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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q
(Mark One)

| QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2006

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission File No.: 000-50171

TRAVELZOO INC.

(Exact name of registrant as specified in its cegrt

DELAWARE 36-4415727
(State or other jurisdiction ¢ (ILR.S. employe
incorporation or organization identification no.)
590 Madison Avenue, 21st Floor, 10022
New York, New York (Zip code)

(Address of principal executive office

Registrant’s telephone number, including area c(®i?) 521-4200

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

Indicate by check mark whether the Registimatlarge accelerated filer, an accelerated filen non-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act.

Large accelerated fileCl Accelerated filel Non-accelerated fileO
Indicate by check mark whether the Registimatshell company (as defined in Rule 12b-2 offtkehange Act). YeEl No M
The number of shares of Travelzoo common stat&tanding as of August 1, 2006 was 15,250,479.
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PART I—FINANCIAL INFORMATION

Iltem 1.Unaudited Condensed Consolidated Financial Statertsen

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

June 30, December 31
2006 2005
ASSETS
Current asset:
Cash and cash equivalel $ 10,20( $ 24,46¢
Shor-term investment 14,88¢ 19,887
Accounts receivable, less allowance for doubtfalbants of $652 and $418 as of June 30, 2006 ¢
December 31, 2005, respectivi 8,55( 9,02(
Deposits 23 28
Prepaid expenses and other current a: 65¢ 631
Deferred income taxe 1,02( 1,02(
Total current asse 35,33¢ 55,05¢
Deposits, less current portit 287 19C
Deferred income taxe 28 28
Property and equipment, r 184 15¢
Intangible assets, n 7 20
Total asset $ 35,84: $ 55,45:
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 2,98C $ 2,37
Accrued expense 3,52¢ 3,39¢
Deferred revenu 563 29¢€
Income tax payabl 84¢ 85€
Total liabilities 7,91¢ 6,91¢
Commitments and contingenci
Stockholder' equity:
Common stock, $0.01 par value (40,000 shares am#ithrl 5,250 shares issued and outstanding as of
June 30, 2006; 16,250 shares issued and outstaasliofgDecember 31, 200 152 162
Additional paic-in capital 2,07¢ 30,64¢
Retained earning 25,72¢ 17,76:
Accumulated other comprehensive i (39 (39
Total stockholder equity 27,92¢ 48,53:
Total liabilities and stockholde’ equity $ 35,84: $ 55,45:

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

Three Months Ended

June 30,
2006 2005
Revenue! $17,35¢ $12,25¢
Cost of revenue 28€ 224
Gross profit 17,07 12,03¢
Operating expense
Sales and marketir 7,93¢ 6,152
General and administratiy 2,14¢ 2,12
Total operating expens 10,08¢ 8,27¢
Income from operatior 6,987 3,75¢
Other income and expens
Interest incomt 302 21¢
Gain (loss) on foreign curren: 13 4
Income before income tax 7,30z 3,96¢
Income taxe: 3,452 1,791
Net income $ 3,85( $ 2,17¢
Basic net income per she $ 0.2 $ 0.12
Diluted net income per sha $ 0.2t $ 0.1c
Shares used in computing basic net income per 15,45¢ 16,25(
Shares used in computing diluted net income pees 16,671 17,85:

See accompanying notes to unaudited condensedlitiated financial statements.
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Six Months Ended

June 30,

2006 2005
$34,28" $23,48
551 404
33,73¢ 23,08:
15,03¢ 11,18:
4,747 4,73
19,78t 15,917
13,95! 7,16¢€
64€ 377
6 G
14,60: 7,53¢
6,637 3,52¢
$ 7,96¢ $ 4,01(
$ 0.5C $ 0.2
$ 0.47 $ 0.2z
15,77¢ 16,24¢
16,98: 17,99¢
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TRAVELZOO INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

Cash flows from operating activities:
Net income

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

Depreciation and amortizatic
Deferred income taxe
Provision for losses on accounts receiv:
Tax benefit of stock option exercis
Accrued interest incom
Changes in operating assets and liabilii
Accounts receivabl
Deposits
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Income tax payabl
Net cash provided by operating activit
Cash flows from investing activities:
Purchases of property and equipm
Purchase of sh-term investment
Sale of sho-term investment
Net cash provided by (used in) investing activi
Cash flows from financing activities:
Issuance costs incurred in connection with 2004aisse of common stoc
Proceeds from stock option exerci:
Repurchase of common sta
Net cash used in financing activiti
Effect of exchange rate on cash and cash equis
Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Supplemental disclosure of cash flow informati
Cash paid for income taxi

Six Months Ended June 30,

2006
$ 7,96¢

69

231
(334)

25¢
(90)
(23)
59¢
114
267
(8)
9,04¢

(78)
(14,66%)
20,00¢
5,25¢

(28,579
(28,57
2
(14,269
24,46¢
$10,20¢

$ 6,64f

See accompanying notes to unaudited condensedlitated financial statements.
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2005
$ 4,01

84
20
47
39¢
(122)

(1,836)
(45)
50
98¢
69E
195
63¢

5,12(

(99
(19,779
10,08¢

(9,780

(124)
35

(89)
@
(4,750
26,43t

$ 247¢
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TRAVELZOO INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

Note 1: The Company and Basis of Presentation

Travelzoo Inc. (the “Company” or “Travelzod$)an Internet media company. The Company'’s pultitina include th&ravelzooweb
sites (www.travelzoo.com, www.travelzoo.ca, and wiravelzoo.co.uk), th&ravelzoo Top 2@-mail newsletter, and thidewsflaske-mail
product. Travelzoo also operategperSearcha pay-per-click travel search engine.

Travelzoo is controlled by Ralph Bartel, whadchbeneficially approximately 63% of the outstardghares as of August 1, 2006.

The accompanying unaudited condensed consetidenancial statements have been prepared bgdngpany in accordance with the ru
and regulations of the U.S. Securities and Exch&wgamission (SEC). Certain information and footrdiselosure normally included in
consolidated financial statements prepared in aegwe with Generally Accepted Accounting Principlethe United States of America have
been condensed or omitted in accordance with auleb and regulations. In the opinion of managentartaccompanying unaudited
condensed consolidated financial statements redleatljustments, consisting only of normal requgradjustments, necessary to present f
the financial position of the Company, and its tessof operations and cash flows. These condensesbtidated financial statements should
be read in conjunction with the Company’s auditedsolidated financial statements and related redes and for the year ended
December 31, 2005, included in the Company’s FddrAK filed with the SEC on March 16, 2006.

The consolidated financial statements inclilndeaccounts of the Company and its wholly-owndabgliaries. All significant intercompany
accounts and transactions have been eliminateshisotidation. All foreign subsidiaries use the laaarency of their respective countries as
their functional currency. Assets and liabilitiee &ranslated into U.S. dollars at exchange ratesgiling at the balance sheet dates. Reve
costs and expenses are translated into U.S. daliaserage exchange rates for the period.

The results of operations for the three ardreinths ended June 30, 2006 are not necessatityative of the results that may be expected
for the year ending December 31, 2006 or any dtitare period, and the Company makes no represensatelated thereto.

The Company was formed as a result of a coatioim and merger of entities founded by the Comigamgajority stockholder, Ralph
Bartel. In 1998, Mr. Bartel founded Travelzoo.comwr@bration, a Bahamas corporation, which issue8%H84 shares via the Internet to
approximately 700,000 “Netsurfer stockholders”iorcash consideration. In 1998, Mr. Bartel alsofitrd Silicon Channels Corporation, a
California corporation, to operate theavelzooWeb site. During 2001, Travelzoo Inc. was formea asibsidiary of Travelzoo.com
Corporation, and Mr. Bartel contributed all of ihetstanding shares of Silicon Channels to Travelnooin exchange for 8,129,273 shares of
Travelzoo Inc. and options to acquire an additi@)ab8,349 shares at $1.00. The merger was acabfortas a combination of entities under
common control using “as-if pooling-of-interest€taunting. Under this method of accounting, the®sand liabilities of Silicon Channels
Corporation and Travelzoo Inc. were carried forw@rthe combined company at their historical cdstsddition, all prior period financial
statements of Travelzoo Inc. were restated to debhhe combined results of operations, financialitmm and cash flows of Silicon Channels
Corporation.

