients, offg¢he addition of new clients and an increasewenue fronilravel zoo
Network . Sales and marketing expenses as a percentageesiue decreased to 45% or $7.3 million for theghmonths ended September
2008 from 47% or $8.7 million for the three monémsled September 30, 2007. The $1.4 million decrieasaes and marketing expense was
primarily due to a $1.1 million decrease in adwént to acquire traffic to our Web sites and a $286 decrease in expenses for brand
marketing campaigns. General and administrativeesgs as a percentage of revenue increased tor283@anmillion for the three months
ended September 30, 2008 from 13% or $2.3 mill@ritie three months ended September 30, 2007. THAendillion increase in general and
administrative expense was primarily due to an $831 increase in salary and employee related exgearsd a $603,000 increase in
professional services expense. Income from operafir North America as a percentage of revenukedrthree months ended September 30,
2008 compared to the three months ended Septerib2037 decreased to 26.4% from 38.5%.

In North America, revenues decreased 3% imihe months ended September 30, 2008 comparée ame period in 2007. The decri
in revenue was primarily due to decreased revermm $Super Search andNewsflash and decreased spending from certain clients, dffgéte
addition of new clients and an increase in revefmua our Travelzoo Top 20 newsletter andravelzoo Network . Sales and marketing
expenses as a percentage of revenue decreasebtor423.5 million for the nine months ended Sejen80, 2008 from 46% or
$25.3 million for the nine months ended Septemi®e2B07. The $1.7 million decrease in sales andetiag expense was primarily due to a
$1.3 million decrease in advertising to acquiréfizdo our Web sites and a $1.1 million decreasadvertising to acquire new subscribers for
our e-mail products offset by a $641,000 increassalary expense. General and administrative exgessa percentage of revenue increased
to 21% or $11.4 million for the nine months endegt&mber 30, 2008 from 13% or $7.1 million for ttiee months ended September 30,
2007. The $4.3 million increase in general and aistrative expense was primarily due to a $2.7iamlincrease in salary and employee
related expenses, a $984,000 increase in rentffind expense, and a $960,000 increase in profeakgervices expense. Income from
operations for North America as a percentage afmae in the nine months ended September 30, 208pared to the nine months ended
September 30, 2007 decreased to 32.2% from 40.6%.
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Europe
Three Months Ended September 3C Nine Months Ended September 3C
2008 2007 2008 2007
(In thousands (In thousands
Net revenue: $ 2,60z $ 1,611 $ 7,222 $ 4,397
Loss from operation (2,249 (1,429 (6,502 (3,266
Loss from operations as a % of reven 86.4% 88.2% 90.(% 74.5%

In Europe, revenues increased $992,000 orié2%e three months ended September 30, 2008 cehpathe same period in 2007. The
increase in revenue was driven by the additioneg¥ nlients, increases in our advertising ratesem&ed spending from existing clients, and
new product offerings and revenue streams. Sakksnanketing expenses increased to $3.0 millioriferthree months ended September 30,
2008 from $2.1 million for the three months endegt®mber 30, 2007. The $953,000 increase in satemarketing expense was due
primarily to a $402,000 increase in salary expeask? 33,000 increase in advertising to acquirditred our Web sites, and a $165,000
increase in advertising to acquire new subscrifmrsur e-mail products. General and administragixpenses increased by $770,000 to
$1.7 million for the three months ended SeptemBe2B808 compared to the prior year period due milynt a $185,000 increase in bad d
expense, a $164,000 increase in intercompany chaadkl 46,000 increase in salary expense, and®g@IDincrease in rent and office
expense. Our loss from operations in Europe waa igfllion for the three months ended Septembe2808 compared to a loss of
$1.4 million for the three months ended SeptemBe2807.

In Europe, revenues increased $2.8 millio64% in the nine months ended September 30, 200®a&@d to the same period in 2007. The
increase in revenue was driven by the additioresf olients, increases in our advertising rateseimeed spending from existing clients, and
new product offerings and revenue streams. Sakksmanketing expenses increased to $9.1 millionifemine months ended September 30,
2008 from $5.5 million for the nine months ende@t8mber 30, 2007. This $3.6 million increase waes plimarily to a $1.3 million increase
in salary expense, a $1.2 million increase in aibiag to acquire new subscribers for our e-mailducts, and an $830,000 increase in
advertising to acquire traffic to our Web sitesn@ml and administrative expenses increased byriilidn to $4.4 million for the nine
months ended September 30, 2008 compared to theyear period due primarily to a $767,000 incraassalary expenses, a $389,000
increase in professional services expense whidhdes recruiting expenses, and a $375,000 incieasat and office expense. Our loss fr
operations in Europe was $6.5 million for the nimenths ended September 30, 2008 compared to afl&ss3 million for the nine months
ended September 30, 2007.

