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PART I—FINANCIAL INFORMATION

Iltem 1. Unaudited Condensed Consolidated Financial Staterrsen

TRAVELZOO INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

ASSETS

Current asset:

Cash and cash equivalel

Short term investmen

Accounts receivable, less allowance for doubtfaloants of $121,729 and $127,547 as of June

2005 and December 31, 2004, respecti

Deposits

Prepaid expenses and other current a:

Deferred income taxe

Total current asse

Deposits, less current portit
Deferred income taxe
Property and equipment, r
Intangible assets, n

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu
Income tax payabl
Total liabilities
Commitments and contingenci
Stockholder' equity:
Common stocl
Accumulated other comprehensive inca
Additional paic-in capital
Retained earning
Total stockholder equity

Total liabilities and stockholde’ equity

June 30, December 31,
2005 2004
$21,684,71 $26,434,98
19,840,00 10,031,73
7,116,69: 5,327,27!
149,45 163,13
354,52 674,20t
370,55¢ 390,89!
49,515,94 43,022,23
58,68: —
43,231 43,231
152,36¢ 108,39¢
50,54+ 83,56:
$49,820,77 $43,257,43
$ 1,428,322 $ 439,42!
2,888,622 2,464,26!
286,33t 91,137
638,17 —
5,241 ,45i 2,994,83
162,50! 162,33.
(58€)
30,606,70 30,299,99
13,810,69 9,800,28.
44,579,32 40,262,60
$49,820,77 $43,257,43

See accompanying notes to unaudited condensedlitated financial statements.
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Revenue!

Cost of revenue
Gross profi

Operating expense
Sales and marketir
General and administrati

Total operating expens

Income from operatior

Other income and expens
Interest incom
Foreign currency gain (los

Income before income tax
Income taxe:

Net income

Basic net income per shé
Diluted net income per sha

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

TRAVELZOO INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ende Six Months Endet
June 30 June 30

2005 2004 2005 2004
$12,258,13 $ 7,201,18! $23,486,55 $13,663,42
224,31 166,09: 403,59. 345,43!
12,033,82 7,035,09 23,082,96 13,317,98
6,151,85. 3,666,56! 11,181,57 7,123,87!
2,127,31. 1,101,110 4,735,32. 2,216,10:
8,279,16! 4,767,68. 15,916,89 9,339,97
3,754,65! 2,267,41! 7,166,07! 3,978,01!
217,87¢ 6,29¢ 377,73: 11,77¢
(4,12)) — (4,121 —
3,968,41 2,273,71. 7,539,68 3,989,78!
1,790,42. 939,82: 3,529,27! 1,646,79.
$ 2,177,99. $ 1,333,89I $ 4,010,411, $ 2,342,99
$ 0.1< $ 0.0¢ $ 0.2t $ 0.1<
$ 0.1z $ 0.0¢ $ 0.2z $ 0.1z
16,250,47 16,479,39 16,247,60 17,952,27
17,852,49 17,762,74 17,998,221 19,205,54

See accompanying notes to unaudited condensedlitated financial statements.
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TRAVELZOO INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Cash flows from operating activities:
Net income

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

Depreciation and amortizatic
Deferred income taxe
Provision for losses on accounts receivi
Tax benefit of stock option exercis
Accrued interest income from sh-term investment
Changes in operating assets and liabilit
Accounts receivabl
Deposits
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Income tax payabl
Net cash provided by (used in) operating activi
Cash flows from investing activities:
Purchases of property and equipm
Purchase of she-term investment
Sale of sho-term investment
Net cash used in investing activiti
Cash flows from financing activities:
Issuance costs incurred in connection with 2004aisse of common stoc
Proceeds from stock option exerci:
Recovery of profit from purchase and sale of stoglemployee:
Net cash used in financing activiti
Effect of exchange rate on cash and cash equis
Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe
Supplemental disclosure of cash flow informati
Cash paid for income tax

Six Months Ended June 30,

2005 2004
$ 4,01041  $2,342,99
84,01¢ 80,02:
20,33¢ —
46,98: 82,90:
396,06 943,11
(122,71) —
(1,836,39) (970,55
(45,009) (13,70
49,22¢ 8,474
988,90: 277,51
694,80 514,33
195,19¢ 167,48
638,17 (2,065,02)
5,120,00:; 1,367,55.
(94,970) (26,35
(19,773,87) —
10,088,32 —
(9,780,51)) (26,35
(123,730 —
34,55( 295,76
— 34,39(
(89,180) 330,15
(586) —
(4,750,27) 1,671,35
26,434,98 3,521,63
$2168471  $5,192,99.
$ 2,474,700  $2,781,21

See accompanying notes to unaudited condensedlitated financial statements.
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TRAVELZOO INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

(1) The Company and Basis of Presentation

Travelzoo Inc. (the “Company” or “Travelzoo”) is &mternet media company. The Company’s publicationkide theTravelzoo Web sites
(www.travelzoo.com and www.travelzoo.co.uk), Fravelzoo Top 20 e-mail newsletters, and tiNawsflash e-mail product. The Company
also operateSuperSearch, a pay-per-click travel search engine.

Travelzoo is controlled by Ralph Bartel, whedchapproximately 78% of the outstanding sharesf @aigust 1, 2005.

The accompanying unaudited condensed consetidenancial statements have been prepared bgdngpany in accordance with the ru
and regulations of the Securities and Exchange Gesiom (SEC). Certain information and footnote iisare normally included in
consolidated financial statements prepared in aegwe with Generally Accepted Accounting Principtethe United States of America have
been condensed or omitted in accordance with auleb and regulations. In the opinion of managentartaccompanying unaudited
condensed consolidated financial statements redleatljustments, consisting only of normal requgradjustments, necessary to present f
the financial position of the Company, and its tessof operations and cash flows. These condensesbtidated financial statements should
be read in conjunction with the Company’s auditedsolidated financial statements and related redesf and for the year ended December
31, 2004, included in the Company’s Form 10-K fileith the SEC on March 31, 2005.

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

The results of operations for the six monthdesl June 30, 2005 are not necessarily indicafieeoresults that may be expected for the
year ending December 31, 2005 or any other futarimg@, and the Company makes no representatioatedetheretc

The Company was formed as a result of a coatioin and merger of entities founded by the Comjgamgajority stockholder, Mr. Ralph
Bartel. In 1998, Mr. Bartel founded Travelzoo.cowr@bration, a Bahamas corporation, which issue8%84 shares via the Internet to
approximately 700,000 “Netsurfer stockholders”iorcash consideration. In 1998, Mr. Bartel alsmfiterd Silicon Channels Corporation, a
California corporation, to operate theavelzoo Web site. During 2001, Travelzoo Inc. was formea asibsidiary of Travelzoo.com
Corporation, and Mr. Bartel contributed all of ingtstanding shares of Silicon Channels to Travelnooin exchange for 8,129,273 shares of
Travelzoo Inc. and options to acquire an additiéghab8,349 shares at $1.00. The merger was acabfortas a combination of entities under
common control using “as-if pooling-of-interest€taunting. Under this method of accounting, thetsand liabilities of Silicon Channels
Corporation and Travelzoo Inc. were carried forw@rthe combined company at their historical cdstsddition, all prior period financial
statements of Travelzoo Inc. were restated to debhe combined results of operations, financialtmm and cash flows of Silicon Channels
Corporation.

During January 2001, the Board of Director§@fvelzoo.com Corporation proposed that Travetzmo. Corporation be merged with
Travelzoo Inc. whereby Travelzoo Inc. would be $heviving entity. On March 15, 2002, the stockhoddef Travelzoo.com Corporation
approved the merger with Travelzoo Inc. On Apri] 2602, the certificate of merger was filed in edae upon which the merger became
effective and Travelzoo.com Corporation ceasedist.eEach outstanding share of common stock o¥dlzmo.com Corporation was
converted into the right to receive one share afiroon stock of Travelzoo Inc. Under and subjechioterms of the merger agreement,
stockholders were allowed a period of two year®¥ahg the effective date of the merger to receiliares of Travelzoo Inc. The records of
Travelzoo.com Corporation showed that, assumingfalie shares applied for by the Netsurfer stotddrs were validly issued, there were
11,295,874 shares of Travelzoo.com Corporationtauting. As of April 25, 2004, two years followittge effective date of the merger,
7,180,342 shares of Travelzoo.com Corporation egth lexchanged for shares of Travelzoo Inc. Prithiabdate, the remaining shares which
were available for issuance pursuant to the mexgerement were included in the issued and outstgraimmon stock of Travelzoo Inc. and
included in the calculation of basic and dilutedh@ags per share. After April 25, 2004, the Compaagsed issuing shares to the former
stockholders of Travelzoo.com Corporation, and dditeonal shares are reserved for issuance to @amydr stockholders, because their right
to receive shares has now expired. On April 2542€fe number of shares reported as outstandingedased from 19,425,147 to
15,309,615 to reflect actual shares issued aseoéxpiration date. Earnings per share calculatiefiact the reduction of the number of shares
reported as outstanding. As of June 30, 2005, there 16,250,479 shares of common stock outstanding
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It is possible that claims may be asserteéhagthe Company in the future by former stockhaddaf Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@rtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomgluding the Bahamas or the State of Delaware, asagrt rights to unclaimed shares of the
Company under escheat statutes. If such eschéatsdae asserted, the Company intends to challgregapplicability of escheat rights, in
that, among other reasons, the identity, residamdyeligibility of the holders in question cannetdetermined. There were certain conditions
applicable to the issuance of shares to the Netsatbckholders, including requirements that @ytbe at least 18 years of age, (ii) they be
residents of the U.S. or Canada and (iii) theyapgtly for shares more than once. The Netsurfekbtiders were required to confirm their
compliance with these conditions, and were advikatfailure to comply could result in cancellatioiitheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not ébleerify that the applicants met the requiremeefsrred to above at the time of their
applications for issuance of shares. If claimsaamserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecteir shares expired two years following thieetive date of the merger, as provided in
the merger agreement. The Company also expectkedtie position, if escheat or similar claimsasserted in respect of the unissued share:
in the future, that it is not required to issuelsabares. Further, even if it were establisheduh&sued shares were subject to escheat claims
the Company would assert that the claimant muabésh that the original Netsurfer stockholders pbed with the conditions to issuance of
their shares. The Company is not able to predebtitcome of any future claims which might be asslerelating to the unissued shares. If
such claims were asserted, and were fully sucdesiséi could result in the Company’s being requit@ issue up to an additional
approximately 4,082,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announcedgrgm under which it will make cash payments tspres who establish that they were
former stockholders of Travelzoo.com Corporatiord aho failed to submit requests for shares in &zo Inc. within the required time
period. The accompanying consolidated financidkstents include a charge in general and adminigtrakpenses of $1,137,000 for these
cash payments for the six months ended June 36, @0®hich $10,000 remains as a liability as ofe)@0, 2005. The liability is based on the
number of actual requests received from formendtolclers through June 30, 2005. The total coshisfrogram is not reliably estimable
because it is based on the ultimate number of vatidests received and future levels of the Conipaiymmon stock price. The Company’s
common stock price affects the liability becausedmount of cash payments under the program islbaggrt on the recent level of the
stock price at the date valid requests are receilleel Company does not know how many of the reguestshares originally received by
Travelzoo.com Corporation in 1998 were valid, linet Company believes that only a portion of sucluests were valid. As noted above, in
order to receive payment under the program, a passeequired to establish that such person vahalgl shares in Travelzoo.com
Corporation. Assuming 100% of the requests fromB1®8re valid, former stockholders of Travelzoo.cBorporation holding an additional
approximately 4,082,000 shares had not submiti&chslunder the program as of June 30, 2005.

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

(2) Revenue Recognition

All revenue consists of advertising sales. éutiging revenues are principally derived from saée of advertising in the United States of
America on thélravelzoo Web site, in th@Travelzoo Top 20 e-mail newsletter, ilNewsflash , and inSuper Search . Advertising revenues
generated from the Company’s operations in theddritingdom were approximately $9,000 during thedhaind six months ended June 30,
2005.

The Company recognizes revenues in accordaitieeSecurities and Exchange Commission Staff Aotiog Bulletin No. 104Revenue
Recognition . Advertising revenues are recognized in the penaahich the advertisement is displayed, provitleat evidence of an
arrangement exists, the fees are fixed or detefsterend collection of the resulting receivablegasonably assured. Where collectibility is
not reasonably assured, the revenue will be rezegnipon cash collection, provided that the othiégréa for revenue recognition have been
met. The Company recognizes revenue for fixed-feerising arrangements ratably over the term efitisertion order as described below.
The majority of insertion orders have terms thaibh@nd end in a quarterly reporting period. In¢hses where at the end of a quarterly
reporting period the term of an insertion ordemas complete, the Company recognizes revenue épéhniod by pro-rating the total
arrangement fee to revenue and deferred reveneel losisa measure of proportionate
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performance of its obligation under the insertioden. The Company measures proportionate perforembpthe number of placements
delivered and undelivered as of the reporting dette. Company uses prices stated on its internaloatd for measuring the value of delive
and undelivered placements. Fees for variable-dgeréising arrangements are recognized based amutider of impressions displayed or
clicks delivered during the period.

