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

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

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

available or other events or circumstances occtharfuture.

ltem 1. Business
Overview

Travelzoo Inc. is an Internet media company théliphes sales and specials for hundreds of traxapanies. As the Internet is becorr
consumers’ preferred medium to search for travielrsf we provide airlines, hotels, cruise lines;ateon packagers, and other travel
companies with a fast, flexible, and cost-effectivagy to reach millions of users. While our prodymtsvide advertising opportunities for
travel companies, they also provide Internet uagtts a free source of information on current saed specials from hundreds of travel
companies.

Our products include theavelzoowebsite, thélravelzoo Top 2@ewsletterNewsflashand theweekend.comewsletter.

More than 300 companies purchase our adirggtservices, including American Airlines, AmericBrpress, Alamo Rent-A-Car, ATA,
Avis Rent-A-Car, British Airways, Carnival Cruisénes, Liberty Travel, Delta Air Lines, Expedia, fFabont Hotels & Resorts, JetBlue
Airways, Kimpton Hotels, Marriott Hotels, Caesarst&tainment, Spirit Airlines, Starwood Hotels &$®ets Worldwide, Royal Caribbean,
United Airlines, and US Airways.

Our revenues are generated from advertisifessOur revenues have grown rapidly since werbeparations in 1998, primarily driven
by an increasing number of travel companies listivegr sales and specials on ffravelzoowvebsite and in th&ravelzoo Top 2@ewsletter.
Our revenues increased from approximately $84,00€hk period from May 21, 1998 (inception) to Daber 31, 1998, to approximately
$18.0 million for the year ended December 31, 2003.

Our principal business office is located @0 BMadison Avenue, 21st Floor, New York, New Yof022.

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

In a series of transactions completed in 200&velzoo Bahamas was merged into Travelzoo énDglaware corporation, and each share
of Travelzoo Bahamas was converted into the righéteive one share
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of common stock of Travelzoo Inc. As of DecemberZ103, 130,497 former stockholders of Travelzobdaas have taken the steps
necessary to receive their shares in Travelzog &mdl 15,294,033 shares of common stock have Beaad. If all former stockholders of
Travelzoo Bahamas accept their shares in Travélmoan additional 4,131,114 shares of commorksiilt be issued. These shares are
reported as outstanding shares in our financigistants.

In October 2003, the Company completed arewadtten secondary offering of 402,500 sharesomfimion stock sold by the Company’s
Chief Executive Officer and principal stockhold&he offering was intended primarily to allow ther@many to satisfy the requirement for
listing on the NASDAQ SmallCap Market that the C@mp have 300 round lot holders.

On December 30, 2003, Travelzoo became lstetthie NASDAQ SmallCap Market under the symbol OkZ.”
Our Industry

According to the Newspaper Association of Aicee travel companies spent $1.3 billion in 2003ational advertising in newspapers
(source: Market and Business Analysis, NAA, 2004& believe that newspapers are currently the maidinm for travel companies to
advertise their sales and specials.

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

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

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

New Advertising Opportunitie¥he Internet allows travel companies to advertigdrtsales and specials in a fast, flexible, aret-co
effective manner that has not been possible before.

Suppliers Selling Directlywe believe that many travel suppliers prefer tbdietctly to consumers through suppliers’ websitessus
selling through travel agents. Internet advertisitigacts consumers to suppliers’ websites.

Problems Travel Companies Face and Limitations of Bwspaper Advertising

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

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

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

« typically, ads must be submitted 2 to 5 days pieathe publication date, which makes it difficudtadvertise last-minute inventory;
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e once an ad is published, it cannot be updatedletetEwhen an offer is sold out;

e once an ad is published, the travel company cactranige a price;

« in many markets, the small number of newspaperso#ret print media reduces competition, resultmbigh rates for newspaper

advertising; ant

* newspaper advertising does not allow for detaikxdgsmance tracking.

Our Products and Services

We provide airlines, hotels, cruise linesatéon packagers, and other travel suppliers witisg flexible, and cost-effective way to
advertise their sales and specials to millionssafrs. Our products include tieavelzoowebsite, thélravelzoo Top 20ewsletterNewsflash,
and theweekend.comewsletter. While our products provide advertisipgortunities for travel companies, they also ptevinternet users
with a free source of information on current saed specials from hundreds of travel companies.

As travel companies increasingly utilize thiernet to promote their special offers, we bediévat our products will enable them to take
advantage of the lower cost and real-time commtioica&nabled by the Internet. Our listing managemseftware allows travel companies to
add, update, and delete special offer listings mraktime basis. Our software also provides traeehpanies with real-time performance

tracking, enabling them to optimize their marketaamnpaigns.

The following table presents an overview of products:

Publication
Publication Content Schedule Reach* Advertiser Besfits Consumer Benefits

Travelzoowebsite Website listing thousands of 2417 5.1 million Broad reach, 24/7 access to deals,
outstanding sales and specials unique sustained exposur  ability to search and
from approximately 300 travel visitors pel  targeted placemer  browse by
companies month by destination and  destination or

travel segmer keyword

Travelzoo Top 20 E-mail newsletter listing 20 of tt  Weekly 6.1 million Mass “push” Weekly access to 20
week’s most outstanding deals subscriber  advertising vehicle  outstanding,
from selected travel companies to quickly stimulate  handpicked deals

incremental travel chosen from among
thousand:

Newsflast Regionally-targeted e-mail with a  Within 2.7 million Regional targeting,  Breaking news offel
single time-sensitive and 2 hours of subscriber  100% share of delivered just-in-
newsworthy travel offer an offer voice for advertise  time

being flexible publication
identified schedule

Weekend.com E-mail listing inspirational ideas = Weekly 2.0 million Upscale editorial Great ideas to make
for upcoming weekends, from subscriber  and visual content  the weekend count

getaways to local events and
movies

in HTML format,
strong share of
voice for advertise

* For Travelzoowebsite, reach is from comScore Media Metrix, 32@orTop 20, NewsflashandWeekend.comeach is based on interr
Travelzoo statistics as of 12/31/201

Benefits to Travel Companies

Key features of our solution for travel comjas include:

* Rea-Time Listings of Special Offer®ur technology allows travel companies to advertise special offers on a real-time basis.
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» Rea-Time UpdatesOur technology allows travel companies to updagér istings on a real-time basis.

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

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

Benefits to Consumers

OurTravelzoowebsite, ouTravelzoo Top 2@ewsletterNewsflashand ounWeekend.comewsletter provide consumers information on
current special offers at no cost to the consuitey.features of our products include:

» Aggregation of Offers From Many CompaniOur Travelzoowebsite and oufravelzoo Top 2@-mail newsletter aggregate informati
on current special offers from approximately 3@¥& companies. This saves the consumer time wdemctsing for travel sales and
specials

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

» Search toolsWe provide consumers with the ability to searchsjpecific special offers.

Growth Strategy
Key elements of our strategy include:

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

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

» Quality User BaseWe believe that, in addition to increasing our teage need to maintain the quality of our user b¥ge believe that
high quality content attracts a quality user b,

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

» Excellent ServiceWe believe that it is important to provide our adiging clients with excellent service.
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Clients

As of December 31, 2003, our client baseuidetl approximately 300 travel companies, includimtines, hotels, cruise lines, vacations
packagers, tour operators, car rental companiestranel agents. Some of our clients are:

American Airlines JetBlue Airways
Apple Vacations Kimpton Hotels
ATA Liberty Travel
Avis Rent A Car Lufthansa

British Airways Marriott Hotels
Budget Rent A Car Pleasant Holidays
Caesars Entertainment Royal Caribbean
Dollar Rent A Car Spirit Airlines
Expedia Starwood Hotels & Resorts Worldwide
Fairmont Hotels and Resorts Travelocity.com
Funjet Vacations United Airlines
Hawaiian Airlines US Airways

Hilton Hotels Virgin Atlantic

For the year ended December 31, 2003, outavgest clients accounted for 11% and 10% of euemnues, respectively. For the year
ended December 31, 2002, our two largest clierdswatted for 15% and 14% of our revenues, respégtier the year ended December 31,
2001, our two largest clients accounted for 15% B3 of our revenues, respectively. No other cliemcounted for 10% or more of
revenues in 2003, 2002, or 2001.

Sales and Marketing

As of December 31, 2003, our direct salesda@onsisted of a Senior Vice President of Sal¥sca President of Business Development
and five advertising sales managers.

We currently utilize an online marketing pragn to promote our brands to Internet users. Iitiadd we believe that we build brand
awareness by product excellence that is promotesidogi-of-mouth. We utilize sponsorships at industoypferences and public relations to
promote our brands within the travel industry.

Technology
We have designed our technology to servege leolume of web traffic in an efficient and sediee manner.

We co-locate our production servers with SASVa global provider of hosting, network, and &gilon services. SAVVIS's facility
includes features such as power redundancy, meikigiess and peering to other ISPs, fire suppresasio access to our own separate phy
space. We believe our arrangements with SAVVIS alitw us to grow without being limited by our oyhysical and technological capac
and will also provide us with sufficient bandwidtr our anticipated needs. Because of the desigmiofvebsite, our users are not required to
download or upload large files from or to our wédsivhich allows us to continue increasing the nends our visitors and page views
without adversely affecting our performance or fgqg us to make significant additional capital ergitures.

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

Competition

We compete with large Internet portal sigegsh as About.com, America Online, Lycos, MSN armhd0!, that offer listings or other
advertising opportunities for travel companies. &l&® compete with search engines like Google orrethat offer pay-per-click listings.
In addition, we compete with newspapers,
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magazines and other traditional media companidfierate websites which provide advertising oppoties. We expect to face additional
competition as other established and emerging coiepaincluding print media companies, enter ourketa

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

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

Government Regulation and Legal Uncertainties

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

Privacy ConcernsGovernment agencies are considering adopting régntaregarding the collection and use of persatitifying
information obtained from individuals when usingeimet sites or e-mail services. While we have am@nted and intend to implement
additional programs designed to enhance the pioteof the privacy of our users, these programs nwyconform to any regulations which
may be adopted by these agencies. In additione tteggilatory and enforcement efforts may advera#ct our ability to collect demograp!
and personal information from users, which couldehan adverse effect on our ability to provide atisers with demographic information.
The European Union (the “EUNas adopted a directive that imposes restrictionghe collection and use of personal data. Thectiwe coulc
impose restrictions that are more stringent thareod Internet privacy standards in the United&talhe directive may adversely affect our
activities to the extent that we may seek to colieda from users in EU member countries.

