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PART I—FINANCIAL INFORMATION

Item 1. Unaudited Condensed Consolidated Financial Statertsen

TRAVELZOO INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
March 31, December 31,
2005 2004
ASSETS
Current asset:
Cash and cash equivalel $ 29,514,70 $ 26,434,98
Short term investmen 10,088,32 10,031,73
Accounts receivable, less allowance for doubtfgoamts of $143,129 and $127,547 as of
March 31, 2005 and December 31, 2004, respect 6,475,73 5,327,27!
Deposits 160,67. 163,13(
Prepaid expenses and other current a: 348,88t 674,20¢
Deferred income taxe 370,55¢ 390,89!
Total current asse 46,958,88 43,022,23
Deposits, less current portit 14,70( —
Deferred income taxe 43,23% 43,23%
Property and equipment, r 122,49( 108,39¢
Intangible assets, n 67,05: 83,56:
Total asset $ 47,206,36 $ 43,257,43
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 728,74¢ $ 439,42}
Accrued expense 2,686,69! 2,464,26!
Deferred revenu 152,56° 91,13%
Income tax payabl 1,236,44 —
Total liabilities 4,804,45. 2,994,83.
Commitments and Contingenci
Stockholder equity:
Common stocl 162,50! 162,33.
Additional paic-in capital 30,606,70 30,299,99
Retained earning 11,632,70 9,800,28:
Total stockholder' equity 42,401,91 40,262,60
Total liabilities and stockholde’ equity $ 47,206,36 $ 43,257,43

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

Gross profit

Operating expense
Sales and marketir
General and administrati

Total operating expens

Income from operatior
Interest incom:

Income before income tax
Income taxe:!

Net income

Basic net income per she
Diluted net income per sha

TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

Three Months Ended

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

March 31,

2005 2004
$ 11,228,42 $ 6,462,23:
179,27¢ 179,34:
11,049,14 6,282,89I
5,029,71! 3,457,30!
2,608,00 1,114,98!
7,637,72! 4,572,29!
3,411,411 1,710,59!
159,85« 5,482
3,571,27! 1,716,07
1,738,85. 706,97:
$ 1,832,41! $ 1,009,100
$ 0.11 $ 0.0t
$ 0.1C $ 0.0t
16,232,86 19,425,14
18,132,08 20,648,34

See accompanying notes to unaudited condensedlitated financial statements.
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TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Three Months Ended March 31,

2005 2004
Cash flows from operating activities:
Net income $ 1,832,41 $ 1,009,10
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortizatic 44,74 39,85:
Deferred income taxe 20,33¢
Provision for losses on accounts receivi 27,58: 74,70
Tax benefit of stock option exercis 396,06°
Accrued interest income from sh-term investment (56,58¢ —
Changes in operating assets and liabilit
Accounts receivabl (1,176,04) (1,026,39i)
Deposits (12,247 (4,000
Prepaid expenses and other current a: 325,32: (44,730
Accounts payabl 289,32 517,21
Accrued expense 222,42. (167,475
Deferred revenu 61,43( 52,39
Income tax payabl 1,236,44: (538,739
Net cash provided by (used in) operating activi 3,211,21! (88,067)
Cash flows from investing activities:
Purchases of property and equipm (42,327) (9,410
Net cash used in investing activit| (42,327) (9,410
Cash flows from financing activities:
Issuance costs incurred in connection with 2004aisse of common stoc (123,730 —
Proceeds from stock option exerci: 34,55( —
Net cash used in financing activiti (89,180) —
Net increase (decrease) in cash and cash equis 3,079,71 (97,477)
Cash and cash equivalents at beginning of p¢ 26,434,98 3,521,63
Cash and cash equivalents at end of pe $ 29,514,70 $ 3,424,16!
Supplemental disclosure of cash flow informati
Cash paid for income tax: $ 86,00( $ 1,245,70!

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

(1) The Company and Basis of Presentation

Travelzoo Inc. (the “Company” or “Travelzoad8)an Internet media company. The Company’s patitias include th@ravelzoo Web site
(www.travelzoo.com), th&ravelzoo Top 20 e-mail newsletter, and thidewsflash e-mail product. The Company also opera&aser Search, a
pay-per-click travel search engine.

Travelzoo is controlled by Ralph Bartel, wheld approximately 78% of the outstanding sharesf d@gril 25, 2005.

The accompanying unaudited condensed comdetidinancial statements have been prepared b@dhgany in accordance with the
rules and regulations of the Securities and Exce&@gmmission (SEC). Certain information and foatndisclosure normally included in
consolidated financial statements prepared in aegmwe with Generally Accepted Accounting Principtethe United States of America have
been condensed or omitted in accordance with aulek and regulations. In the opinion of managentartaccompanying unaudited
condensed consolidated financial statements redleatljustments, consisting only of normal requgradjustments, necessary to present f
the financial position of the Company, and its tessof operations and cash flows. These condensesbtidated financial statements should
be read in conjunction with the Company’s auditedsolidated financial statements and related 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 whollyred subsidiaries. All significant intercomp:i
accounts and transactions have been eliminateshisotidation.

The results of operations for the three merthded March 31, 2005 are not necessarily indieati the results that may be expected for
the year ending December 31, 2005 or any otherduariod, and the Company makes no representattated thereto.

The Company was formed as a result of a coatioin and merger of entities founded by the Comisamajority stockholder, Mr. Ralph
Bartel. In 1998, Mr. Bartel founded Travelzoo.cowr@bration, a Bahamas corporation, which issue8%84 shares via the Internet to
approximately 700,000 stockholders (“Netsurfer ktamtders”) for no cash consideration. In 1998, Blartel also founded Silicon Channels
Corporation, a California corporation, to operdieTravelzoo Web site. During 2001, Travelzoo Inc. was formea asibsidiary of
Travelzoo.com Corporation, and Mr. Bartel contrédzlitill of the outstanding shares of Silicon Chamt®ITravelzoo Inc. in exchange for
8,129,273 shares of Travelzoo Inc. and optionstmiae an additional 2,158,349 shares at $1.00.rMi&ger was accounted for as a
combination of entities under common control usiagyif pooling-of-interests” accounting. Under thigethod of accounting, the assets and
liabilities of Silicon Channels Corporation and fe&zoo Inc. were carried forward to the combinethpany at their historical costs. In
addition, all prior period financial statementsioévelzoo Inc. were restated to include the combimsults of operations, financial position
and cash flows of Silicon Channels Corporation.

During January 2001, the Board of Directdr$mavelzoo.com Corporation proposed that Travelzom Corporation be merged with
Travelzoo Inc. whereby Travelzoo Inc. would be sheviving entity. On March 15, 2002, the stockhaoddef Travelzoo.com Corporation
approved the merger with Travelzoo Inc. On April 2602, the certificate of merger was filed in ned@e upon which the merger became
effective and Travelzoo.com Corporation ceaseist.ecach outstanding share of common stock o¥dlmo.com Corporation was
converted into the right to receive one share afrmon stock of Travelzoo Inc. Under and subjechtoterms of the merger agreement,
stockholders were allowed a period of two year®fahg the effective date of the merger to receskiares of Travelzoo Inc. The records of
Travelzoo.com Corporation showed that, assumingfalie shares applied for by the Netsurfer stotdkdrs were validly issued, there were
11,295,874 shares of Travelzoo.com Corporationtautiéng. As of April 25, 2004, two years followittge effective date of the merger,
7,180,342 shares of Travelzoo.com Corporation leshlexchanged for shares of Travelzoo Inc. Pritlidbdate, the remaining shares which
were available for issuance pursuant to the mexgerement were included in the issued and outstgratimmon stock of Travelzoo Inc. and
included in the calculation of basic and dilutedh@ags per share. After April 25, 2004, the Compaagsed issuing shares to the former
stockholders of Travelzoo.com Corporation, and dditeonal shares are reserved for issuance to amyer stockholders, because their right
to receive shares has now expired. On April 2542€@e number of shares reported as outstandingedased from 19,425,147 to
15,309,615 to reflect actual shares issued aseoéxbiration date. As of March 31, 2005, there Wi&250,479 shares of common stock
outstanding, and earnings per share calculatidlecteéhe reduction of the number of shares repbate outstanding during the period.
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It is possible that claims may be assertedrastithe Company in the future by former stockbrddbf Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@rtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomg&luding 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, residamcyeligibility 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 cancellatiofitheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not &bleerify that the applicants met the requiremeefsrred to above at the time of their
applications for issuance of shares. If 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 issuelsahbares. Further, even if it were establisheduh&tsued 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 4,087,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announgedgram under which it will make cash paymentsdmspns who establish that they were
former stockholders of Travelzoo.com Corporatiord ho failed to submit requests for shares in &izo Inc. within the required time
period. The accompanying consolidated financidestants include a charge in general and adminigtrakpenses of $984,000 for these
payments for the three months ended March 31, 80@fhich $162,000 remains as a liability as of MaBd, 2005. The liability is based on
the number of actual requests received from fosterkholders through March 31, 2005. The total obshis program is not reliably
estimable because it is based on the ultimate nuofbalid requests received and future levelshefCompany’s common stock price. The
Companys common stock price affects the liability becatimgeamount of cash payments under the programsixbia part on the recent le
of the stock price at the date valid requests eceived. The Company does not know how many ofdfeests for shares originally received
by Travelzoo.com Corporation in 1998 were valid;, the Company believes that only a portion of stezfuests were valid. As noted above,
in order to receive payment under the programrseqpeis required to establish that such persoullyatield shares in Travelzoo.com
Corporation. Assuming 100% of the requests fromB1@6re valid, former stockholders of Travelzoo.oBorporation holding approximately
4,087,000 shares had not submitted claims undegrtfigram as of March 31, 2005.