Under these policies, no revenue is reiasgl unless persuasive evidence of an arrangeswests, delivery has occurred, the fee is
fixed or determinable, and collection is deemedoeably assured. The Company evaluates each @f thiésria as follows:

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

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

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

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

The Company’s standard payment term8@mays net. Insertion orders that include fixeelddvertising are invoiced upon acceptance
of the insertion order and on the first day of eaxnth over the term of the insertion order, with exception ofravelzoo Top 20 or
Newsflash listings, which are invoiced upon delivery. Insentiorders that include variablee advertising are invoiced at the end of the
The Company’s standard terms state that in thetékahTravelzoo fails to publish advertisementsgecified in the insertion order, the
liability of Travelzoo to the client shall be limaid to, at Travelzoo’s sole discretion, a pro rafarrd of the advertising fee, the placement of
the advertisements at a later time in a compaiadséion, or the extension of the term of the itisarorder until the advertising is fully
delivered. The Company believes that no significdiigations exist after the full delivery of adtising.

Revenues from advertising sold to clightsugh agencies are reported at the net amolled ibd the agency.

(3) Stock-based Compensation

The Company did not provide any stock-basedpamsation in fiscal years 2003 and 2004 or irstkenonths ended June 30, 2005. In
addition, all previously issued options vested prioJanuary 1, 2002 and therefore there are nlicapfe disclosures under Accounting
Principles Board (APB) Opinion No. 2B¢ccounting for Sock Issued to Employees, and Statement of Financial Accounting Standards
No. 123,Accounting for Stock-Based Compensation, as amended.

(4) Net Income Per Share

Net income per share has been calculatedciordance with SFAS No. 12Barnings per Share . Basic net income per share is computed
by dividing the net income by the weighted-averagmber of reported common shares outstanding &pémiod. Diluted net income per
share is computed by dividing net income by thegiveid-average number of reported common sharep@edtial common shares
outstanding during the period. Potential commoneshancluded in the diluted calculation consistinofemental shares issuable upon the
exercise of outstanding stock options calculatédguthe treasury stock method.

The following table sets forth the calculatmfrbasic and diluted net income per share:
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Three Months Ended Six Months Ended

June 30, June 30,
2005 2004 2005 2004

Basic net income per sha

Net income $ 2,177,99. $ 1,333,89 $ 4,010,411, $ 2,342,99
Weighted average common sha 16,250,47 16,479,39 16,247,60 17,952,27
Basic net income per she $ 0.12 $ 0.0¢ $ 0.2¢ $ 0.12
Diluted net income per shal

Net income $ 2,177,99. $ 1,333,89 $ 4,010,41. $ 2,342,99
Weighted average common sha 16,250,47 16,479,39 16,247,60 17,952,27
Effect of dilutive securities: stock optio 1,602,01. 1,283,34 1,750,61 1,253,27.
Diluted weighted average common shg 17,852,49 17,762,74 17,998,21 19,205,54
Diluted net income per sha $ 0.1z $ 0.0¢ $ 0.2z $ 0.12

(5) Commitments and Contingencies

The Company leases office space in Chicagndban (United Kingdom), Miami, Mountain View (Califoia), and New York. These
operating leases expire on December 31, 2007, 8QriR007, December 31, 2006, December 31, 200®andmber 31, 2005, respectively.
The future minimum rental payments under theseaiey leases as of June 30, 2005, and Decemb@084,total $1,018,000 and
$1,082,000, respectively. The future lease paynmenisist of $592,000 of payments due in 2005, $Ix20of payments due in 2006, and
$154,000 of payments due in 2007.

It is possible that claims may be asserteéhagthe Company in the future by former stockhaddaf Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@drtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomgluding the Bahamas or the State of Delaware, asagrt rights to unclaimed shares of the
Company under escheat statutes. If such eschéatsdae asserted, the Company intends to challgregapplicability of escheat rights, in
that, among other reasons, the identity, residamdyeligibility of the holders in question cannetdetermined. There were certain conditions
applicable to the issuance of shares to the Netsstbckholders, including requirements that @ythe at least 18 years of age, (ii) they be
residents of the U.S. or Canada and (iii) theyapgtly for shares more than once. The Netsurfekbtiders were required to confirm their
compliance with these conditions, and were advikatfailure to comply could result in cancellatiofitheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not abheerify that the applicants met the requiremeetsrred to above at the time of their
applications for issuance of shares. If claimsaamserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecteir shares expired two years following thieetive date of the merger, as provided in
the merger agreement. The Company also expectkedtie position, if escheat or similar claimsasserted in respect of the unissued share:
in the future, that it is not required to issuetsahares. Further, even if it were establisheduhetsued shares were subject to escheat claims
the Company would assert that the claimant muabéish that the original Netsurfer stockholders pbed with the conditions to issuance of
their shares. The Company is not able to predebtitcome of any future claims which might be asslerelating to the unissued shares. If
such claims were asserted, and were fully sucdesisét could result in the Company’s being requite@ issue up to an additional
approximately 4,082,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announcedgrgm under which it will make cash payments tspres who establish that they were
former stockholders of Travelzoo.com Corporatiord aho failed to submit requests for shares in &zo Inc. within the required time
period. The accompanying consolidated financidgestants included a charge in general and admitiisgraxpenses of $1,137,000 for these
cash payments for the six months ended June 36, @00®hich $10,000 remains as a liability as ofe)@0, 2005. The liability is based on the
number of actual requests received from formenrdtolclers through the reporting date. The total odshis program is not reliably estimable
because it is based on the ultimate number of vatidests received and future levels of the Comgazgmmon stock price. The Company’s
common stock price affects the liability becausedmount of cash payments under the program islbaggrt on the recent level of the
stock price at the date valid requests are receileel Company does not know how many of the reguestshares originally received by
Travelzoo.com Corporation in 1998 were valid, et Company believes that only a portion of sucluests were valid. As noted above, in
order to receive payment under the program, a passiequired to establish that such person vahdig shares in Travelzoo.com
Corporation. Assuming 100% of the requests fromBL188re valid, former stockholders of Travelzoo.dBorporation holding approximately
4,082,000 shares had not submitted claims undegsrtigram.




(6) Significant Customer Information and Segment Rporting

SFAS No. 131Disclosure about Segments of an Enterprise and Related Information , establishes standards for the reporting by basine
enterprises of information about operating segmegmtslucts and services, geographic areas, and gugtomers. The method for
determining what information to report is basedl@mway that management organizes the operatingesgtg within a company for making
operational decisions and assessing performancef Amme 30, 2005, the Company had two operatiggsats: North America and Europe.
The Company began operations in the U.K. in May52B{bwever, European operations were less thanfa®venues, so detailed reporting
is not required.

Significant customer information is as follaws

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

Customer 2005 2004 2005 2004 2005 2004
A 17% * 17% * 21% 10%
B * * * * * 13%
C 10% * 11% * 12% 11%

All of the above customers are located in the Wh8éates of America.

* Less than 109

(7) Comprehensive Income

In accordance with SFAS 13Reporting Comprehensive Income, the Company is required to display comprehenisizeme and loss and
its components as part of the Company’s consolitfi@ncial statements. Accumulated other comprgerincome is comprised entirely of
foreign currency translation adjustments recordedesthe inception of Travelzoo UK Ltd in May 2005.

(8) Recent Accounting Pronouncements

In March 2004, the Financial Accounting Standd&oard’s Emerging Issues Task Force (“EITF”) reta consensus on EITF Issue
No. 0:-01, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments (“EITF 03-01"). EITF 03-01
provides guidance on the meaning of “other-thangtemary “ impairment and its application to certaiarketable debt and equity securities
accounted for under SFAS No. 1¥gcounting for Certain Investments in Debt and Equity Securities and nonmarketable securities accoun
for under the cost method. The EITF developed &hhsee-step model to evaluate whether an investiseother-than-temporarily impaired.
In September 2004, the Financial Accounting Stashsi&oard (“FASB”) issued FASB Staff Position EIT8-01-1, which delays the effecti\
date until additional guidance is issued for thpliaption of the recognition and measurement piiowis of EITF 03-01 to investments in
securities that are impaired. However, the dise®saquirements were effective for annual periated after June 15, 2004 and have been
adopted by the Company.

In December 2004, the Financial Accountingh8#ads Board issued SFAS 123Rare-Based Payments , which requires the measurem
of all share-based payments to employees, inclugliagts of employee stock options, using a faivedbased method and the recording of
such expense in the statement of operations. Td¢muating provisions of SFAS 123R are effectiveffstal years beginning after June 15,
2005. The Company will adopt SFAS 123R on JanuaB0@6. The pro forma disclosures previously paaditinder SFAS 123 no longer
will be an alternative to financial statement regitign. As of June 30, 2005, the Company had ncested stock-based compensation awards
outstanding. If the Company makes share-based pagrirethe future, the adoption of SFAS No. 123Rlddave a significant adverse
impact on the Company'’s consolidated statemenpefations and net income per share.

Item 2. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

The information in this report contains forddooking statements within the meaning of Sec#@A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchaogef 1934, as amended. Such statements are basedcurrent expectations,
assumptions, estimates and projections about Ta@ee&lnd our industry. These forward-looking stateismiare subject to the many risks and
uncertainties that exist in our operations andregs environment that may cause actual result®rpence or
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achievements of Travelzoo to be different from thespected or anticipated in the forward-lookiragesthents. Any statements contained
herein that are not statements of historical faay ime deemed to be forward-looking statementsekample, words such as “may”, “will”,
“should”, “estimates”, “predicts”, “potential”, “agtinue”, “strategy”, “believes”, “anticipates”, “phs”, “expects”, “intends”, and similar
expressions are intended to identify forward-logkdtatements. Travelzoo’s actual results and thimgj of certain events could differ
significantly from those anticipated in such fordkdooking statements. Factors that might causeotribute to such a discrepancy include,
but are not limited to, those discussed elsewhretki$ Report in the section entitled “Risk Fact@sd the risks discussed in our other
Securities and Exchange Commission (“SEC”) filinglse forward-looking statements included in thisam: reflect the beliefs of our
management on the date of this report. Travelzaterakes no obligation to update publicly any faviboking statements.

Overview

Travelzoo Inc. (the “Company” or “Travelzoad8)an Internet media company that publishes traffefs from hundreds of travel
companies. As the Internet is becoming consumeedepred medium to search for travel offers, wevigte airlines, hotels, cruise lines,
vacation packagers, and other travel companiesaM#st, flexible, and cost-effective way to reaghions of users. While our products
provide advertising opportunities for travel comiganthey also provide Internet users with a fim&ee of information on current sales and
specials from hundreds of travel companies.

Our publications include theravelzoo Web sites (www.travelzoo.com and www.travelzoo.kp.the Travelzoo Top 20 e-mail newsletters
and theNewsflash e-mail product The Company also operat8gperSearch , a pay-per-click travel search engine. More thad BBavel
companies purchase our advertising services.

Our revenues are advertising revenues, camgist listing fees paid by travel companies toextige their offers on theravelzoo Web
sites, in thelravelzoo Top 20 e-mail newsletters, in thdewsflash e-mail product, and i8uperSearch , a pay-per-click travel search engine.
Revenues are principally generated from the sassleértising on oufravelzoo Web site and in oufravelzoo Top 20 newsletter. Listing fees
are based on placement, number of listings, numbienpressions, or number of clickthroughs. Smadldvertising agreements — typically
$4,000 or less per month — typically renew autoozédly each month if they are not terminated bydlent. Larger agreements are typically
related to advertising campaigns and are not autoatlg renewed.

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

. Growth of number of subscribers of the Com(’s newsletters and page views of selected sectiathe Travelzoo Web sites
. Growth in revenues in the absolute and relativiaéogrowth in reach of the Comp¢'s products
. Operating margin

. Revenue per employee as a measure of produci

Critical Accounting Policies

We believe that there are a number of accogmgolicies that are critical to understanding loigtorical and future performance, as these
policies affect the reported amounts of revenuethadnore significant areas involving managemguotigments and estimates. These
significant accounting policies relate to reveneognition, the allowance for doubtful accounts] habilities to former stockholders. These
policies, and our procedures related to theseipsliare described in detail below.
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Revenue Recognition

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

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

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

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

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

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

Advertising sold to clients through agencieseiported at the net amount billed to the agency.