Domain NamedDomain names are the user’s Internet “addressé® clirrent system for registering, allocating arathaging domain
names has been the subject of litigation and gigsed regulatory reform. We own the domain namedwelzoo.com, travelzoo.net,
travelzoo.org, travelzoo.ca, travelzoo.co.uk, weelkeom, and weekends.com, and have registered éla@e” and “Weekend.com” as
trademarks in the United States. Because of thegeqions, it is unlikely, yet possible, that thjparties may bring claims for infringement
against us for the use of our domain name andnrade In the event such claims are successful,omldose the ability to use our domain
names. There can be no assurance that our dontamwal not lose its value, or that we will not leato obtain entirely new domain name
addition to or in lieu of our current domain narhetianges in overall Internet domain name ruleslt@s a restructuring in the current system
of using domain names which include “.com,” “.nétgov,” “.edu” and other extensions.

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

Intellectual Property

Our success depends to a significant degyer the protection of our brand names, includingvelzoo, Travelzoo Top 2@&nd
Weekend.conif we were unable to protect tigavelzoocandTravelzoo Top 2@rand
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names, our business could be materially adverstdgtad. We rely upon a combination of copyrighadie secret and trademark laws to
protect our intellectual property rights. The stejgshave taken to protect our proprietary rightsyéver, may not be adequate to deter
misappropriation of proprietary information.

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

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

On November 2, 2000, we filed with the Unittdtes Patent and Trademark Office to registetrfiizmark “Weekend.com” for
“providing information via websites on global cont@unetworks in the field travel,” “providing inforation via websites on global computer
networks in the fields of entertainment, recreatenmd sports,” and “providing information via wetlesion global computer networks in the
fields of fashion, fitness, health and exerciséh& Thark was registered by the PTO on November ®&2.20

On March 18, 2002, we filed with the Unite@t®s Patent and Trademark Office to registerrdmbemark “Top 20" for “promoting the
goods and services of others through the offerawiel goods and services and shopping club serviegsely providing information on travel
goods and services to members,” “providing infoinratnd news in the field of travel via an on-lgiebal communications network and
travel agency services namely making reservatiodsbaoking for transportation,” and “providing imfisation and news in the field of travel
via an on-line global communications network army@ agency services, namely, making reservatindsaoking for temporary travel
lodging.” The mark was registered by the PTO on Niay2003.

Employees

As of December 31, 2003, we had 39 employees, ohwhl worked in sales, business development, amkletirag, 17 in production, 3 |
network operations and 8 were involved in finaragministration, and corporate operations. Noneuofemployees is represented under
collective bargaining agreements. We consider elations with our employees to be good. Becauseipanticipated further growth, we
expect that the number of our employees will cardito increase for the foreseeable future.

RISK FACTORS

Investing in our common stock involves a high degrferisk. Any or all of the risks listed belowvesll as other variables affecting our
operating results could have a material adverseafon our business, our quarterly and annual ofirgaresults or financial condition,
which could cause the market price of our stocttetdline or cause substantial volatility in our stqarice, in which event the value of your
common stock could decline. You should also keesethisk factors in mind when you read forward-lngkstatements.
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Risks Related to Our Financial Condition and Busines Model

Our limited operating history makes our businessfitiult to evaluate.

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

* increase awareness of theavelzodbrand,;

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

« increase the functionality of our products and sey,

* maintain our current, and develop new, businesgiogiships;

« respond effectively to competitive pressures; and

« continue to develop and upgrade our technology.

We cannot assure you that we will sustain profithdyi.

Although we have been profitable in the ptmre is no assurance that we will continue tproditable. We forecast our future expense
levels based on our operating plans and our estgratfuture revenues. We may find it necessapctelerate expenditures relating to our
sales and marketing efforts or otherwise increasdivancial commitment to creating and maintainibmgnd awareness among travel
companies and Internet users. If our revenues gtaslower rate than we anticipate, or if our siy@nlevels exceed our expectations or
cannot be adjusted to reflect slower revenue growghmay not generate sufficient revenues to sugtafitability. In this case, the value of
the shares of Travelzoo could be reduced.

Fluctuations in our operating results may negatiyeimpact our stock price

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

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

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

« the maintenance and development of our strategitiorships;

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

« our ability to attract and retain key personnel;

« our ability to manage our anticipated growth angagsion;

« our ability to attract traffic to our website; and

« technical difficulties or system downtime affectithge Internet generally or the operation of ourdpicis and services specifically.
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In addition, we plan to significantly increase aperating expenses to expand our sales and produdtpartments. If revenues fall bel
our expectations in any quarter and we are unaldgitckly reduce our spending in response, ouraipey results would be lower than
expected and our stock price may fall.

In addition, we are required under Generally Acedpiccounting Principles to review our intangibssets for impairment when events
changes in circumstances indicate the carryingevalay not be recoverable. We may be required trdea significant expense or charge to
earnings in our financial statements in the peand impairment of intangible assets is determined.

We depend on two clients for a substantial partoofr revenues

In the fiscal year ended December 31, 2003, twentdi accounted for 11% and 10% of our revenuegectisely. The loss of one client
both clients may result in a significant decreaseur revenues and results of operations, whiclddeave a material adverse effect on our
business.

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

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

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

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

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

If we choose to raise additional funds thifotige issuance of equity securities, you may erpes significant dilution of your ownership
interest, and holders of the additional equity séies may have rights senior to those of the hlad our common stock.

If we obtain additional financing by issuidgbt securities, the terms of these securitiesdo@sitrict or prevent us from paying dividends
and could limit our flexibility in making businesgcisions.

Our business may be sensitive to recessit

The demand for online advertising may beduhko the level of economic activity and employmarthe U.S. and abroad. Specifically,
our business is dependent on the spending of tcawvapanies. The last recession decreased constaviel and caused travel companies to
reduce or postpone their marketing spending gelgeealdd their online marketing spending in partizulf the current economic recovery d
not continue, our business and financial conditionld be materially adversely affected.
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Our operations could be significantly hindered blyet occurrence of a natural disaster or other catagihic event.

Our operations are susceptible to outagedalfiee, floods, power loss, telecommunicationitufas, break-ins and similar events. In
addition, a significant portion of our network ia$tructure is located in Northern California, asaasusceptible to earthquakes. We do not
have multiple site capacity in the event of anyhsaccurrence. Outages could cause significantriuqpéions 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 integnptisurance 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 attempts to oaertmur systems with data, resulting in denial duotion of service to some or all of «
users for a period of time. We have experiencedbtlehservice attacks in the past, and may expedgesuch attempts in the future. We do
carry business interruption insurance to compensafer losses that may occur as a result of artgasfe events. Any such event could rec
our revenue and harm our operating results anddiahcondition.

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

The Securities Exchange Act of 1934 requileto provide paper copies of certain reports tstackholders who do not consent to
receiving electronic delivery. If a significant nber of our stockholders do not consent to electrdelivery of stockholder communications
or revoke such consent, we may face significantsoadated to the printing and mailing of such mgpo

Risks Related to Our Markets and Strategy

The Internet is not a proven marketing mediut

The future of our business is dependent on thdraging acceptance by travel companies of the letieas an effective marketing tool, ¢
on the ongoing acceptance by consumers of thenkites a source for information on offers from élasompanies. The adoption of online
marketing by travel companies, particularly amdmase that have historically relied upon traditioadVertising methods, requires the
acceptance of a new way of conducting businessetiag and advertising. Many of our potential cteehave little or no experience using
Internet as a marketing tool, and not all Inteursetrs have experience using the Internet to baaskeltrAs a result, we cannot be sure that we
will be able to effectively compete with traditidralvertising methods. If we are unable to compéthk traditional advertising methods, our
business and results of operations could be miyeaidversely affected.

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

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

Our business may be sensitive to events affectirgttavel industry in general

Events like the war with Iraq in 2003 or teerorist attacks on the United States in 2001 tzamegative impact on the travel industry. We
are not in a position to evaluate the net effechese circumstances on our business. In the ldeg®r our business might be negatively
affected by financial pressures on the travel
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industry. However, our business may also benefitifel companies increase their efforts to pronspecial offers or other marketing
programs. If the events result in a long-term negampact on the travel industry, such impact ddwdve a material adverse effect on our
business.

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 service

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

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

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

« rapidly changing technology in online advertising;

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

« competing products and services that offer increésectionality; and

* changes in travel company and Internet user reueinés.

If we are unable to timely and successfullyelop and introduce new products and enhancernestdsting 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 personne

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

We may not be able to effectively manage our expagaperations.

We have recently experienced a period ofdrgpowth. In order to execute our business planmust continue to grow significantly. As
of December 31, 2003, we had 39 employees. We efpetcthe number of our employees will continuénttrease for the foreseeable future.
This growth has placed, and our anticipated fugmosvth will continue to place, a significant strain our management, systems and
resources. We expect that we will need to conttoumprove our financial and managerial controld egporting systems and procedures.
will also need to continue to expand and maintése coordination among our sales, production, etary, IT, and finance departments. We
may not succeed in these efforts. Our inabilitgxpand our operations in an efficient manner ceoalagse our expenses to grow
disproportionately to revenues, our revenues tdirdeor grow more slowly than expected and othesvhiave a material adverse effect on our
business.
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Intense competition may adversely affect our alyilib achieve or maintain market share and operatefftably.

We compete with large Internet portal siggh as About.com, America Online, Lycos, MSN amhd0!, that offer listings or other
advertising opportunities for travel companies. Seheompanies have significantly greater finantéahnical, marketing and other resources
and larger client bases. We also compete we seagihes like Google or Overture that offer pay-glark listings. In addition, we compete
with newspapers, magazines and other traditiondian@mpanies that provide online advertising opputies. We expect to face additional
competition as other established and emerging coiepaincluding print media companies, enter théeradvertising market. Competition
could result in reduced margins on our servicess tif market share or less usé@ odvelzoaoby travel companies and consumers. If we are not
able to compete effectively with current or futemmpetitors as a result of these and other factonsbusiness could be materially adversely
affected.

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

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

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

We use technology and software products fitund parties including Microsoft. Technology framar current or other vendors may not
continue to be available to us on commercially oeable terms, or at all. Our business will suffevé are unable to access this technolog
gain access to additional products or to integnate technology with our existing systems. This dazduse delays in our development and
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 lessimould be materially adversely affected.