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

(2) Revenue Recognition

All revenue consists of advertising salesvéstising revenues are derived from the sale o&dibsing on thelravelzoo Web site, in the
Travelzoo Top 20 e-mail newsletter, itNewsflash , and inSuperSearch .

The Company recognizes revenues in accordaitiieSecurities and Exchange Commission Staff Aiotimg 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 detetvtérend collection of the resulting receivablegasonably assured. Where collectibility is
not reasonably assured, the revenue will be rezednipon cash collection, provided that the othigzr@a 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 thaibb@nd end in a quarterly reporting period. Ind¢hses where at the end of a quarterly
reporting period the term of an insertion ordanas complete, the Company recognizes revenue éopéhiod by pro-rating the total
arrangement fee to revenue and deferred revenee losisa measure of proportionate performance obiigation under the insertion order.
The Company measures proportionate performanckeégumber of placements delivered and undeliveseaf the reporting date. The
Company uses prices stated on its internal ratfoarmeasuring the value of delivered and undedigglacements. Fees for variable-fee
advertising arrangements are recognized basedeamutinber of impressions displayed or clicks deéidedturing the period.
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Under these policies, no revenue is recognirdess persuasive evidence of an arrangemerts ed@ivery has occurred, the fee is fixed
or determinable, and collection is deemed reasgressured. The Company evaluates each of theseats follows:

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

« 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 detetnie 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. Cudle is deemed not reasonably assured when & d@igerceived 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 terms area@6 det. Insertion orders that include fixed-advertising are invoiced upon acceptanc
the order and on the first day of each month dvertérm of the insertion order, with the exceptidiravel zoo Top 20 or Newsflash listings,
which are invoiced upon delivery. Insertion ordéat include variable-fee advertising are invoie¢the end of the month. The Company’s
standard terms state that in the event that Trawedhils to publish advertisements as specifiethéinsertion order, the liability of Travelzoo
to the client shall be limited to, at Travelzootdesdiscretion, a pro rata refund of the advertjgige, the placement of the advertisements at a
later time in a comparable position, or the extemsif the term of the insertion order until the adising is fully delivered. The Company
believes that no significant obligations exist aftee full delivery of advertising.

Revenues from advertising sold to clientstigh agencies are reported at the net amount bdldte agency.
(3) Stock-based Compensation

The Company did not provide any stock-bagsedpensation in fiscal years 2003 and 2004 or irthihee months ended March 31, 2005.
In addition, all previously issued options vesteidmpto January 1, 2002 and therefore there arappdicable 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 calculatedcordance 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 éopéhniod. Diluted net income per
share is computed by dividing net income by thegiweid-average number of reported common sharep@edtial common shares
outstanding during the period. Potential commoneshiancluded in the diluted calculation consistinafemental shares issuable upon the
exercise of outstanding stock options calculatédguthe treasury stock method.

The following table sets forth the calculatiaf basic and diluted net income per share:
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Three Months Ended
March 31
2005 2004

Basic net income per sha

Net income $ 1,832,41 $ 1,009,10i
Weighted average common sha 16,232,86 19,425,14
Basic net income per she $ 0.11 $ 0.0t
Diluted net income per shat

Net income $ 1,832,41 $ 1,009,10i
Weighted average common sha 16,232,86 19,425,14
Effect of dilutive securities: stock optio 1,899,22. 1,223,19!
Diluted weighted average common she 18,132,08 20,648,34
Diluted net income per sha $ 0.1C $ 0.0%

(5) Commitments and Contingencies

The Company leases office space in Chicagamj Mountain View (California), and New York, uadoperating leases which expire on
December 31, 2005, December 31, 2006, Decemb&085, and December 31, 2005, respectively. Theduninimum rental payments
under these operating leases as of March 31, 20@®acember 31, 2004 total $932,000 and $1,0821@8pectively. The future lease
payments consist of $822,000 of payments due i5 20@ $110,000 of payments due in 2006.

It is possible that claims may be assertedrstithe Company in the future by former stockbrddbf Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@rtshares was unenforceable or
otherwise. In addition, one or more jurisdictiomg|uding the Bahamas or the State of Delaware, asagrt rights to unclaimed shares of the
Company under escheat statutes. If such eschéatsdae asserted, the Company intends to challgregapplicability of escheat rights, in
that, among other reasons, the identity, residamcyeligibility 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 cancellatiofitheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not &bleerify that the applicants met the requiremeefsrred to above at the time of their
applications for issuance of shares. If claimsamserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecieir shares expired two years following thieetive date of the merger, as provided in
the merger agreement. The Company also expectkedtie position, if escheat or similar claimsasserted in respect of the unissued share:
in the future, that it is not required to issuelsabares. Further, even if it were establisheduh&tsued shares were subject to escheat claims
the Company would assert that the claimant muabésh that the original Netsurfer stockholders pbed with the conditions to issuance of
their shares. The Company is not able to predebtitcome of any future claims which might be asslrelating to the unissued shares. If
such claims were asserted, and were fully sucdesiséi could result in the Company’s being requit@ issue up to an additional
approximately 4,087,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announgedgram under which it will make cash paymentsdrspns who establish that they were
former stockholders of Travelzoo.com Corporatiord &ho failed to submit requests for shares in &zo Inc. within the required time
period. The accompanying consolidated financidestants included a charge in general and admitiisgraxpenses of $984,000 for these
cash payments for the three months ended MarcB@®B of which $162,000 remains as a liability adafch 31, 2005. The liability is bas
on the number of actual requests received from éoistockholders through the reporting date. Thad tmist of this program is not reliably
estimable because it is based on the ultimate nuofbalid requests received and future levelshefCompany’s common stock price. The
Companys common stock price affects the liability becatimgeamount of cash payments under the programsixbia part on the recent le
of the stock price at the date valid requests @ceived. The Company does not know how many ofdfeests for shares originally received
by Travelzoo.com Corporation in 1998 were valid;, the Company believes that only a portion of stezfjuests were valid. As noted above,
in order to receive payment under the programrsqpeis required to establish that such persoullyatield shares in Travelzoo.com
Corporation. Assuming 100% of the requests fromBL8@re valid, former stockholders of Travelzoo.dBorporation holding approximately
4,087,000 shares had not submitted claims undegsrtigram.
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(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 segmgmtslucts and services, geographic areas, and gugtomers. The method for
determining what information to report is basedleway that management organizes the operatingesgtg within a company for making
operational decisions and assessing performancef March 31, 2005, the Company had one operatggient, online advertising.

Significant customer information is as folkw

Percent of
Percent of Accounts
Revenues Receivable
Three Months Ended March 31, March 31, December 31,

Customer 2005 2004 2005 2004
A 18% * 21% 19%
B * * * 13%
C 12% * 14% 11%

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

* Less than 10%
(7) Recent Accounting Pronouncements

In March 2004, the Financial Accounting StantBoard’s Emerging Issues Task Force (“EITF"chesl a 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-thanptmary “ 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 Stashsl&oard (“FASB”) issued FASB Staff Position EITE-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 Accountingngirds Board issued SFAS 123Rare-Based Payments, which requires the
measurement of all share-based payments to employehiding grants of employee stock options, gisiriair-value-based method and the
recording of such expense in the statement of tipem The accounting provisions of SFAS 123R diiectve for fiscal years beginning af
June 15, 2005. The Company will adopt SFAS 123Raary 1, 2006. The pro forma disclosures prelyqermitted under SFAS 123 no
longer will be an alternative to financial stateretognition. Although there are no unvested stoeked compensation awards as of March
31, 2005, the Company may grant such instrumerttseifiuture. As a result, the adoption of SFAS N8R could have a significant adverse
impact on the Company’s consolidated statemenpefations and net income per share.

(8) Subsequent Events

On April 12, 2005, the Company announced jimesss release the opening of an office in Lond@@mMay 4, 2005, the Company
incorporated Travelzoo UK Limited as a private limi company in the United Kingdom. Travelzoo UK [ted will operate as a wholly-
owned subsidiary of Travelzoo Inc.