Allowance for Doubtful Accounts

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

Liability to Former Stockholders

On October 15, 2004, we announced a prograterumhich we will make cash payments to persons egtablish that they were former
stockholders of Travelzoo.com Corporation, and faied to submit requests for shares in Travelzao Wwithin the required time period. We
account for the cost of this program as an expess@ded in general and administrative expensesanudrent accrued liability. The ultimate
total cost of this program is not reliably estimr@bkcause it is based on the ultimate number af v@djuests received and future levels of the
Company’s common stock price. The Company’s comstock price affects the liability because the amaficash payments under the
program is based in part on the recent level obtbek price at the date valid requests are redekde do not know how many of the requests
for shares originally received by Travelzoo.com wation in 1998 were valid. We believe that onlyoation of such requests were valid. In
order to receive payment under the program, a passeequired to establish that such person vahalgl shares in Travelzoo.com
Corporation.

12




Since the total cost of the program is naakdy estimable, the amount of expense recordedgariod is equal to the number of actual
claims received during the period multiplied bytfi® number of shares held by each individual fersbeckholder and (ii) the applicable
settlement price based on the recent price of onmeon stock at the date the claim is receivedipslated by the program. Requests are
generally paid within 30 days of receipt.

Results of Operations

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

Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
Revenue: 100% 100% 100% 100%
Cost of revenue 2 2 2 3
Gross profit 98 98 98 97
Operating expense
Sales and marketir 50 51 48 52
General and administrati\ 17 15 20 _16
Total operating expense 68 _66 _68 68
Income from operatior 31 32 31 29
Other income and expenses, 2 e 1 e
Income before income tax 32 32 32 29
Income taxe: 15 13 15 12
Net income _18% _19% 1% 1%

For the six months ended June 30, 2005, wertexh income from operations of approximately $#iltion. As of June 30, 2005, we had
retained earnings of approximately $13.8 milliomr©@perating margin increased to 30.5% of saletif®six months ended June 30, 2005
from 29.1% for the same period last year. The ma@son for this increase in our operating margthas our revenues grew faster than our
sales and marketing expenses.

For the three months ended June 30, 2005¢ep@ted income from operations of approximateh8$8illion. Our operating margin
decreased to 30.6% of sales for the three montiesdedune 30, 2005 from 31.5% for the same persidykzar. The main reason for this
decrease in our operating margin is that our géa@chadministrative expenses, including a losmfiitavelzoo UK and expenses related to
payments to former stockholders, grew faster tharrevenues.

Although our operating margin increased inheaicthe last three years, we do not know if themd will continue. Increased competition in
our industry could force us to increase our mankeéxpenditures and could limit our ability to iease our advertising rates. Further, losses
from our strategy to replicate our business maaekiected foreign markets may have a materialragvepact on our results of operations.

The increase in other income from approxinya$€l,000 in the three months ended June 30, 208@pgmximately $218,000 in the three
months ended June 30, 2005 represents interesiccamthe Company’s cash, cash equivalents, antltsim investments.

Our loss from operations in the United Kingdwmas approximately $175,000 for the three and sixtims ended June 30, 2005.

Reach

The following table sets forth the number wbscribers of each of our e-mail publications ithithe U.S.A. and the U.K. as of June 30,
2005 and 2004 and the total number of page viewsdiected sections of tAeavelzoo Web site in U.S.A. for the six months ended June 30
2005 and 2004. Management considersTttavelzoo homepages and the front pages of destination ca¢sgas indicators for the growth of
Web site traffic. Management reviews these nonrfiie metrics for two reasons: First, to monitor ptogress in increasing the reach of our
products. Second, to evaluate if we are able teeamigher reach into higher revenues.
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June 30, Year-over-Year

2005 2004 Growth
Subscribers
Travelzoo Top 20 8,411,00! 7,084,001 19%
Newsflash 5,334,00! 4,172,00! 28%
Six Months Ended
June 30, Year-over-Year

2005 2004 Growth

Page views of selected section<Travelzoo Web site:
Homepage 20,800,00 14,830,00 40%
Front pages of destination categol 32,309,00 29,808,00 8%

Management believes that the increase in rehith publications in the six months ended Jude2B05 was in line with its strategy.

The Company’s revenues for the six months @éddee 30, 2005 increased by 72% from the samedkast year. The number of
subscribers of th&ravelzoo Top 20 e-mail newsletters increased by 19%. Page vievggletted sections of tHeavelzoo Web site increased
by 40% and 8% as shown in the table above. Initheanths ended June 30, 2004, 92% of revenues gererated from th&ravelzoo Web
sites and th&ravelzoo Top 20 newsletters. In the six months ended June 30, Z88¥%, of revenues were generated fromTievelzoo Web
sites and th&ravelzoo Top 20 newsletters. Management believes that the datdéosix months ended June 30, 2005 and 2004 irdibat
the Company was able to generate higher revenuesels increased.

Revenues

Our total revenues increased to $12.3 milfmrthe three months ended June 30, 2005 from ®illidn for the three months ended
June 30, 2004. Our total revenues increased td$RBlion for the six months ended June 30, 20051fi$13.7 million for the six months
ended June 30, 2004. This represents an increaf

Our revenues from operations in the U.K. far three and six months ended June 30, 2005 wprexamately $9,000.

71% of our revenue growth in the six monthdezhJune 30, 2005 compared to the six months ehdexl30, 2004 came from our new
product,SuperSearch . The remaining 29% came from our existing prodicts Travelzoo Web sites;Travelzoo Top 20 newsletters, and
Newsflash ) and is attributed to an increase in our advegisates for our existing products and an incréasige number of clients and the
volume of advertising sold. Approximately 21% oé tlevenue growth in the six month period ended 30005 compared to the six
months ended June 30, 2004 is attributed to aeaserin our advertising rates for our existing potsl Due to the increase in the reach of
publications, we increased the prices for advegigilacements on average by approximately 15% aarafary 1, 2005. Approximately 8%
our revenue growth in the period ended June 305 20tpared to the six months ended June 30, 20&urilsuted to an increase in the
number of clients and an increase in the volumedegrtising sold to existing clients.

In the six months ended June 30, 2005, twantdiaccounted for more than 10% of our total regenClick Here, Inc., an advertising
agency representing Travelocity.com, accounted 786 of our revenues. Orbitz, LLC accounted for 1dR6ur revenues. In the six months
ended June 30, 2004, none of our clients accodatadore than 10% of our total revenues. The ing@da our concentration of revenues is
primarily the result of our neWuper Search product. At this time, we sefluper Search listings primarily to the large online travel agesclike
Orbitz and Travelocity.com. Management expectsmageconcentration to remain at the current levéhénforeseeable future.

Management believes that our ability to inseegevenues in the future depends mainly on tlaeters:
. Our ability to increase our advertising rat
. Our ability to sell more advertising to existingecits; anc
. Our ability to increase the number of clier

We believe that we can increase our advedtisates only if the reach of our publications irases. We do not know if we will be
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able to increase the reach of our publications.béleve that we can sell more advertising onlyé tmarket for online advertising continues
to grow and if we can maintain or increase our reaskare. We believe that the market for onlinesdibing continues to grow. We do not
know if we will be able to maintain or increase ousrket share. We historically increased the nurobelients in every year since inception.
We do not know if we will be able to increase thenter of clients in the future.

Average annualized revenue per employee iseteto $817,000 for the three months ended Jun2085, from $588,000 for the three
months ended June 30, 2004.

Cost of Revenues

Cost of revenues consists of network expenselsiding fees we pay for co-location serviceqréeiation of network equipment, salary
expenses associated with network operations stadf fees for photos used in our publications. @gt of revenues increased to $224,000 for
the three months ended June 30, 2005 from $166¢0@0e three months ended June 30, 2004. Ouroéasizenues increased to $404,000
the six months ended June 30, 2005 from $345,00thé&osix months ended June 30, 2004. As a peermfrevenue, cost of revenues
decreased to 2%, for the six months ended Jun20B®, from 3% for the six months ended June 30, 2004 decrease was due to increase in
revenues without a corresponding increase in dogivenues.

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist primafrifgvertising and promotional expenses, salapgesges associated with sales and
marketing staff, conference expenses, and pullitioas expenses. Sales and marketing expensesased to $6.2 million for the three
months ended June 30, 2005 from $3.7 million ferttiree months ended June 30, 2004. Sales andtimgrkgpenses increased to
$11.2 million for the six months ended June 30,52600m $7.1 million for the six months ended JuBe 2004. The increase in sales and
marketing expenses was primarily due to increafesmadvertising campaigns. The goal of our adsielg was to acquire new subscribers
for our e-mail products and to increase brand amese forTravelzoo . For the six months ended June 30, 2005 and 2@04rtising expens:
accounted for 77% and 73%, respectively, of satésnaarketing expenses. Advertising activities dyitimese periods consisted primarily of
online advertising. The increase in sales and niakexpenses in the six months ended June 30, @@®pared to the six months ended
June 30, 2004 was also due to an increase in heatdlobour sales force.

Our goal is to increase our revenues from didieg sales. One important factor that drives @wenues is our advertising rates. We
believe that we can increase our advertising matdsif the reach of our publications increasesoilder to increase the reach of our
publications, we have to acquire a significant nanmdf new subscribers in every quarter and continygomote our brand. Therefore, we
expect our sales and marketing expenses relatar tousiness in the United States of America aaregmtage of revenue to remain at the
current level or increase from the current levéle Thain factor that impacts our advertising expeimsthe average cost per acquisition of a
new subscriber. We believe that the average costqupiisition depends mainly on the advertisingsathich we pay for media buys, our
ability to manage our subscriber acquisition eff@ticcessfully, and the degree of competition mirmdustry.

In May 2005, we incorporated Travelzoo UK [tdravelzoo UK”) as a whollyswned subsidiary and began hiring local staff & thited
Kingdom. The start-up of our business in the UnKé&mgdom is expected to result in a significantitiddal increase in our sales and
marketing expenses in the foreseeable future.

General and Administrative

General and administrative expenses consisipity of compensation for administrative and axtaee staff, fees for professional servic
rent, bad debt expense, amortization of intangibkets and general office expense. General anchisthative expenses increased to
$2.1 million for the three months ended June 305Ztom $1.1 million for the three months endedel@6, 2004. General and administrative
expenses increased to $4.7 million for the six merinded June 30, 2005 from $2.2 million for txensbnths ended June 30, 2004. In 2005,
general and administrative expenses increased plyrdae to expenses of $1.1 million for cash papteenade or to be made to former
stockholders of Travelzoo.com Corporation and dise to increases in expenses for legal and profesisservices related to compliance v
Section 404 of the Sarbanes-Oxley Act of 2002.

In the six months ended June 30, 2005, thepanmrecorded expenses of $1.1 million relatedpcogram under which the
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Company intends to make cash payments to formekistdders of Travelzoo.com Corporation, who failedubmit requests for shares in
Travelzoo Inc. within the required time period. Tdgenses are based on the number of actual Validscreceived and the Company’s stock
price. The Company expects expenses related fortlyggam to decrease in future periods.

We expect that we will incur significant exiges in 2005 in order to allow management to reproreind our independent auditors to attest
to, our internal controls over financial reportirg, required by Section 404 for the Sarbanes-Oxityf 2002. At this time, the total cost is
not reliably estimable as it will be dependent lo& humber of areas requiring improvement and oredgation efforts where necessary. The
Company has expensed approximately $317,000 id-garty compliance costs in the six months endee B0, 2005. Currently, none of our
identified areas that need improvement have bemgaeazed as material weaknesses or significantidaeties. However, we are still in the
evaluation process, and we may identify conditidwas may result in significant deficiencies or nmmeleweaknesses in the future.

We expect our headcount to continue to iner@ashe future. The Company’s headcount is orte@imain drivers of general and
administrative expenses. Therefore, we expect eneigl and administrative expenses to continued@ase.

We expect the operations of Travelzoo UK &utein a significant additional increase in oungeal and administrative expenses.

Subscriber Acquisitior

The table set forth below provides for eacartgr in 2002, 2003, 2004, and the first two quarté 2005, an analysis of our average cost
for acquisition of new subscribers for olmavelzoo Top 20 newsletters and olNewsflash e-mail alert service.

The table includes the following data:

. Average Cost per Acquisition of a New Subscriliéis is the quarterly costs of consumer markepragrams whose purpose
was primarily to acquire new subscribers, dividgddial new subscribers added during the qus

. New Subscribers: Total new subscribers who sigmefbuat least one of ou-mail publications throughout the quarter. This is
an unduplicated subscriber number, meaning a sblesarho signed up for two or more of our publioas is only counted
once.