Risks Related to the Market for our Shares

We are controlled by a principal stockholde

Ralph Bartel, who founded Travelzoo and w$our Chairman of the Board, President, Chief Etteewfficer, Chief Financial Officer
and Secretary, is our largest stockholder, holdiogroximately 70% of our outstanding shares wittiomg to increase his percentage
ownership to 73% on a fully-diluted basis, assun@itidormer stockholders of Travelzoo Bahamas nexshares of Travelzoo Inc. Through
his share ownership, he is in a position to corffravelzoo and to elect our entire board of directo

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

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

Section 15(g) of the Exchange Act, and Rélg-2 under the Exchange Act, require broker-dealesding in penny stocks to provide
potential investors with a document disclosingribks of penny stocks and
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to obtain a manually signed and dated written mazfithe document before effecting any transadtiom penny stock for the investor’s
account. Moreover, Rule 15g-9 promulgated undeStseurities Exchange Act of 1934 requires brokedlats in penny stocks to approve the
account of any investor for transactions in suclelst before selling any penny stock to that investbhese requirements significantly incre
the time necessary for a broker-dealer to selbekstind limit the available purchasers for a stock.

Our stock price has been volatile historically amtly continue to be volatile

The trading price of our common stock hastm®d may continue to be subject to wide fluctuegiduring 2003, the sale prices of our
common stock on the OTC Bulletin Board and on tA&SBAQ SmallCap Market ranged from $3.50 to $11.60ghare. Our stock price m
fluctuate in response to a number of events andrscsuch as quarterly variations in operatinglissannouncements of technological
innovations or new products by us or our competjtohanges in financial estimates and recommendaliy securities analysts; the opera
and stock price performance of other companiesitivastors may deem comparable to us; and newstse@dating to trends in our markets
or general economic conditions.

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

Risks Related to Legal Uncertainty

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

To date, governmental regulations have nderialy restricted use of the Internet in our etk However, 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 produotsservices over the Internet or slow the growttheflnternet. In addition to new laws and
regulations being adopted, existing laws may bdiegpo the Internet. New and existing laws mayearagsues which include:

e user privacy;

 consumer protection;

« copyright, trademark and patent infringement;

* pricing controls;

« characteristics and quality of products and sesyice

« sales and other taxes; and

« other claims based on the nature and content efriat materials.

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

Our success depends to a significant degvee the protection of th€ravelzoobrand 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, hosvemay not be adequate to deter misappropriafignaprietary information.

The U.S. Patent and Trademark Office regesténe trademark for “Travelzoo” on January 23,12200we are unable to protect our rights
in the mark, a key element of our strategy of prongoTravelzooas a brand could be disrupted and our businesd beuhdversely affected.
We may not be able to detect unauthorized use op@mprietary information or take appropriate stepenforce our intellectual property
rights. In addition, the validity, enforceabilith@ scope of protection of intellectual propertyriternet-
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related industries is uncertain and still evolvifige laws of other countries in which we may markatservices in the future are uncertain
and may afford little or no effective protectionafr intellectual property. The unauthorized repicitbn or other misappropriation of our
proprietary technology could enable third parteesenefit from our technology and brand name withpaying us for them. If this were to
occur, our business could be materially adversiéécted.

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

We cannot be certain that our products, edrdad brand names do not or will not infringe dadatents, 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.

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

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

Item 2.  Properties

Our principal offices are located in approately 3,000 square feet of office space in New Ybléw York under an operating lease with
HQ Global Workplaces, Inc. that expires on Decen®igr2005. Our West Coast offices are located pr@pmately 3,000 square feet of
office space in Mountain View, California under@perating lease with HQ Global Workplaces, Inct thaires on December 31, 2005. Our
Chicago offices are located in approximately 2,660are feet of office space under an operating leéth Regus Business Centre that exj
on June 30, 2005. Our Miami offices are locateddproximately 1,000 square feet of office spacesuath operating lease with Regus
Business Centre that expires on May 31, 2005. Weuaethat our leased facilities are adequate tetroar current needs; however, we intend
to expand our operations and therefore may re@uaidiional facilities in the future. We believe tisach additional facilities are available.

Item 3. Legal Proceeding:

From time to time, we are subject to legalcgedings and claims in the ordinary course offtass, including claims of alleged
infringement of trademarks, copyrights and othégliactual property rights, as well as claims bynfer employees. We are not currently
aware of any legal proceedings or claims pendinfpr@atened that we believe will have, individualtyin the aggregate, a material adverse
effect on Travelzoo’s financial condition or resubf operations.
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ltem 4.  Submission of Matters to a Vote of Security Hold¢
No matters were submitted to a vote of s¢égholders during the fourth quarter of 2003.
PART II
ltem 5.  Market for Registran’s Common Equity and Related Stockholder Matt:

Since December 30, 2003, our common stoclbbas quoted on the NASDAQ SmallCap Market undessgmbol “TZ0O0O.” From
August 28, 2002 to December 29, 2003, our commaekstias quoted on the OTC Bulletin Board. The folltg table sets forth, for the
periods indicated, the high and low sales pricespare of our common stock as reported by the Buiketin Board and NASDAQ.

High Low

2003:

Fourth Quarte $ 10.28 $4.7¢
Third Quartel $ 11.0C $3.5¢C
Second Quarte $ 6.5 $35¢
First Quarte! $ 500 3$4.0C
2002:

Fourth Quarte $ 6.5C $0.2¢

On March 26, 2004, the last reported salee mf the common stock on the NASDAQ SmallCap Markas $7.93 per share.
Holders

As of December 31, 2003, there were approteimd 29,600 holders of record of the common stock.
Dividend Policy

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

ltem 6. Selected Consolidated Financial Da

The selected consolidated financial datds#t below are derived from audited consolidatedricial statements. The following selected
consolidated financial data is qualified in itsiegty by, and should be read
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in conjunction with, “Management’s Discussion andafysis of Financial Condition and Results of Ofiers” and the consolidated financial
statements and the notes thereto included elsevieesi.

Consolidated Statement of Operations Data:

Year Ended December 31,

2003 2002 2001 2000 1999

(In thousands, except per share data)

Revenue: $17,99. $ 9,84¢ $ 6,146 $ 395( $ 954
Net income 2,05( 852 364 362 10&
Net income per sha— basic $ 011 $ 00¢£ $ 00z $ 00z $ 0.01
Net income per sha— diluted $ 01C $ 00¢£ $ 00z $ 00z $ 0.01
Shares used in per share calcula— basic 19,42¢ 19,42¢ 19,42¢ 19,37: 19,32:
Shares used in per share calcula— diluted 20,527 19,89¢ 19,42¢ 19,467 19,35¢

Consolidated Balance Sheet Data:

December 31,

2003 2002 2001 2000 1999
Cash and cash equivalel $352: $125¢ $ 61C $ 46 $ 11
Working capital 3,46( 1,34( 42E 18¢ 171
Total asset 6,72¢ 3,24( 2,131 1,55¢ 40¢
Long-term debt — — — — —
Stockholde’s Equity $3841 $1,791 $ 93¢ $ 574 $194

Item 7. Managemen's Discussion and Analysis of Financial Conditionnal Results of Operations

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

Overview

Travelzoo Inc. is an Internet media company théfiphes sales and specials for hundreds of trax@panies. As the Internet is becorr
consumers’ preferred medium to search for travielrsf we provide airlines, hotels, cruise linessateon packagers, and other travel
companies with a fast, flexible, and cost-effectivagy to reach millions of users. While our prodymtsvide advertising opportunities for
travel companies, they also provide Internet uagtts a free source of information on current saled specials from hundreds of travel
companies. Our products include fhavelzoowebsite, thélravelzoo Top 2BewsletterNewsflash and theNeekend.comewsletter. More
than 300 travel companies purchase our advertsgngces.

Our revenues are advertising revenues, aimgisf listing fees paid by travel companies teertise their special offers on theavelzoo
website and in th&ravelzoo Top 2@-mail newsletter, thlewsflashe-mail product, th&eekend.cora-mail newsletter, and banner
advertising sales. Revenues are principally geedrfaom the sale of advertising on duavelzoowebsite and in oufravelzoo Top 20
newsletter. Listing fees are based on placementpeu of listings, number of impressions, or numifeslickthroughs. Banner advertising
rates are based on CPM rates (cost per thousandssipns). Smaller advertising agreements — tyipi&a,000 or less per month —
typically renew automatically each month if theg aot terminated by the client. Larger agreemergdygically related to advertising
campaigns and are not automatically renewed.
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When evaluating the financial condition apai@ting performance of the Company, managemenséscon the following financial and
non-financial indicators:

« Growth of number of subscribers of the Companyissietters and page views of selected sectionsedfridvelzoowebsite;
» Growth in revenues in the absolute and relativiaéogrowth in reach of the Company’s products;

* Pre-tax profitability;

« Revenue per employee as a measure of productivity.

Critical Accounting Policies

We believe that there are a number of ac@ogmiolicies that are critical to understanding bistorical and future performance, as these
policies affect the reported amounts of revenuethadnore significant areas involving managemguotigments and estimates. These
significant accounting policies relate to reveneeognition, the allowance for doubtful accounts eswbverability of intangible assets. These
policies, and our procedures related to theseipsliare described in detail below.

Revenue Recognition

We recognize advertising revenues in theopen which the advertisement is displayed, prodittet evidence of an arrangement exists,
the fees are fixed or determinable, no signifiabiigations remain at the end of the period, aritéction of the resulting receivable is
deemed probable. If fixed-fee advertising is digpthover a term greater than one month, revengeeaognized ratably over the period. To
the extent that any minimum guaranteed impressaoasot met during the contract period, the Compiaigrs recognition of the
corresponding revenues until the guaranteed imipressire achieved. Fees for banner advertisingtet variable-fee advertising
arrangements are recognized based on the numbaprdssions displayed or clicks delivered during pleriod.

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

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

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

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

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

Advertising sold to clients through agendsegenerally reported at the net amount billecheagency.
Allowance for Doubtful Accounts

We initially record a provision for doubtfatcounts based on our historical experience oevafits and then adjust this provision at the
end of each reporting period based on a detailsgisament of our accounts receivable and allowaradofibtful accounts. In estimating the
provision for doubtful accounts, management comsitlee age of the accounts receivable, our histbwicite-offs, the creditworthiness of the
client, the economic conditions of the client’sustty, and general economic conditions, among d#dwtors.
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Should any of these factors change, the estimaaee foy management will also change, which couldazhphe level of our future provision
for doubtful accounts. Specifically, if the finaaktondition of our clients were to deterioratdeefing their ability to make payments,
additional provision for doubtful accounts may bquired.