During January 2001, the Board of Director§ @fvelzoo.com Corporation proposed that Travetzmo. Corporation be merged with
Travelzoo Inc. whereby Travelzoo Inc. would be sheviving entity. On March 15, 2002, the stockhaoddef Travelzoo.com Corporation
approved the merger with Travelzoo Inc. On April 26802, the certificate of merger was filed in d@e upon which the merger became
effective and Travelzoo.com Corporation ceasedist.eEach outstanding share of common stock o¥dlzmo.com Corporation was
converted into the right to receive one share afiroon stock of Travelzoo Inc. Under and subjechioterms of the merger agreement,
stockholders were allowed a period of two year®fahg the effective date of the merger to receskiares of Travelzoo Inc. The records of
Travelzoo.com Corporation showed that, assumingfalie shares applied for by the Netsurfer stotdkdrs were validly issued, there were
11,295,874 shares of Travelzoo.com Corporationtauting. As of April 25, 2004, two years followittge effective date of the merger,
7,180,342 shares of Travelzoo.com Corporation leshlexchanged for shares of Travelzoo Inc. Pritlidbdate, the remaining shares which
were available for issuance pursuant to the mexgerement were included in the issued and outstgratimmon stock of Travelzoo Inc. and
included in the calculation of basic and dilutedn@ags per share. After April 25, 2004, the Compaagsed issuing shares to the former
stockholders of Travelzoo.com Corporation, and dditeonal shares are reserved for issuance to @amydr stockholders, because their right
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to receive shares has now expired. On April 2542€@ number of shares reported as outstandingedased from 19,425,147 to
15,309,615 to reflect actual shares issued aseoéxbiration date. Earnings per share calculatiefisct this reduction of the number of she
reported as outstanding. As of June 30, 2006, tivere 15,250,479 shares of common stock outstanding

It is possible that claims may be assertedhagthe Company in the future by former stockhoddef Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@drtshares was unenforceable or
otherwise. In addition, one or more jurisdictiom&luding the Bahamas or the State of Delaware, asagrt rights to unclaimed shares of the
Company under escheat statutes. If such eschéatscdae asserted, the Company intends to challgregapplicability of escheat rights, in
that, among other reasons, the identity, residamclyeligibility of the holders in question cannetdetermined. There were certain conditions
applicable to the issuance of shares to the Netsstbckholders, including requirements that @ythe at least 18 years of age, (ii) they be
residents of the U.S. or Canada and (iii) theyapgtly for shares more than once. The Netsurfekbtiders were required to confirm their
compliance with these conditions, and were advikatfailure to comply could result in cancellatimintheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not abheerify that the applicants met the requiremeetsrred to above at the time of their
applications for issuance of shares. If claimsaamserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecieir shares expired two years following thieetive date of the merger, as provided in
the merger agreement. The Company also expeckedahe position, if escheat or similar claimsasserted in respect of the unissued share:
in the future, that it is not required to issuetsahares. Further, even if it were establisheduhetsued shares were subject to escheat claims
the Company would assert that the claimant muabésh that the original Netsurfer stockholders pbted with the conditions to issuance of
their shares. The Company is not able to predebtitcome of any future claims which might be asslerelating to the unissued shares. If
such claims were asserted, and were fully sucdesisét could result in the Company’s being requite@ issue up to an additional
approximately 4,076,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announcedgram under which it would make cash paymentstsqns who establish that they
were former stockholders of Travelzoo.com Corporgtand who failed to submit requests for shar@gavelzoo Inc. within the required
time period. The accompanying consolidated findrst@ements include a charge in general and adtrative expenses of $89,000 for these
cash payments for the six months ended June 36, @0®hich $2,000 remains as a liability as of J80e2006. The liability is based on the
number of actual requests received from formerksiolclers through June 30, 2006 which had not yehlprocessed. The total cost of this
program is not reliably estimable because it ieHam the ultimate number of valid requests rectard future levels of the Company’s
common stock price. The Compasyommon stock price affects the liability becatimeamount of cash payments under the progranmsiesx
in part on the recent level of the stock pricenatdate valid requests are received. The Compaay it know how many of the requests for
shares originally received by Travelzoo.com Corpiorain 1998 were valid, but the Company believes bnly a portion of such requests
were valid. As noted above, in order to receivenpayt under the program, a person is required &bksh that such person validly held
shares in Travelzoo.com Corporation. Assuming 1@8%e requests from 1998 were valid, former stodttérs of Travelzoo.com
Corporation holding an additional approximately®00 shares had not submitted claims under thgram as of June 30, 2006.

The merger of Travelzoo.com Corporation intavelzoo Inc. was accounted for as a combinaticantifies under common control using
“as-if pooling-of-interests” accounting. Under shinethod of accounting, the assets and liabildgfeEravelzoo.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, finangosition and cash flows of Travelzoo.com Corgiora The restated results of operations
and cash flows of Travelzoo Inc. are identical® tombined results of Travelzoo.com Corporatiah Bravelzoo Inc.

Note 2: Revenue Recognition

All revenue consists of advertising sales. éxtiging insertions are either sold by fixed-feeagements or sold by variable-fee
arrangements.
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The Company recognizes revenues in accordaiticeSecurities and Exchange Commission Staff Aatiog Bulletin (“SAB”) No. 104,
“Revenue Recognition.” Advertising revenues ar@geized in the period in which the advertisememtisplayed, provided that evidence of
an arrangement exists, the fees are fixed or detabi®e and collection of the resulting receivalsledgasonably 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 thaibh@nd end in a quarterly reporting period. In¢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 performanckdoguimber of placements delivered and undeliveseaf the reporting date. The
Company uses prices stated on its internal ratefoarmeasuring the value of delivered and undedigglacements. Fees for variable-fee
advertising arrangements are recognized basedeamutinber of impressions displayed or clicks deéidetturing the period.

Under these policies, no revenue is recognizgelss persuasive evidence of an arrangemensgededivery has occurred, the fee is fixe
determinable, and collection is deemed reasonaslyrad. The Company evaluates each of these aréeriollows:

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

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

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

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

The Company'’s standard payment terms are 8 mket. Insertion orders that include fixed-feeeaatlsing are invoiced upon acceptance of
the insertion order and on the first day of eacimtin@ver the term of the insertion order, with éxeeption offravelzoo Top 20r Newsflash
insertions, which are invoiced upon delivery. Itiger orders that include variable-fee advertising iavoiced at the end of the month. The
Company’s standard terms state that in the evenfTitavelzoo fails to publish advertisements agi§ipé in the insertion order, the liability
of Travelzoo to the client shall be limited to,Tatvelzoo’s sole discretion, a pro rata refundhef advertising fee, the placement of the
advertisements at a later time in a comparabldipasbr the extension of the term of the insertioder until the advertising is fully delivert
The Company believes that no significant obligatieist after the full delivery of advertising.

Revenues from advertising sold to clientslgibagencies are reported at the net amount bdléake agency.

Note 3: Stock-based Compensation

On January 1, 2006, the Company adopted Sémieof Financial Accounting Standards (“SFAS”) N@3 (revised 2004), “Share-Based
Payments” (“SFAS 123R”"), which addresses the adiogifior stock-based payment transactions wherebgraity receives employee
services in exchange for equity instruments, inclgaétock options. SFAS 123R eliminates the abilitaccount for stock-based
compensation transactions using the intrinsic vade¢hod under Accounting Principles Board (“APB’piion No. 25, “Accounting for
Stock Issued to Employees”, and instead generadjyires that such transactions be accounted fogsfair-value based method. The
Company has elected the modified prospective tiiansinethod as permitted under SFAS 123R, and daagly prior periods have not been
restated to reflect the impact of SFAS 123R. Thelifrexl prospective transition method requires 8tatk-based compensation expense be
recorded for all new and unvested stock optionsahaultimately expected to vest as the requisteice is rendered beginning on January 1,
2006. Stock-based compensation for awards gramiedtp January 1, 2006 is based upon the gram-@ét value of such compensation as
determined under the pro forma provisions of SFAS I3, “Accounting for Stock-Based Compensation.”
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The Company did not provide any stock-basedpamsation in fiscal years 2004, 2005, or in tRevsdnths ended June 30, 2006. In
addition, all previously issued options vested prioJanuary 1, 2002.