Asia Pacific
Three Months Ended September 3C Nine Months Ended September 3C
2008 2007 2008 2007
(In thousands (In thousands
Net revenue $ 207 $ — $ 317 $ —
Loss from operation (2,339 (70€) (8,319 (1,107

In Asia Pacific, revenues in the three momtihded September 30, 2008 were $207,000. We begaatigms in Asia Pacific in the second
quarter of 2007 and we did not generate any revemuthe three months ended September 30, 200&s Satl marketing expense increase
$1.3 million for the three months ended SeptemBe2B808 from $193,000 for the three months endedeBeber 30, 2007. The $1.1 million
increase was primarily due to a $433,000 increasalary expense and a $388,000 increase in asimgrto acquire new subscribers for our
e-mail products. General and administrative expeime@eased to $1.2 million for the three monthdeehSeptember 30, 2008 from $513,000
for the three months ended September 30, 2007$T24,000 increase was primarily due to a $335,006€ease in salary and employee
related expenses and a $272,000 increase in rérdffice expense. Our loss from operations in Aaific was $2.3 million for the three
months ended September 30, 2008 compared to afl@§96,000 for the three months ended Septemhe2 (LY.

In Asia Pacific, revenues in the nine monthdesl September 30, 2008 were $317,000. We diderwrgte any revenues in the nine
months ended September 30, 2007. Sales and maylkeqiense increased to $4.8 million for the ninetin® ended September 30, 2008 from
$225,000 for the nine months ended September 3, Athe increase of $4.6 million was
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primarily due to a $2.9 million increase in advartg to acquire new subscribers for our e-mail potsland a $1.2 million increase in salary
expense. General and administrative expenses seteda $3.7 million for the nine months ended Seper 30, 2008 from $882,000 for the
nine months ended September 30, 2007. The $2.Bmilicrease was primarily due to a $1.4 millioorgase in salary and employee related
expenses, an $889,000 increase in rent and offjpense, and a $355,000 increase in professionatseerand recruiting expenses. Our loss
from operations in Asia Pacific was $8.3 milliorr foe nine months ended September 30, 2008 comparetbss of $1.1 million for the nine
months ended September 30, 2007.

Income Taxes

We recorded income tax provisions of $1.4ionlland $3.2 million for the three months endedt&aper 30, 2008 and September 30,
2007, respectively. We recorded income tax prowussiof $6.9 million and $10.3 million for the ninenths ended September 30, 2008 and
September 30, 2007, respectively. For the threeimsended September 30, 2008, we recorded a $42de@0ction of income tax expense
related to the reversal of tax liabilities previyugcorded for uncertain tax positions. Our incamgenerally taxed in the U.S. and our
income tax provisions reflect federal and stattugbay rates applicable to our levels of income arpenses, adjusted to take into account
expenses that are treated as having no recognitzabbenefit. For the three months ended SepteBe2008, our effective tax rate was
(378%). For the nine months ended September 3@, 200 effective tax rate was 235%. Losses of apprately $4.7 million and
$14.7 million for the three months and nine morghded September 30, 2008, respectively, from owfeuand Asia Pacific business
segments were treated as having no recognizableetzefit.

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 September 30, 2008, we had $15.8 milliooash and cash equivalents. Cash and cash éeptivalecreased from $22.6 million a:
December 31, 2007 primarily as a result of caskl iseperating activities and investing activitesexplained below. We expect that cash on
hand will be sufficient to provide for working cégiineeds for at least the next 12 months.

Nine Months Ended September 3!