Intangible Assets

As of December 31, 2003, our long-lived ass®tlude intangible assets of $147,000. The intde@ssets consist of two Internet domain
names which we acquired in 2001: weekend.com amdkevels.com. We evaluate the recoverability of ptarigible assets in accordance
Statement of Financial Accounting Standards No, lIapairment of Long-Lived AssetsWwhen events or circumstances indicate a potential
impairment by estimating the undiscounted cashdltmbe generated from the use of these asseisapdirment losses were recorded rel:
to intangible assets in 2003. Any impairment logeesrded in the future could have a material asbv@npact on our financial conditions and
results of operations.

Results of Operations

The following table sets forth, as a percgataf total revenues, the results of our operationthe years ended December 31, 2003, 2002
and 2001.

Year Ended
December 31,

2003 2002 2001

Revenue: 10C% 10C% 100%
Cost of revenue 2 4 5
Gross profit 98 96 95

Operating expense

Sales and marketir 53 58 53
General and administrati 24 23 22
Merger expense — 1 6
Total operating expens 77 82 81
Income from operatior 21 14 14
Interest incomt — — —
Income before income tax 21 14 14
Income taxe: 10 5 8

Net income 11% 9% 6%
] ] |

For the year ended December 31, 2003, wateppre-tax income of approximately $3.8 milliérs of December 31, 2003, we had
retained earnings of approximately $3.8 millioneax profitability increased to 20.9% for the yeaded December 31, 2003 from 14.5% in
the previous year. Pre-tax profitability increabedause revenues grew faster than operating expense

Reach

The following table sets forth the numbesobscribers of each of our e-mail publicationsfd3exember 31, 2003 and 2002 and the total
number of page views for selected sections offtlaelzoowebsite for the years ended December 31, 2003 @d2. Management considers
the Travelzoohomepage and the front pages of destination catsgas indicators for the growth of site trafficaiagement reviews these
non-
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financial metrics for two reasons: First, to monitoe progress that the Company is making to irserdéhe reach of its products. Second, to
evaluate if the Company is able to convert higkach into higher revenues.

Year Ended December 31,

Year-over-Year

2003 2002 Growth

Subscribers

Travelzoo Top 2! 6,120,00! 3,467,001 76%

Newsflast 2,667,001 0 N/A

Weekend.cot 2,220,001 726,00( 305%
Page views of selected section<Travelzocwebsite:

Homepage 21,532,00 12,814,00 68%

Front pages of destination categol 41,025,001 28,515,00 44%

Management believes that the increase irhrehits products in the year ended December 303 2@as in line with its strategy and goals.

The Company’s revenues for the year endea@ber 31, 2003 increased by 83% from the previeas.\Substantially all revenues were
generated from th€ravelzoowebsite and th@ravelzoo Top 2@ewsletter. The number of subscribers of Thevelzoo Top 2Bewsletter
increased by 76%. Page views of selected sectioihe dravelzoowebsite increased by 68% and 44%. Management keslignat the data for
the years ended December 31, 2003 and 2002 indicatéhe Company was able to generate higher umgeas reach increased.

Revenues

Our total revenues increased to $18.0 milfmrthe year ended December 31, 2003 from $9.Bamifor the year ended December 31,
2002. This represents an increase of 83%. Totamess for the year ended December 31, 2002 inct¢éas9.8 million from $6.1 million fc
the year ended December 31, 2001. This representEi@ase of 60%. The increase in both years wasmply due to an increase in the
number of advertisers. In addition, the increass @we to an increase in our advertising rates.

Average revenue per employee increased t,886 for the year ended December 31, 2003 an@878,800 for the year ended
December 31, 2002 from $324,000 for the year efmémber 31, 2001.

Cost of Revenue

Cost of revenues consists of network expeniselsiding fees we pay for co-location servicesprciation of network equipment and
salary expenses associated with network operasi@iis Our cost of revenues increased to $399,00€he year ended December 31, 2003
and to $351,000 for the year ended December 32 6t $304,000 for the year ended December 311.2R8 a percentage of revenue, ¢
of revenues decreased to 2% for the year endednibese31, 2003 from 4% for the year ended DecembgeP@02 and 5% for the year ended
December 31, 2001. The decreases resulted prinfeoity an increase in revenues that was not offgetrbincrease in our network operations
costs.

Operating Expense
Sales and Marketin

Sales and marketing expenses consist priynafriidvertising and promotional expenses, puldiations expenses, conference expenses,
and salary expenses associated with sales and tmagrk&ff. Sales and marketing expenses incre@s$€.6 million for the year ended
December 31, 2003 and to $5.7 million for the yavaded December 31, 2002 from $3.3 million for tearyended December 31, 2001. The
increase in sales and marketing expenses in batits yeas primarily due to increases of our advedisampaigns. The goal of our advertis
was to acquire new subscribers for our e-mail petsland to increase brand awarenesd favelzooFor the years ended December 31, 2
2002, and 2001, advertising expenses accountetlLfdr 69%, and 69%, respectively, of sales and niatkexpenses. Advertising activities
during these three year periods consisted primafilynline advertising. The increase in sales aatkating expenses in the years
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ended December 31, 2003 and 2002 was also dueitar@ase of our sales force and our decisionr®rbre experienced sales personnel.

General and Administrativ

General and administrative expenses consisply of compensation for administrative and exéve staff, fees for professional
services, rent, bad debt expense, amortizationtahgible assets and general office expense. Gematadministrative expenses increased to
$4.3 million for the year ended December 31, 20@3ta $2.3 million for the year ended DecemberZ8D2 from $1.4 million for the year
ended December 31, 2001. General and administratipenses increased primarily due to increasespearses for office space and legal and
professional services which included non-recurangd non-tax deductible expenses of $328,000 retatédte secondary offering that was
completed in October 2003. General and adminisgakpenses for the year ended December 31, 260 &a credit of $128,000 for a
reduction to the bad debt reserve principally duthé collection of a doubtful account.

Merger Expense

Merger expenses consist of expenses relaitie registration statement and proxy statemikeut Wwith the SEC relating to the merger of
Travelzoo.com Corporation into Travelzoo Inc. whigas completed in 2002. As a result, merger expedsereased to $-0- for the year
ended December 31, 2003 from $55,000 for the yeded December 31, 2002 and $333,000 for the yelrdebDecember 31, 2001. The
expenses consisted mostly of fees for professiegraices, primarily legal and accounting.

Income Taxes

For the year ended December 31, 2003, wadedan income tax provision of $1.7 million. Foe tyears ended December 31, 2002 and
2001, we recorded income tax provisions of $573&00$521,000, respectively. Our income is genetaled in the U.S. and our income
tax provisions reflect federal and state statutatgs applicable to our levels of income and tifieceébf non-deductible offering costs and
merger expenses in 2003, 2002, and 2001. The wdeix rates for 2003, 2002, and 2001 were 45%¢,4hd 59%, respectively.

Liquidity and Capital Resources

As of December 31, 2003, we had $3.5 milllmoash and cash equivalents. Cash and cash egpisahcreased from $1.3 million on
December 31, 2002 primarily as a result of caskigeal by operations explained below. Cash and egsivalents increased to $1.3 million
on December 31, 2002 from $610,000 on Decembe2(11, primarily as a result of cash provided by apiens explained below. We expect
that cash flows generated from operations will Targ to be sufficient to provide for working capiteeds for at least the next 12 months.

Net cash provided by operating activitieshia year ended December 31, 2003 was $2.4 milNehcash provided by operating activities
in the year ended December 31, 2002 was $769,080ca$h provided by operating activities in therywaled December 31, 2001 was
$771,000. In the year ended December 31, 2003asét provided by operating activities resulted grity from net income and a net incre
in income tax payable and accrued expenses offsat lincrease in accounts receivable. In the yeded December 31, 2002, net cash
provided by operating activities resulted primafilgm net income and an increase in accounts payaid accrued expenses offset by inc
tax payments and an increase in accounts receivaltlee year ended December 31, 2001, net castide by operating activities resulted
primarily from our net income, adjusted for certapn-cash items, and a decrease in prepaid expefisesby increase in deposits.

Net cash used in investing activities wast$2@0, $121,000 and $156,000 during the years ebéedmber 31, 2003, 2002 and 2001,
respectively. In all periods, net cash was usadvasting activities for equipment purchases, eké@p2001, which included $125,000 for 1
purchase of a domain name.
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There were no cash flows related to finaneiatyities in the years ended December 31, 20@32802. Net cash used in financing
activities was $50,000 for the year ended Decer@beR001. In the year ended December 31, 200kaskt was used in financing activities
for repayment of a loan made to Travelzoo by R&pktel, its principal stockholder.

Our capital requirements depend on a numbfactors, including market acceptance of our paisiand services, the amount of our
resources we devote to tlhieavelzoowebsite, thélravelzoo Top 20ewsletterNewsflashthe Weekend.comewsletter and expansion of our
operations and the amount of our resources we dagqiromoting awareness of theavelzoobrand. Consistent with our growth, we have
experienced a substantial increase in our salesnamnkieting expenses and capital expenditures gigeption, and we anticipate that these
increases will continue for the foreseeable futWe.believe cash on hand and generated during fhevgmds will be sufficient to pay such
costs. In addition, we will continue to evaluatesgible investments in businesses, products andaéadies, the consummation of any of
which would increase our capital requirements.

Although we currently believe that we havé#isient capital resources to meet our anticipatedking capital and capital expenditure
requirements beyond the next 12 months, unant®ipavents and opportunities may require us taaselitional equity or debt securities or
establish new credit facilities to raise capitabider to meet our capital requirements. If we additional equity or convertible debt securil
the sale could dilute the ownership of our exisstarkholders. If we issue debt securities or distala new credit facility, our fixed
obligations could increase, and we may be requoedjree to operating covenants that would resirtictoperations. We cannot be sure that
any such financing will be available in amount®orterms acceptable to us.

The following summarizes our principal coetteal commitments as of December 31, 2003 (in thods):

2004 2005 2006 2007 2008  Thereafter Total

Operating lease $ 57¢  $ 24¢ — — — — $ 827
Purchase obligatior 52 — — — — — 52
Total commitment: $ 63C $ 24¢ — — — — $ 87¢
| | | | | | |

Recent Accounting Pronouncements

In August 2001, the Financial Accounting St@mls Board (“FASB”) issued SFAS No. 14&counting for Asset Retirement Obligations.
SFAS No. 143 addresses financial accounting anattiag for obligations associated with retiremehtamgible long-lived assets and the
associated retirement costs. SFAS No. 143 becai@etieé for the Company beginning in 2003 and thepdion of this statement did not
have a material impact on our consolidated findrat&ements.