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

The information in this report contains forakdooking 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 andrmss environment that may cause actual result®rpence or achievements of Travelzoo to
be different from those expected or anticipatethnforward-looking statements. Any statementsaioet herein that are not statements of

historical fact may be deemed to be forward-loolstegements. For example, words such as “may”|"w#ghould”, “estimates”, “predicts”,
“potential”, “continue”, “strategy”, “believes”, ‘iicipates”, “plans”, “expects”, “intends”, and dlar expressions are intended to identify
forward-looking statements. Travelzoo’s actual lssand the timing of certain events could diffgnéficantly from those anticipated in such
forward-looking statements. Factors that might eawrscontribute to such a discrepancy include gbetnot limited to, those discussed
elsewhere in this Report in the section entitlegskRFactors” and the risks discussed in our otleeu8ties and Exchange Commission (SEC)

filings. The forwar-looking statements included in this report reflibet beliefs of our management on the date of #psnt. Travelzoc



undertakes no obligation to update publicly anyvimd-looking statements.
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Overview

Travelzoo Inc. (the “Company” or “Travelzod8)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 reathions of users. While our products
provide advertising opportunities for travel comiganthey also provide Internet users with a fim&se of information on current sales and
specials from hundreds of travel companies.

Our publications include tHeavelzoo Web site (www.travelzoo.com), tHeavelzoo Top 20 e-mail newsletter, and thdewsflash e-mail
product. The Company also operat8gperSearch , a pay-per-click travel search engine. More thad Bavel companies purchase our
advertising services.

Our revenues are advertising revenues, dimgisf listing fees paid by travel companies toertise their offers on th&avelzoo Web
site, in theTravelzoo Top 20 e-mail newsletter, in thewsflash e-mail product, and iSuperSearch , 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
$2,000 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 operating performancdeiCompany, management focuses on the followimanftial and non-financial indicators:

» Growth of number of subscribers of the Com[’'s newsletters and page views of selected sectiathe Travelzoo Web site;
* Growth in revenues in the absolute and relativiaéogrowth in reach of the Comp¢'s products
e Operating margin

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

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

Revenue Recognition

We recognize revenue on arrangements in danoe with Securities and Exchange Commission 8tafbunting 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 detetterend collection of the resulting receivabledasonably assured. If fixdde advertising i
displayed over a term greater than one month, t@s&are recognized ratably over the period as itbescbelow. The majority of insertion
orders have terms that begin and end in a quareplgrting period. In the cases where at the eramfarterly reporting period the term of an
insertion order is not complete, the Company retzagrevenue for the period by pro-rating the tatahngement fee to revenue and deferred
revenue based on a measure of proportionate peafarenof its obligation under the insertion ordére Tompany measures proportionate
performance by the number of placements delivenedumdelivered as of the reporting date. The Comppes 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 clickaveieed during the period.
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Under these policies, no revenue is recognirdess persuasive evidence of an arrangemerts ed@ivery has occurred, the fee is fixed
or determinable, and collection is reasonably &kurhe Company evaluates each of these critefi@laws:

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

- Delivery. Delivery is considered to occur when the advergigias been displayed and, if applicable, the dickighs 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 deelhneasonably assured if we expect that the cliéhbe 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. Cadleés deemed not reasonably assured when a dig@etrceived to be in financial
distress, which may be evidenced by weak industnglitions, a bankruptcy filing, or previously bdlamounts that are past d

Advertising sold to clients through agendgeseported at the net amount billed to the agency.
Allowance for Doubtful Accounts

We record a provision for doubtful accourdisdd on our historical experience of write-offs ardktailed assessment of our accounts
receivable and allowance for doubtful accountsedtimating the provision for doubtful accounts, a@@ment considers the age of the
accounts receivable, our historical write-offs, theditworthiness of the client, the economic ctinds of the client’s industry, and general
economic conditions, among other factors. Shouldadrthese factors change, the estimates made hageanent will also change, which
could impact the level of our future provision fimubtful accounts. Specifically, if the financiardition 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 prograaeruvhich we will make cash payments to persons egtablish that they were former
stockholders of Travelzoo.com Corporation, and failed to submit requests for shares in Travelzao within 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 estimre@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 comatook price affects the liability because the amaidicash payments under the
program is based in part on the recent level oktbek price at the date valid requests are redeiiee Company does not know how man
the requests for shares originally received by &zno.com Corporation in 1998 were valid, but tleerpany believes that only a portion of
such requests were valid. In order to receive paymeder the program, a person is required to kstatnat such person validly held shares
in Travelzoo.com Corporation.

Since the total cost of the program is nbabdy estimable, the amount of expense recordedperiod is equal to the number of actual
claims received during the period multiplied bytfie 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 percgataf total revenues, the results of our operationthe periods indicated.
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Three Months Ended

March 31,
2005 2004
Revenue: 100% 100%
Cost of revenue 2 3
Gross profit 98 97
Operating expense
Sales and marketir 45 54
General and administrati 23 17
Total operating expense 68 71
Income from operatior 30 26
Other income and expenses, 2 —
Income before income tax 32 27
Income taxe: 16 11
Net income 16% 16%

For the three months ended March 31, 2005gwerted income from operations of approximatdytdmillion. As of March 31, 2005, we
had retained earnings of approximately $11.6 mmlli©ur operating margin increased to 30.4% of dalethe three months ended March 31,
2005 from 26.5% for the same period last year. @parating margin increased because revenues gster than operating expenses. Certain
expenses such as office expense, salaries expetamrk expense, and other fixed costs have ineteasa slower rate than our revenues
have.

Although our operating margin increased ioheaf the last three years, we do not know if tresd will continue. Increased competitiot
our industry could force us to increase our marnigeéxpenditures and could limit our ability to iease our advertising rates. Further, losses
from our strategy to replicate our business maaskiected foreign markets may have a materialradvimpact on our results of operations.

Reach

The following table sets forth the numbesuobscribers of each of our e-mail publicationsfddarch 31, 2005 and 2004 and the total
number of page views for selected sections offtlagelzoo Web site for the three months ended March 31, 20@52004. Management
considers th@ravelzoo homepage and the front pages of destination catsgas indicators for the growth of Web site taffanagement
reviews these non-financial metrics for two reaséist, to monitor our progress in increasing isach of our products. Second, to evaluate
if we are able to convert higher reach into higlesenues.

March 31,
Year-over-Year
2005 2004 Growth
Subscribers
Travelzoo Top 20 8,200,001 6,855,001 19%
Newsflash 4,926,001 3,503,001 41%
Three Months Ended
March 31,
Year-over-Year
2005 2004 Growth
Page views of selected section<Travelzoo Web site:
Homepage 10,663,00 7,430,001 44%
Front pages of destination categol 16,613,00 15,726,00 6%

Management believes that the increase irhrehits publications in the three months endeddfid@1, 2005 was in line with its strategy.
The Company’s revenues for the three months endediv31, 2005 increased by 74% from the same pé&agigear. The number of
subscribers of th@ravelzoo Top 20 e-mail newsletter increased by 19%. Page viewsletted sections of tHEravelzoo Web site increased
by 44% and 6% as shown in the table above. Inffeetmonths ended March 31, 2004, 91% of revenees generated from theavel zoo
Web site and th&ravelzoo Top 20 newsletter. In the three months ended March 315 200% of revenues were generated fromTitesvel zoo
Web site and th&ravelzoo Top 20 newsletter. Management believes that the dataéotiree months ended March 31, 2005 and 2004
indicate that the Company was able to generateshigivenues as reach increased.
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Revenues

Our total revenues increased to $11.2 milfmrthe three months ended March 31, 2005 frorb $@llion for the three months ended
March 31, 2004. This represents an increase of 74%.

68% of our revenue growth in the three moethded March 31, 2005 compared to the three mamtisd March 31, 2004 came from our
new productSuperSearch . The remaining 32% came from our existing prodiots Travelzoo Web site, Travelzoo Top 20 newsletter, and
Newsflash ) and is attributed to an increase in our advegisates for our existing products and an incrégasiege number of clients and the
volume of advertising sold. Approximately 20% oé tlevenue growth in the period ended March 31, 2@05pared to the three months
ended March 31, 2004 is attributed to an increasr advertising rates for our existing produbtse to the increase in the reach of our
publications, we increased the prices for advegigilacements on average by approximately 15% darafary 1, 2005. Approximately 12%
of our revenue growth in the period ended March2®D5 compared to the three months ended MarcA(BMY is attributed to an increase in
the number of clients and an increase in the volahalvertising sold to existing clients.

In the three months ended March 31, 2005,dlemts accounted each for 10% or more of oul teteenues. Click Here, Inc., an
advertising agency representing Travelocity.cormpanted for 18% of our revenues. Orbitz, LLC acdedrfor 12% of our revenues. In the
three months ended March 31, 2004, none of ountsliaccounted for 10% or more of our total reventlibe increase in our concentration of
revenues is primarily the result of our n&aper Search product. At this time, we sefluper Search listings primarily to the large online travel
agencies like Orbitz and Travelocity.com. Managenesapects revenue concentration to remain at thewulevel in the foreseeable future.