. Unsubscribes: Subscribers who were removed fronist throughout the quarter either as a resufheir requesting removal,
or based on periodic list maintenance after werdeteed that the-mail address was likely no longer val

. Balance: This is the number of subscribers aetiteof the quarter, computed by taking the presviquarter’s subscriber
balance, adding new subscribers during the cugeatter, and subtracting unsubscribes during thectuquarter

Average Cost per
Acquisition of a New

Period Subscriber New Subscribers Unsubscribes Balance

Q1 2002 $0.9¢ 254,14( (24,54 1,614,13
Q2 2002 $0.9t 590,26t (156,209 2,048,19:
Q3 2002 $1.01 740,65t (51,56¢) 2,737,28;
Q4 2002 $1.31 799,95¢ (55,069 3,482,171
Q1 2003 $1.62 693,87 (213,42) 3,962,62!
Q2 2003 $1.5¢ 924,90: (172,409 4,715,12.
Q3 2003 $1.52 1,108,04! (248,969 5,574,20!
Q4 2003 $2.17 869,28t (240,90) 6,202,58.
Q1 2004 $2.2¢ 920,06 (185,15) 6,937,49
Q2 2004 $2.5¢ 858,89¢ (634,709 7,161,69:
Q3 2004 $1.2¢ 1,298,96. (602,62% 7,858,022
Q4 2004 $1.7C 694,02¢ (343,139 8,145,73
Q1 2005 $2.5¢ 659,45¢ (475,939 8,329,25!
Q2 2005 $2.62 806,73 (533,109 8,602,88.
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We have noted a trend of increasing peshew subscriber over the last few years, drijea gradual increase in online advertising
rates by our media suppliers as well as increastdts from competitors using similar forms of amé advertising for their own marketing
efforts. The decline in new subscriber acquisitosts in Q3 2004 and Q4 2004 reflects the effeckewf advertising campaigns which were
tested at that time. We do not consider the dedtimew subscriber costs in Q3 2004 and Q4 20M&tnecessarily indicative of a longerm
trend that our subscriber costs are likely to stathis level or are likely to decline further.

The operational impact of increased agitjan cost is higher absolute marketing expensdspatentially higher relative marketing
expenses as a percentage of revenue. Going fomeaekpect continued upward pressure on online &idiey rates and continued activity
from competitors, which will likely increase ourstger new subscriber over the long term. The effiamperations is that greater absolute
and relative marketing expenditure may be necegsatgntinue to grow the reach of our publicatidhg possible that the factors driving
subscriber acquisition cost increases can be fipiacompletely offset by new or improved methadsubscriber acquisition using
techniques which are under evaluation. Thus waar@ble to meaningfully predict the short-termrterdy trend in the cost of acquiring new
subscribers.

Income Taxes

For the three months ended June 30, 2005¢egrded an income tax provision of $1.8 millionr e three months ended June 30, 2004,
we recorded an income tax provision of $940,000.tke six months ended June 30, 2005, we recondéacame tax provision of
$3.5 million. For the six months ended June 30420@ recorded an income tax provision of $1.6iamill Our income is generally taxed in
the U.S. and our income tax provisions reflect falend state statutory rates applicable to owltesf income and expenses that are treated
as having no recognizable tax benefit. For thersxths ended June 30, 2005, our effective taxwate46.8%. Expenses of $1.1 million
related to a program under which the Company meéels payments to former stockholders of Travelzwo.€orporation, who failed to
submit requests for shares in Travelzoo Inc. withaarequired time period, were treated as havingenognizable tax benefit. Further, a loss
of $175,000 from operations in the U.K. was treatedhaving no recognizable tax benefit.

We expect that our effective tax rate in fatperiods may fluctuate depending on changes imai&s in the total amount of expenses f
payments to former stockholders and from lossegors incurred by Travelzoo UK.

During the first quarter of 2005, the Compaeglized a tax benefit of $396,000 upon the exerafsstock options by directors. The tax
benefit reduced the Company’s income tax payaldeirmereased additional paid-in capital by this antou

Stockholders’ Equity

In January 2005, an aggregate of 17,275 slvdiresmmon stock were issued to a current diregpom the exercise of fully vested options.
The options were granted in 2001 and 2002 to trextir for her services as director in 2000, 2@0H 2002.

Liquidity and Capital Resources

As of June 30, 2005, we had $41.5 millionasttand cash equivalents and short-term investm@ash and cash equivalents and short-
term investments increased from $36.5 million orc&eber 31, 2004 primarily as a result of cash plediby operations as explained below.
We expect that cash on hand and cash flows geddrata operations will be sufficient to provide faorking capital needs for at least the
next 12 months.

Net cash provided by operating activitiesha six months ended June 30, 2005 was $5.1 milNeh cash provided by operating activities
in the six months ended June 30, 2004 was $1.4omilln the six months ended June 30, 2005, nét pesvided by operating activities
resulted primarily from net income and an increéasgccounts payable offset by an increase in adsaeceivable. Accounts receivable as a
percentage of revenue increased primarily becaliadanger portion of insertion orders which inabudariable-fee advertising, particularly
advertising in ouSuper Search product. If revenues fror8uper Search continue to increase as a percentage of revengesxpect the increase
of accounts receivable as a percentage of revencantinue. In the six months ended June 30, 2084cash provided by operating activities
resulted primarily from net income and an increasaccrued expenses offset by an increase in atsoeceivable and a net decrease in
income tax payable.
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Net cash used in investing activities was $8il8on and $26,000 during the six months endetkJ80, 2005 and June 30, 2004,
respectively. In the six months ended June 30, 2006cash used in investing activities were ferghrchase of short-term investments and
for equipment purchases. In the six months ended 30, 2004, net cash was used in investing aesvibr equipment purchases.

Net cash used in financing activities was 800,during the six months ended June 30, 2005c& provided by financing activities was
$330,000 during the six months ended June 30, 26G#4e six months ended June 30, 2005, net casthinginancing activities resulted
primarily from registration related expenses inedrduring the period related to the issuance ofrcomstock in October 2004. In the six
months ended June 30, 2004, net cash providedhbgding activities resulted primarily from proceéasn stock option exercises.

Our capital requirements depend on a numb&aabérs, including market acceptance of our preglaad services, the amount of our
resources we devote to development of our advegtisioducts, cash payments to former stockholdefsavelzoo.com Corporation,
expansion of our operations, and the amount of@asurces we devote to promoting awareness offréhelzoo brand. Since the inception of
the cash payment program to former stockholdefi@@felzoo.com Corporation, we have incurred expeon$&2.3 million. While future
payments for this program are expected to decréasdotal cost of this program is still undeteratife because it is dependent on our stock
price and on the number of claims ultimately reedivConsistent with our growth, we have experierecedbstantial increase in our sales and
marketing expenses since inception, and we anteiphat these increases will continue for the feeable future. We believe cash on hand
and generated during those periods will be suffiicie pay such costs. In addition, we will continaesvaluate possible investments in
businesses, products and technologies, the constiomnaé any of which would increase our capitaluggments.

Although we currently believe that we havdisignt 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.

We expect that cash on hand will be sufficterfinance the operations of Travelzoo UK.

The following summarizes our principal conttext commitments as of June 30, 2005 (in thousands)

2005 2006 2007 2008 Thereafter Total
Operating lease $592 272 154 — — $1,01¢
Purchase obligatior 57 114 10 — — 181
Total commitment: $64¢ 38¢ 164 — — $1,19¢

As of June 30, 2005, we have recorded a ligitnf $10,000 for the estimated minimum liabilityat is probable to be paid under a prog
to make cash payments to former stockholders ofelzaoc.com Corporation. The total liability incudrander this program is not reliably
estimable because it is based on the ultimate nuofhalid requests received and future levelshef€Gompany’s common stock price. The
Companys common stock price affects the liability becatimeamount of cash payments under the progranmsiexbia part on the recent le
of the stock price at the date valid requests eceived.

RISK FACTORS

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

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

. increase awareness of {Travelzoo brand,;

. attract and retain additional travel companiesstotheir special offers with u
. attract additional Internet users to Travelzoo Web sites;

. attract additional Internet users as subscribeagita-mail publications;

. increase the functionality of our products and eew,

. maintain our current, and develop new, businesgiogiships

. respond effectively to competitive pressures;

. continue to develop and upgrade our technol

We cannot assure you that we will sustain profithdyi.

Although we have been profitable in the ptistre is no assurance that we will continue toroéitable. We forecast our future expense
levels based on our operating plans and our 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 gt@aslower rate than we anticipate, or if our sii@mnlevels exceed our expectations or
cannot be adjusted to reflect slower revenue growthmay not generate sufficient revenues to sugtaifitability. If our new wholly-owned
subsidiary in the United Kingdom, Travelzoo UK Lidgurs significant losses, this will result inigréficant negative impact on our results of
operations. In this case, the value of the shdr&savelzoo could be reduced.

Fluctuations in our operating results may negatiyeimpact our stock price.

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

. mismatches between resource allocation and clemiatd due to difficulties in predicting client demdan a new marke
. changes in general economic conditions that coffédtamarketing efforts generally and online maitkgtefforts in particular
. the magnitude and timing of marketing initiativ

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

. our ability to attract and retain key personi

. our ability to manage our anticipated growth angassion;

. our ability to attract traffic to our Web site

. technical difficulties or system downtime affectithg Internet generally or the operation of ourdpicis and services specifically;

. payments which we make to previous stockholdefigavelzoo.com Corporation who failed to submiuests for shares in
Travelzoo Inc. within the required time peric
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In addition, we plan to significantly increasgr operating expenses related to advertising e&gnp forTravelzoo and the expansion of ¢
sales and production departments. If revenuedéddiw our expectations in any quarter and we aablerto quickly reduce our spending in
response, our operating results would be lower &éxgected and our stock price may fall.

We depend on two clients for a substantial partoofr revenues.

Two of our current clients represent a suligthportion of our business. For the six monthdexhJune 30, 2005, Click Here, Inc., an
advertising agency representing Travelocity.companted for 17% of our revenues and Orbitz, LLCoaated for 11% of our revenues. The
loss of either client may result in a significastdease in our revenues, which could have a mbseivarse effect on our business. We have
written agreements with Click Here, Inc and OrbiitzC. The agreements provide that Travelzoo wilipiaéd for the publication of ads on a
cost-per-click basis. The Click Here, Inc. agreetmane cancelable upon 90 days’ written notice,thedhbayment terms are net 60 days with
no discount for early payment. The Orbitz, LLC agnent is non-cancelable, and the payment termsedr@0 days with no discount for early
payment. Copies of the agreements with Click Haeg@rbitz were previously filed as exhibits to dumual Report on Form 10-K for the
year ended December 31, 2004 and to our Quarteqpi on Form 1-Q for the three months ended March 31, 2005.

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

Our current revenue model depends on advagtieies paid by travel companies. If current cBadgcide not to continue advertising their
offers with us and we are unable to replace theth méw clients, our business may be adversely @ffledo be successful, we must provide
online marketing solutions that achieve broad maakeeptance by travel companies. In addition, wstrattract sufficient Internet users w
attractive demographic characteristics to our petglut is possible that we will be required tothar adapt our business model in response to
changes in the online advertising market or if cunrent business model is not successful. If wenateble to anticipate changes in the on
advertising market or if our business model isqumicessful, our business could be materially adieedfected.

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

We intend to continue to grow our business, iatend to fund our current operations and anditgg growth from the cash flow generated
from our operations and our retained earnings. Hewdhese sources may not be sufficient to meeheeds. We may not be able to obtain
additional financing on commercially reasonablen®ror at all.

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

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

Our business may be sensitive to recessions.

The demand for online advertising may be lihiethe level of economic activity and employmienthe U.S. and abroad. Specifically, «
business is dependent on the demand for onlineréglag from travel companies. The last recessiecréased consumer travel and caused
travel companies to reduce or postpone their madkspending generally, and their online marketipgnding in particular. If the current
economic recovery does not continue, our businedgiaancial condition could be materially adveysaffected.

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

Our operations are susceptible to outagegdlfiee, floods, power loss, telecommunicationduias, break-ins and similar events. In
addition, a significant portion of our network iagtructure is located in Northern California, asaasusceptible to earthquakes. We do not
have multiple site capacity in the event of anyhsoccurrence. Outages could cause significantrimd&ons of our service. In
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addition, despite our implementation of networkws#g measures, our servers are vulnerable to coenpiruses, physical and electronic
break-ins, and similar disruptions from unauthatit@mpering with our computer systems. We do noydausiness interruption insurance to
compensate us for losses that may occur as a sty of these events.

Technological or other assaults on our service cdldarm our business.