In April 2002, the Financial Accounting Stands Board issued SFAS No. 14&gscission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Techniced@@ions.SFAS No. 145 rescinds the requirement that allgaird losses from
extinguishment of debt be classified as an extiaarg item. Additionally, SFAS No. 145 requiresticartain lease modifications that have
economic effects similar to sale-leaseback traimasbe accounted for in the same manner as sadeback transactions. SFAS No. 145
became effective for the Company beginning in 2808 the adoption did not have a material impaaiwnconsolidated financial statements.

In July 2002, the FASB issued Statement M&, Accounting for Costs Associated with Exit or Disgdasctivities.This Statement
requires recording costs associated with exit spakal activities at their fair values when a ligbhas been incurred. Under previous
guidance, certain exit costs were accrued upon gemants commitment to an exit plan, which is generallfobe an actual liability has be
incurred. The requirements of this Statement beaafifieetive prospectively for exit or disposal attes initiated after December 31, 2002;
however, early application of the Statement wa®eraged. Our adoption of this statement did noehawaterial impact on our consolidated
financial statements.
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In November 2002, the FASB issued Interpi@talNo. 45,Guarantor’'s Accounting and Disclosure Requireméots
Guarantees, Including Guarantees of Indebtedne§xtoérs(“FIN 45”). FIN 45 requires us to recognize, at theeption of a guarantee, a
liability for the fair value of the obligation undaken in the issuance of the guarantee. The distdorequirements effective for the year
ending December 31, 2002, expand the disclosucgsresl by a guarantor about its obligation undguarantee. The accounting requirem
for the initial recognition of guarantees becampliapble for guarantees issued or modified aftecddeber 31, 2002. The adoption of FIN 45
did not have a material impact on our consolidéiteghcial statements.

In December 2002, the Emerging Issues Tas&eR®ached a consensus on Issue No. 08@&kunting for Revenue Arrangements with
Multiple Deliverables(“"EITF Issue 00-21"). ETTF Issue 00-21 mandates mwlentify whether goods or services, or botht tire to be
delivered separately in a bundled sales arrangeshenid be accounted for as separate units of atiogu The consensus is effective
prospectively for our third quarter of 2003. We lexaéed the guidance in EITF Issue 00-21 and comdubat our advertising arrangements
should continue to be accounted for as a singledfimccounting. As a result, the adoption of EI$sue 00-21 did not have a material impact
on our revenue recognition policies or consoliddieancial statements.

In December 2003, the FASB issued Interpieeidtio. 46 (“FIN 46R”) (revised December 2008pnsolidation of Variable Interest
Entities, an Interpretation of Accounting ReseaBeHletin No. 51(*“ARB 51”), which addresses how a business enteggshould evaluate
whether it has a controlling interest in an entfitsough means other than voting rights and accghdishould consolidate the entity. FIN 46R
replaces FASB Interpretation No. 46 (“FIN 46”) ,ialhwas issued in January 2003. Before concludiagit is appropriate to apply ARB 51
voting interest consolidation model to an entity emterprise must first determine that the ensityat a variable interest entity (VIE). As of
the effective date of FIN 46R, an enterprise muatuate its involvement with all entities or legaluctures created before February 1, 2003,
to determine whether consolidation requirementsINf46R apply to those entities. There is no gratifring of existing entities. Public
companies must apply either FIN 46 or FIN 46R imiatedy to entities created after December 15, 28@8no later than the end of the first
reporting period that ends after March 15, 2004afbother entities. The adoption of FIN 46R is egpected to have an effect on our
consolidated financial statements.

In May 2003, the FASB issued SFAS No. 1&€counting for Certain Financial Instruments with&acteristics of Both Liabilities and
Equity (“SFAS 150”) that establishes standards on howsamerr classifies and measures certain financiLiments with characteristics of
both liabilities and equity. SFAS No. 150 was effiee for financial instruments entered into or nfetl after May 31, 2003, and otherwise
was effective at the beginning of the first integeriod beginning after June 15, 2003. On Novenib@003, Financial Accounting Standards
Board Staff Position 150-3 was issued, which intdtfly deferred the effective date of SFAS 150dertain mandatory redeemable non-
controlling interests. The adoption of SFAS 150 hacdkffect on our consolidated financial statements

The Company adopted the new disclosure reménts of SFAS No. 148ccounting for Stock-Based Compensation — Tramséial
Disclosure, during the quarter ended March 31, 2003. The #alopf the disclosure requirements of this stateindéd not have an impact on
the Company’s financial position, results of operat or cash flows.

ltem 7A.  Quantitative and Qualitative Disclosures About MagkRisk

The Company has no outstanding debt, is paitry to any derivatives transactions, and do¢shaee any other material liabilities or
assets which are subject to risks relating to @stierates, currency exchange rates, commaodity fske or other market risks.
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholders
Travelzoo Inc.

We have audited the accompanying consolidad¢ahce sheets of Travelzoo Inc. and subsidiasesf December 31, 2003 and 2002, and
the related consolidated statements of operatg&iaskholders’ equity, and cash flows for each efykars in the three-year period ended
December 31, 2003. These consolidated financitdrstents are the responsibility of the Company’sagament. Our responsibility is to
express an opinion on these consolidated finasta¢ments based on our audits.

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

In our opinion, the consolidated financiatsments referred to above present fairly, in altarial respects, the financial position of
Travelzoo Inc. and subsidiaries as of DecembeB@3 and 2002, and the results of their operatimastheir cash flows for each of the years
in the three-year period ended December 31, 200&nformity with accounting principles generalcapted in the United States of
America.

/sl KPMG LLP

Mountain View, California
January 25, 2004
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TRAVELZOO INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current asset:
Cash and cash equivale!

Accounts receivable, less allowance for doubtfabants of
$71,459 and $55,925 as of December 31, 2003 and

December 31, 2002, respectivi
Deposits
Prepaid expenses and other current a:
Deferred income taxe

Total current asse
Deposits
Deferred income taxe
Property and equipment, r
Intangible assets, n

Total asset

December 31,

LIABILITIES AND STOCKHOLDERS '’ EQUITY

Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu
Income tax payabl

Total liabilities

Commitments
Stockholder’ equity:

Preferred stock, $0.01 par value; 5,000,000 steartworizec
Common stock, $0.01 par value; 40,000,000 shart®dzed,

19,425,147 shares reported as outstanding botks
Additional paic-in capital
Retained earning
Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to consolidated financisients
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2003 2002
$ 352163 $ 1,258.27:
2,369,91! 1,311,39:
97,08t 22,33¢
131,61¢ 114,90¢
225,27 81,31
6,345,521 2,788,23;
42 52t 64,92:
27,55: 32,05¢
164,03 142,09:
146,79: 212,29:
$ 6,726,43 $ 3,239,59.
| |
$ 22362 $ 44234
1,328,53 547,68
22,31 19,17¢
1,310,87. 439,43
2,885,35 1,448,641
194,25; 194,25;
(116,079 (116,079
3,762,90 1,712,78.
3,841,08 1,790,95.
$ 672643 $ 3,239,50.
| |
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TRAVELZOO INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue:
Cost of revenue

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

Income from operatior
Interest incom

Income before income tax
Income taxe:

Net income

Net income per shar
Basic net income per she

Diluted net income per sha
Shares used in computing basic net income per

Shares used in computing diluted net income peaes

Years Ended December 31,

2003 2002 2001
$ 17,991,24 $ 9,847,82 $ 6,147,93
399,03¢ 351,16 304,08:
17,592,20 9,496,65. 5,843,85
9,564,38 5,726,55 3,274,74
4,288,98! 2,293,841 1,354,08
— 54,53¢ 332,72:
13,853,36 8,074,94. 4,961,55
3,738,83. 1,421,711 882,30:
13,19: 3,971 2,70z
3,752,02 1,425,68. 885,00
1,701,89 572,61( 521,26t
$ 2,050,12 $ 853,07: $ 363,73t
— I I
$ 0.11 $ 0.04 $ 0.0z
I I I
$ 0.1C $ 0.04 $ 0.0z
— I I
19,425,14 19,425,14 19,425,14
I I I
20,526,95 19,896,35 19,425,14
— I I

See accompanying notes to consolidated financsdsients
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TRAVELZOO INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
Years Ended December 31, 2003, 2002 and 2001

Common Stock Additional Total
Paid-in Retained Stockholders’
Shares Amount Capital Earnings Equity
Balances, December 31, 20 19,425,14 194,25: (116,079 495,97! 574,14¢
Net income — — — 363,73! 363,73!
Balances, December 31, 20 19,425,14 194,25 (116,079 859,71( 937,88
Net income — — — 853,07: 853,07
Balances, December 31, 20 19,425,14 194,25 (116,079 1,712,78 1,790,95
Net income — — — 2,050,12! 2,050,12!
Balances, December 31, 20 19,425,14 $194,25. $ (116,07) $ 3,762,90 $ 3,841,08!
| | | | |

See accompanying notes to consolidated financasistents
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TRAVELZOO INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2003 2002 2001
Cash flows from operating activities:
Net income $ 2,050,122 $ 853,07: $ 363,73!
Adjustments to reconcile net income to net caskigea by
operating activities
Depreciation and amortizatic 163,28« 194,37: 138,62¢
Deferred income taxe (139,45) (33,019 28,19¢
Provision for losses on accounts receivi 15,53 14,57 (88,507

Loss on disposal of property and equiprr 41F — 567
Non-cash revenue — (3,410 (16,449
Changes in operating assets and liabilii
Accounts receivabl (1,074,05)) (433,63)) (19,870)
Deposits (52,349 (54,75¢) 78,244
Prepaid expenses and other current a: (16,709 (96,730) 92,81¢
Accounts payabl (218,729 266,99¢ (1,547
Accrued expense 780,85 263,36. 60,83¢
Deferred revenu 3,13t 5,29¢ 11,38¢
Income tax payabl 871,44. (207,029 122,65:
Net cash provided by operating activit 2,383,501 769,10( 770,69¢
Cash flows from investing activities:
Purchases of property and equipm (120,149 (120,74¢) (31,365
Purchases of intangible ass — — (125,000
Net cash used in investing activiti (120,149 (120,74 (156,365
Cash flows from financing activities:
Repayment of loans from principal stockhol — — (50,000
Cash (used in) provided by financing activit — — (50,000
Net increase in cash and cash equival 2,263,36 648,35: 564,33:
Cash and cash equivalents at beginning of 1,258,27. 609,91¢ 45,58¢
Cash and cash equivalents at end of $ 3,521,63 $ 1,258,27 $ 609,91¢
I I L]
Supplemental disclosure of cash flow informati
Cash paid for income taxes net of refunds rece $ 969,91. $ 812,65: $ 385,10:
I I |
Non cash investing activitie
Intangible asset acquired for future advertisingviBes $ — $ — $ 89,28¢
I I |
Reduction in carry amounts of intangible assetaefdrred revenu $ — $ (69,427 $ —
I I |

See accompanying notes to consolidated financssients
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TRAVELZOO INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2003, 2002, and 2001

(1) Summary of Significant Accounting Policies

(@) The Company and Basis of Presentati

Travelzoo Inc. is an Internet media compdrat publishes sales and specials for hundredsieéltcompanies. The Company’s products
include theTravelzoowebsite, thélravelzoo Top 2@-mail newsletter, thlewsflashe-mail product, and thé/eekend.cora-mail newsletter.