2008 2007
(In thousands
Net cash provided by (used in) operating activi $ (2,816 $ 10,02¢
Net cash used in investing activiti (3,826 (340
Net cash provided by (used in) financing activi 18t (19,827
Effect of exchange rate changes on cash and casvadnts (349 (22
Net decrease in cash and cash equiva $ (6,80 $ (10,16

Cash provided by or used in operating acésits net income or net loss adjusted for certamaeash items and changes in assets and
liabilities. Net cash used in operating activitieshe nine months ended September 30, 2008 ineddas $12.8 million compared to the nine
months ended September 30, 2007. The increasslinuszd in operating activities was due primadlintreases in cash used in our
operations in Asia Pacific and Europe.

Net cash used in investing activities was $8il8on in the nine months ended September 30820@t cash used in investing activities
was $340,000 during the nine months ended Septedih@007. Purchases of property and equipmeieimine months ended
September 30, 2008 increased by $2.6 million coptbtr the nine months ended September 30, 200@rduarily to capitalized internalse
software costs, leasehold improvements and officeitiire purchased for new offices, and computadseqjuipment purchased for a second
data center. During the nine months ended Septehe2008, we used $875,000 for the purchase tifates] cash which serves as the
collateral for a standby letter of credit for theegrity deposit of our corporate headquarters.

Net cash provided by financing activities 485,000 for the nine months ended September 3B. 20et cash used in financing activit
was $19.8 million for the nine months ended Septm0, 2007. For the nine months ended Septemh&088, net cash provided by
financing activities was due to the exercise o€lstoptions. For the nine months ended Septembe2@B¥,, net cash used in financing
activities was due to the repurchase of commorkstoc
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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 tleaetimcreases will continue for the foreseeabl&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 or a less favertitan expected development of our
business in Asia Pacific and Europe may requir® &Il additional equity or debt securities oabtsh new credit facilities to raise capital
order to meet our capital requirements.

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

If the development of our business in AsiaifRtaand Europe is less favorable than expectedmayg decide to significantly reduce the ¢
of our operations and marketing expenses in theskeats with the objective of reducing cash outflitmvthe nine months ended
September 30, 2008, cash used in operating aetviiti Asia Pacific and Europe was $8.1 million &6 million, respectively.

The following summarizes our principal contted commitments as of September 30, 2008 (in thiods):

2008 2009 2010 2011 2012 Thereafter Total
Operating lease $ 1,21t $ 4,31 $ 2,65¢ $ 1,99/ $ 2,03 $ 2,08t $14,19¢
Purchase obligatior 427 — — — — — 427
Total commitment: $ 1,64 $ 4,318 $ 2,55¢ $ 1,99¢ $ 2,03 $ 2,08t $14,62¢

The table above excludes net unrecognizeteagfits of approximately $795,000 as of SepterBBeR008, because the Company is
unable to make reasonably reliable estimates otirthieg of the cash settlements with the respedaxéng authorities.
Growth Strategy

Our growth strategy has two main elements:

. Replicate our business model in selected foreigrketsin Asia Pacific and in Europe; a

. Expand the scope of our business ma

In 2007, we began to allocate significant ugses to the development of theavelzoo 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 seardjine.
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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 157%aeétishes a framework for measuring the fair valtiassets and liabilities.
This framework is intended to provide increasedsgsirncy 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 $osition (FSP) No. 1!-2, which
delayed the effective date of SFAS 157 one yeaalfaron-financial assets and nénancial liabilities, except those recognized @rctbsed ¢
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 #idopf SFAS 157 for financial assets and liakgktidid not have a material impact on our
condensed consolidated financial statements. SeeMNfor information and related disclosures regmydhe 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 certainrfoial assets and liabilities at fair value, witle thtent to mitigate volatility in financial
reporting that can occur when related assets abdilies are recorded on different bases. The Gowm@mdopted SFAS 159 on January 1,
2008 and did not elect to use fair value to re-memany of its assets or liabilities.

RISK FACTORS

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

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

In the nine months ended September 30, 2088)emerated a net loss. Although we generatechoetrie in 2007 and in prior years, there
is no assurance that we will be profitable in thieife. It is likely that we will not sustain prafhility in 2008. We expect our operations in
Asia Pacific and Europe to incur significant lossethe foreseeable future. During the nine moetided September 30, 2008, our revenues
in North America have decreased while our operagixggenses in North America have increased. We éxpatthis will have a material
negative impact on our operating margins and regtrire. Furthermore, we forecast our future expessald based on our operating plans and
our estimates of future revenues. We may find éeseary to significantly accelerate expenditurksgting to our sales and marketing effort:
otherwise increase our financial commitment to ttngeand maintaining brand awareness among Intersets and travel companies. If our
revenues grow at a slower rate than we anticipatié,our spending levels exceed our expectatiarsaanot be adjusted to reflect slower
revenue growth, we may not generate sufficientmaes to be profitable. Any of these developmentdccresult in a significant decrease in
the trading price of our common stock.