Option activity as of June 30, 2006 and chardyging the six months ended June 30, 2006 wei@law/s:

Weightec- Weightec-
Average Average Aggregate
Exercise Remaining Intrinsic Value
Shares Price Contractual Lifi (in thousands
Outstanding at December 31, 2( 2,211,07. $ 1.0¢
Outstanding at June 30, 20 2,211,07. $ 1.0% 4.61 year: $ 64,81
Exercisable and fully vested at June 30, 2 2,211,07 $ 1.0% 4.61 year: $ 64,81

The aggregate intrinsic value in the tablevatr@presents the total pretax intrinsic value (ifierence between the Company’s closing
stock price on the last trading day of the secarattgr of fiscal 2006 and the exercise price, mli#d by the number of in-the-money
options) that would have been received by the aptimiders had all option holders exercised thefioag on June 30, 2006. This amount
changes based on the fair market value of the Copipatock. The Company’s policy is to issue shéires the authorized shares to fulfill
stock option exercises.

Note 4: Net Income Per Share

Net income per share has been calculatedciordance with SFAS No. 128, “Earnings per Shar@siBnet income per share is computed
using the weighted-average number of common sloarssanding for the period. Diluted net income gieaire is computed by adjusting the
weighted-average number of common shares outstgfctirihe effect of potential common shares outditammduring the period. Potential
common shares included in the diluted calculatiomstst of incremental shares issuable upon theceseeof outstanding stock options
calculated using the treasury stock method.

The following table sets forth the calculatmfrbasic and diluted net income per share (in$hads, except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005

Basic net income per sha

Net income $ 3,85( $ 2,17¢ $ 7,96¢ $ 4,01C
Weighted average common sha 15,45¢ 16,25( 15,77¢ 16,24¢
Basic net income per she $ 0.2t $ 0.1: $ 0.5C $ 0.2t
Diluted net income per shat

Net income $ 3,85( $ 2,17¢ $ 7,96¢ $ 4,01C
Weighted average common sha 15,45¢ 16,25( 15,77¢ 16,24¢
Effect of dilutive securities: stock optio 1,21¢ 1,602 1,20t 1,75C
Diluted weighted average common she 16,67 17,85 16,98: 17,99¢
Diluted net income per sha $ 0.2t $ 0.12 $ 047 $ 0.2

Note 5: Stockholders’ Equity
Share Repurchases

In February 2006, Travelzoo announced a stegm@rchase program authorizing the repurchase tf G million shares of common stc
in the open market or in private transactions. Byithe six months ended June 30, 2006, the Compamthased and retired 1.0 million
shares of common stock for an aggregate price &6h2illion and completed the share repurchase ruhéeprogram. There were no shares
repurchased during the six months ended June 83, 20
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Note 6: Commitments and Contingencies

The Company leases office space in Canadan&@syr, Spain, U.K., and U.S. under operating leadgsh expire between December 31,
2006 and March 31, 2009. The future minimum leasgrents under these operating leases as of Ju2€@® total $2,551,000. The future
lease payments consist of $937,000 due in 20063%$100 due in 2007, $67,000 due in 2008, and $02de in 2009.

It is possible that claims may be assertedhagthe Company in the future by former stockhoddef Travelzoo.com Corporation seeking
to receive shares in the Company, whether basedctaim that the two-year deadline for exchangh@drtshares was unenforceable or
otherwise. In addition, one or more 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, residamclyeligibility of the holders in question cannetdetermined. There were certain conditions
applicable to the issuance of shares to the Netsatbckholders, including requirements that @ytbe at least 18 years of age, (ii) they be
residents of the U.S. or Canada and (iii) theyapptly for shares more than once. The Netsurfekbtiders were required to confirm their
compliance with these conditions, and were advikatfailure to comply could result in cancellatimintheir shares in Travelzoo.com
Corporation. Travelzoo.com Corporation was not abheerify that the applicants met the requiremeetsrred to above at the time of their
applications for issuance of shares. If claimsaaserted by persons claiming to be former stocldnsldf Travelzoo.com Corporation, the
Company intends to assert that their rights toivecieir shares expired two years following thieetive date of the merger, as provided in
the merger agreement. The Company also expeckedahe 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&sued shares were subject to escheat claims
the Company would assert that the claimant muabésh that the original Netsurfer stockholders pbted with the conditions to issuance of
their shares. The Company is not able to predebtitcome of any future claims which might be asslrelating to the unissued shares. If
such claims were asserted, and were fully sucdesisét could result in the Company’s being requite@ issue up to an additional
approximately 4,076,000 shares of common stockdoadditional payment.

On October 15, 2004, the Company announcedgram under which it would make cash paymentstsqns who establish that they
were former stockholders of Travelzoo.com Corporgtand who failed to submit requests for shar@gavelzoo Inc. within the required
time period. The accompanying consolidated findret@tements included a charge in general and aslimgtive expenses of $89,000 for tr
cash payments for the six months ended June 36, @0®hich $2,000 remains as a liability as of J80e2006. The liability is based on the
number of actual requests received from formeriiolclers through the reporting date which had méteen processed. The total cost of
program is not reliably estimable because it ieHam the ultimate number of valid requests recktard future levels of the Company’s
common stock price. The Compasyommon stock price affects the liability becatimeamount of cash payments under the progranmsix
in part on the recent level of the stock pricenatdate valid requests are received. The Compaay it know how many of the requests for
shares originally received by Travelzoo.com Corpiorain 1998 were valid, but the Company believes bnly a portion of such requests
were valid. As noted above, in order to receivenpayt under the program, a person is required &bish that such person validly held
shares in Travelzoo.com Corporation. Assuming 1@8%e requests from 1998 were valid, former stodttérs of Travelzoo.com
Corporation holding approximately 4,076,000 shé#wad not submitted claims under the program.

Note 7: Segment Reporting and Significant Customenformation

The Company manages its business geographaadl has two operating segments: North AmericaEandpe. North America consists of
the Company’s operations in the U.S. and Canadagewonsists of the Company’s operations in the€ lGermany, and Spain. The
Company began operations in Europe in May 2005.

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

The following is a summary of operating resalhd assets (in thousands) by business segment:
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Three months ended June 30, 2C North Americi Europe Eliminatior Consolidate
Revenue from unaffiliated custome $ 16,61¢ $ 74z $ — $ 17,35¢
Intersegment revent 42 1 (43 —
Total net revenue 16,65¢ 743 (43) 17,35¢
Operating income (lost 7,481 (499 — 6,987
Three months ended June 30, 2C North Americ:i Europe Eliminatior Consolidate
Revenues from unaffiliated custom: $  12,24¢ $ 9 $ — $ 12,25¢
Intersegment revenu 14 — (14) —
Total net revenue 12,26: 9 (14) 12,25¢
Operating income (los! 3,92¢ (1749) — 3,75¢
Six months ended June 30, 20 North Americi Europe Eliminatior Consolidate
Revenues from unaffiliated custom: $ 32,98( $ 1,307 $ — $ 34,28
Intersegment revenu 113 2 (115) —
Total net revenue 33,09: 1,30¢ (11%) 34,28
Operating income (lost 14,90¢ (9549) — 13,95
Six months ended June 30, 20 North Americi Europe Eliminatior Consolidate
Revenues from unaffiliated custom: $ 2347¢ $ 9 $ — $ 23,48]
Intersegment revenu 14 — (14) —
Total net revenue 23,49: 9 (14) 23,48:
Operating income (los! 7,341 (17%) — 7,16¢
As of June 30, 200 North Americi Europe Eliminatior Consolidate
Property and equipment, n $ 14& $ 39 $ — $ 184
Total asset 37,59: 1,34: (3,099 35,84
As of December 31, 20( North Americi Europe Eliminatior Consolidate
Property and equipment, n $ 13¢ $ 20 $ — $ 15¢
Total asset 56,19’ 74€ (1,487 55,45;

Revenue for each segment is recognized frenhoitations within a designated geographic regiosccordance with SAB 104. Property
and equipment are attributed to the geographioregi which the assets are located.