The consolidated financial statements inclilgeaccounts of the Company and its wholyaed subsidiaries. All significant intercompi
accounts and transactions have been eliminateshisotidation.

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

During January 2001, the Board of Directdr$mavelzoo.com Corporation proposed that Travelzom Corporation be merged with
Travelzoo Inc. whereby Travelzoo Inc. would be 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 d@e upon which the merger became
effective and Travelzoo.com Corporation ceasedist.eEach outstanding share of common stock o¥dlemo.com Corporation was
converted into the right to receive one share afirmon stock of Travelzoo Inc. Stockholders haversodeof two years following the effecti
date of the merger, April 25, 2002, to receive shaf Travelzoo Inc. Travelzoo.com Corporation ha@95,874 shares outstanding. As of
December 31, 2003, 7,164,760 shares of Travelzoo@orporation had been exchanged for shares oelzaw Inc. The remaining
4,131,114 shares of Travelzoo Inc. that may beaxgéd are included in the issued and outstandingrmmn stock of Travelzoo Inc. and
earnings per share calculations. The merger wasuated for as a combination of entities under comeantrol using “as-if pooling-of-
interests”accounting. Under this method of accounting, tleetssand liabilities of Travelzoo.com Corporatiowl 8 ravelzoo Inc. were carri
forward at their historical costs. In addition, atlor period financial statements of Travelzoo. were restated to include the combined re:
of operations, financial position and cash flows tdvelzoo.com Corporation. The restated resultspefations and cash flows of Travelzoo
Inc. are identical to the combined results of Ttawe.com Corporation and Travelzoo Inc.

(b) Revenue Recognitio

Substantially all revenue consists of adsgartj sales. Advertising revenues are derived prallyi from the sale of advertising on the
Travelzoowebsite and in th&ravelzoo Top 2@-mail newsletter.

Advertising revenues are recognized in the pemodhich the advertisement is displayed, provided &vidence of an arrangement exi
the fees are fixed or determinable, no signifiezbiigations remain at the end of the period, artection of the resulting receivable is
deemed probable. Where collectibility is not prdbathe revenue will be recognized upon cash ctidlecprovided that the other criteria for
revenue
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TRAVELZOO INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

recognition have been met. If fixed-fee advertismdisplayed over a term greater than one moetrerrues are recognized ratably over the
period. To the extent that any minimum guarantegatéssions are not met during the contract petfmCompany defers recognition of the
corresponding revenues until the guaranteed imioressire achieved. Fees for banner advertisingtret variable-fee advertising
arrangements are recognized based on the numbaprEssions displayed or clicks delivered during pleriod.

The Company had outsourced part of its athnegt sales and production activities to Doubleilinc. (“DoubleClick”). Under the terms
of the agreement with DoubleClick, the Company sk a portion of the revenue received by DoublgCliom customers for the display of
advertising on th@ravelzoowebsite. The Company recorded these revenues entmsis. The gross revenue received by Double@lick
advertising on th&@ravelzoowebsite was $-0-, $82,939 and $600,454 for thesyeaded December 31, 2003, 2002, and 2001 reseplgctiv
The Company’s share of this income, which has beeorded as revenue, was $-0-, $38,354 and $33%73e years ended December 31,
2003, 2002, and 2001 respectively. The agreemehtdubleClick was canceled as of August 23, 2002.

Advertising sold to clients through agendgegenerally reported at the net amount billecheoagency.

(¢) NetIncome Per Shar

Net income per share has been calculatedcordance with SFAS No. 12Barnings per ShareBasic net income per share is computed
using the weightedverage number of common shares outstanding fquahied, including shares reserved for issuandertoer shareholde
of Travelzoo.com Corporation reported as outstapdiluted net income per share is computed bysilig the weighted-average number of
common shares outstanding for the effect of padéntimmon shares outstanding during the perioceritial common shares included in the
diluted calculation consist of incremental shasssiable upon the exercise of outstanding stockmptialculated using the treasury stock
method.

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

Year Ended December 31,

2003 2002 2001
Basic net income per sha
Net income $ 2,050,120 $ 853,07: $ 363,73!
Weighted average common sha 19,425,14 19,425,14 19,425,14
Basic net income per she $ 011 % 004 $ 0.02
Diluted net income per shat
Net income $ 2,050,120 $ 853,07 $ 363,73!
Weighted average common sha 19,425,14 19,425,14 19,425,14
Effect of potential common shar 1,101,80: 471,20¢ —
Weighted average common and potential commol
shares 20,526,95 19,896,35 19,425,14
Diluted net income per sha $ 0.1C $ 002 $ 0.0z

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

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

(e) Property and Equipmen
Property and equipment consisted of the ¥fghg:

December 31,

2003 2002
Computer hardware and softw: $ 316,837 $249,80:
Office equipmen 193,72. 141,26t
510,55¢ 391,06°
Less accumulated depreciati 346,52! 248,97¢
Total $ 164,03: $142,09:
|

Property and equipment are stated at costdesumulated depreciation. Additions, improvemants major renewals are capitalized.
Maintenance, repairs and minor renewals are expeascurred. Depreciation is provided using thaight-line method over the estimated
useful lives of the assets. Estimated useful lares3 years for property and equipment.

(H  Intangible Asset:

Intangible assets consist of the following:

December 31,

2003 2002
Acquired amortized intangible asse

Internet domain name $ 344,85 $344,85
Less accumulated amortizati 198,06 132,56
Total $ 146,79 $212,29:

Amortization expense was $65,500, $78,518%4tJ714 for the years ended December 31, 2002 200 2001, respectively.

In October 2001, the Company completed tlyiaition of the weekends.com domain name. As camation for the purchase, the
Company paid the seller $125,000 and agreed tagga/minimum number of clicks to the seller’s othebsites through advertising placed
on theTravelzoowebsite. The fair value of the advertising servicE$89,286 was determined based on the cash pfrigienilar advertising
services and recorded as deferred revenue. Thaueweas recognized as the clicks were deliverednButhe years ended December 31,
2002 and 2001, $3,410 and $16,449, respectiveliewanues related to this arrangement were recednizhe agreement with the seller to
provide advertising services expired on SeptembeP302. As such, $69,427 of advertising was nbveleed and the carrying amounts of
intangible asset and related deferred revenue keeieced accordingly.
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Estimated future amortization expense reltdadtangible assets at December 31, 2003 is|bsva

2004 65,50(
2005 62,16"
2006 19,12¢
$ 146,79:
L]

(g) Cash and Cash Equivalents

Cash equivalents consist of highly liquidestments with remaining maturities of less thard@lmonths on the date of purchase. As of
December 31, 2003 and 2002, cash equivalents amprised of $2,540,395 and $527,258, respectivall m money market accounts.

(h) Advertising Costs

Advertising costs amounted to $6,745,769&3,464 and $2,264,488 for the years ended Decedih&003, 2002, and 2001,
respectively. During the years ended December 323,22002 and 2001, $429,296, $546,214 and $492r63gectively, of advertising
services were purchased from the Company’s cli@mier non-barter arrangements.

(i) Income Taxes

Income taxes are accounted for under the assdiability method. Deferred tax assets anbilitées are recognized for the future tax
consequences attributable to differences betwe=firthncial statement carrying amounts of existingets and liabilities and their respective
tax bases. Deferred tax assets are recognizeefuctible temporary differences, along with netrapeg loss carryforwards and credit
carryforwards, if it is more likely than not théettax benefits will be realized. To the extenefeded tax asset cannot be recognized under
the preceding criteria, valuation allowances mesé$tablished. Deferred tax assets and liabitiesneasured using enacted tax rates
expected to apply to taxable income in the yeawshith those temporary differences are expectdxttiecovered or settled.

(k) Impairment of Long-Lived Assets

The Company accounts for long-lived assetxsordance with the provisions of Statement o&famal Accounting Standards
(SFAS) No. 144impairment of Long-Lived Asse®&FAS No. 144 requires an impairment loss to begeized on assets to be held and us
the carrying amount of a long-lived asset groupoisrecoverable from its undiscounted cash flows @mount of the impairment loss is
measured as the difference between the carryingianamd the fair value of the asset group. Assetetdisposed of are reported at the lower
of the carrying amount or fair value less costseih.

() Stock-Based Compensation

As allowed under SFAS No. 128;counting for Stock-Based Compensatitire Company has elected to follow Accounting &ples
Board (APB) Opinion No. 25Accounting for Stock Issued to Employeesd related interpretations in accounting foefi»plan stock awards
to employees. Deferred stobleased compensation for options granted to emplagegestermined as the excess of the fair valub@tbmmo
stock over the exercise price on the date opticere\granted. Stock-based compensation is amortizedthe vesting period of the individual
award.
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Had all stock-based compensation awards egaotemployees and directors been accounted ifog thee fair value based method, net
income and net income per share would have beastadjto the amounts reported in the followingedabl

Year Ended December 31,

2003 2002 2001
Net income as reporte $ 2,050,121  $ 853,07 $ 363,73!
Stocl-based compensation included in determination ofmoeime — — —
Stock-based compensation determined under thedhie based
method — (1,90¢) (56,187)
Pro-forma net income as if the fair value basechogthad been
applied to all award $ 2,050,121  $851,16: $ 307,55:
| | |
Pro-forma basic net income per share as if thevidire based
method had been applied to all awe $ 011 $ 002 $ 0.0z
.| | .|
Pro-forma diluted net income per share as if tirevidue based
method had been applied to all awe $ 01C % 0.0 $ 0.0z
| | |

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

2003 2002 2001
Numbers of options grante — 33,58¢ 210,00(
Grant date fair value of optiol — $ 00 $ 0.27
Grant date fair value of the common st — $ 05 % 0.3¢
Expected life of the option (in yea — 5 10
Annual volatility — 51% 85%
Risk-free interest rate — 4.5% 4.5%

Dividend Rate — — —
(m) Website Development Costs

The Company accounts for website developroesis in accordance with EITF Issue No. 00A&;ounting for Website Development
Costs.No internal website development costs that quddifycapitalization have been incurred in the yearded December 31, 2003, 2002
and 2001.