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

Risks Related to Our Markets and Strategy

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

We believe that continuing to build awareneafsthe Travel zoo brand name is critical to achieving widespread pizoee of our products.
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 adversébetad.

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

Events like the war with Iraq or the terroastiacks on the United States in 2001 have a negatipact on the travel industry. We are n
a position to evaluate the net effect of theseuonstances on our business. In the longer termhasiness might be negatively affected by
financial pressures on the travel industry. Howgwar business may also benefit if travel compaimesease their efforts to promote special
offers or other marketing programs. If the evepsilt in a longerm negative impact on the travel industry, supact could have a mater
adverse effect on our business.

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

To remain competitive, we must continually ioye the responsiveness, functionality and featofesir products and services. We may
not succeed in developing features, functions, yectedor services that travel companies and Intersets 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 waéthidly changing technologies and clients needs.

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

. rapidly changing technology in online advertisi

. evolving industry standards, including both forraatide facto standards relating to online advertisi

. developments and changes relating to the Inte

. competing products and services that offer incretfsectionality; anc

. changes in travel company and Internet user reqaings.

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

Our future success depends on our abilitytttact, train, motivate and retain highly skillesgoyees. We may be unable to retain our
skilled employees, or attract, assimilate and netétier highly skilled employees in the future. Wave from time to time in the past
experienced, and we expect to continue to expegianthe future, difficulty in hiring and retainiridgghly skilled employees with appropriate
qualifications. If we are unable to hire and reslilled personnel, our growth may be restrictedicl could adversely affect our future
success.

We may not be able to effectively manage our expagaperations.

We have recently experienced a period of rgpaavth. In order to execute our business planmust continue to grow significantly. As of
June 30, 2005, we had 60 employees. We expedtimaumber of our employees will continue to insetor the foreseeable future. This
growth has placed, and our anticipated future gnomitl continue to place, a significant strain aumr cnanagement, systems and resources
expect that we will need to continue to improve financial and managerial controls and reportingtexspns and procedures. We will also need
to continue to expand and maintain close coordinagimong our sales, production, marketing, IT, famahce departments. We may not
succeed in these efforts. Our inability to expandaperations in an efficient manner could causecapenses to grow disproportionately to
revenues, our revenues to decline or grow morelglthan expected and otherwise have a materialradwaffect on our business.

Our international operations are subject to incread risks which could harm our business, operatingsults and financial condition.

In May 2005, we began operations in the UniKedydom. In addition to uncertainty about our @pito generate net income from our
foreign operations and expand our internationaketgposition, there are certain risks inherentdind business internationally, including:

. trade barriers and changes in trade regulat

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

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

. potentially adverse tax consequent

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

We compete with large Internet portal siteéghsas America Online, Lycos, MSN and Yahoo!, tifér listings or other advertising
opportunities for travel companies. These compame® significantly greater financial, technicahnketing and other resources and larger
client bases. We also compete with search engkeslbogle and Overture that offer pay-per-clighitigs. In addition, we compete with
newspapers, magazines and other traditional medganies that provide online advertising opportesitWe 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&dvel zoo by travel companies and consumers. If we are not
able to compete effectively with current or futemmpetitors as a result of these and other facborsbusiness could be materially adversely
affected.

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

Our future success depends to a significatiengon the continued service and coordinationunfroanagement team, particularly Ralph
Bartel, our Chairman, President, Chief Executivéd@f, Chief Financial Officer and Secretary. Thed or departure of any of our officers or
key employees could materially adversely affectatility to implement our business plan. We domaintain key person life insurance for
any member of our management team. In additiorgxpect new members to join our management team in
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the future. These individuals will not previouslgve worked together and will be required to becortegrated into our management team. If
our key management personnel are not able to vegidther effectively or successfully, our businesda be materially adversely affected.

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

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

Risks Related to the Market for our Shares

Our stock price has been volatile historically amgiay continue to be volatile.

The trading price of our common stock has km@hmay continue to be subject to wide fluctuatidduring the first six months of 2005,
the sale prices of our common stock on the NASDAdlidval Market ranged from $27.20 to $99.75 peresh@ur stock price may fluctuate
in response to a number of events and factors, asicjuarterly variations in operating results, ameements of technological innovations or
new products by us or our competitors, changemantial estimates and recommendations by seaudtialysts, the operating and stock
price performance of other companies that investag deem comparable to us, and news reportsnglatitrends in our markets or general
economic conditions.

In addition, the stock market in general, grelmarket prices for Internet-related companigsairicular, have experienced volatility that
often has been unrelated to the operating perfocmahsuch companies. These broad market and nydiisttuations may adversely affect
the price of our stock, regardless of our operapi@dgormance.

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and whous Chairman of the Board, President, Chief Exgeudfficer, Chief Financial Officer
and Secretary, is our largest stockholder, holdiogroximately 78% of our outstanding shares wittiomg to increase his percentage
ownership to 81% on a fullgiluted basis. Through his share ownership, he &position to control Travelzoo and to elect entire board o
directors.

Risks Related to Legal Uncertainty

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

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

. user privacy

. anti-spam legislation

. consumer protectiot

. copyright, trademark and patent infringeme

. pricing controls
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. characteristics and quality of products and sesy
. sales and other taxes; &

. other claims based on the nature and content efrlat materials

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

We may be sued for defamation, negligenceyrigipt or trademark infringement or other legalicia relating to information that is
published or made available in our products. Thgses of claims have been brought, sometimes ssitdlys against online services in the
past. We do not carry professional liability insura. The fact that we distribute information viena may subject us to potential risks, such
as liabilities or claims resulting from unsoliciteemail or spamming, lost or misdirected messaggsrity breaches, illegal or fraudulent use
of e-mail or interruptions or delays in e-mail deev In addition, we could incur significant costgnvestigating and defending such claims,
even if we ultimately are not liable. If any of #geevents occur, our business could be materidiigraely affected.

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

The merger of Travelzoo.com Corporation itt® €Company became effective on April 25, 2002. I8tolders of Travelzoo.com
Corporation were allowed a period of two yearsdwihg the effective date to receive our shareseMipril 25, 2004, two years following t
effective date, we ceased issuing shares to thesfostockholders of Travelzoo.com Corporation. Mahthe “Netsurfer stockholders,” who
had applied to receive shares of Travelzoo.com @atwn in 1998 for no cash consideration, didelett to receive their shares which were
issuable in the merger prior to the end of the ywar period. A total of 4,115,532 of our sharesohifiad been reserved for issuance in the
merger were not claimed.

It is possible that claims may be asserteéhagas in the future by former stockholders ofvialaoo.com Corporation seeking to receive
our shares, whether based on a claim that the dao-geadline for exchanging their shares was unegdible or otherwise. In addition, one or
more jurisdictions, including the Bahamas or theté&of Delaware, may assert rights to unclaimedeshander escheat statutes. If such
escheat claims are asserted, we intend to chalkbvegapplicability of escheat rights, among otleasons, in that the identity, residency and
eligibility of the holders in question cannot baatenined. There were certain conditions applicabline issuance of shares to the Netsurfer
stockholders, including requirements that (i) theyat least 18 years of age, (ii) they be residefntise U.S. or Canada and (iii) they not apply
for shares more than once. The Netsurfer stockh®Mere required to confirm their compliance wiiede conditions, and were advised that
failure to comply could result in cancellation bétr shares in Travelzoo.com Corporation. Travelzmm Corporation was not able to verify
that the applicants met the requirements refewebbve at the time of their applications for ismeaof shares. If claims are asserted by
persons claiming to be former stockholders of Tizn@com Corporation, we intend to assert thatrthghts to receive their shares expired
two years following the effective date of the merges provided in the merger agreement. We alseaxp take the position, if escheat or
similar claims are asserted in respect of the uedshares in the future, that we are not requaréssue such shares. Further, even if it were
established that unissued shares were subjectheaisclaims, we would assert that the claimant mstablish that the original Netsurfer
stockholders complied with the conditions to issigaaf their shares. We are not able to predicbtiieome of any future claims which might
be asserted relating to the unissued shares. ifdagns were asserted, and were fully succedsfal,could result in us being required to is
up to an additional approximately 4,087,000 shafesmmon stock for no additional payment, whichwdoresult in substantial dilution of
the ownership interests of the other stockholdard,in the our earnings per share, which could el affect the market price of the
common stock.

On October 15, 2004, we announced a prograterumhich we will make cash payments to persons egtablish that they were former
stockholders of Travelzoo.com Corporation, and faied to submit requests for our shares withinrdguired time period. The
accompanying consolidated financial statementsideh charge in general and administrative expesfskk 137,000 million for these cash
payments for the six months ended June 30, 2008 wh $10,000 remains as a liability as of June2®@5. The liability is based on the
number of actual requests received from formendtolclers through June 30, 2005. The total coshisfrogram is not reliably estimable
because it is based on the ultimate number of vatidests received and future levels of our comstock price. Our common stock price
affects the liability because the amount of cagmpnts under the program is based in part on ttentdevel of the stock price at the date
valid requests are received. We do not know howynedithe requests for shares originally received’ tavelzoo.com Corporation in 1998
were valid, but we believe that only a portion o€ls requests were valid. As noted above, in omeeteive payment under the program, a
person is required to establish that such perstdiy&eld shares
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in Travelzoo.com Corporation. Assuming 100% of ibguests from 1998 were valid, former stockholaérsravelzoo.com Corporation
holding approximately 4,082,000 shares had not dtdanclaims under the program as of June 30, 2005.

Our internal controls over financial reporting manot be effective, and our independent auditors nreot be able to certify as to their
effectiveness, which could have a significant andvarse effect on our business.

We are evaluating our internal controls owearicial reporting in order to allow managementegyort on, and our independent auditors to
attest to, our internal controls over financialogjmg, as required by Section 404 of the Sarb&hdsy Act of 2002 and the rules and
regulations of the SEC, which we collectively refieias Section 404. We are currently performingsystem and process evaluation and
testing required in an effort to comply with themagement assessment and auditor certification negents of Section 404, which will
initially apply to us as of December 31, 2005.Ha tourse of our ongoing Section 404 evaluationhawe identified areas of internal controls
that may need improvement and have instituted rétied efforts where necessary. We are still inglialuation process, and we may
identify conditions that may result in significateficiencies or material weaknesses in the future.

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

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

The U.S. Patent and Trademark Office regidténe trademark for “Travelzoo” on January 23, 200He European Community registered
“Travelzoo” as a Community Trademark on May 11,£200we are unable to protect our rights in thakna key element of our strategy of
promotingTravelzoo as a brand could be disrupted and our businesd beuhdversely affected. We may not be able tactiateauthorized
use of our proprietary information or take appraf@isteps to enforce our intellectual propertytdgn addition, the validity, enforceability
and scope of protection of intellectual propertyriternet-related industries are uncertain antestiblving. The laws of other countries in
which we may market our services in the futureuareertain and may afford little or no effective faction of our intellectual property. The
unauthorized reproduction or other misappropriatibour proprietary technology could enable thiedtfes to benefit from our technology
and brand name without paying us for them. If tidse to occur, our business could be materiallyeesbly affected.

We may face liability from intellectual propertytigation that could be costly to prosecute or deflesind distract management’s attention
with no assurance of success.

We cannot be certain that our products, cdrged brand names do not or will not infringe vadatents, copyrights or other intellectual
property rights held by third parties. We may bkjsct to legal proceedings and claims from timére relating to the intellectual property
of others in the ordinary course of our business.iéy incur substantial expenses in defending ag#iese third party infringement claims,
regardless of their merit, and such claims couddilten a significant diversion of the efforts afrananagement personnel. Successful
infringement claims against us may result in monyeliability or a material disruption in the conduwaf our business.

Item 3. Quantitative and Qualitative Disclosures About MakRisk

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

Our U.K. operations expose us to foreign awyerisk associated with agreements being denominatBritish Sterling Pounds and Eur
Further, we are exposed to foreign currency risloaiated with fluctuations of the British SterliRgunds as the financial position and
operating results of our U.K. subsidiary will barislated into U.S. Dollars for consolidation pugms

Item 4. Controls and Procedures

As of June 30, 2005, we carried out an evadoatinder the supervision and with the participaf the Company’s management,
including the Company’s President, Chief Execu®fficer and Chief Financial Officer along with t®@mpany’s Controller (Chief
Accounting Officer), of the effectiveness of thesidg and operation of our disclosure controls amdgdures pursuant to Exchange
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Act Rule 13a-15. Based upon that evaluation, themy’s President, Chief Executive Officer and €Rieancial Officer along with the
Companys Controller (Chief Accounting Officer) concludduht our disclosure controls and procedures areteféein timely alerting them
material information relating to the Company (irdihg its consolidated subsidiaries) required tanokided in our periodic SEC filings as of
June 30, 2005.