Significant customer information is as follaws

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

Customer 2006 2005 2006 2005 2006 2005
Cendant Corporatio 19% 10% 16% 11% 26% 15%
Expedia, Inc 15% * 14% * 21% *
Sabre Holdings Corporatic * 17% * 17% * 13%

* Less than 109

The agreements with these customers are ifothreof multiple insertion orders from groups oftities under common control, in either
the Company’s standard form or in the customenrsfo
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Note 8: Comprehensive Income

Comprehensive income consists of two compan@et income and other comprehensive income (I&tker comprehensive income
(loss) refers to gains and losses that under ginacepted accounting principles are recordednaslement of stockholders’ equity but are
excluded from net income. The Company’s other ca@m@nsive income (loss) is comprised of foreigneney translation adjustments.

Note 9: Foreign Currency

Realized gains and losses from foreign cugréransactions are recognized as gain or loss i@igio currency. The Company does not use
any derivatives for hedging or speculative purposes

Note 10: Recent Accounting Pronouncements

In July 2006, the Financial Accounting StanidaBoard (“FASB”) issued Interpretation No. 48, ‘@acinting for Uncertainty in Income
Taxes” (“FIN 48"). FIN 48 clarifies the accountiagd reporting for income taxes recognized in acmoecd with SFAS No. 109, “Accounting
for Income Taxes.” This Interpretation prescribemmprehensive model for the financial statemecagaition, measurement, presentation
and disclosure of uncertain tax positions takeexpected to be taken in income tax returns. Theg2myis currently evaluating the impact
of FIN 48. The Company will adopt this Interpretatin the first quarter of 2007.

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

The information in this report contains forddooking statements within the meaning of Sec#@A of the Securities Act of 1933, as
amended, and Section 21E of the Securities ExchAogef 1934, as amended. Such statements are basedcurrent expectations,
assumptions, estimates and projections about Taewelnd our industry. These forward-looking stateimiare subject to the many risks and
uncertainties that exist in our operations andregs environment that may cause actual result®rpence or achievements of Travelzoo to
be different from those expected or anticipatethenforward-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”|"wW#ghould”, “estimates”, “predicts”,
“potential”, “continue”, “strategy”, “believes”, ‘’icipates”, “plans”, “expects”, “intends”, and slar expressions are intended to identify
forward-looking statements. Travelzoo’s actual lssand the timing of certain events could diffgméficantly from those anticipated in such
forward-looking statements. Factors that might eaarscontribute to such a discrepancy include goeitnot limited to, those discussed
elsewhere in this report in the section entitledskR-actors” and the risks discussed in our otlt&€ 8lings. The forward-looking statements
included in this report reflect the beliefs of enanagement on the date of this report. Travelzaeakes no obligation to update publicly

any forward-looking statements.

Overview

Travelzoo is an Internet media company. Wdighltravel offers from hundreds of travel compani&s the Internet is becoming
consumers’ preferred medium to search for travielrsf we provide airlines, hotels, cruise lines;ateon packagers, and other travel
companies with a fast, flexible, and cost-effectivagy to reach millions of users. While our prodymtsvide advertising opportunities for
travel companies, they also provide Internet ugdlits a free source of information on current saled specials from hundreds of travel
companies.

Our publications include thigravelzooWeb sites (www.travelzoo.com, www.travelzoo.ca, amdv.travelzoo.co.uk), th&ravelzoo Top
20 e-mail newsletter, and thi¢ewsflaste-mail product We also operat8uperSearcha pay-per-click travel search engine. More thdd 5
travel companies purchase our advertising services.

Our revenues are advertising revenues, camgist listing fees paid by travel companies toextige their offers on th€ravelzooweb
sites, in thélravelzoo Top 2@-mail newsletter, in thewsflaste-mail product, and iSuperSearcha pay-per-click travel search engine.
Revenues are principally generated from the sasgleértising in the U.S. Listing fees are baseglanement, number of listings, number of
impressions, or number of clickthroughs. Smallereatising agreements — typically $4,000 or lessrmpenth — typically renew
automatically each month if they are not termindtgdhe client. Larger agreements are typicallgtesd to advertising campaigns and are not
automatically renewed.

We have two operating segments based on galnigreegions: North America and Europe. North Arcargonsists of our operations
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in the U.S. and Canada. Europe consists of ouratipes in the U.K., Germany, and Spain. As of J8@e2006, European operations were
less than 5% of our total revenues.

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

. Growth of number of subscribers of the Com(’s newsletters and page views of the homepage® TravelzocWeb sites
. Growth in revenues in the absolute and relativiaéogrowth in reach of the Comp¢'s publications
. Operating margin; an

. Revenue per employee as a measure of produci

Critical Accounting Policies

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

Revenue Recognition

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

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

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

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

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

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

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

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

On October 15, 2004, we announced a prograterumhich we would make cash payments to persomsestablish that they were former
stockholders of Travelzoo.com Corporation, and fdied to submit requests for shares in Travelzao within the required time period. We
account for the cost of this program as an expes@rded in general and administrative expenses ulthmate total cost of this program is
not reliably estimable because it is based on Ifi@ate number of valid requests received and tutavels of the Company’s common stock
price. The Company’s common stock price affectditii#lity because the amount of cash payments uthgeprogram is based in part on the
recent level of the stock price at the date valigliests are received. We do not know how manyeofdfyuests for shares originally received
by Travelzoo.com Corporation in 1998 were valid. Bédieve that only a portion of such requests wall. In order to receive payment
under the program, a person is required to estatiiet such person validly held shares in Travetzwo Corporation.

Since the total cost of the program is ndaldy 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. Pleaderrto Note 6 to our unaudited condensed cons@difihancial statements for further details
about our liabilities to former stockholders.

Results of Operations

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

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Revenue: 10C% 100% 100% 100%
Cost of revenue _2 _2 _2 _2
Gross profit 98 98 98 98
Operating expense
Sales and marketir 46 50 44 48
General and administrati\ 12 17 14 20
Total operating expens 58 _67 58 68
Income from operatior 40 31 40 30
Other income and expenses, 2 2 2 2
Income before income tax 42 33 42 32
Income taxe: 20 15 18 15
Net income 22% 18% 23% 17%

For the six months ended June 30, 2006, werteghincome from operations of approximately $Imillion. As of June 30, 2006, we had
retained earnings of approximately $25.7 milliomr @perating margin increased to 40.7% of saleshif®six months ended June 30, 2006
from 30.5% for the same period last year. The maéison for this increase in our operating margthas our general and administrative
expenses as a percentage of revenue did not iecatdise same rate as our revenues due to a dedangag number of requests received
related to a program under which the Company irg¢adnake cash payments to former stockholdersadfelzoo.com Corporation, who
failed to submit requests for shares in Travelauo Within the required time period.

We do not know whether our general and adinatise expenses as a percentage of revenue wlinte to decrease in future periods.
Our general and administrative expenses may fltettepending on the number of requests receivaterketo a program under which the
Company intends to make cash payments to formekistdders of Travelzoo.com Corporation, who failedubmit requests for shares in
Travelzoo Inc. within the required time period.addition, we expect that we will incur significeexpenses in 2006 in order to allow
management to report on, and our independent asddattest to, our internal controls over finahceporting, as required by Section 404
the Sarbanes-Oxley Act of 2002 (“SOX”). At this &rthe total cost is not reliably estimable asiit me dependent on the number of areas
requiring improvement and the extent of any requiremediation efforts as well as growth of ouring&tional operations.
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We do not know whether our marketing expeases percentage of revenue will continue to deergefuture periods. Increased
competition in our industry and increases in therage cost of acquiring a new subscriber (see ‘Sildes Acquisition’below) could force u
to increase our marketing expenses as a perceotageenue. Further, marketing expenses from gatesiy to replicate our business model
in selected foreign markets may have a materiati@gvimpact on our results of operations.

The increase in other income from approxinya$&73,000 in the six months ended June 30, 20@ppooximately $652,000 in the six
months ended June 30, 2006 represents interegtideamthe Company’s cash, cash equivalents, arrt-sm investments.