Management believes that our ability to iaserevenues in the future depends mainly on facters:

 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 advedisates only if the reach of our publications @ages. We do not know if we will be able to
increase the reach of our publications. We belteaewe can sell more advertising only if the mafke online advertising continues to grow
and if we can maintain or increase our market sh&eebelieve that the market for online advertisiogtinues to grow. We do not know if
we will be able to maintain or increase our madtetre. We historically increased the number ohtdién every year since inception. We do
not know if we will be able to increase the numbkclients in the future.

Average annualized revenue per employee asectto $864,000 for the three months ended MarcAM5 from $615,000 for the three
months ended March 31, 2004.

Cost of Revenues

Cost of revenues consists of network experniselsiding fees we pay for co-location servicespmrciation of network equipment, salary
expenses associated with network operations stadf fees for photos used in our publications. @gt of revenues remained the same,
$179,000, for the three months ended March 31, 20@5the three months ended March 31, 2004. Ascepege of revenue, cost of
revenues decreased to 2%, for the three monthslévidech 31, 2005 from 3% for the three months erdadch 31, 2004. The decrease was
due to an increase in revenues without a correspgriidcrease in cost of revenues.

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist priynafriidvertising and promotional expenses, pulgiations expenses, conference expenses,
and salary expenses associated with sales and tingrk&aff. Sales and marketing expenses incre@s$8.0 million for the three months
ended March 31, 2005 from $3.5 million for the threonths ended March 31, 2004. The increase is salé marketing expenses was
primarily due to increases of our advertising caigips The goal of our advertising campaigns isciquire new subscribers for our e-mail
products and to increase brand awarenessrfelzoo . For the three months ended March 31, 2005 and,2@0/ertising expenses
accounted for 74% and 73%, respectively, of salelsnaarketing expenses. Advertising activities dyitimese periods consisted primarily of
online advertising. The increase in sales and niiakexpenses in the three months ended March@®5 2ompared to the three months
ended March 31, 2004 was also due to an incredseaidcount of our sales force from eight employed¢sn employees.
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Our goal is to increase our revenues froneeibing sales. One important factor that drivesreMenues are our advertising rates. We
believe that we can increase our advertising ratdsif the reach of our publications increasesoider to increase the reach of our
publications, we have to acquire a significant nanmdf new subscribers in every quarter. Thereferexpect our sales and marketing
expenses related to our business in the Unite@$StdtAmerica as a percentage of revenue to reatdlre current level or increase from the
current level. The main factor that impacts oureatising expenses is the average cost per acguisifia new subscriber. We believe that the
average cost per acquisition depends mainly oadhertising rates which we pay for media buys,ahility to manage our subscriber
acquisition efforts successfully, and the degreeonfipetition in our industry.

In May 2005, we incorporated Travelzoo UK [tliravelzoo UK") as a wholly-owned subsidiary apelgan hiring local staff in the
United Kingdom. The start-up of our business inttimited Kingdom is expected to result in a sigrificadditional increase in our sales and
marketing expenses in the foreseeable future.

General and Administrative

General and administrative expenses consisgply of compensation for administrative and extéve staff, fees for professional
services, rent, bad debt expense, amortizationtahgible assets and general office expense. Gematadministrative expenses increased to
$2.6 million for the three months ended March 310%2from $1.1 million for the three months endeddfte31, 2004. In 2005, general and
administrative expenses increased primarily duexpenses of $984,000 for cash payments made @ritealde to former stockholders of
Travelzoo.com Corporation and also due to increasespenses for legal and professional servidaseeto compliance with Section 404 of
the Sarbanes-Oxley Act of 2002.

In the three months ended March 31, 2005Cimapany recorded expenses of $984,000 relategtogram under which the Company
intends to make cash payments to former stockhelofeFravelzoo.com Corporation, who failed to submguests for shares in Travelzoo
Inc. within the required time period. The expersesbased on the number of actual valid claimsvyedeand the Company’s stock price. The
Company expects expenses related to the prograectease in future periods.

We expect that we will incur significant exiges in 2005 in order to allow management to repgrand our independent auditors to attest
to, our internal controls over financial reportirg, required by Section 404 for the Sarbanes-Oxétyf 2002. At this time, the total cost is
not reliably estimable as it will be dependent lo@ humber of areas requiring improvement and oredition efforts where necessary. The
Company has expensed approximately $210,000 in kkanee costs in the three months ended March 315.20urrently, none of our
identified areas that need improvement have bemgeodzed as material weaknesses or significarntideties. However, we are still in the
evaluation process, and we may identify condititwad may result in significant deficiencies or mileweaknesses in the future.

We expect that our headcount to continuateoeiase in the future. The Company’s headcoumesod the main drivers of general and
administrative expenses. Therefore, we expect eneigl and administrative expenses to continued@ase.

We expect that the operations of Travelz&owvdll result in a significant additional increaseour general and administrative expenses.
Subscriber Acquisitior

The table set forth below provides for eaghrtgr in 2002, 2003, 2004, and the first quart&®085, an analysis of our average cost for
acquisition of new subscribers for otnavel zoo Top 20 newsletter and oudewsflash e-mail alert service.

The table includes the following data:

« Average Cost per Acquisition of a New Suliseri This is the quarterly costs of consumer manggirograms whose purpose
was primarily to acquire new subscribers, dividgddial new subscribers added during the quz
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« New Subscribers: Total new subscribers who sigmefbuat least one of ou-mail publications throughout the quarter. This is
an unduplicated subscriber number, meaning a sblksaevho signed up for two or more of our publioas is only counted onc

* Unsubscribes: Subscribers who were remowad fsur list throughout the quarter either as alteduheir requesting removal, or
based on periodic list maintenance after we detexththat the -mail address was likely no longer val

e Balance: This is the number of subscribetb@end of the quarter, computed by taking theipus quarter’s subscriber balance,
adding new subscribers during the current quaaitedt,subtracting unsubscribes during the currenttgu

Average Cost per
Acquisition of a

Period New Subscriber New Subscribers Unsubscribes Balance

Q1 2002 $0.9< 254,14( (24,547 1,614,13
Q2 2002 $0.9¢ 590, 26¢ (156,204 2,048,19:
Q3 2002 $1.01 740,65¢ (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 (240,90Y) 6,202,58:
Q1 2004 $2.2¢ 920,06 (185,15) 6,937,49i
Q2 2004 $2.5¢ 858,89¢ (634,707 7,161,69:
Q3 2004 $1.2¢ 1,298,96: (602,62%) 7,858,02
Q4 2004 $1.7C 694,02¢ (343,139 8,145,73
Q1 2005 $2.5¢ 659,45¢ (475,939 8,329,25!

We have noted a trend of increasing coshper subscriber over the last few years, driven byaalual increase in online advertising rates
by our media suppliers as well as increased agtikaim competitors using similar forms of onlinevadising for their own marketing efforts.
The decline in new subscriber acquisition cosi®&2004 and Q4 2004 reflects the effect of new dibieg campaigns which were tested at
that time. We do not consider the decline in nelbsstiber costs in Q3 2004 and Q4 2004 to be necdlysisalicative of a longer-term trend
that our subscriber costs are likely to stay & léwvel or are likely to decline further.

The operational impact of increased acquisitiost is higher absolute marketing expenses atahpally higher relative marketing
expenses as a percentage of revenue. Going fomerskpect continued upward pressure on online #direy 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 necegsagntinue 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 waara@ble to meaningfully predict the short-termngeidy trend in the cost of acquiring new
subscribers.

Income Taxes

For the three months ended March 31, 2005eserded an income tax provision of $1.7 milliéor the three months ended March 31,
2004, we recorded an income tax provision of $700.,@ur income is generally taxed in the U.S. amdimcome tax provisions reflect
federal and state statutory rates applicable tdemals of income. Our effective tax rate for 200&eased from 2004 because of the expense:
related to the program to make cash payments todiostockholders were treated as non tax dedueigenses for financial statement
reporting purposes. The effective tax rate forrintgoeriods in 2005 is based on our estimated dreftective tax rate for 2005 of 48.7%.