(n) Recent Accounting Pronouncements

In August 2001, the Financial Accounting St@mls Board (“FASB”) issued SFAS No. 14&counting for Asset Retirement Obligations.
SFAS No. 143 addresses financial accounting anattiag for obligations associated with retiremehtamgible long-lived assets and the
associated retirement costs. SFAS No. 143 wastsféefor the Company beginning in 2003 and the #éidopof this statement did not have a
material impact on the consolidated financial stegats.

In April 2002, the Financial Accounting Stands Board issued SFAS No. 14&gscission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Techniced@@ions.SFAS No. 145 rescinds the requirement that allgaird losses from
extinguishment of debt be classified as an extiaarg item. Additionally, SFAS No. 145 requiresticartain lease modifications that have
economic effects similar to sale-leaseback trafmasbe accounted for in the same manner as sasdedack

34




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

transactions. SFAS No. 145 was effective for thex@any beginning in 2003, and the effect of adoptimhnot have a material impact on the
consolidated financial statements.

In July 2002, the FASB issued Statement M&, Accounting for Costs Associated with Exit or Disgdadsctivities.This Statement
requires recording costs associated with exit spakal activities at their fair values when a ligbhas been incurred. Under previous
guidance, certain exit costs were accrued upon geamants commitment to an exit plan, which is generallfobe an actual liability has be
incurred. The requirements of this Statement dect¥e prospectively for exit or disposal actigdiinitiated after December 31, 2002;
however, early application of the Statement is er@ged. The Company’s adoption of Statement 14&didhave a material impact on the
consolidated financial statements.

In November 2002, the FASB issued Interpi@talNo. 45,Guarantor’'s Accounting and Disclosure Requireméots
Guarantees, Including Guarantees of Indebtedne§xtoérs(“FIN 45”). FIN 45 requires us to recognize, at theeption of a guarantee, a
liability for the fair value of the obligation undeken in the issuance of the guarantee. The distdorequirements effective for the year
ending December 31, 2002, expand the disclosucgsresl by a guarantor about its obligation undguarantee. The accounting requirem
for the initial recognition of guarantees are aggdble on a prospective basis for guarantees issueddified after December 31, 2002. The
adoption of FIN 45 did not have a material impattloe consolidated financial statements.

In December 2002, the Emerging Issues TaskeR@ached a consensus on Issue No. 0&@&iunting for Revenue Arrangements with
Multiple Deliverables(“"EITF Issue 00-21"). ETTF Issue 00-21 mandates mwlentify whether goods or services, or botht tire to be
delivered separately in a bundled sales arrangeshenid be accounted for as separate units of atiogu The consensus is effective
prospectively for our third quarter of 2003. Then@pany evaluated the guidance in EITF Issue 00-Alcancluded that our advertising
arrangements should continue to be accounted farsagyle unit of accounting. As a result, the digopof EITF Issue 00-21 did not have a
material impact on the revenue recognition policiesonsolidated financial statements.

In December 2003, the FASB issued Interpieeidtio. 46 (“FIN 46R”) (revised December 2008pnsolidation of Variable Interest
Entities, an Interpretation of Accounting ReseaBeHletin No. 51(*“ARB 51"), which addresses how a business enteggshould evaluate
whether it has a controlling interest in an entitsough means other than voting rights and accghdishould consolidate the entity. FIN 46R
replaces FASB Interpretation No. 46 (“FIN 46”) ,ialhwas issued in January 2003. Before concludiagit is appropriate to apply ARB 51
voting interest consolidation model to an entity emterprise must first determine that the ensityat a variable interest entity (VIE). As of
the effective date of FIN 46R, an enterprise muatuate its involvement with all entities or legaluctures created before February 1, 2003,
to determine whether consolidation requirementsINf46R apply to those entities. There is no gratifring of existing entities. Public
companies must apply either FIN 46 or FIN 46R imiatady to entities created after December 15, 28@8no later than the end of the first
reporting period that ends after March 15, 2004afbother entities. The adoption of FIN 46R is egpected to have an effect on the
Company’s consolidated financial statements.

In May 2003, the FASB issued SFAS No. 1&€counting for Certain Financial Instruments with&acteristics of Both Liabilities and
Equity (“SFAS 150”) that establishes standards on howsamerr classifies and measures certain financiLiments with characteristics of
both liabilities and equity. SFAS No. 150 was effiee for financial instruments entered into or nfeatl after May 31, 2003, and otherwise
was effective at the beginning of the first inteperiod beginning after June 15, 2003. On Novenib@003, Financial Accounting Standards
Board Staff Position 150-3 was issued, which ind&fly deferred the effective date of SFAS 150dertain mandatory redeemable non-
controlling interests. The adoption of SFAS 150 hacdkffect on the Company’s consolidated finansiatements.
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The Company adopted the new disclosure remgnts of Statement of Financial Accounting Stathslato. 148 Accounting for Stock-
Based Compensatic— Transition and Disclosureduring the quarter ended March 31, 2003. The talopf the disclosure requirements of
this statement did not have an impact on the Cowipdimancial position, results of operations oslkedlows.

(2) Commitments

The Company leases office space in Chicagamil Mountain View (California), and New York, ueidoperating leases which expire on
July 31, 2005, May 31, 2005, December 31, 2005Jamé 30, 2004 respectively. The future minimumakmayments under these operating
leases as of December 31, 2003, total $578,25@G2448,382 for 2004 and 2005, respectively. Rent expavas $885,816, $471,766 and
$302,355 for the years ended December 31, 2002, 20@ 2001, respectively.

(3) Allowance for Doubtful Accounts

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

Balance at December 31, 2C 145,14.
Deductions— credited to costs and expenses, (88,507
Deductions— write-offs (1,409

Balance at December 31, 2C 55,22¢
Additions— charged to costs and expenses, 14,57
Deductions— write-offs (13,879

Balance at December 31, 2C 55,92¢
Additions— charged to costs and expenses, 15,53

Balance at December 31, 2C $ 71,45¢

|
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(4) Income Taxes

Income tax expense (benefit) for the yeatkedrDecember 31, 2003, 2002, and 2001 consistét dbllowing:

Current

Deferred

Total

2003:

Federal $ 1,342,088 $ (127,59) $ 1,214,49:

State 499,26 (11,86)) 487,40t
$ 1,841,35 $ (139,45) $ 1,701,89
| I |

2002:

Federal $ 45385 $ (26,830 $ 427,01

State 151,77 (6,182) 145,59!
$ 60562t $ (33,01 $ 572,61
| I |

2001:

Federal $ 384,150 $ 21,84 $  405,99¢

State 108,66 6,35( 115,01¢

Foreign 25C — 25C
$ 49307 $ 28,19¢ $ 521,26¢
.| .| I

Income tax expense for the years ended Deeeih 2003, 2002, and 2001, differed from the amwaomputed by applying the

U.S. federal statutory tax rate applicable to then@any’s level of pretax income as a result offétewing:

Federal tax at statutory rat $ 1,275,009  $485,71« $ 307,42
State taxes, net of federal income tax bet 321,68t 96,09: 99,14¢
Foreign taxe: — — 25C
Non-deductible merger and offering expenses and « 105,11« (9,197 114,44¢
Total income tax expen: $ 1,701,890 $572,61( $ 521,26¢

| | |

2003

2002

2001
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The tax effects of temporary differences tigé rise to significant portions of the Compang&ferred tax assets and liabilities as of
December 31, 2003, and 2002, are as follows:

2003 2002
Deferred tax asset
Accruals and allowance $ 5551¢ $ 39,20«
State income taxe 169,75 36,73¢
Capitalized sta-up costs — 76C
Intangible assel $ 57,67¢ $ 39,46:
| |
Gross deferred tax ass: 282,94« 116,15¢
Deferred tax liabilities
State income taxe $ (9,409 $ —
Property and equipme (20,717 (2,799
Gross deferred tax liabilitie (30,127 (2,799
Net deferred tax asse $ 252,82 $ 113,36

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

(5) Stockholders’ Equity

As of December 31, 2003 the authorized chgitack of Travelzoo Inc. comprised 40,000,000 shaif $.01 par value common stock and
5,000,000 shares of $.01 par value preferred stsglkf December 31, 2003 15,294,033 shares of camstuck and no shares of preferred
stock were issued and 19,425,147 shares of comtnok were reported as outstanding. If all formeckholders of Travelzoo Bahamas
accept their shares in Travelzoo Inc., an additidfB1,114 shares of common stock will be issdebse shares are included in the reported
number of shares outstanding in our financial statg&s. The former stockholders of Travelzoo Bahamaas until April 25, 2002 to receive
shares in Travelzoo Inc.

As described in note 1(a), as part of thesm®ration exchanged for the outstanding shar&liobn Channels 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 and expidanuary 2011.

In October 2001, the Company granted to eettor fully vested and exercisable options techase 30,000 shares of common stock
with an exercise price of $2.00 for their serviess director in 2000 and 2001. A total of 210,0p8ons were granted. The options expire in
October 2011.

In March 2002, Travelzoo Inc. granted to edichctor options to purchase 5,000 shares of comstack with an exercise price of $3.00
that vested in connection with their services dgector in 2002. A total of 35,000 options weramjed. In October 2002, 1,411 options were
forfeited upon the resignation of a director. Ather options are vested as of December 31, 2008 options expire in March 2012.