Reach

The following table sets forth the number wbscribers of each of ourreail publications in both North America and Eur@seof June 3(
2006 and 2005 and the total number of page viewthtohomepages of tAgavelzooWeb sites in both North America and Europe fordixe
months ended June 30, 2006 and 2005. Managemesitieosithe page views for tiieavelzochomepages as indicators for the growth of
Web site traffic. Management reviews these nonriife metrics for two reasons: First, to monitor ptogress in increasing the reach of our
products. Second, to evaluate whether we are aldertvert higher reach into higher revenues.

June 30, Year-over-Year
2006 2005 Growth
Subscribers
North America
Travelzoo Top 2! 9,540,00! 8,411,001 13%
Newsflast 7,163,00! 5,344,001 34%
Europe
Travelzoo Top 2! 499,00( N/A N/A
Newsflast 399,00( N/A N/A
Six Months Ended
June 30, Year-over-Year
2006 2005 Growth*
Page views of homepagesTravelzocWeb sites
North America 20,268,00 20,800,00 -3%
Europe 1,516,00! N/A N/A

* The comparability of year-over-year changepade views of the homepagesloévelzooWeb sites may be limited due to the design
and navigation of the Web sites. Additionally, thereased use of security software has adversidgtaefl the tracking of page views of
the homepage:

The Company'’s revenues for North America fa $ix months ended June 30, 2006 increased byfrtifthe same period last year. The
number of subscribers of tAeavelzoo Top 2@-mail newsletter increased by 13% for North Ameeaod page views of the homepages of the
TravelzooNorth America Web sites decreased by 3% as shouheitable above. Management believes that thefdathe six months ended
June 30, 2006 and 2005 indicate that the Compasyabiz to generate higher revenues as total reackaised.

Revenues

Our total revenues increased to $17.4 milf@rthe three months ended June 30, 2006 from &1h2l®n for the three months ended
June 30, 2005. This represents an increase of @2#ttotal revenues increased to $34.3 million fier $ix months ended June 30, 2006 from
$23.5 million for the six months ended June 30,20tis represents an increase of 46%.
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12% of our revenue growth in the six monthdezhJune 30, 2006 compared to the six months ehdea 30, 2005 came from our
operations in Europe. The remaining 88% came franoperations in North America (i.€ravelzooWeb sitesTravelzoo Top 2@ewsletter,
NewsflastandSuperSearch and is attributed to an increase in our advegisates for our existing products and an incréasiee number of
clients and the volume of advertising sold. Appnaaiely 20% of our revenue growth in the six morghiqd ended June 30, 2006 compared
to the six months ended June 30, 2005 is attribistesh increase in our advertising rates for oustarg products. Due to the increase in the
reach of our publications, we increased the priceadvertising placements in our publications warage by approximately 13% as of
January 1, 2006. Approximately 68% of our revenuewh in the period ended June 30, 2006 comparéuktsix months ended June 30,
2005 is attributed to an increase in the numbetiefts and an increase in the volume of advegismid to existing clients.

As discussed in Note 7 in the notes to theleared financial statements, two clients each axteddor 10% or more of our total revenues
during the three and six months ended June 30, @0@@une 30, 2005. No other clients accounted@®s or more of our total revenues
during the three and six months ended June 30, @00@005. The agreements with these clients ateiform of multiple insertion orders
from groups of entities under common control. Maragnt expects revenue concentration to remaireatutrent level in the foreseeable
future because there is a high concentration irotii@e travel agency industry.

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

We believe that we can increase our advedtisates only if the reach of our publications irmses. We do not know if we will be able to
increase the reach of our publications. We belteaéwe can sell more advertising only if the mafke online advertising continues to grow
and if we can maintain or increase our market sh&ebelieve that the market for online advertistogtinues to grow. We do not know if
we will be able to maintain or increase our magtare. We historically have increased the numbeli@fits in every year since inception.
do not know if we will be able to increase the nembf clients in the future.

Average annualized revenue per employee iseteto $926,000 for the three months ended Jun208®, from $817,000 for the three
months ended June 30, 2005.

Cost of Revenues

Cost of revenues consists of network expenselsiding fees we pay for co-location serviceqréeiation of network equipment, and
salary expenses associated with network operasi@afis Our cost of revenues increased to $286,00¢he three months ended June 30, 2006
from $224,000 for the three months ended June @BT5.20ur cost of revenues increased to $551,00thésix months ended June 30, 2006
from $404,000 for the six months ended June 305286 a percentage of revenue, cost of revenuesineah the same, 2%, for the six
months ended June 30, 2006 and for the six momithsdeJune 30, 2005. The increase in cost of regenuée six months ended June 30,
2006 compared to the six months ended June 30,\288%rimarily due to an increase in salary expeassociated with our network
operations staff.

Operating Expenses
Sales and Marketing

Sales and marketing expenses consist primafriggvertising and promotional expenses, salapgesges associated with sales and
marketing staff, conference expenses, and pulltioas expenses. Sales and marketing expensesased to $7.9 million for the three
months ended June 30, 2006 from $6.2 million ferttiree months ended June 30, 2005. Sales andtimgrkepenses increased to
$15.0 million for the six months ended June 30,6200m $11.2 million for the six months ended J@0e2005. The increase in sales and
marketing expenses was primarily due to increasesli advertising campaigns. The goal of our adsiag was to acquire new subscribers
for our e-mail products and to increase brand amese forTravelzoo. For the six months ended June 30, 2006 and 2@0®rtising expens:
accounted for 74% and 77%, respectively, of satésnaarketing expenses. Advertising activities dyitimese periods consisted primarily of
online advertising. The increase in sales and niiadkexpenses in the six months ended June 30, @®pared to the six months ended
June 30, 2005 was also due to an increase in heatdlobour sales force.
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Our goal is to increase our revenues from didieg sales. One important factor that drives wenues is our advertising rates. We
believe that we can increase our advertising matdsif the reach of our publications increasesoilder to increase the reach of our
publications, we have to acquire a significant nanmdf new subscribers in every quarter and continygomote our brand. Therefore, as a
trend, we expect our sales and marketing expensasrease in dollar amount from the current leVéle main factor that impacts our
advertising expenses is the average cost per dgguisf a new subscriber. We believe that the agercost per acquisition depends mainl
the advertising rates which we pay for media boys,ability to manage our subscriber acquisitidiore$ successfully, and the degree of
competition in our industry.

In May 2005, we began operations in EuropeaA®nd, the expansion of our business in Euregepected to result in a significant
additional increase in dollar amount in our salaes marketing expenses in the foreseeable future.

We may significantly increase our sales andketang expenses related to advertising campaigngravelzodfor a certain period if we s
a unigue opportunity for a brand marketing campaigifi we find it necessary to respond to incredsehd marketing by a competitor. In
addition, our plan to expand into other regional$® expected to result in a significant additianatease in our sales and marketing expense:
in the foreseeable future.

General and Administrative

General and administrative expenses consisiapity of compensation for administrative and axtee staff, fees for professional servic
rent, bad debt expense, amortization of intangaskets and general office expense. General andhisthative expenses remained the same,
$2.1 million, for the three months ended June 8062and 2005. General and administrative expemseained the same, $4.7 million, for the
six months ended June 30, 2006 and 2005.

In the six months ended June 30, 2006 and,2888Company recorded expenses of $89,000 andillidn, respectively, related to a
program under which the Company makes cash payrefasmer stockholders of Travelzoo.com Corpomatiwho failed to submit requests
for shares in Travelzoo Inc. within the requireddiperiod. The expenses are based on the numbetua valid claims received and the
Company’s stock price. The Company cannot relialslymate future expenses incurred under this pnodpecause it is based on the number
of valid requests received and future levels ofGeenpany’s common stock price.

We expect that we will incur significant exiges in 2006 in order to allow management to reproreind our independent auditors to attest
to, our internal controls over financial reportirag, required by Section 404 for the Sarbanes-Qxigyf 2002 (“SOX”").At this time, the tot:
cost is not reliably estimable as it will be depemidon the number of areas requiring improvemedtthe extent of any required remediation
efforts as well as growth of our international giems. The Company has expensed approximately,8@4nd $483,000, respectively, of
audit fees and third-party SOX compliance costhi@six months ended June 30, 2006 and 2005.