Fluctuations in our operating results may negatiyeimpact our stock price.

Our quarterly operating results may fluctuggmificantly in the future due to a variety of fas that could affect our revenues or our
expenses in any particular quarter. You shouldegton quarter-to-quarter comparisons of our tssefl operations as an indication of future
performance. Factors that may affect our quartesdylts include:

. mismatches between resource allocation and clemiatd due to difficulties in predicting client derdan a new marke

. changes in general economic conditions that coffédtamarketing 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;
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. the introduction, development, timing, compedtjpricing and market acceptance of our productssendces and those of our
competitors

. our ability to attract and retain key personi

. our ability to manage our anticipated growth angaasion;

. our ability to attract traffic to our Web site

. technical difficulties or system downtime affectitige Internet generally or the operation of ourdpieis 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.

If revenues fall below our expectations in goyarter and we are unable to quickly reduce oerag expenses in response, our oper:
results would be lower than expected and our spoicke may fall.

We depend on one client for a substantial part efrgevenues.

In the nine months ended September 30, 20@8¢lent accounted for 12% of our revenues. Thieagents with this client are in the fc
of multiple insertion orders from entities undee tommon control of this client, in either the Camy's standard form or in the cliestform.
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 bmagdversely affected. To be successful,
we must provide online marketing solutions thatieed 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 isswaicessful. If we are not able to anticipate
changes in the online advertising market or if lmusiness 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.

In the nine months ended September 30, 2008ash and cash equivalents decreased by $6.&millVe intend to continue to grow our
business, and intend to fund our current operatimusanticipated growth from the cash on hand. Hewehis may not be sufficient to meet
our needs. We may not be able to obtain financimgammercially reasonable terms, or at all.

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 teris adverse effect on our business.
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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 séiesrmay have rights senior to those of the halddrour 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 lihieethe 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 miaudkspending generally, and their online marketipgnding in particular. Recessions may
have a material adverse affect on our businesgiaaaicial condition.

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 anyhsaccurrence. Outages could cause significantriqpéions of our service. In addition, des
our implementation of network security measures,seavers are vulnerable to computer viruses, physind electronic breaks, and simila
disruptions from unauthorized tampering with oumgaiter systems. We do not carry business integaptisurance to compensate us for
losses that may occur as a result of any of thesets.

Technological or other assaults on our service cdilarm 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 hamoperating results and financial condition. Wena carry business interruption
insurance to compensate us for losses that may ascaresult of any of these events.

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

In May 2005, we began operations in the Urik2006, we began operations in Canada, GermanySpait. In 2007, we began operations
in Australia, China, France, Hong Kong, Japan, Baidvan. We expect our operations in Asia Pacifid Barope will incur significant losses
in the next two to three years primarily as a restisignificant expenses related to subscribeussitipn and other marketing activities. These
losses may not have any recognizable tax beneéteMpect that this will have a material negativpaet on our operating margins and net
income. Any of these developments could resultsigaificant decrease in the trading price of common stock. In addition to uncertainty
about our ability to generate net income from auweign operations and expand our international etguksition, there are certain risks
inherent in doing business internationally, inchgli

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

We believe that continuing to build awarenefsthe Travel zoo brand name is critical to achieving widespread piznee of our business.
Brand recognition is a key differentiating facton@ng providers of online advertising opportuniti@sd we believe it could become more
important as competition in our industry increasesrder to maintain and build brand awarenessimust succeed in our marketing efforts.
If we fail to successfully promote and maintain buand, incur significant expenses in promotinglmand and fail to generate a
corresponding increase in revenue as a resultrabr@unding efforts, or encounter legal obstaclegkwprevent our continued use of our br:
name, our business could be materially adversédetad.

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

Events like the war with Iraq or the terroastiacks on the U.S. in 2001 or the current gldibahcial crisis have a negative impact on the
travel industry. We are not in a position to eviduhe net effect of these circumstances on ounbss. In the longer term, our business r
be negatively affected by financial pressures enttavel industry. However, our business may aéstefit if travel companies increase their
efforts to promote special offers or other marlgtmograms. If such events result in a long-tergatige impact on the travel industry, such
impact could have a material adverse effect orbosmess.