We expect that our effective tax rate in fatperiods may fluctuate depending on changestimates for the total amount of expenses
from payments to former stockholders.
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During the first quarter of 2005, the Compaeglized a tax benefit of $396,000 upon the exerof stock options by directors. The tax
benefit reduced the Company’s income tax payaldeimreased additional paid-in capital by this antou

Stockholders’ Equity

In January 2005, an aggregate of 17,275 slefreommon stock were issued to a director ofdbmpany upon the exercise of fully ves
options. The options were granted in 2001 to thisctor for their service as director in 2000 a2

Liquidity and Capital Resources

As of March 31, 2005, we had $39.6 milliorcash and cash equivalents and short-term invessm@ash and cash equivalents and short-
term investments increased from $36.5 million orc&eber 31, 2004 primarily as a result of cash piediby 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 activitieshie three months ended March 31, 2005 was $3.®milNet cash used in operating activities
in the three months ended March 31, 2004 was $88J6Ghe three months ended March 31, 2005, redt peovided by operating activities
resulted primarily from net income and an increéasacome tax payable offset by an increase in agtreceivable. Accounts receivable
percentage of revenue increased primarily becaliadanger portion of insertion orders which inabudariable-fee advertising, particularly
advertising in ouBuper Search product. If revenues frorBuper Search continue to increase as a percentage of revengesxpect the increase
of accounts receivable as a percentage of revencantinue. The decrease in income tax payablepwagrily due to estimated payments on
current federal and state income tax liabilitiesthe three months ended March 31, 2004, net csesthin operating activities resulted
primarily from an increase in accounts receivalolé a net decrease in income tax payable.

Net cash used in investing activities was,$d2 and $9,000 during the three months ended MztcRB005 and March 31, 2004,
respectively. In both periods, net cash was us@aviesting activities for equipment purchases.

Net cash used in financing activities was,880 during the three months ended March 31, 200&re were no cash flows related to
financing activities in the three months ended Ma&, 2004. In the three months ended March 315 20€t cash used in financing activities
resulted primarily from registration related expenscurred during the period related to the isseaf common stock in October 2004.

Our capital requirements depend on a nhumbfctors, including market acceptance of our patsland 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 stockholdefmg@afelzoo.com Corporation, we have incurred expeon$&2.2 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 sufiicie 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 havé#isient capital resources to meet our anticipatedking capital and capital expenditure
requirements beyond the next 12 months, unanteipatents and opportunities may require us taasielitional 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 requoejree to operating covenants that would resiticioperations. 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 costtal commitments as of March 31, 2005 (in thousnd
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2005 2006 2007 2008 Thereafter Total
Operating lease $ 822 11C — — — 932
Purchase obligatior 18 — — — — 18
Total commitment: $ 84C 11C — — — 3 95C

As of March 31, 2005, we have recorded alitglof $162,000 for the estimated minimum liabjlithat is probable to be paid under a
program to make cash payments to former stockh®lofefravelzoo.com Corporation. The total liabilitgurred under this program is not
reliably estimable because it is based on the attrmumber of valid requests received and futuwrel$eof the Company’s common stock
price. The Company’s common stock price affectditii@lity because the amount of cash payments utideprogram is based in part on the
recent level of the stock price at the date vadglests are received.

RISK FACTORS

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

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

We have only a limited operating history you to consider in evaluating our business. Asungocompany, we face risks and
uncertainties relating to our ability to 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 companiesstatheir special offers with u
+ attract additional Internet users to Travelzoo Web site;

» increase the functionality of our products and sewy,

* maintain our current, and develop new, businesdiogiships

» respond effectively to competitive pressures;

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

Although we have been profitable in the ptmre is no assurance that we will continue tproéitable. We forecast our future expense
levels based on our operating plans and our estgr@tfuture revenues. We may find it necessapctelerate expenditures relating to our
sales and marketing efforts or otherwise increasdimancial commitment to creating and maintainiimgnd awareness among travel
companies and Internet users. If our revenues gt@aslower rate than we anticipate, or if our siy@mnlevels exceed our expectations or
cannot be adjusted to reflect slower revenue grow¢hmay not generate sufficient revenues to sugtafitability. If our new wholly-owned
subsidiary in the United Kingdom, Travelzoo UK Lted, incurs significant losses, this will resultairsignificant negative impact on our
results of operations. In this case, the valudefshares of Travelzoo could be reduced.

Fluctuations in our operating results may negatiyeimpact our stock price.

Our quarterly operating results may fluctugitmificantly in the future due to a variety otfars that could affect our revenues or our
expenses in any particular quarter. You shouldegton quarter-to-quarter comparisons of our tssofl operations as an indication of future
performance. Factors that may affect our quartedylts include:
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* mismatches between resource allocation and cliemiadid due to difficulties in predicting client derdan a new marke

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

« the maintenance and development of our stratetzitiorships;

« the introduction, development, timing, conifpet pricing and market acceptance of our prodacid services and those of our
competitors

» our ability to attract and retain key personi

e our ability to manage our anticipated growth angamsion;

e our ability to attract traffic to our Web sit

» technical difficulties or system downtime affectitige Internet generally or the operation of ourdpicis and services specifically; ¢

» payments which we make to previous stockirsldé Travelzoo.com Corporation who failed to sutwaguests for shares in
Travelzoo Inc. within the required time peric

In addition, we plan to significantly increasur operating expenses related to advertisingoaans forTravelzoo and the expansion of
our sales and production departments. If reveralébdlow our expectations in any quarter and veeuarable to quickly reduce our spending
in response, our operating results would be lowan expected and our stock price may fall.

We depend on two clients for a substantial partoofr revenues.

Two of our current clients have each represkn substantial portion of our business in thegttmonths ended March 31, 2005. Click
Here, Inc., an advertising agency representing dlomity.com, accounted for 18% of our revenue. @rhil C accounted for 12% of our
revenue. The loss of one client or both clients nesylt in a significant decrease in our revenugich could have a material adverse effect
on our business. We have written agreements wittk €lere, Inc and Orbitz, LLC. The agreements patevihat Travelzoo will be paid for t
publication of ads on a cost-per-click basis. ThiekdHere, Inc. agreements are cancelable upore98’dvritten notice, and the payment
terms are net 60 days with no discount for earlynpent. The Orbitz, LLC agreement is noancelable, and the payment terms are net 3C
with no discount for early payment. A copy of tlggeement with Orbitz is filed as an exhibit to tRisport. Copies of the agreements with
Click Here were previously filed as exhibits to dumual Report on Form 10-K for the year ended Dewmer 31, 2004.

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

Our current revenue model depends on adirggtiees paid by travel companies. If current dbestecide 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 totfigr 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 isqumcessful, 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 gpaieid growth from the cash flow generated
from our operations and our retained earnings. Hewehese sources may not be sufficient to meeheeds. We may not be able to obtain
additional financing on commercially reasonablen®ror at all.

If additional financing is not available whesguired or is not available on acceptable temesimay 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 terisd adverse effect on our business.
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If we choose to raise additional funds thitotige issuance of equity securities, you may erpeg significant dilution of your ownership
interest, and holders of the additional equity séies may have rights senior to those of the hlad our common stock. If we obtain
additional financing by issuing debt securitieg tirms of these securities could restrict or preus from paying dividends and could limit
our flexibility in making business decisions.

Our business may be sensitive to recessions.

The demand for online advertising may beduhko the level of economic activity and employmarthe U.S. and abroad. Specifically,
our business is dependent on the demand for oatlwertising from travel companies. The last recesdiecreased consumer travel and
caused travel companies to reduce or postponerttaketing spending generally, and their onlinekating spending in particular. If the
current economic recovery does not continue, osmass and financial condition could be materiatlyersely affected.

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

Our operations are susceptible to outagedalfiee, floods, power loss, telecommunicationitufas, break-ins and similar events. In
addition, a significant portion of our network ia$tructure is located in Northern California, asaasusceptible to earthquakes. We do not
have multiple site capacity in the event of anyhsoccurrence. Outages could cause significantriqéons of our service. In addition, des
our implementation of network security measures,seuvers are vulnerable to computer viruses, ghysind electronic bredks, and simila
disruptions from unauthorized tampering with oumgaiter systems. We do not carry business integnptisurance to compensate us for
losses that may occur as a result of any of thesete.

Technological or other assaults on our service cdilarm our business.

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

Risks Related to Our Markets and Strategy
We may not be able to develop awareness of our raame.

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

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

Events like the war with Iraq or the terrbagtacks on the United States in 2001 have a ivegiatpact on the travel industry. We are not
in a position to evaluate the net effect of thasmumstances on our business. In the longer teambosiness might be negatively affected by
financial pressures on the travel industry. Howgear 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, suspact 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 an@velop the content and features of
our products and services.

To remain competitive, we must continuallypiove the responsiveness, functionality and featafeur products and services. We may
not succeed in developing features, functions, yectsdor services that travel companies and Intersets find attractive. This could reduce
the number of travel companies and Internet ussrgour products and materially adversely affestlusiness.
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We may lose business if we fail to keep pace waéthidly changing technologies and clients needs.

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

e competing products and services that offer incrbfisectionality; anc

» changes in travel company and Internet user reqaings.

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

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

Our future success depends on our abiligttiact, train, motivate and retain highly skilleahployees. 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 ofdrgpowth. In order to execute our business planmust continue to grow significantly. As
of March 31, 2005, we had 52 employees. We expettthe number of our employees will continue tréase for the foreseeable future.
This growth has placed, and our anticipated fugmosvth will continue to place, a significant strain our management, systems and
resources. We expect that we will need to conttoumprove our financial and managerial controld egporting systems and procedures.
will also need to continue to expand and maintése coordination among our sales, production, etary, IT, and finance departments. We
may not succeed in these efforts. Our inabilitgxpand our operations in an efficient manner ceoalgse our expenses to grow
disproportionately to revenues, our revenues ttirteeor grow more slowly than expected and othezwiave a material adverse effect on our
business.