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

We expect our planned expansion into foreigmkets to result in a significant additional incgedn our general and administrative
expenses.
Subscriber Acquisitior

The table set forth below provides for eacartpr in 2003, 2004, 2005, and the first six momth2006, an analysis of our average cost for
acquisition of new subscribers for otravelzoo Top 2@ewsletter and oudewsflashe-mail alert service for our operating segmentstiNo
America and Europe.

The table includes the following data:

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

. New Subscribers: Total new subscribers who sigmefbuat least one of ou-mail publications throughout the quarter. This is
an unduplicated subscriber number, meaning a sblesarho signed up for two or more of our publioas is only counted
once.
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. Unsubscribes: Subscribers who were removed frontist throughout the quarter either as a resuheir requesting removal,
or based on periodic list maintenance after werdeted that the-mail address was likely no longer val

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

North America:

Average Cost per
Acquisition of a New

Period Subscriber New Subscribers Unsubscribes Balance
Q1 2003 $1.62 693,87 (213,42) 3,962,62!
Q2 2003 $1.5¢ 924,90:. (172,40 4,715,12.
Q3 2003 $1.52 1,108,04! (248,96¢) 5,574,20!
Q4 2003 $2.17 869,28t (240,90) 6,202,58.
Q1 2004 $2.2: 920,06: (185,15) 6,937,49
Q2 2004 $2.5¢ 858,89 (634,707 7,161,69:
Q3 2004 $1.2¢ 1,298,96. (602,629 7,858,022
Q4 2004 $1.7C 694,02t (406,319 8,145,73
Q1 2005 $2.5¢ 659,45¢ (475,93)) 8,329,25!
Q2 2005 $2.62 806,73« (533,109 8,602,88.
Q3 2005 $3.1¢ 740,76¢ (422,86%) 8,920,78:
Q4 2005 $2.41 729,46( (273,389 9,376,85.
Q1 2006 $2.54 714,64 (317,94) 9,773,55!
Q2 2006 $2.11 737,73! (532,679 9,978,60!
Europe:
Average Cost per
Acquisition of a New
Period Subscriber New Subscribers Unsubscribes Balance
Q3 2005 $1.65 127,85 (5,579 140,15
Q4 2005 $2.02 174,51 (16,899 297,76
Q1 2006 $2.1¢ 143,66 (16,837 424,60.
Q2 2006 $2.6¢ 129,43i (34,07() 519,97.

In North America, we have noted a trend of@asing cost per new subscriber over the last fsavsy driven by a gradual increase in or
advertising rates by our media suppliers as welh@a®ased activity from competitors using simflaims of online advertising for their own
marketing efforts. The decline in new subscribeyugsition costs in North America in Q3 2004 and ZD05 reflects the effect of new
advertising campaigns which were tested at that.thie do not consider the decline in new subscibsts to be indicative of a longer-term
trend, or to indicate that our subscriber costdikedy to stay at this level or are likely to dewd further.

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

We have presented the business segmentsikdhin 10-Q based on our organizational structsief dune 30, 2006.

North America

Three Months Ended June 30, Six Months Ended June 30,
2006 2005 % Change 2006 2005 % Change
(In thousands (In thousands
Net revenue: $16,65¢ $12,26: 36% $33,09: $23,49: 41%
Income from operatior 7,481 3,92¢ 9% 14,90¢ 7,341 105%
Income from operations as a % of
revenue: 45% 32% 40% 45% 31% 44%

In North America, revenues increased 41% @nfittst six months of 2006 compared to the sam&g@én 2005. The North America
revenue growth was driven by the increase of atbiegtrates, additions of new clients and increagezhding from existing clients.

Income from operations for North America gseacentage of revenue in the six months ended 3@n2006 increased by 14 percentage
points. This was due primarily to a 7 percentagetmtecrease in general and administrative expeingde six months ended June 30, 2006
compared to the same period last year. Generahdmihistrative expenses for North America decreaséd.1 million in the six months
ended June 30, 2006 compared to $4.6 million irstimee period last year. This $522,000 decreasermaarily due to a $1.0 million
decrease in expenses related to a program undehwte Company makes cash payments to people vidlolieh they were former
stockholders of Travelzoo.com Corporation, and failed to submit requests to convert their shamés Travelzoo Inc. within the required
time period, offset by a $203,000 increase in belat éxpense and a $191,000 increase in audit aXdcBMpliance fees.

Europe
Three Months Ended June 30, Six Months Ended June 30,
2006 2005 % Change 2006 2005 % Change
(In thousands (In thousands
Net revenue: $ 742 $ 9 8,156% $1,30¢ $ 9 14,445
Loss from operation (499 (174) 184% (9549) (175 445%
Loss from operations as a % of
revenue: 66% 1,93% -97% 73% 1,94%% -96%

In Europe, revenues increased $1.3 milliothénfirst six months of 2006 compared to the saered in 2005. We began operations in
Europe in May 2005.

Our loss from operations in Europe was $952j8Ghe six months ended June 30, 2006 compar®#i 26,000 in the six months ended
June 30, 2005. This was primarily due to salesmarketing expenses related to the acquisition b$atibers and Web site traffic.

Income Taxes

We recorded income tax provisions of $3.5iomlland $1.8 million for the three months endedeJ8®, 2006 and June 30, 2005,
respectively. We recorded income tax provision$@&6 million and $3.5 million for the six monthsded June 30, 2006 and June 30, 2005,
respectively. Our income is generally taxed inth8. and our income tax provisions reflect fedaral state statutory rates applicable to our
levels of income and expenses, adjusted to takeaittount expenses that are treated as havingcognigable tax benefit. For the six months
ended June 30, 2006, our effective tax rate wes¥45Expenses of $89,000 related to a program umbieh the Company makes cash
payments to former stockholders of Travelzoo.comp@@tion, who failed to submit requests for shameBravelzoo Inc. within the required
time period, were treated as having no recogniz@sdenefit. Further, a loss of $954,000 from @perations in Europe was treated as
having no recognizable tax benefit.

We expect that our effective tax rate in fetperiods may fluctuate depending on the total arhofiexpenses representing payments to
former stockholders, from losses or gains incubrgdur European operations and Canadian operatieiased European and Canadian tax
liabilities and corresponding U.S. tax creditsanfy.
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During the six months ended June 30, 26@5Company realized a tax benefit of $396,00tnupe exercise of stock options by a
director. The tax benefit reduced the Company’sine tax payable and increased additional paid{italeby this amount.

Liquidity and Capital Resources

As of June 30, 2006, we had $25.1 millionasttand cash equivalents and short-term investm@ash and cash equivalents and short-
term investments decreased from $44.4 million onebwber 31, 2005 primarily as a result of cash uséidancing as explained below. We
expect that cash on hand and cash flows genenateddperations will be sufficient to provide for ikng capital needs for at least the next
12 months.

Net cash provided by operating activitiesha six months ended June 30, 2006 was $9.0 milNeh cash provided by operating activities
in the six months ended June 30, 2005 was $5.iomilln the six months ended June 30, 2006, nét pesvided by operating activities
resulted primarily from net income and an increéasaccounts payable and deferred revenue and aakexin accounts receivable. In the six
months ended June 30, 2005, net cash provided dmatipg activities resulted primarily from net imee and an increase in accounts payable
and accrued expenses offset by an increase in aiscaceivable.

Net cash provided by investing activities W&s3 million in the six months ended June 30, 200&.cash used in investing activities was
$9.8 million during the six months ended June 3®32 In the six months ended June 30, 2006, nétmawided by investing activities was
from the sale of short-term investments offseth®ygurchase of short-term investments and for eagniy purchases. In the six months ended
June 30, 2005, net cash was used in investingitesifor the purchase of short-term investments eguipment purchases offset by the sale
of short-term investments.