During the quarter ended June 30, 2005, twareno change in our internal control over finahi@aorting (as defined in Exchange Act
Rule 13a-15(f)) that materially affected, or isgemably likely to materially affect, the Companirigernal control over financial reporting.

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

The annual meeting of stockholders occurreduwne 1, 2005, at which the following individualere elected as directors: Holger Bartel,
Ralph Bartel, David J. Ehrlich, Donovan Neale-Magd Kelly M. Urso. The stockholders also ratifieé appointment of KPMG LLP as the
Company'’s independent auditors for the 2005 figeat.

The stockholders voted as follows:

Proposals For Against Withhold or Abstair

Election of Director:

Ralph Barte 14,541,17 13C 362,80t

Holger Bartel 14,541,17 13C 336,50¢

David J. Ehrlict 14,895,07 13C 8,91-

Donovan Neal-May 14,895,07 13C 8,91-

Kelly M. Urso 14,894,83 13C 9,162
Appointment of KPMG 14,894,12. 7,60( 2,39t

Iltem 5. Other Information

On May 16, 2005, Travelzoo UK Limited, a subsidiafithe Company, entered into a service agreeméht@hristopher Loughlin for

Mr. Loughlin to serve as Managing Director of Trena® UK Limited and as Senior Vice President anciéal Manager, Travelzoo UK of
the Company. In exchange for these services, Mughbn is entitled to receive an annual salary 8,500 pounds and to participate in the
Company’s bonus plans. In addition, Mr. Loughlirergitled to reimbursement of reasonable expenseés$aacertain relocation costs and
expenses. The agreement is for a two year pertodpencing on May 16, 2005, and contains non-satioit and non-compete provisions
during the term of the agreement and for six mofidlewing the termination of the agreement. Thiscription is qualified in its entirety by
reference to the actual agreement, which is file&éhibit 10.1 to this report and is incorporatgddference herein.

Item 6. Exhibits
The following table sets forth a list of exitéb
Exhibit
Number Description

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

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

10.1* Christopher Loughlin Service Agreement, dated aglay 16, 2005, between Travelzoo UK Ltd and Chpstr Loughlin

31.1* Certification of Chief Executive Officer and Chig€ihancial Officer pursuant to Rule 13a-14(a) andeRibd-14(a) of the Securities
Exchange Act of 1934, as amenc

32.1* Certification of Chief Executive Officer and Chieihancial Officer pursuant to 18 U.S.C. Section@,3&s adopted pursuant to
Section 906 of the Sarbal-Oxley Act of 2002

* Filed herewitr
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SIGNATURES

Pursuant to the Securities Exchange Act o188 registrant has duly caused this report tsigneed on its behalf by the undersigned,
thereunto duly authorized, in the City of New Yo8tate of New York, on August 12, 2005.

TRAVELZOO INC.
(Registrant’

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

By: /s/LisA Su
Lisa Su
Controller (Chief Accounting Officer)
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Travelzoo UK Limited
Christopher Loughlin

Service Agreement
Date:

Document Numbel
Matter Number

16 May 2005
159453.!

[

33 Cannon Street London EC4M 5TE

tel: (+44) (0) 20 7246 5800 — fax: (+44) (0) 20 BBB58

Exhibit 10.1
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THIS AGREEMENT is made the 16th day of May 2005

BETWEEN:

(1) Travelzoo UK Limited (registered number 05442657) whose registeredeoifi@t 90 Long Acre, Covent Garden, London WC2E 9R

(the“Compan™);

(2) Christopher Loughlin of 53b Fulham Park Gardens, Fulham, London SW6 @h8&"Executiv¢’).

THE PARTIES AGREE as follows:

1. Definitions

1.1 Definitions

In this Agreement unless the context otherwiseirequhe following expressions have the followinganings

“ ACtn

“Annual Bonus Plan”

“Board”

“Confidential Information”

“Executive Bonus PI¢”
“Groug”

“Group Compar”

The Employment Rights Act 1996 as amenc

an individual bonus plan which applies to the Exiey subject to the terms described in Scheduferlthe
following periods only: (1) the period from May 18)05, to December 31, 2005; (2) the period from
January 1, 2006, to December 31, 2006; (3) the@gddrom January 1, 2007, to December 31, 2007; and
(4) the period from January 1, 2008, to May 15,8

the board of directors for the time being of thex(Pany or any committee of directors appointed lay th
board for the time being

personnel information, or any information relatboghe business, clients/customers, products, users
subscribers, affairs and finances, internal praaessystems and organisation of the Company amyof a
Group Company for the time being confidential torito them or treated by it or them as such aadietr
secrets (including, without limitation, technicaltd and know-how) relating to the business of tam@any
or of any Group Company or of any of its or theipgliers or clients/customet

the bonus plan for senior executives of Travelz&Alads amended on 18 May 20I

the Company and the Group Compan

any company (including Travelzoo USA) which is foe time being a subsidiary or holdi
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company of the Company and any subsidiary of an wlding company and for the purposes of this
Agreement the terms “subsidiary” and “holding comygashall have the meanings ascribed to them by
sections 736 and 736A Companies Act 1¢

“Quarterly Bonus PI¢" an individual bonus plan which applies to the Exireuduring the term of the Agreeme

“Travelzoo USA” Travelzoo Inc., a company incorporated accordinigp¢olaws of the State of Delaware and the parent
company of the Compan

1.2 References to clauses and schedules are unleswisthetated to clauses of and schedules to thisehgent
1.3 The headings to the clauses are for conveniengeaonl shall not affect the construction or intetatien of this Agreemen

1.4 Unless the context otherwise requires, referemctds Agreement to the masculine gender shdlene appropriate, be deemed to
include the feminine and vice ver:

2. Commencement and Termr

2.1 This Agreement shall be deemed to commence onMa8005 and shall continue (except as providedause 14) for a fixed period of
two years. After the initial fixed period of two aes, the Agreement may be terminated at any timeither party giving to the other one
year's notice in writing

2.2 For the purposes of the Act, the ExecL’s period of continuous employment commenced on Mdez 15, 2001
3. Role and Duties of the Executivt

3.1 The Executive shall serve the Company as Mandgirertor. He shall also serve Travelzoo USA asi@eviice President and General
Manager, Travelzoo Uk

3.2 During his employment the Executive sh

3.2.1 devote the whole of his time, attention and skilthe business and affairs of the Company botingunormal business hours and
during such additional hours as are necessarhéptoper performance of his duties or as the Bowy reasonably require from
time to time;

3.2.2 faithfully and diligently perform such duties aexercise such powers consistent with his pos@®may from time to time be
assigned to him to a standard that is acceptaltleet8oard

3.2.Z obey the reasonable and lawful directions of tharBr

3.2.2 comply with all the Compar's rules, regulations, policies and procedures fiiore to time in force; an
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3.4

3.2.5 keep the Board at all times promptly and fullfoirmed (in writing if so requested) of his condo€the business of the Company
and any Group Company and provide such explanatimosnnection with it as the Board may requ

The Executive agrees, for the purposes of Regulatof The Working Time Regulations 1998 (the §Rkations”), that Regulation 4 of
the Regulations does not apply to him. The Compantythe Executive agree that the Executive’s cangarnthe purpose of this Clause
3.3, shall continue indefinitely provided that taeecutive may withdraw such consent at any timgiling the Company three months’
notice of his wish to do s

The Executive shall, if and so long as the Comgpaquires and without any further remuneratioreothan is specified in this
Agreement
3.4.1 carry out duties on behalf of any Group Company;

3.4.2 act as a director or officer of any Group Compe

The Company may at its sole discretion transfex Afgireement to any Group Company at any ti
Place of Work

The Executive’s place of work will be the Compa offices at 90 Long Acre, Covent Garden, Lon#d62E 9RZ, but the Company
may require the Executive to work at any place fwbeinside or outside the United Kingdom) for speliods as the Company may
from time to time require

Remuneration

The Company shall pay to the Executive, by creditsfer to his bank account, an annual salaBiaB,500 payable by equal monthly
instalments in arrears for the previous month obedore the first day of each calendar mo

The Executive shall also be entitled to partitgga a Quarterly Performance Bonus Plan, an AnBoalus Plan, and the Executive
Bonus Plan of Travelzoo USA, the terms of whichseeout in the Schedule to this Agreem

Salary and any bonus payable shall be includhamy fees to which the Executive may be entitle@ airector of the Company or any
Group Company

Payment of salary and bonus (if applicable) soEiecutive shall be made either by the Compary@ Group Company and, if by
more than one company, in such proportions as tadmay from time to time think fi

Expenses
The Company shall reimburse the Executive ingespf all expenses reasonably incurred by hinéngroper performance of his duties,
subject to the Compa’s policies and his providing such receipts or ottpgropriate evidence as the Company may rec
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7.2

7.3
7.4

8.1

8.2

8.3

9.2

10.

Holidays

The Executive shall be entitled, in additiorall Bank and public holidays normally observedngland, to 20 working days’ paid
holiday in each holiday year (being the period frodanuary to 31 December). This entitlement igestitbo the following provisions of
this clause

The Executive may take his holiday only attstimes as are agreed with the Chairman of thegaom Such agreement is to be
obtained before the Executive commits himself toknogs or other positive arrangemet

No holiday may be carried forward to the next hajigear, except with the express written conseth®fCompany
The Executive will not be entitled to pay for anyuged holiday entitlement (except on the termimatibhis employment.
Sickness Benefi

There is no contractual right to paymeneispect of periods of absence due to sickness apauity, but such payments are at the
discretion of the Compan

Any payment to the Executive pursuant to ClausesBall be deemed to include any Statutory Sickdrelyany Social Security Sickn
Benefit or other benefits to which the Executiveyrba entitled

If so required, the Executive agrees to supig Company with medical certificates covering period of sickness or incapacity
exceeding seven days (including weekends) anddergo, at the Company’s expense, a medical exaimmby a doctor appointed by
the Company (and the Executive agrees that copi@syomedical reports prepared by such doctor steafient directly to the
Company).

Pension and Medical Expenses Insuranc

During his employment, the Executive shalebgible to join the Company’s stakeholder pensioheme, currently planned to be with
Scottish Widows and to take effect from June 1,52ahe pension scheme is contracted in to the stt@ngs-related pension scheme
and a contracting out certificate under the PenSicineme Act 1993 is not in forc

During his employment, the Executive andspisuse shall be entitled to participate in anygigwhealth insurance scheme that may be
arranged by the Company for its executives sultfettte insurer accepting the Executive for covetaurthe relevant policy at normal
rates and subject to the rules of such schemelimydoom time to time in force

Relocation Arrangements and Expense

10.1 The Company and the Executive agree that his empay constitutes a local hire positic
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10.2

10.c

10.4

10.5

10.€

11.
11.1

11.2

11.:

The Company will reimburse the Executive’s readd® moving expenses up to a total value of £4ukih submission of valid
receipts. Receipts must be submitted within 30rnzide days of the expenses being incur

The Company will pay for the Executive’s tempgrhousing in London for the period from May 1 2@630ctober 31 2005 (the first
six months), subject to an upper limit£8,316 and subject to the production of valid retse

The Company will use reasonable efforts to trptitain a UK visa for the Executive’s spouse anitipay for the legal expenses in this
regard (not to exceed a total£5,500).

The Company will pay for six economy class tiskiegom the US to London between the period May @@52and May 31 2006 for the
Executive s spouse

The above expenses and allowances will be prdvidethe condition that the Executive relocatelsaidon on or before June 1 2005,
and are to be repaid to the Company by the Exeeiftihe Executive should leave the Company’s egmplent voluntarily, or if his
employment terminates on any of the grounds seinoQtause 14.1, within twelve months of the comomment of this Agreemer

Restrictions During His Employment
During his employment, the Executive shall not diseor indirectly:
11.1.17be employed, engaged, concerned or interestedyintaer business or undertaking;

11.1.Z engage in any activity which the Board reasonabhys@ers may be, or become, harmful to the intergisthe Company or of any
Group Company or which might reasonably be consiléw interfere with the performance of the Exe®l§ duties under this
Agreement

The Executive agrees that he will not at any tingng the course of his employment take any pagpeay steps to become engaged or
interested in any capacity whatsoever in any bgsiioe venture which is in or is intended to entés competition with any business of
the Company

During the term of this Agreement, the Execushall not whether alone or jointly with or on bdtaflany other person, firm or
company and whether as principal, partner, manageployee, contractor, director, consultant, inmest otherwise (except as a
representative or nominee of the Company or any@f@ompany or otherwise with the prior consent iitimg of the Board) be
engaged, concerned or interested in any other éssior undertaking which is wholly or partly in quetition with any business carried
on by the Company or any Group Company providetittteaExecutive may hold (directly or through noees) by way of bona fide
personal investment any units of any authorisetitungt and up to one per cent of the issued shdet®ntures or other securities of
class of any company whose shares are listed ecognised investment exchange within the meanirsgcion 285 of the Financial
Services and Markets Act 2000 (“FSMA”) or dealtlire Alternative Investment Market or any such otlverthange as may be specified
by the Board from time to tim




12. Confidential Information and Company Property

12.1 The Executive shall neither during his employmemntept in the proper performance of his duties)at any time (without limit) after
the termination of his employment except in commgwith an order of a competent coi

12.1.7divulge or communicate to any person, company,n@ssi entity or other organisation any Confidemtitdrmation;

12.1.Z use any Confidential Information for his own purge®r for any purposes other than those of the @agnpr any Group
Company; ol

12.1.% through any failure to exercise due care and dilige permit or cause any unauthorised disclosuamypfConfidential
Information.