In October 2003, the Company completed aredtten secondary offering of 402,500 sharesoofimion stock sold by the Company’s
Chief Executive Officer and principal stockhold&he offering was intended primarily to allow ther@many to satisfy the requirement for
listing on the NASDAQ SmallCap Market that the C@nyp have 300 round lot holders. The costs of tferiofy of $328,000 were paid for
the Company and were included in general and agtréive expenses.
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(6) Significant Customer Information and Segment Rporting

SFAS No. 131Disclosure about Segments of an Enterprise andt@lamformation, establishes standards for the reporting by basine
enterprises of information about operating segmegmtslucts and services, geographic areas, and gugtomers. The method for
determining what information to report is basedleway that management organizes the operatingesgtg within a company for making
operational decisions and assessing performancef Becember 31, 2003, the Company had one opgratigment: online advertising.

Significant customer information is as folkw

Percent of
Percentage of Accounts
Total Revenue Receivable
Year Ended December 31, December 31,
Customer 2003 2002 2001 2003 2002
A * * * * 12%
B 10% 15% 15% 14% *
C 11% 14% & & 21%
D — * 13% — —
All of the above customers are located in the Wh&éates of Americ:
* Less than 109
(7) Unaudited Quarterly Information
The following represents unaudited quartérigncial data for 2003 and 2002.
Quarters Ended
Dec 31, Sept 30, June 30, Mar 31, Dec 31, Sept 30, June 30, Mar 31,
2003 2003 2003 2003 2002 2002 2002 2002
(In thousands)
Revenues $ 5,201 $ 4,78¢ $ 4,291 $ 3,71« $ 3,132 $ 2,53¢ $ 2,211 $ 1,96¢
Cost of revenue 141 93 81 83 89 90 86 86
Gross profit 5,06( 4,692 4,21( 3,631 3,04: 2,44¢ 2,12¢ 1,88(
Operating expense
Sales and marketir 2,821 2,52¢ 2,29t 1,92¢ 1,90¢ 1,51C 1,31¢ 99¢
General and administratiy 1,21¢ 1,11¢ 902 1,057 647 522 562 562
Merger expense — — — — — — — 55
Total operating expens 4,03t 3,641 3,19¢ 2,981 2,551 2,032 1,87¢ 1,61:
Income from operatior 1,02t 1,051 1,01z 65C 49z 41€ 247 267
Interest incom: 5 3 3 2 2 1 — 1
Income before income tax 1,03( 1,054 1,01t 652 494 417 247 26¢
Income taxe: 577 437 41¢ 267 16¢ 171 101 13¢
Net income $ 45¢ $ 617 $ 59€¢ $ 38t $ 32¢ $ 24¢ $ 14¢ $ 13t
| | | | | | | |
Basic net income per she $ 0 $ 02 $ 0 $ 02 $ 02 $ 01 $ 01 © —
| | | | | | |
Diluted net income per sha $ 02 $ .03 % 02 % 0z $ .02 % 01 $ 1 $ —
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Item 9. Changes in and Disagreements with Accountants orcéenting and Financial Disclosure

None.

Iltem 9A. Controls and Procedures

As of December 31, 2003, we carried out aluation, under the supervision and with the paditton of the Company’s management,
including the Company’s President, Chief Execufficer and Chief Financial Officer along with t®mpany’s Controller (Chief
Accounting Officer), of the effectiveness of thesigg and operation of our disclosure controls amtgdures pursuant to Exchange Act
Rule 13a-15(e). Based upon that evaluation, thefaoryis President, Chief Executive Officer and Cligfancial Officer along with the
Companys Controller (Chief Accounting Officer) concluddtht our disclosure controls and procedures aretdféein timely alerting them
material information relating to the Company (irdihg its consolidated subsidiaries) required tanokuded in our periodic SEC filings as of
December 21, 2003.

During the quarter ended December 31, 20@3etwas no change in our internal control ovearfaial reporting (as defined in Exchange
Act Rule 13a-15(f) that materially affected, oréasonably likely to materially affect, the Compannternal control over financial reporting.

PART IlI

Iltem 10. Directors and Executive Officers of the Registrs

Information regarding our directors is incorgted by reference to the sections entitled “Die and “Section 16(a) Beneficial
Ownership Reporting Compliance” appearing in Trawels Definitive Proxy Statement for the Annual Meg of Stockholders to be filed
with the Securities and Exchange Commission (“tben@ission”) within 120 days after the end of Traeal’s fiscal year ended
December 31, 2003.

The following table sets forth certain infation with respect to the executive officers ofvialaoo as of March 29, 2004.

Name Age Position
Ralph Bartel, Ph.C 38 President, Chief Executive Officer, and Chief FiciahOfficer
Lisa Su 28 Controller (Chief Accounting Officel

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

Lisa Su has served as Controller (Chief Aatiog Officer) since October 1, 2000. From April9B9to September 2000, Ms. Su was a
Treasury Accountant for Webvan Group, Inc. Ms. Sldé a bachelor’s degree in economics/accountiom f€laremont McKenna College
and an MBA in Finance from California State UnivgrsHayward.

ltem 11.  Executive Compensatio

Information regarding executive compensaisoincorporated by reference to the informationfegh under “Compensation of Executive
Officers and Other Matters” in our Definitive Pro$gatement for the Annual Meeting of Stockholderbe filed with the Commission within
120 days after the end of Travelzoo’s fiscal yeatesl December 31, 2003.
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Item 12.  Security Ownership of Certain Beneficial Owners ahMbBnagement and Related Stockholder Mattt

Information regarding security ownership eftain beneficial owners and management is incatpdrby reference to the information set
forth under the caption “Principal Ownership of i@izoo Common Stock” in Travelzoo’s Definitive PyoStatement for the Annual Meeting
of Stockholders to be filed with the Commissionhinit120 days after the end of Travelzoo’s fiscaryended December 31, 2003.

Item 13.  Certain Relationships and Related Transactio

Information regarding certain relationshipsl aelated transactions is incorporated by refaréacthe information set forth under the
caption “Certain Transactions” in our DefinitiveoRy Statement for the Annual Meeting of Stockhoddter be filed with the Commission
within 120 days after the end of Travelzoo’s fispaar ended December 31, 2003.

Item 14.  Principal Accounting Fees and Service

Information regarding principal auditor fessd services is set forth under “Principal AcconmtiFees and Services” in the Proxy
Statement relating to our 2004 Annual Meeting afc&holders and is incorporated herein by reference.

PART IV

ltem 15.  Exhibits, Financial Schedules, and Reports on For8-K

(a) The following documents are filed as dirthis report:
(1) Our Consolidated Financial Statements are dedun Part I, Item 8:

Independent Auditors’ Report

Consolidated Balance Sheets

Consolidated Statements of Operations
Consolidated Statements of Stockholders’ Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements
(2) Supplementary Consolidated Financial StaterSehedules:

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

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

On October 6, 2003, the Company filed a currendrtegn Form 8-K dated October 6, 2003 which annedrtbe Company’s
financial results for the quarter ended SeptemBefB03.

On December 24, 2003, the Company filed a curegmint on Form 8-K dated December 23, 2003 whictoanced the Company’s
approval for listing on the NASDAQ SmallCap Mark
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Pursuant to the requirements of Section 185¢d) of the Securities Exchange Act of 1934, Rlegistrant has duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized, in the City of New York, StateNdw York, on March 29, 2004.

TRAVELZOO INC.
(Registrant)

By: /s/ RALPH BARTEL

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

KNOW ALL MEN BY THESE PRESENTS, that each g&m whose signature appears below hereby constimi® appoints Ralph Bartel
as his or her attorney-in-fact, with full powersafbstitution, for him or her in any and all capiasit to sign any and all amendments to this
Form 10K, with all exhibits and any and all documents rieeglito be filed with respect thereto, with the @#es and Exchange Commiss
or any regulatory authority, granting unto sucbmgy-in-fact and agent full power and authoritgtoand perform each and every act and
thing requisite and necessary to be done in odeffectuate the same as fully to all intents amghpses as he or she might or could do if
personally present, hereby ratifying and confirmafighat such attorney-in-fact and agent or hisstitute or substitutes, may lawfully do or
cause to be done.

Signature Title Date
/s/ RALPH BARTEL Chairman of the Board, Chief Executive Officer, March 29, 200
and Chief Financial Officer
Ralph Barte
/sl LISA SU Controller (Chief Accounting Officer) March 29, 200
Lisa Su
/s/ DAVID J. EHRLICH Director March 29, 200

David J. Ehrlict

/sl SUZANNA MAK Director March 29, 200

Suzanna Mal

/s DONOVAN NEALE-MAY Director March 29, 200

Donovan Neal-May

/s/ KELLY M. URSO Director March 29, 200

Kelly M. Urso
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Exhibit
Number

3.1
3.2

10.1

10.2

10.5
211
24.1
311

32.1

* Filed herewith

EXHIBIT INDEX

Description

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

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

Employment Agreement, dated as of April 1, 200@ween Silicon Channels Corporation and Ralph Bartel
(Incorporated by reference to our Pre-Effective Adraent No. 6 to our Registration Statement on F8h
(File No. 33:-55026), filed February 14, 200

Stock Option Agreement dated January 22, 2001,dmtviRalph Bartel and Travelzoo Inc. (Incorporated b
reference to our Pre-Effective Amendment No. 6uoRegistration Statement on Form S-4 (File No.-333
55026), filed February 14, 200

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

Power of Attorney (included on signature pa

Certification pursuant to Rule 13a-14(a) and Rdd-14(a), under the Securities Exchange Act of 1834
amende

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



EXHIBIT 21.1
Subsidiaries of the Registrant
Travelzoo USA, Inc., a California corporation*

Travelzoo.com Canada, Inc., a corporation formetkuthe Business Corporations Act of Canada

* Formerly Silicon Channels Corporati



EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

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

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

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

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

a. designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this annual report is being preg;

b. evaluated the effectiveness of the registratisslosure controls and procedures and presentiuisineport our conclusions about
the effectiveness of the disclosure controls andgatures as of the end of the period covered byattmual report based on such
evaluations; an

c. disclosed in this report any change in the teayiss’ internal control over financial reportirttat occurred during the registrants’
fourth quarter that has materially affected, aiei@sonably likely to materially affect, the regisits’ internal control over financial
reporting;

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

a. all significant deficiencies in the design oemgtion of internal control over financial repogiwhich affect the registrant’s ability
to record, process, summarize and report finamtiaimation; anc

b. any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

TRAVELZOO INC.

By: /sl RALPH BARTEL

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

Date: March 29, 200



EXHIBIT 32.1

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

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

TRAVELZOO INC.

By: /sl RALPH BARTEL

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

Date: March 29, 2004
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