We will not be able to attract travel companiesioternet users if we do not continually enhance ax@velop the content and features of
our products and services.

To remain competitive, we must continually inone the responsiveness, functionality, and featafeur products and services. We may
not succeed in developing features, functions, yete] or services that travel companies and Intersers 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 wéthidly changing technologies and clients’ needs.

Our success is dependent on our ability teligvnew and enhanced software, services, anedeabducts to meet rapidly evolving
technological requirements for online advertisi®gr current technology may not meet the futurernae 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 incret&sectionality; anc

. changes in travel company and Internet user reqaings.

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

Our future success depends on our abilitfttact, train, motivate, and retain highly skillechployees. We may be unable to retain our
skilled employees, or attract, assimilate, andimeaither highly skilled employees in the future. WWave from time to time in the past
experienced, and we expect to continue to expegianthe future, difficulty in hiring and retainiriagghly skilled employees with appropriate
qualifications. If we are unable to hire and resslilled 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 kexperienced a period of rapid growth. In otdexxecute our business plan, we must
continue to grow significantly. As of September 3008, we had 207 employees. We expect that thdauof our employees will continue
to increase for the foreseeable future. This grdvath placed, and our anticipated future growth egtitinue to place, a
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significant strain on our management, systemsrasaources. We expect that we will need to conttoumprove our financial and manage!
controls and reporting systems and procedures. iWalao need to continue to expand and maintasselcoordination among our sales,
production, marketing, IT, and finance departmeWwis.may not succeed in these efforts. Our inahiditgxpand our operations in an efficient
manner could cause our expenses to grow dispropatgly to revenues, our revenues to decline av gnore slowly than expected and ca
otherwise have a material adverse effect on ounbss.

Our operations may be adversely affected by changesur senior management.

Effective October 1, 2008, Holger Bartel wiscted as Chief Executive Officer of the Compamplacing Ralph Bartel, who has serve!
Chairman of the Board of Directors, President ahtefCExecutive Officer since the founding of then@many. Ralph Bartel continues as
Chairman of the Board. Holger Bartel is the brothieRalph Bartel. He served as Executive Vice Rierd of the Company from 2001 to
2007, and has served as a director of the Compaog 2005, and has extensive familiarity with thisibess and operations of the Company.
However, there can be no assurances that thesgehanthe senior management of the Company wilhage an adverse effect on the
business of the Company, on a temporary basishenoetse.

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

We face intense competition. We compete feedising dollars with large Internet portal siteach as America Online, MSN, and
Yahoo!, that offer listings or other advertisingooptunities for travel companies. These companée® Isignificantly greater financial,
technical, marketing, and other resources and lalg@nt bases. We compete with search enginesdikegle and Yahoo! Search that offer
pay-per-click listings. We also compete with tranedta-search engines and online travel deal pidyishVe also compete with large online
travel agencies like Expedia and Priceline that affer advertising placements. In addition, we pete with newspapers, magazines, and
other traditional media companies that operate ¥els which provide online advertising opportursitié/e expect to face additional
competition as other established and emerging coiepaincluding print media companies, enter thiameradvertising market. Competition
could result in reduced margins on our servicess tif market share, or less us@avelzoo by travel companies and consumers. If we an
able to compete effectively with current or futemmpetitors as a result of these and other facborsbusiness could be materially adversely
affected.

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

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

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

We use technology and software products fittind parties including Microsoft. Technology frorarccurrent or other vendors may not
continue to be available to us on commercially oeable terms, or at all. Our business will suffevé are unable to access this technolog
gain access to additional products or to integnate technology with our existing systems. This dazduse delays in our development and
introduction of new services and related productsnihancements of existing products until equiviabemeplacement technology can be
accessed, if available, or developed internallfgafsible. If we experience these delays, our lessicould 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 lmehmay continue to be subject to wide fluctuaiddur stock price may fluctuate in
response to a number of events and factors, sughaaterly variations in operating results; ann@ments 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 investaag deem comparable to us; and news reportsngladitrends in our markets or general
economic conditions.
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In addition, the stock market in general, gr@market prices for Internet-related companigzairticular, 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 operapi@dgormance.