12.z The Executive acknowledges that all books, natesnoranda, records, lists of clients/customerssapgliers and employees and users
and subscribers, correspondence, documents, comrgndether discs and tapes, data listings, codg®ther documents and material
whatsoever (whether made or created by the Exexotiwtherwise) relating to the business of the gamy or any Group Company
(and any copies of the sam

12.2.1shall be and remain the property of the Compartherelevant Group Company; a

12.2.Z shall be handed over by the Executive to the Compato the relevant Group Company on demand amehynevent on the
termination of his employment and the Executivdlgwatify that all such property has been handeer @n request by the Board
and agrees that he will take all reasonable stepsetvent the disclosure of the sai

13. Inventions and Other Intellectual Property

13.1 The parties foresee that the Executive may makenittions or create other intellectual propertghie course of his duties and agree that
in this respect the Executive has a special respititsto further the interests of the Company @hd Group Companie

13.2 Any invention, improvement, design, process, iimfation, copyright work, trade mark or trade nameget-up made, created or
discovered by the Executive in the course of hipleyment (whether capable of being patented osteggd or not and whether or not
made or discovered in the course of his employniargpnjunction with or in any way affecting oraéhg to the business of the
Company or of any Group Company or capable of bageyl or adapted for use in or in connection witthsusiness (“Intellectual
Property Rights”) shall be disclosed immediatelyht® Company and shall (subject to sections 38tBatents Act 1977) belong to and
be the absolute property of the Company or sucluf@ompany as the Company may dir

13.Z If and whenever required so to do by the Comptre/Executive shall at the expense of the Compasyich Group Company as the
Company may direc

13.3.7 apply or join with the Company or such Group Comypianapplying for letters patent or other protentir registration for any
other Intellectual Property Rights in the Unitechfdlom and in any other part of the world;
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13.3.Z execute all instruments and do all things necedsanyesting all such right, title and interestsinch letters patent or other
Intellectual Property Rights in the Company or sGebup Company or such other person as the Compayspecify absolutely
as sole beneficial owne

13.4 The Executive irrevocably and unconditionally ves all rights under Chapter IV of Part | of thep@oght, Designs and Patents Act
1988 in connection with his authorship of any ewigor future copyright work in the course of himmoyment, in whatever part of the
world such rights may be enforceable includingheitt limitation:

13.4.71the right conferred by section 77 of that Act toidentified as the author of any such work;
13.4.Z the right conferred by section 80 of that Act rihave any such work subjected to derogatory tresa:

13.5 The Executive irrevocably appoints the Companlyedis Attorney in his name and on his behalfxecate any such instrument or do
any such thing and generally to use his name foptirpose of giving to the Company the full besadit this Clause 13. A certificate in
writing in favour of any third party signed by adiyector or by the Secretary of the Company thgtiagtrument or act falls within the
authority conferred by this Agreement shall be dasige evidence that such is the c¢

13.€ Nothing in this Clause 13 shall be construed atsicdiag the rights of the Executive or the Compamger sections 39 to 43 Patents
1977.

14. Termination

14.1 Notwithstanding any other provisions of this Agresm in any of the following circumstances, the @amy may terminate tt
Executive s employment summarily and without further payni{eave for any sums accrued due as at the relewasa) ifl the Executive

14.1.7commits any serious breach of this Agreement guilly of any gross misconduct or any wilful nedgléctthe discharge of his
duties;

14.1.Z repeats or continues (after warning) any breaghisfAgreement
14.1.%is guilty of any fraud, dishonesty or any condectding to bring himself, the Company, or any Gr@gmpany into disreput

14.1.2has a petition presented for a bankruptcy ordéetmade in respect of him, enters into (or proptsester into) an individual
voluntary arrangement or other composition withdreditors or takes advantage of any other legisidbr the time being in
force offering relief for insolvent debtor

14.1.%is convicted of any criminal offence (other thamaonioffences under the Road Traffic Acts or thedRBafety Acts for which a
fine or nor-custodial penalty is imposed) which might reasopélel thought to affect adversely the performandei®fiuties

7




14.Z

14.c

14.4

14.t

14.€

14.1.¢is disqualified from holding office in the Compaayin any other company by reason of any order nuaudier the Company
Directors Disqualification Act 1986 or any otheaetment;

14.1. resigns as or otherwise ceases to be or becomebiped by law from being a director of the Compaotherwise than at the
Compan’s request; o

Any delay by the Company in exercising such righteomination shall not constitute a waiver of

If at any time the Executive is unable to perfdnismduties properly because of ill health, acciderotherwise for a period or periods
totalling at least 130 working days in any peridd.® calendar months, or becomes incapable by neaflsmental disorder of managing
and administering his property and affairs, then@ompany may terminate his employment by givimg hot less than statutory
minimum written notice to that effect and the Ex@@iwill have no entitlement, in such circumstagid®e payment other than in resp
of statutory minimum notice

If the Company believes that it may be entitiederminate his employment pursuant to Clause 14shall be entitled (but without
prejudice to its right subsequently to terminatediployment on the same or any other ground)dpend the Executive on full pay
and other benefits for so long as it may think

The Company reserves the right, at its absolistretion, to terminate the Executive’s employmerdny time by making a payment in
lieu of any notice of termination and/or in lieutbge balance of the fixed term of employment cqroesling either to the applicable
period(s) as set out in Clause 2, or Clause 14tRertase of serious incapacity. For this purptheefExecutive agrees that pay in lieu
will consist of basic salary only (and no bonusmants) for the fixed term and/or notice period whi accrued due as at the date of
termination of his employmer

On the termination of his employment or uponagitthe Company or the Executive having served eatfcuch termination, the
Executive shall, at the request of the Companygnefsom office as a director of the Company aridélces held by him in any Group
Company provided however that such resignation slealvithout prejudice to any claims which the Bxidee may have against the
Company or any Group Company arising out of theiteation of his employment; and the Executive ioeably authorises the
Company to appoint any person in his name and ®béfialf to sign any documents and do any thingsssary or requisite to give
effect to his obligations under this Clause 1

If (a) the Company in a general meeting shalloesthe Executive from the office of director oft@ompany or any Group Company,
or (b) under the Articles of Association for theaé being of the Company or any Group Company, ttextive shall be obliged to
retire by rotation or otherwise and the Compangeneral meeting shall fail to re-elect the Exeautig a director of the relevant Group
Company (either such case being referred to inGlasise 14.6 as an “Event”), then the Executiveipleyment under this Agreement
shall automatically terminate with effect from tti@te of the Event, and no payment in lieu of natican lieu of the balance of a fixed
term shall be due to hir




145

14.¢

15.
15.1

The Executive acknowledges the right of the Camyga monitor and control the performance of itgpbogees and acknowledges the
fiduciary obligations attaching to his position lumting obligations to inform the Board forthwithaphis becoming aware that any of
his colleagues engaged in the business of any GZoumpany of which he is a director is intendingontemplating the termination of
his contract of employment with the Company of ather company in the Grou

Without prejudice to any other provisions of thigrAement, the Executive may not (except in thdilagte performance of his duties
an employee) at any time and specifically not entérmination of his employment, delete, copy, famivto a third party or interfere in
any way with any Company information (including @ils or documents relating to Company business) bela laptop or computer or
other electronic device and any attempt to do dlob&iregarded as gross miscond!

Garden Leave

At any time including after notice to terminatedoyment has been given by the Executive or the@my, the Board may for all or
part of the duration of the notice period in itsalbote discretion require the Executi

15.1.7to perform only such duties (including without liation research projects) as it may allocate tdekecutive;

15.1.Z not to perform any dutie:

15.1.% not to have any contact with clients/customersief@ompany or any Group Compa

15.1.< not to have any contact with such employees orlgmpmf the Company or any Group Company as ther@shall determine

15.1.t to disclose to the Board any attempted contace(dtian purely social contact) with him made by elsnt, employee or suppli
with whom the Executive has been required to haveamtact pursuant to this s-clause;

15.1.€ to take any accrued holiday entitleme

15.1.% not to enter any premises of the Company or any@@ompany nor to visit the premises of any of@aenpany’s or any Group
Compan’s suppliers or customel

15.1.¢ to resign as a director of the Company or from atimgr office held by him in the Company or any otGeoup Company

provided always that throughout the periodrof auch action and subject to the other provisairihis Agreement the Executive’s
salary and contractual benefits shall not ceasetoue or be paid (subject to Clause 15.3 below)pravided further that the period of
garden leave shall not be for a period exceedxgsinths in total

15.z The Executive acknowledges that such action asudebove taken on the part of the Company stwdltonstitute a breach of this

Agreement of any kind whatsoever nor shall the Biee have any claim against the Company in respeahy such actior
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15.2 During any period of garden leave, the Execusivall owe a duty of the utmost good faith to thenpany and its Group Companies,
must not work for any other person or on his oweoant and shall remain readily contactable andlavia to work for the Company or
any Group Company. Should the Executive work for @fier person or on his own account or fail taailable for work at any time
having been requested by the Company to do sderwise be in breach of any of the provisions & fgreement, the Executive’s
right to salary and contractual benefits in respéstuch period of non compliance shall be fonf@itwithstanding any other provision
this Agreement

16. Restrictive Covenants

16.1 The Executive will not for a period of six montthess any period during which the Executive hasnben garden leave) after the
termination of his employment whether as princqmahgent, and whether alone or jointly with, omadirector, manager, partner,
shareholder, employee or consultant of any othexgme directly or indirectly

16.1.71 solicit or canvass (or seek to canvass or sobiy) business, order or custom of any Client ofGbenpany. For the purposes of
this clause, “Client” shall mean any person, firmeatity who shall have advertised products orisesvin any of the Company’s
or Group Company'’s publications or products andhwihom the Executive has had material dealingswtiene in the six
months prior to the termination of the his employtmé&Client” shall also include any prospectiveecit, which shall mean any
potential advertiser in any of the Company’s or @r&ompany’s publications or products with whom Executive has had
material dealings at any time in the last six merithfore the termination of his employment ancelation to which there were
material prospects of obtaining business at the tilm employment terminate

16.1.Z perform services for or engage in any businessgbia¢rates revenue principally from the developiautilication or sale of
online advertisements for travel compan

16.z None of the restrictions contained in Clause 164llprohibit any activities by the Executive whiale not in direct or indire:
competition with any orine travel advertisement business being carriedyothe Company or by any Group Company at the afatiec
termination of his employmer

16.2 Nothing in Clause 16.1 shall preclude the Execuiiven holding (directly or through nominees) invasnts in the amount and of t
type specified in Clause 11.

16.4 At no time after the termination of his employrhehall the Executive directly or indirectly repees himself as being interested in or
employed by or in any way connected with the Corgpamany Group Company, other than as a former eyepl of the Compan'

16.5 The Executive acknowledges and agrees that hiebghabliged to draw the provisions of this clausehe attention of any third party
who may at any time before or after the terminatibthe Executive’'s employment offer to employ agage the Executive and for
whom or with whom the Executive intends to worlaay time during 12 months after the terminatiomigfemployment
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16.€

17.

18.
18.1

18.2

19.