Net cash used in financing activities was $28illion during the six months ended June 30, 2008 cash used in financing activities was
$89,000 during the six months ended June 30, 2605e six months ended June 30, 2006, net cashindmancing activities resulted from
the repurchase of common stock by the Companydrsitx months ended June 30, 2005, net cash udednting activities resulted
primarily from related costs from the issuanceahmon stock in 2004.

Our capital requirements depend on a numb&aabérs, including market acceptance of our preglaad services, the amount of our
resources we devote to development and launchvofoneducts, cash payments to former stockholdefg@afelzoo.com Corporation,
expansion of our operations, and the amount of@asurces we devote to promoting awareness ofdnelzoobrand. Since the inception of
the program under which we would make cash payntergsrsons who establish that they were formerkstolders of Travelzoo.com
Corporation, and who failed to submit requestsofarshares within the required time period, we haearred expenses of $2.5 million.
While future payments for this program are expettedecrease, the total cost of this program iswstdeterminable because it is dependent
on our stock price and on the number of claimsndtely received. Consistent with our growth, weehaxperienced a substantial increase in
our sales and marketing expenses since inceptighywa anticipate that these increases will contfiou¢he foreseeable future. We believe
cash on hand and generated during those periobbenslufficient to pay such costs. In addition,wit continue to evaluate possible
investments in businesses, products and techneslatjie consummation of any of which would increasecapital requirements.

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

We expect that cash on hand will be sufficterfinance the growth of our European operations.
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The following summarizes our principal contted commitments as of June 30, 2006 (in thousands)

2006 2007 2008 2009 Thereafter Total
Operating lease $ 937 $ 1,63t $ 67 $ 12 $ — $ 2,551
Purchase obligatior 57 8 — — — 65
Total commitment: $ 994 $ 1,548 $ 67 $ 12 $ = $ 2,61¢

RISK FACTORS

Investing in our common stock involves a high degrferisk. Any or all of the risks listed belowvesll as other variables affecting our
operating results could have a material adverseatfbn our business, our quarterly and annual opegaresults or financial condition,
which could cause the market price of our stocttetdline or cause substantial volatility in our stqurice, in which event the value of your
common stock could decline. You should also keegethisk factors in mind when you read forward-lngkstatements.

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

Although we have been profitable in the ptmtre is no assurance that we will continue torodéitable. We forecast our future expense
levels based on our operating plans and our estgratfuture revenues. We may find it necessagjgnificantly accelerate expenditures
relating to our sales and marketing efforts or otl&e increase our financial commitment to creating maintaining brand awareness among
Internet users and travel companies. If our revemuew at a slower rate than we anticipate, ouifspending levels exceed our expectations
or cannot be adjusted to reflect slower revenua/tirowe may not generate sufficient revenues ttagugrofitability. If our operations in
Europe and our expected expansion into other regiothe future incur significant losses, this wabult in a significant negative impact on
our results of operations. In this case, the vafube shares of Travelzoo could be reduced.

Fluctuations in our operating results may negatiyeimpact our stock price.

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

. mismatches between resource allocation and clemiatd due to difficulties in predicting client derdan a new marke
. changes in general economic conditions that coffédtamarketing efforts generally and online maikgtefforts in particular
. the magnitude and timing of marketing initiativesluding our expansion efforts in other regic

. the introduction, development, timing, compedtjpricing and market acceptance of our productssendces and those of our
competitors

. our ability to attract and retain key personi

. our ability to manage our anticipated growth angassion;

. our ability to attract traffic to our Web site

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

. payments which we may make to previous stockhmsldeTravelzoo.com Corporation who failed to subraguests for shares in
Travelzoo Inc. within the required time peric
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In addition, we may significantly increase operating expenses related to advertising campdaravelzodfor a certain period if we
see a unique opportunity for a brand marketing aagmpor if we find it necessary to respond to iased brand marketing by a competitor.

If revenues fall below our expectations in aarter and we are unable to quickly reduce oeraing expenses in response, our Oper:
results would be lower than expected and our stoicke may fall.

We depend on two clients for a substantial partoofr revenues.

In the three months ended June 30, 2006, lients accounted for 19% and 15% of our revenwespactively. In the six months ended
June 30, 2006, two clients accounted for 16% afd @four revenues, respectively. The agreementstivise clients are in the form of
multiple insertion orders from groups of entitiegler common control, in either the Company’s stash@am or in the cliens form. The los
of any significant client may result in a signifitadecrease in our revenues, which could have arrabadverse effect on our business.

Our business model may not be adaptable to a chaggharket.

Our current revenue model depends on advagtfeies paid by travel companies. If current ciedegcide not to continue advertising their
offers with us and we are unable to replace theth méw clients, our business may be adversely i@ffledo be successful, we must provide
online marketing solutions that achieve broad niaskeeptance 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 isqumtcessful, our business could be materially adeedfected.

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 arditeig growth from the cash flow generated
from our operations and our retained earnings. Hewehese sources may not be sufficient to meeheeds. We may not be able to obtain
financing on commercially reasonable terms, ofllat a

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

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

Our business may be sensitive to recessions.

The demand for online advertising may be lihieethe level of economic activity and employmienthe U.S. and abroad. Specifically, «
business is dependent on the demand for onlineréglag from travel companies. The last recessiecrelased consumer travel and caused
travel companies to reduce or postpone their madkspending generally, and their online marketpgnding in particular. In case of ano
recession, our business and financial conditiondcba materially adversely affected.
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Our operations could be significantly hindered blyet occurrence of a natural disaster or other catagthic event.

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

Technological or other assaults on our service cdilarm our business.

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

Risks Related to Our Markets and Strategy

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

We believe that continuing to build awarenafsthe Travelzodbrand name is critical to achieving widespread pizo&e 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 resultrdfranding efforts, or encounter legal obstaclegkprevent 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 terroagacks on the U.S. in 2001 have a negative immatihe travel industry. We are not in a
position to evaluate the net effect of these cirstamces on our business. In the longer term, osinbsis might be negatively affected by
financial pressures on the travel industry. Howgwar business may also benefit if travel compaimesease their efforts to promote special
offers or other marketing programs. If such eveessilt in a long-term negative impact on the trandustry, such impact could have a
material adverse effect on our business.

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

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

We may lose business if we fail to keep pace watpidly changing technologies and clients’ needs.

Our success is dependent on our ability teelbgwvnew and enhanced software, services and dghadelucts 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 ourcsss include:

. rapidly changing technology in online advertisi
. evolving industry standards, including both forraatide factcstandards relating to online advertisi
. developments and changes relating to the Inte

. competing products and services that offer incret&sectionality; anc
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. changes in travel company and Internet user remeings.

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

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

Our future success depends on our abilityttaa, train, motivate and retain highly skilleshgloyees. We may be unable to retain our
skilled employees, or attract, assimilate and netéter 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 retainirlgghly skilled employees with appropriate
qualifications. If we are unable to hire and retshilled personnel, our growth may be restrictediclv could adversely affect our future
success.

We may not be able to effectively manage our expagaperations.

Since the commencement of our operations,ave experienced a period of rapid growth. In otdexxecute our business plan, we must
continue to grow significantly. As of June 30, 200& had 75 employees. We expect that the numbaurodmployees will continue to
increase for the foreseeable future. This growthgiaced, and our anticipated future growth withthaue to place, a significant strain on our
management, systems and resources. We expectahaillvneed to continue to improve our financialananagerial controls and reporting
systems and procedures. We will also need to ceatio expand and maintain close coordination ansemgales, production, marketing, IT,
and finance departments. We may not succeed ie #fésrts. Our inability to expand our operationsn efficient manner could cause our
expenses to grow disproportionately to revenuestexenues to decline or grow more slowly than etgxand could otherwise have a
material adverse effect on our business.