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and whous Chairman of the Board, is our largest stocttbglholding beneficially, as of
November 3, 2008, approximately 58.1% of our oufditag shares with options to increase his percentagnership to 63.5% on a fu-
diluted basis. Through his share ownership, he &position to control Travelzoo and to elect entire board of directors.

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 noenaly 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 grovitthe Internet. 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.
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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 tao-geadline for exchanging their shares was unegdible or otherwise. In addition, one or
more jurisdictions, including the Bahamas or theté&of Delaware, may assert rights to unclaimedeshander escheat statutes. If such
escheat claims are asserted, we intend to chalkieggpplicability of escheat rights in that, amariger reasons, the identity, residency and
eligibility of the holders in question cannot baatenined. 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 refemetbove at the time of their applications for issweaof shares. If claims are asserted by
persons claiming to be former stockholders of Tiax@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 subjectheatsclaims, we would assert that the claimant mstsblish 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 commorkdtmcno 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.

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@lzoo Inc. within the required time
period. The accompanying condensed consolidateddial statements include a charge in general dmingstrative expenses of $14,000 for
these cash payments for the nine months endedBlepte30, 2008. The liability was $3,000 as of Seyfter 30, 2008. The liability is based
on the actual number of valid requests receivenh filmmer stockholders through September 30, 2088rémain unpaid. The total cost of 1
program is not reliably estimable because it ieHam the ultimate number of valid requests recktard future levels of our common stock
price. Our common stock price affects the liabibigcause the amount of cash payments under theapndg based in part on the recent level
of the stock price at the date valid requests eceived. We do not know how many of the requeststares originally received by
Travelzoo.com Corporation in 1998 were valid, bethelieve that only a portion of such requests waliel. As noted above, in order to
receive payment under the program, a person isregtjto establish that such person validly heldstin Travelzoo.com Corporation.
Assuming 100% of the requests from 1998 were véditner stockholders of Travelzoo.com Corporatiotding approximately 4,069,000
shares had not submitted claims under the progsanf September 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 coulive a significant and adverse effect on our busss.

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 404w@at&n, we have identified areas of internal cdsttbat may need improvement and have
instituted remediation efforts where necessaryreiily, none of our identified areas that need mepment have been categorized as ma
weaknesses. We may identify conditions that mayltr@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 the protection of théravelzoo brand name. We rely upon a combination of copyright
trade secret and trademark laws and non-discl@dether contractual arrangements to protectraeliéctual property rights. The steps we
have taken to protect our proprietary rights, hosvemnay not be adequate to deter misappropriafignaprietary information.
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We have registered tieavelzoo trademark in the U.S., Australia, Canada, Chinaydddong, 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 kegneent 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 stapsriforce our intellectual property rights. In atuti, the validity, enforceability, and scope
of protection of intellectual property in Intermetlated industries are uncertain and still evolvifige laws of countries in which we may
market our services in the future are uncertainraag afford little or no effective protection ofrauntellectual property. The unauthorized
reproduction or other misappropriation of our piefary technology could enable third parties toddifirom our technology and brand name
without paying us for them. If this were to occomy 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, cdreed brand names do not or will not infringe vadatents, copyrights or other intellectual
property rights held by third parties. While we bavtrademark for “Travelzoothany companies in the industry have similar namelsiding
the word “travel”. We expect that infringement ahai in our markets will increase in number as mamigipants enter the markets. We may
be subject to legal proceedings and claims frone tiotime relating to the intellectual propertyotifiers in the ordinary course of our
business. We may incur substantial expenses imdifg 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.

ltem 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 derivative transactions. We invesiighly liquid investments with short maturities. @&edingly, we do not expect any material
loss from these investments.