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

We compete with large Internet portal siegh as America Online, Lycos, MSN and Yahoo!, tffgr 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-clihitigs. In addition, we compete with
newspapers, magazines and other traditional meaganies that provide online advertising opportasitWe 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@tdvel 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 factonsbusiness could be materially adversely
affected.

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

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

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

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

The trading price of our common stock hastm®d may continue to be subject to wide flucturgiduring the first quarter of 2005, the
sale prices of our common stock on the NASDAQ NetiMarket ranged from $41.54 to $99.75 per sh@te.stock price may fluctuate in
response to a number of events and factors, sughaaterly variations in operating results; annaments of technological innovations or
new products by us or our competitors; changemantial estimates and recommendations by seauatialysts; the operating and stock
price performance of other companies that investag deem comparable to us; and news reportsrrgltditrends in our markets or general
economic conditions.

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

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and w$our Chairman of the Board, President, Chief Etteewfficer, Chief Financial Officer
and Secretary, is our largest stockholder, holdimgroximately 78% of our outstanding shares wittioms to increase his percentage
ownership to 81% on a fullgiluted basis. Through his share ownership, he &position to control Travelzoo and to elect eutire 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 nderialy restricted use of the Internet in our metisk However, the legal and regulatory
environment that pertains to the Internet is urderand may change. Uncertainty and new regulatoo&l increase our costs of doing
business, prevent us from delivering our produntsservices over the Internet or slow the growtthefinternet. In addition to new laws and
regulations being adopted, existing laws may bdiegpo the Internet. New and existing laws mayearagsues which include:

e user privacy

* ant-spam legislation

* consumer protectiot

e copyright, trademark and patent infringeme
* pricing controls

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

» other claims based on the nature and content efriat materials
We may be liable as a result of information retrie from or transmitted over the Internet.

We may be sued for defamation, negligencgyiight or trademark infringement or other legaicis relating to information that is
published or made available in our products. Tlgses of claims have been brought, sometimes ssitlys against online services in the
past. We do not carry professional liability ingwa. 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 messaggyrity breaches, illegal or fraudulent use
of e-mail or interruptions or delays in e-mail seev In addition, we could incur significant costsnvestigating and defending such claims,
even if we ultimately are not liable. If any of ffseevents occur, our business could be materidilgraely affected.

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

The merger of Travelzoo.com Corporation iht® Company became effective on April 25, 2002ctolders 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 timesfostockholders of Travelzoo.com Corporation. Mahthe “Netsurfer stockholders,” who
had applied to receive shares of Travelzoo.com @atn 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 shareschitiad been reserved for issuance in the
merger were not claimed.

It is possible that claims may be assertexdrsty us in the future by former stockholders advBizoo.com Corporation seeking to receive
our shares, whether based on a claim that the tao-geadline for exchanging their shares was unegdible or otherwise. In addition, one or
more jurisdictions, including the Bahamas or thet&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 bdatenined. There were certain conditions applicabléne issuance of shares to the Netsurfer
stockholders, including requirements that (i) theyat least 18 years of age, (ii) they be residefntise U.S. or Canada and (iii) they not apply
for shares more than once. The Netsurfer stockh®ldere required to confirm their compliance whibge conditions, and were advised that
failure to comply could result in cancellation bétr shares in Travelzoo.com Corporation. Travelzmm Corporation was not able to verify
that the applicants met the requirements refemetbove at the time of their applications for issweaof shares. If claims are asserted by
persons claiming to be former stockholders of Tiax@com Corporation, we intend to assert thatrthghts to receive their shares expired
two years following the effective date of the merges provided in the merger agreement. We alseap take the position, if escheat or
similar claims are asserted in respect of the upidshares in the future, that we are not requoréssue such shares. Further, even if it were
established that unissued shares were subjectheatsclaims, we would assert that the claimant mstsblish that the original Netsurfer
stockholders complied with the conditions to issuaaf their shares. We are not able to predicbtiieome of any future claims which might
be asserted relating to the unissued shares. ifdaons were asserted, and were fully succed$fal,could result in us being required to is
up to an additional approximately 4,087,000 shafemmmon 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 rseéle affect the market price of the
common stock.

On October 15, 2004, we announced a prograaeruvhich 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 expeasfst@84,000 million for these cash
payments for the three months ended March 31, 80@fhich $162,000 remains as a liability as of MaBd, 2005. The liability is based on
the number of actual requests received from fostmrkholders through March 31, 2005. The total obshis program is not reliably
estimable because it is based on the ultimate nuofhalid requests received and future levelswof@dmmon stock price. Our common
stock price affects the liability because the amadficash payments under the program is basedriropahe recent level of the stock price at
the date valid requests are received. We do nawkraw many of the requests for shares originalbeieed by Travelzoo.com Corporation in
1998 were valid, but we believe that only a portiéisuch requests were valid. As noted above,deroto receive payment under the
program, a person is required to establish thadt pecson validly held shares in Travelzoo.com Crafion. Assuming 100% of the requests
from 1998 were valid, former stockholders of Traeal.com Corporation holding approximately 4,087,8088res had not submitted claims
under the program as of March 31, 2005.
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Our internal controls over financial reporting manot be effective, and our independent auditors nret be able to certify as to their
effectiveness, which could have a significant andvarse effect on our business.

We are evaluating our internal controls dimancial reporting in order to allow managementeport on, and our independent auditors to
attest to, our internal controls over financialoging, as required by Section 404 of the Sarb&@dsy Act of 2002 and the rules and
regulations of the SEC, which we collectively reffieias 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 evaluationhawes identified areas of internal controls
that may need improvement and have instituted rétied efforts where necessary. Currently, nonewfidentified areas that need
improvement have been categorized as material vesakss or significant deficiencies. However, weiratbe evaluation process, and we r
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 degvee the protection of theravelzoo 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 regesténe trademark for “Travelzoo” on January 23,12200we are unable to protect our rights
in the mark, a key element of our strategy of prongoTravelzoo as a brand could be disrupted and our businesd beuhdversely affected.
We may not be able to detect unauthorized use opamprietary information or take appropriate stepenforce our intellectual property
rights. In addition, the validity, enforceabilith@ scope of protection of intellectual propertyriternet-related industries is uncertain and still
evolving. The laws of other countries in which waymmarket our services in the future are uncedashmay afford little or no effective
protection of our intellectual property. The unauthed reproduction or other misappropriation of proprietary technology could enable
third parties to benefit from our technology andrat name without paying us for them. If this wer@tcur, our business could be materially
adversely affected.

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

We cannot be certain that our products, edrdad brand names do not or will not infringe dadatents, copyrights or other intellectual
property rights held by third parties. While we bavtrademark for “Travelzoo,” many companies mitidustry have similar names includ
the word “travel”. We expect that infringement ahai in our markets will increase in number as mamigipants enter the markets. We may
be subject to legal proceedings and claims frone tiotime relating to the intellectual propertyotifiers in the ordinary course of our
business. We may incur substantial expenses imdigfg against these third party infringement clairegardless of their merit, and such
claims could result in a significant diversion bétefforts of our management personnel. Succeisdfirgement claims against us may result
in monetary liability or a material disruption imet conduct of our business.

Item 3. Quantitative and Qualitative Disclosures About MakRisk

We believe that our potential exposure tonglea in market interest rates is not material. Campany has no outstanding debt and is
party to any derivatives transactions. We investighly liquid investments with short maturitiescérdingly, we do not expect any material
loss from these investments. Beginning in May 2085 will be exposed to foreign currency risk asatexl with agreements being
denominated in British Sterling Pounds and Euros.Will be exposed to foreign currency risk ass@clatith fluctuations of the British
Sterling Pounds as the financial position and dapegaesults of our U.K. subsidiary will be transld into U.S. Dollars for consolidation
purposes.

Item 4. Controls and Procedures

As of March 31, 2005, we carried out an eatin, under the supervision and with the partiggpaof 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 ammddures pursuant to Exchange Act
Rule 13a-15. Based upon that evaluation, the Cogipdresident, Chief Executive Officer and Chiefidicial 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 tanotuded in our periodic SEC filings as of
March 31, 2005.
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During the quarter ended March 31, 2005 ghess no change in our internal control over fin@meporting (as defined in Exchange Act
Rule 13a-15(f)) that materially affected, or isg@aably likely to materially affect, the Companyisernal control over financial reporting.