The Executive agrees that, having regard tdalkcircumstances and having taken independentéelyide, the restrictions contained in
this clause are reasonable and necessary for dbection of the Company and the Group Companiedtzatdhey do not bear harshly
upon him and the parties agree tl

16.6.1 each restriction shall be read and construed irndigrgly of the other restrictions so that if onerare are found to be void or
unenforceable as an unreasonable restraint of tnafile any other reason the remaining restrictisimall not be affected; ar

16.6.2 if any restriction is found to be void but would vaid and enforceable if some part of it were thlethat restriction shall apply
with such deletion as may be necessary to makaid end enforceabl

Disciplinary and Grievance Procedure
The Executive is referred to Schedule 2 to thiseggnent for the Compa’s Disciplinary and Grievance Procedt
Data Protection and Communications

The Executive consents to the Company or any i@ampany holding and processing both electronicaild manually the data
(including personal sensitive data and informationtained in e-mail and e-mail attachments) itestiff, stores and/or processes, which
relates to the Executive for the purposes of theiadtration and management of its business. It aiay be necessary for the Company
to forward such personal information to other &for any Group Company may have outside the Earofgeonomic Area (and, in
particular, to the United States) where such compeas offices or storage for the processing foriagnative purposes and the
Executive consents to the Company doing so as mayebessary from time to tirr

To ensure the protection of its workers, clienustomers and business, the Company reservegtitéaimonitor, intercept, review and
access the Executive’s telephone log, internetaysagicemail, e-mail and other communication féei provided by the Company
which he may use during his employment with the @any. The Company will use this right of accessoeably, but it is important
that the Executive is aware that all communicatiamg activities on the Company’s/any Group Compsieguipment or premises
cannot be presumed to be privi

Notices

A notice may be given by any party hereto tp atther party hereto either personally or by segdimy prepaid first class post or
airmail to his address stated in this Agreemernb @ny other address supplied by him to the othetigs hereto for the giving of notice
to him. A properly addressed and prepaid notice lsgpost shall be deemed to have been servedaddress within the United
Kingdom at the expiry of 48 hours after the notposted and to have been served at an addresdentite United Kingdom at the
expiry of 72 hours after the notice is post
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20.
20.1

20.z

20.c

21.

22.
22.1

22.2

22.:

22.4

22.5

Deductions

The Executive shall pay to the Company any suwwviagby him to the Company upon demand by the Campéd any time (whether
during the Executiv's employment by the Company or after the termimabate).

For the purposes of the Act and otherwise, thecHtive consents to the deduction from his wagésoar any other sums owed to the
Executive by the Company of any sums owing by lirthe Company at any tim

This clause is without prejudice to the rightshef Company to recover any sums or balance of swvirgy by the Executive to the
Company by legal proceedin¢

Former Contracts of Employment

This Agreement shall be in substitution for @ngvious contracts, whether by way of letterspgantment, agreements or
arrangements, whether written, oral or impliedatiah to the employment of the Executive (includaigbonus arrangements), (whet
by Travelzoo USA or by the Company or any otherupr@ompany) which shall be deemed to have beerirtated by mutual consent
as from the date of this Agreement and the Exeewtoknowledges to the Company for itself and orabbeti each Group Company tt
he has no outstanding claims of any kind agairessCtbmpany or any Group Company in respect of aoly santract

General

The Executive acknowledges that the provisionSlafises 12, 13 and 16 constitute separate undegtaggiven for the benefit of each
Group Company and may be enforced by any of t

The expiration or termination of this Agreememalé not prejudice any claim which either party nteve against the other in respect of
any pre-existing breach of or contravention of @n4tompliance with any provision of this Agreemeat shall it prejudice the coming
into force or the continuance in force of any psism of this Agreement which is expressly or by licgtion intended to or has the
effect of coming into or continuing in force onafter such expiration or terminatic

This Agreement constitutes the written statenoétihie terms of employment of the Executive prodictecompliance with Part | of the
Act.

Save as otherwise herein provided, there aremmastor conditions of employment relating to haafravork or to normal working hours
or to entitlement to holiday (including public hadiys) or holiday pay or to incapacity for work daesickness or injury or to pensions
or pension schemes or to requirements to work abasad no collective agreement has any effect upertkecutive’s employment
under this Agreemen

No term in this Agreement is enforceable underGbatracts (Rights of Third Parties) Act 1999 bus tthoes not affect any right
remedy of a third party which exists or is avaitabpart from that Ac
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23. Choice of Law and Submission to Jurisdictior
23.1 This Agreement shall be governed by and interprigtedtcordance with English la

23.2 The parties submit to the exclusive jurisdictadrine English courts, but this Agreement may biereed by the Company in any court
of competent jurisdictior

IN WITNESS whereof this Agreement has been executed as abyeth@ Executive the day and year first writtemaho

Signed by Ralph Bartel for ar )
on behalf of the Compar )
Director
Executed and delivered as a Deec )
the Executive in the presence of )

Witness Signature
Witness name:
Witness address:
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Schedule 1
Quarterly Performance Bonus Plan

The Executive will be eligible to participate igaarterly performance bonus plan which providesouf20,000 per calendar quarter. The
performance bonus depends to the extent of whielCthmpany meets its business goals as determin#etiBoard of the Company and the
Chief Financial Officer of Travelzoo USA and thesessment of the Executive’s performance by ther@izai of the Company. The
calculation of the quarterly performance bonus bélbased on the official budget for the Compaayé approved by the Chairman of the
Company and by the Chief Financial Officer of Traee USA), which will include quarterly targets fagvenues, net income and subscrik
and a quarterly assessment of the Executive’s padiace by the Chairman of the Company, which witius on the Executive’s motivation
and the quality of the UK Company’s publicationsl gimoducts and advertiser base.

The following criteria will apply in relation to éhquarterly performance bonus plan:

Criteria Quarterly Bonus Payment
Revenue goal as defined in official budget for Blaso UK met” £ 5,00(C
Net income goal as defined in official budget feavielzoo UK met’ £ 5,00C
Subscriber goal as defined in official budget foavielzoo UK met’ £ 5,00(C
Performance evaluation by the Chairman of the Caom Up to£ 5,00C
Total Up to£20,00(

The quarterly bonus will be paid less statutoryutidns, within 45 days after the end of the quada condition that the Executive is in
employment on the relevant bonus payment datey threi case of the quarter covering May 15, 2008nbst be in employment on that date.

Any bonus payments for periods beginning afteffitise day of a calendar quarter or ending befoeeléist day of a calendar quarter will be
pro rata.

Annual Bonus Plan

In addition, for (1) the period from May 16, 20@6,December 31, 2005; (2) the period from JanuaB006, to December 31, 2006; (3) the
period from January 1, 2007, to December 31, 280d@;(4) the period from January 1, 2008, to May2l®8 only under an Annual Bonus
Plan, the Executive will be eligible to receive®4 profit share based on the Company'’s pro fornaaimg income (before expenses
relating to the profit sharing plan and before &generated from sales and/or operations in theTli€ Annual Bonus will be calculated for
the following four periods: (1) the period from Mag, 2005, to December 31, 2005; (2) the periothfdanuary 1, 2006, to December 31,
2006; (3) the period from January 1, 2007, to Ddmam31, 2007; and (4) the period from January 0826 May 15, 2008. The Annual
Bonus will be
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determined within 30 days after the end of eacloddyy the Chief Financial Officer of Travelzoo USAd the Company’s Chairman and is
payable within 60 days after the end of the respegteriod.

The profit share under the Annual Bonus Plan ipedmt £667,000 in the year 2005, £1,000,000 ih e&the years 2006 and 2007, and
£333,000 in the year 2008. In order to be eligiblehe Annual Bonus Plan for any of the four pde@s defined above, the Executive must

be employed by the Company on the last day ofébpective period. The profit share under the AnBaalus Plan will be paid less statutory
deductions.

For the avoidance of doubt the Annual Bonus Pldhomly apply to the following four periods duririge Executive’s employment: (1) the
period from May 16, 2005, to December 31, 2005¢t{2)period from January 1, 2006, to December 8262(3) the period from January 1,
2007, to December 31, 2007; and (4) the period fiaruary 1, 2008, to May 15, 2008. No Annual Bamilisbe paid for any periods after
May 15, 2008.

Executive Bonus Plan of Travelzoo USA

As a member of Travelzoo USA’s Executive Team,ERecutive will also participate in the current Eutiee Bonus Plan of Travelzoo USA,
subject to the terms of the Executive Bonus Plahcamtinuation of that plan. Travelzoo USA resemesright to amend or withdraw the
Executive Bonus Plan at any time.

Any bonus payable under the Executive Bonus Pldirbeipaid, less statutory deductions, within 4ggdafter the end of the calendar quarter.
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Schedule 2

Procedures in relation to
Dismissal/Disciplinary Action

In relation to any proposed dismissal or disciplnaction, the Company will observe the standarthodified dismissal and disciplinary
procedure, as may be required in the relevant ddsese procedures are set out below:

Standard Dismissal and Disciplinary Procedure
Step 1: Statement of grounds for action and inwiteto meeting

» The Company will set out in writing your allegeahduct or characteristics, or other circumstane@g;h led it to contemplate dismissing
or taking disciplinary action against yc

» The Company will send the statement or a copy tf you and invite you to attend a meeting to disdie matte

Step 2: Meeting

+ The meeting will take place before action is talewept in the case where the disciplinary actmmsists of suspensio

» The meeting will not take place unle
(&) the Company has informed you what the basis wamétuding in the statement under Step 1 the graamgtounds given in it; ar
(b) you have had a reasonable opportunity to consioler gesponse to that informatic

* You must take all reasonable steps to attend theinge

» After the meeting, the Company will inform youitsf decision and notify you of the right to appaghinst the decision if you are not
satisfied with it.

» You have the right to be accompanied at the med&tyng work colleague or a trade union represerde
Step 3: Appeal

« If you wish to appeal, you must inform the Compamyvriting.

« If you inform the Company of your wish to appebk Company will invite you to attend a further niregt

* You must take all reasonable steps to attend theinge
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The appeal meeting need not take place beforeish@igbal or disciplinary action takes effe
After the appeal meeting, the Company will inforouyof its final decision

Where reasonably practicable, the appeal shaliellt with by a more senior manager than attetitefirst meeting (unless the most
senior manager attended that meeti

You have the right to be accompanied at the med&iyng work colleague or a trade union represerde

Modified Dismissal and Disciplinary Procedure

Step 1: Statement of grounds for action

The Company will set out in writing — (i) youdedged misconduct which has led to the dismisspath{@ reasons for thinking at the time of
the dismissal that you were guilty of the allegadannduct and (iii) your right to appeal againsindiissal.

The Company will send the statement, or a copy, &6 iyou.

Step 2: Appeal

If you wish to appeal, you must inform the Compe

If you inform the Company of your wish to appehk Company will invite you to attend a meeti

You must take all reasonable steps to attend thetinge

After the appeal meeting, the Company will inforouyof its final decision

Where reasonably practicable, the appeal shouttebk with by a more senior manager not involvethaearlier decision to dismi

You have the right to be accompanied at the appeating by a work colleague or a trade union repredive.
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Grievance Procedure
Step 1: statement of grievan
» You must set out the grievance in writing and stredstatement or a copy of it to the Comps
Step 2: meetin(
» The Company must invite you to attend a meetingjgouss the grievanc
» The meeting must not take place unle
(&) you have informed the Company what the basis fegtiievance was when you made the statement unelerlSbove; an
(b) the Company has had a reasonable opportunity tsidemits response to that informatis
* You must take all reasonable steps to attend theinge

» After the meeting, the Company must inform yout®ecision as to its response to the grievandenatify you of the right to appeal
against the decision if you are not satisfied it

* You have the right to be accompanied at the medtyng work colleague or a trade union represerge
Step 3: appee

« If you do wish to appeal, you must inform the Comy:

« If you inform the Company of your wish to appek Company must invite you to attend a further mge
* You must take all reasonable steps to attend theinge

» After the appeal meeting, the Company must infoom ¢f its final decision

» Where reasonably practicable, the appeal shaulikhalt with by a more senior manager than attetietirst meeting (unless the most
senior manager attended that meeti

» You have the right to be accompanied at the med&tyng work colleague or a trade union represerde
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Modified Grievance Procedure
Step 1: statement of grievan
* You must:
(&) setout in writinc— (i) the grievance, and (ii) the basis for it, ¢
(b) send the statement, or a copy of it, to the Comg
Step 2: respons

» The Company must set out its response in writirdysnd the statement or a copy of it to )
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EXHIBIT 31.1

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

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

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

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

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

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

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

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

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

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

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

TRAVELZOO INC.

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

Date: August 12, 2005



EXHIBIT 32.1

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

Pursuant to the requirements of the Secuiltiehange Act of 1934, the registrant has duly edukis Report to be signed on its behalf by
the undersigned thereunto duly authorized and ehttie undersigned hereby certifies, pursuant t&) IBC. §1350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, to the bEbis knowledge, that (1) this Report complieiwihe requirements of Section 13(a) or
Section 15(d) of the Securities Exchange Act of41l88d (2) the information contained in this regantly presents, in all material respects,
the financial condition and results of operatiohthe registrant.

TRAVELZOO INC.
(Registrant’

Date: August 12, 2005 By: /s/ RALPH BARTEL

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