Our operations in Asia Pacific expose us teifm currency risk associated with agreementsgogémominated in Australian Dollars,
Chinese Yuan, Hong Kong Dollars, Japanese YenTaiwan Dollars. Our operations in Canada expode @sreign currency risk associated
with agreements being denominated in Canadian BBoKaur operations in Europe expose us to foreigreacy risk associated with
agreements being denominated in British Sterlingrndle and Euros. We are exposed to foreign currasicyassociated 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 September 30, 2008, we carried out a@ugtion, under the supervision and with the pigditton of the Company’s management,
including the Company’s Chief Executive Officer mdpwith the Company’s Chief Financial Officer, béteffectiveness of the design and
operation of our disclosure controls and procedptesuant to Exchange Act Rule 13a-15. Based upatret/aluation, the Company’s Chief
Executive Officer along with the Company’s Chieh&ncial Officer concluded that our disclosure coistand procedures were effective to
ensure that the information required to be disadseus in this quarterly report was recorded, pssed, summarized and reported within the
time periods specified in the SEC’s rules and ragiuihs and were also effective to ensure that m&iion required to be disclosed by us in
this quarterly report was accumulated and commumictd our management including the Company’s Chiefcutive Officer and the
Company’s Chief Financial Officer to allow timelgcisions regarding its disclosure.

During the three months ended September 31B,2B8ere was no change in our internal controf éimancial reporting (as defined in
Exchange Act Rule 13a-15(f)) that materially aféettor is reasonably likely to materially affe¢te tCompany’s internal control over
financial reporting.
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PART II—OTHER INFORMATION
Iltem 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 6. Exhibits
The following table sets forth a list of exitéh

Exhibit
Number Description
3.1 Certificate of Incorporation of Travelzoo Inc. (brporated by reference to our Pre-Effective AmenainiNo. 6 to
Registration Statement on Forr-4 (File No. 33-55026), filed February 14, 200:
3.2 By-laws of Travelzoo Inc. (Incorporated by refereto PreEffective Amendment No. 6 to our Registration Stegat or
Form &4 (File No. 33-55026), filed February 14, 200:
10.1 Employment Agreement, effective as of October D&®y and between Travelzoo Inc. and Holger Bhtelorporated
by reference to Exhibit 99.1 on Forr-K (File No. 00(-50171), filed September 23, 200
10.2 Amendment No. 1 to Employment Agreement, effecBeptember 23, 2008, by and between Travelzoo httMax
Rayner (Incorporated by reference to Exhibit 9%Form &K (File No 00(-50171), filed September 29, 200
10.3 Amendment No. 1 to Employment Agreement, effecBeptember 23, 2008, by and between Travelzoo httWayne
Lee (Incorporated by reference to Exhibit 99.2 omfr&-K (File No 00(-50171), filed September 29, 200
31.1% Certification of Chief Executive Officer pursuantRule 13a-14(a) and Rule 18d{a) of the Securities Exchange Acl
1934, as amende
31.2t Certification of Chief Financial Officer pursuantRule 13a-14(a) and Rule 15d-14(a) of the Seesrixchange Act of
1934, as amende
32.1t Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiio8e906 of the
Sarbane-Oxley Act of 2002
32.2t Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdido8e906 of the

Sarbane-Oxley Act of 2002

T 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: November 10, 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, Holger Bartel, certify that:
1. I have reviewed this quarterly report omrd.0-Q of Travelzoo Inc.;

2. Based on my knowledge, this report doescantain any untrue statement of a material 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 statetsy and other financial information includedhistreport, fairly present in all material
respects the financial condition, results of operat, and cash flows of the registrant as of, amdthe 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 consolidhsibsidiaries, 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 diremncial 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/ HOLGER BARTEL

Holger Bartel
Chief Executive Officer

Date: November 10, 2008



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 operat, and cash flows of the registrant as of, amdthe 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 #psnt 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: November 10, 2008



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 September 30, 2008utitersigned hereby certifies, pursuant to 18 U.81350, as adopted pursuant to 8906 of
the Sarbanes-Oxley Act of 2002, to the best okh@wvledge, that (1) this report fully complies witte requirements of Section 13(a) or
Section 15(d) of the Securities Exchange Act of4l88d (2) the information contained in this regantly presents, in all material respects,

the financial condition and results of operatiohthe registrant.

Date: November 10, 2008 By: /s| HOLGER BARTEL
Holger Bartel

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 September 30, 2008utitersigned hereby certifies, pursuant to 18 U.81350, as adopted pursuant to 8906 of
the Sarbanes-Oxley Act of 2002, to the best okh@wvledge, that (1) this report fully complies witte requirements of Section 13(a) or
Section 15(d) of the Securities Exchange Act of4l88d (2) the information contained in this regantly presents, in all material respects,

the financial condition and results of operatiohthe registrant.

Date: November 10, 2008 By: /s| WAYNE LEE
Wayne Lee

Chief Financial Officer