PART II—OTHER INFORMATION
Iltem 6. Exhibits

The following table sets forth a list of ebit:

Exhibit

Number Description

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

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

10.1 Agreement with Orbitz, LLC dated August 4, 20(

31.1 Certification of Chief Executive Officer and Chiefnancial Officer pursuant to Rule 13a-14(a) andeRi%bd-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 Sarbi-Oxley Act of 2002*

* Filed herewitr
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SIGNATURES

Pursuant to the Securities Exchange Act 8#1%he registrant has duly caused this reporetsi@ned on its behalf by the undersigned,
thereunto duly authorized, in the City of New Yo8tate of New York, on May 13, 2005.

TRAVELZOO INC.
(Registrant

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

By: /s/LISA SU

Lisa Su
Controller (Chief Accounting Officer)
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EXHIBIT 10.1

TRAVELZOO

Travelzoo Inc.
590 Madison Avenue, 21st Floor
New York, NY 10022

Fax number for Insertion orders (650) 943-2433

INSERTION ORDER

Insertion Order #: 10690 Date: 8/4/2004

Advertiser: Orbitz, LLC

Contact Information: Mike Stein Bill To: Orbitz, LLC
Orbitz, LLC Attn: Accounts Payable
200 South Wacker Drive 200 South Wacker Drive
Suite 1900 Suite 1900

Chicago, IL 60606
Phone: (312) 894-4748
Fax: (413) 513-2141
mstein@orbitz.com

Sales Contact: Holger Bartel
Phone: (650) 943-2411
hbartel@travelzoo-inc.com

Chicago, IL 60606

Steve Clarke
Phone: (650) 943-2419
sclarke@travelzoo-inc.com

Advertising Program

Flight Dates: 8/1/2004 — 7/31/2005

Placements:
* clicks from SuperSearch

* clicks from Travelzoo sites and/or email products (eg., Top 20, Newsflash) (August 2004

through January 2005)

* clicks from Travelzoo sites and/or email products (eg., Top 20,

Newsflash) (February 2005 through July 2005)

TOTAL MAXIMUM NET INVESTMENT

Notes:

Fee:

$~k

$*

This is a cost-per-click agreement. Travelzoo will invoice Advertiser on the last day of each month during the term of this
agreement for click-throughs actually delivered. Standard Billing terms: Net 30 days from receipt of invoice (with approved credit).

This is a cost-per-click agreement. Travelzoo will invoice Advertiser for clicks actually delivered.

Clicks from SuperSearch are invoiced at $* per click, and estimated clicks are * — * clicks per month during 2004, and * — * per
month during 2005. Advertiser may change the cost-per-click for SuperSearch on the first day of each month; however a 3-day

advance notice is required to do so.

Clicks from all other advertisements on Travelzoo, including text and/or graphic ads (e.g. buttons) will be invoiced at $* per click.
Clicks are estimated at * — * per month for August 2004 through January 2005; and at * per month for February 2005 through

July 2005.

Advertiser understands that actual clicks each month may be either below or above estimated clicks as set forth above. Advertiser
will pay for actual clicks delivered each month, provided that total payments during the term of this agreement shall not exceed $*.
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Terms and Conditions for Insertion Order #10690
Orbitz Advertising with Travelzoo from August 1, 2004 through July 31, 2005

The following terms and conditions (the “General Terms”) shall be deemed to be incorporated into insertion order/advertising
agreement #10690 (the “Insertion Order”):

1.

Terms of Payment. This is a pay-per-click agreement, and Advertiser will be billed only for click-throughs actually delivered.
Travelzoo will invoice Advertiser on the last day of each month during the term of this agreement for click-throughs actually
delivered, as set forth in the Insertion Order; provided, however that the total payments during the term of this agreement
shall not exceed $*. Payment shall be made to Travelzoo within thirty (30) days from the date of receipt of invoice (“Due
Date”). Amounts paid after the Due Date shall bear interest at the rate of one percent (1%) per month (or the highest rate
permitted by law, if less). In the event Advertiser fails to make timely payment, Advertiser will be responsible for all
reasonable expenses (including attorneys’ fees) incurred by Travelzoo in collecting such amounts. Travelzoo reserves the
right to suspend performance of its obligations hereunder (or under any other agreement with Advertiser) in the event
Advertiser fails to make timely payment hereunder or under any other agreement with Travelzoo,

Positioning. Except as otherwise expressly provided in the Insertion Order, positioning of advertisements on Travelzoo is at
the sole discretion of Travelzoo. Travelzoo may, at its sole discretion, remove from the Insertion Order (and substitute with
similar inventory) any keyword or category page that it believes to be a trademark, trade name, company name, product
name or brand name belonging to or claimed by a third party.

Usage Statistics. Unless specified in the Insertion Order, Travelzoo makes no guarantees with respect to usage statistics or
levels of impressions for any advertisement. Advertiser acknowledges that delivery statistics provided by Travelzoo are the
official, definitive measurements of Travelzoo’s performance on any delivery obligations provided in the Insertion Order.
The processes and technology used to generate such statistics can be audited by the advertiser or an independent agency.
Click-throughs will also be tracked and reported by Advertiser’s third party ad server, and Travelzoo will be given access to
all third party numbers continuously throughout the length of this agreement. In the event there is a discrepancy of greater
than 5% between the click-throughs reported by Travelzoo and the click-throughs reported by advertiser’s third party ad
server for any month (“Discrepancy”), Advertiser’s payment obligation shall be reduced by an amount equal to the
Discrepancy (provided that Advertiser shall provide documentation of such Discrepancy with its payment).

Renewal. Except as expressly set forth in the Insertion Order, any renewal of the Insertion Order and acceptance of any
additional advertising order shall be upon mutual agreement only, and acceptance of any additional advertising order shall
be at Travelzoo’s sole discretion. Pricing for any renewal period is subject to change by Travelzoo from time to time prior to
the commencement of such renewal period.

No Assignment or Resale of Ad Space. Neither party shall resell, assign, or transfer any of its rights hereunder without the
prior approval of the other party, and any attempt to resell, assign or transfer such rights without such approval shall result
in immediate termination of this contract, without liability to the terminating party.

Limitation of Liability. In the event (1) Travelzoo fails to publish an advertisement in accordance with the schedule provided
in the Insertion Order, (2) Travelzoo fails to deliver the number of total page views specified in the Insertion Order (if any) by
the end of the specified period, or (3) of any other failure, technical or otherwise, of such advertisements to appear as
provided in the Insertion order, the sole liability of Travelzoo to Advertiser shall be limited to, at Travelzoo’s sole discretion,
a pro rata refund of the advertising fee representing undelivered page views, placement of the advertisement at a later time
in a comparable position, or extension of the term of the Insertion Order until total page views are delivered. In no event
shall Travelzoo be responsible for any consequential, special, punitive or other damages, including, without limitation, lost
revenue or profits, in any way arising out of or related to the Insertion Order/General Terms or publication of the
advertisement, even if Travelzoo has been advised of the possibility of such damages. Without limiting the foregoing,
Travelzoo shall have no liability for any failure or delay resulting from any governmental action, fire, flood, insurrection,
earthquake, power failure, riot, explosion, embargo, strikes whether legal or lllegal, labor material shortage, transportation
interruption of any kind, work slowdown or any other condition beyond the control of Travelzoo affecting production or
delivery in any manner. Except for each party’s indemnification obligations hereunder, in no event shall either party’s liability
exceed the total amount paid by advertiser hereunder.

Advertisers Representations; Indemnification. Travelzoo shall use commercially reasonable efforts to ensure the
advertisements are not placed in any context that harms the goodwill or reputation of Advertiser or that disparages or brings
Advertiser into disrepute. Including, but not limited to web sites that contain indecent, illegal, misleading, harmful, abusive,
harassing, libelous, defamatory, or other offensive materials. If Advertiser requests that its advertisements be removed from
or not placed in any such context, Travelzoo will use commercially reasonable efforts to comply with such request promptly.
Advertiser agrees, at its own expense, to indemnify, defend, and hold harmless Travelzoo and its employees,
representatives, agents and affiliates, against any and all expenses and losses of any kind (including reasonable attorneys’
fees and costs) incurred by Travelzoo in connection with any third-party claims, administrative proceedings or criminal
investigations of any kind arising out of the content of the advertisement and/or any material, product or service of



Advertiser to which users can link through the advertisement (including, without limitation, any claim of trademark or
copyright infringement, defamation, breach of confidentiality, privacy violation, false or deceptive advertising or sales
practices). ). Travelzoo agrees, at its own expense, to indemnify, defend, and hold harmless Advertiser and its employees,
representatives, agents and affiliates, against any and all expenses and losses of any kind (including reasonable attorneys’
fees and costs) incurred by Advertiser in connection with any third-party claims, administrative proceedings or criminal

investigations of any kind arising out: (a) of any content, material, product or service available on a Travelzoo property that
was not provided by or obtained from Advertiser (including, without limitation, any claim of
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trademark or copyright infringement, defamation, breach of confidentiality, privacy violation, false or deceptive advertising or
sales practices), or (b) Travelzoo’s breach of any duty, representation, or warranty under this agreement. All indemnities
provided by Advertiser under this agreement are conditioned on the following: (a) Advertiser shall have sole control over the
defense of any claim covered by the indemnity; (b) Travelzoo shall promptly report the existence of any claim or potential
claim covered by the indemnity; (c) Travelzoo shall provide full and reasonable cooperation with Advertiser’s investigation
and defense of such claim; and (d) Travelzoo shall not materially alter any advertising material supplied to it by Advertiser
or on its behalf. All indemnities provided by Travelzoo under this agreement are conditioned on the following: (a) Travelzoo
shall have sole control over the defense of any claim covered by the indemnity; (b) Advertiser shall promptly report the
existence of any claim or potential claim covered by the indemnity; and (c) Advertiser shall provide full and reasonable
cooperation with Travelzoo’s investigation and defense of such claim.

8. Provision of Advertising Materials. Advertiser will provide all materials for the advertisement in accordance with Travelzoo’s
policies in effect from time to time, including (without limitation) the manner of transmission to Travelzoo and the lead-time
prior to publication of the advertisement. Ads cannot link to pages that include pop-up or pop-under windows. Travelzoo
shall not be required to publish any advertisement that is not received in accordance with such policies and reserves the
right to charge Advertiser, at the rate specified in the Insertion Order, for inventory held by Travelzoo pending receipt of
acceptable materials from Advertiser which are past due. Advertiser hereby grants to Travelzoo a non-exclusive, worldwide,
fully paid license to use, reproduce and display the advertisement (and the contents, trademarks and brand features
contained therein) in accordance herewith.

9. Right to Reject Advertisement. All contents of advertisements are subject to Travelzoo’s approval. Travelzoo reserves the
right to reject or cancel any advertisement, insertion order, URL link, space reservation or position commitment, at any time,
for any reason whatsoever (including belief by Travelzoo that placement of advertisement, URL link, etc., may subject
Travelzoo to criminal or civil liability).

10. Cancellations and Termination. Either party may terminate this Insertion Order on ninety (90) days prior written notice.—In
the event that either party breaches the terms oft his agreement and fails to cure such breach within fifteen (15) days of
receiving notice of such breach, the non-breaching party will have the right to terminate this agreement immediately without
any further liability to the breaching party; provided however, that payments due prior to such termination shall remain
payable in accordance with Section 1 hereof, except as otherwise provided in the Insertion Order, the Insertion Order is
non-cancelable by Advertiser. All notices shall be in writing and shall be deemed delivered when delivered in person or
mailed certified through the United States Postal Service, postage prepaid, or via FedEx addressed as follows: Travelzoo
Inc., Attn: Contracts Department, 800 West El Camino Real, Suite 180, Mountain View, CA 94040; and Orbitz, LLC,
Attention: Mike Stein, 200 S. Wacker Drive, Suite 1900, Chicago, IL 60606.

11. Construction. No conditions other than those set forth in the Insertion Order or these General Terms shall be binding on
Travelzoo unless expressly agreed to in writing by Travelzoo. In the event of any inconsistency between the Insertion Order
and the General Terms, the General Terms shall control.

12. Miscellaneous. These General Terms, together with the Insertion Order, (1) shall be governed by and construed in
accordance with, the law of the State of New York, without giving effect to principles of conflicts of law; (2) may be amended
only by a written agreement executed by an authorized representative of each party; and (3) constitute the complete and
entire expression of the agreement between the parties, and shall supersede any and all other agreements, whether written
or oral, between the parties. Neither party shall make any public announcement regarding the existence or content of the
Insertion Order without the other party’s written approval. Both parties consent to the jurisdiction of the courts of the State of
New York with respect to any legal proceeding arising in connection with the Insertion Order/General Terms. All notices
shall be in writing and shall be deemed delivered when delivered in person or mailed certified through the United States
Postal Service, postage prepaid, or via FedEx addressed as follows: Travelzoo Inc., Attn: Contracts Department, 800 West
El Camino Real, Suite 180, Mountain View, CA 94040.

13.  Third Party Ad Serving. If Travelzoo has approved the use by Advertiser of a third party ad server (Third Party Ad Server) in
connection with this Insertion Order, the following provisions shall also apply:
(1) The Advertiser shall post each advertisement to a staging area and shall notify Travelzoo of such posting at least four
(4) business days prior to the date on which Third Party Ad Server is scheduled to serve such advertisement to a Travelzoo
property. Such advertisement shall be reviewed by Travelzoo and must be approved in writing by Travelzoo before it can be
served by Third Party Ad Server. In accordance with Section 9, Travelzoo reserves the right to reject any advertisement or
any element thereof, for any reason at its sole discretion.
(2) The Advertiser shall post all scheduling changes, new target URLs, new HTML specifications, new graphics and all
other new or revised advertisements (“Revisions”) to a staging area and shall notify Travelzoo of such postings at least four
(4) days prior to the date Advertiser wishes such Revisions to take effect. Revisions shall not be implemented until
approved by Travelzoo in writing, which
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approval shall be at Travelzoo’s sole discretion.

(3) If Advertiser discovers that Advertiser or Third Party Server has served, or caused to be served, an advertisement to a
Travelzoo property in violation of this Agreement, Advertiser must immediately provide notice to Travelzoo of the violation
(along with a written explanation) and remove the advertisement from its placement or rotation to the Travelzoo properties.
Nothing in this Section shall limit any of Travelzoo’s rights or remedies in the event of such breach.

(4) In the event Travelzoo exercises its right to cancel an advertisement in accordance with Section 9 hereof, Travelzoo
shall notify Advertiser in writing. The Advertiser must cause the advertisement to be removed from the Travelzoo properties
and from its advertising rotation no later than four (4) hours after written notification by Travelzoo.

Domestic Traffic. Travelzoo acknowledges that Advertiser may sell travel services to customers located in the United States
of America only. Travelzoo will use commercially reasonable efforts to display advertisements on web pages directed at
U.S. customers and will in no event display advertisements on web pages directed primarily at non-U.S. residents.
Advertiser may, at its own expense and within a period of 90 days following the advertising in a certain month, conduct an
audit of clicks delivered to Advertiser. In the event that such audit determines that during the audited period the number of
click-throughs from users originating from outside the U.S. (as indicated by a non-U.S. domain or IPS, or other indicia
showing non-U.S. origin) (the “Non-US Click-Throughs”) are 5% or more of the total number of click-throughs during the
audited period (the “Total Click-Throughs”), then Travelzoo shall promptly refund to Advertiser any amounts paid by
Advertiser associated with the number of Non-US Click-Throughs in excess of 5% of the Total Click-Throughs. By way of
illustration, in the event that the number of Non-US Click-Throughs is 6.5% of the Total Click-Throughs, then the amount
refunded by Travelzoo shall be the amounts paid by Advertiser associated with 1.5% of the Total Click-Throughs.

| hereby agree to the foregoing advertising program and the Terms and Conditions set forth above. All parties acknowledge that
this Insertion Order and the Terms & Conditions above represent the entire agreement between Advertiser and Travelzoo. The
undersigned confirms that he/she is authorized to execute this agreement on behalf of the Advertiser.

For Advertiser: For Travelzoo:
Authorized Signature: /slJohn Samuel /s/Ralph Bartel
Date: September 27, 2004 September 29, 2004
Name: John Samuel Ralph Bartel
Title: EVP CEO
Company: Orbitz Travelzoo Inc.
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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. | have reviewed this quarterly report amr 10-Q of Travelzoo Inc.;

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

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

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

a. designed such disclosure contradspancedures, or caused such disclosure contrdiptedures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us by others
within those entities, particularly during the metin which this quarterly report is being prepared

b. evaluated the effectiveness of dggstrant’s disclosure controls and procedurespaesiented in this 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 chaimgghe registrants’ internal control over finanaiaporting that occurred during the registrants’
second quarter that has materially affected, ceasonably likely to materially affect, the regasits’ internal control over financial reporting;

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

a. all significant deficiencies in tthesign or operation of internal control over finahceporting which affect the registrant’s ability
record, process, summarize and report financiakinétion; and

b. any fraud, whether or not matetiat involves management or other employees whe hasignificant role in the registrant’s
internal control over financial reporting.

TRAVELZOO INC.

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

Date: May 13, 200



EXHIBIT 32.1
CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBAN ES-OXLEY ACT OF 2002

Pursuant to the requirements of the Secariichange Act of 1934, the registrant has dulgeduhis Report to be signed on its beha
the undersigned thereunto duly authorized and efttte undersigned hereby certifies, pursuant t&J 3B C. §1350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, to the bEbis knowledge, that (1) this Report complieiwthe requirements of Section 13(a) or
Section 15(d) of the Securities Exchange Act of4l88d (2) the information contained in this regantly presents, in all material respects,
the financial condition and results of operatiohthe registrant.

TRAVELZOO INC.
(Registrant

Date: May 13, 200 By: /s/ RALPH BARTEL
Ralph Barte
Chairman of the Board,
Chief Executive Officer, and
Chief Financial Officer
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