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

In May 2005, we began operations in the UrkEFébruary 2006, we began operations in Germaniptii 2006, we began operations in
Canada. In July 2006, we began operations in S@ainplan is to expand into other regions in thtere. In addition to uncertainty about our
ability to generate net income from our foreignmpens and expand our international market pasitibere are certain risks inherent in d«
business internationally, including:

. trade barriers and changes in trade regulat

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

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

. potentially adverse tax consequent

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

We compete for advertising dollars with latgernet portal sites, such as America Online, M8 Yahoo!, that offer listings or other
advertising opportunities for travel companies. Seheompanies have significantly greater finantéahnical, marketing and other resources
and larger client bases. We also compete with beargines like Google and Yahoo! Search that qfésrper-click listings. In addition, we
compete with newspapers, magazines and otheritmaaitmedia companies that provide online advergisipportunities. We expect to face
additional competition as other established andrgimg companies, including print media companieseiethe online advertising market.
Competition could result in reduced margins onsmirvices, loss of market share or less usg®felzooby travel companies and consumers.
If we are not able to compete effectively with eumtror future competitors as a result of theseathdr factors, our business could be
materially adversely affected.
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Loss of any of our key management personnel cousyatively impact our busines

Our future success depends to a significarengon the continued service and coordinationunfroanagement team, particularly Ralph
Bartel, our Chairman, President, Chief Executivéd@f and Chief Financial Officer. The loss or depee of any of our officers or key
employees could materially adversely affect oulitglto implement our business plan. We do not rteinkey person life insurance for any
member of our management team. In addition, we@xpEv members to join our management team inuthed. These individuals will not
previously have worked together and will be reqiiit@ become integrated into our management teaourlkey management personnel are
not able to work together effectively or succesgfidur business could be materially adverselycéfd.

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

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

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

The trading price of our common stock has lamhmay continue to be subject to wide fluctuaidduring the six months ended June 30,
2006, the sales price of our common stock on th&BAQ National Market ranged from $16.50 to $5208r stock price may fluctuate in
response to a number of events and factors, sughaaterly variations in operating results; ann@ments of technological innovations or
new products by us or our competitors; changemantial estimates and recommendations by secustialysts; 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, gr@market prices for Internet-related companigzairticular, 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 operapi@dgormance.

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and whous Chairman of the Board, President, Chief Exgeudfficer and Chief Financial
Officer, is our largest stockholder, holding beoigily, as of August 1, 2006, approximately 63%oaf outstanding shares with options to
increase his percentage ownership to 68% on adlilllyed basis. Through his share ownership, lie ésposition to control Travelzoo and to
elect our entire board of directors.
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Risks Related to Legal Uncertainty

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

To date, governmental regulations have noenly restricted use of the Internet in our maskélowever, the legal and regulatory
environment that pertains to the Internet is urmderand may change. Uncertainty and new regulaton&l increase our costs of doing
business, prevent us from delivering our 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:

 user privacy

« ant-spam legislation

e consumer protectior

» copyright, trademark and patent infringeme

* pricing controls

 characteristics and quality of products and sesy

» sales and other taxes; a

 other claims based on the nature and content efrlat materials

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

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

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

The merger of Travelzoo.com Corporation itit® €Company became effective on April 25, 2002. I8tolders of Travelzoo.com
Corporation were allowed a period of two yearsdwihg the effective date to receive shares in them@any. After April 25, 2004, two years
following the effective date, we ceased issuingahito the former stockholders of Travelzoo.comp@uation. Many of the “Netsurfer
stockholders,” who had applied to receive sharesa¥elzoo.com Corporation in 1998 for no cash meration, did not elect to receive their
shares which were issuable in the merger priongécend of the twgear period. A total of 4,076,000 of our sharesolthiad been reserved
issuance in the merger were not claimed.
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It is possible that claims may be asserteéhagas in the future by former stockholders ofvialaoo.com Corporation seeking to receive
our shares, whether based on a claim that the dao-geadline for exchanging their shares was unegdible or otherwise. In addition, one or
more jurisdictions, including the Bahamas or theté&of Delaware, may assert rights to unclaimedeshander escheat statutes. If such
escheat claims are asserted, we intend to chalkieggpplicability of escheat rights in that, amartiger reasons, the identity, residency and
eligibility of the holders in question cannot baatenined. There were certain conditions applicabline issuance of shares to the Netsurfer
stockholders, including requirements that (i) theyat least 18 years of age, (ii) they be residefntise U.S. or Canada and (iii) they not apply
for shares more than once. The Netsurfer stockh®ldere required to confirm their compliance whibge conditions, and were advised that
failure to comply could result in cancellation bétr shares in Travelzoo.com Corporation. Travelzmm Corporation was not able to verify
that the applicants met the requirements refewebbve at the time of their applications for ismeaof shares. If claims are asserted by
persons claiming to be former stockholders of Tiax@com Corporation, we intend to assert thatrthghts to receive their shares expired
two years following the effective date of the merges provided in the merger agreement. We alseaxp take the position, if escheat or
similar claims are asserted in respect of the uedshares in the future, that we are not requaréssue such shares. Further, even if it were
established that unissued shares were subjectheaisclaims, we would assert that the claimant mstablish that the original Netsurfer
stockholders complied with the conditions to issutaaf their shares. We are not able to predicbtiieome of any future claims which might
be asserted relating to the unissued shares. ifdagns were asserted, and were fully succedsfal,could result in us being required to is
up to an additional 4,076,000 shares of commorkgtmeno additional payment, which would resulsimbstantial dilution of the ownership
interests of the other stockholders, and in ouniags per share, which could adversely affect theket price of the common stock.

On October 15, 2004, we announced a prograterumhich we would make cash payments to persomsestablish that they were former
stockholders of Travelzoo.com Corporation, and faied to submit requests for our shares withinrdguired time period. The
accompanying consolidated financial statementsideh charge in general and administrative expesfse®9,000 for these cash payments
for the six months ended June 30, 2006, of whicBG2remains as a liability as of June 30, 200& [@bility is based on the number of
actual requests received from former stockholde@ugh June 30, 2006 that remain unpaid. The toist of this 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 amaficash payments under the program is basedriropahe recent level of the stock price at
the date valid requests are received. We do navkraw many of the requests for shares originalbeieed by Travelzoo.com Corporation in
1998 were valid, but we believe that only a portidisuch 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 Trawesl.com Corporation holding approximately 4,076,688res had not submitted claims
under the program as of June 30, 2006.

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 obligated to evaluate our internal @dstover financial reporting in order to allow nagement to report on, and our independent
auditors to attest to, our internal controls oweafcial reporting, as required by Section 40ef$arbanes-Oxley Act of 2002 and the rules
and regulations of the SEC. In our Section 404watain, we have identified areas of internal cdsttbat may need improvement and have
instituted remediation efforts where necessaryreiily, none of our identified areas that need mmpment have been categorized as ma
weaknesses. We may identify conditions that mayltr@s significant deficiencies or material weakses in the future.

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

Our success depends to a significant degree the protection of th€ravelzoobrand name. We rely upon a combination of copyright
trade secret and trademark laws and non-discl@dether contractual arrangements to protectraeliéctual property rights. The steps we
have taken to protect our proprietary rights, hosvemnay not be adequate to deter misappropriafignaprietary information.
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The U.S. Patent and Trademark Office regidténe trademark for “Travelzoo” on January 23, 200He Office for Harmonization in the
Internal Market of the European Community regigdete trademark for “Travelzoo” on May 11, 2004wk are unable to protect our rights
in the mark, a key element of our strategy of prongoTravelzooas a brand could be disrupted and our businesd teuhdversely affected.
We may not be able to detect unauthorized use op@prietary 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 andrit name without paying us for them. If this wer@c¢cur, our business could be materially
adversely affected.

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

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

Item 3. Quantitative and Qualitative Disclosures About MakRisk

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

Our European and Canadian operations exposefareign currency risk associated with agreeméring denominated in British Sterling
Pounds, Euros, and Canadian Dollars. Further, eexgosed to foreign currency risk associated fhitttuations of the Pound to U.S. Dollar
exchange rate, as the financial position and ojpeya¢sults of our European subsidiary will be slated into U.S. Dollars for consolidation
purposes. The Company does not use derivativdsefiging or speculative purposes.

Item 4. Controls and Procedures

As of June 30, 2006, we carried out an evaloatinder the supervision and with the participaf the Company’s management,
including the Company’s President, Chief Execufficer and Chief Financial Officer along with t@®@mpany’s Vice President of Finance
(Chief Accounting Officer), of the effectivenesstbé design and operation of our disclosure comad procedures pursuant to Exchange
Act Rule 13a-15. Based upon that evaluation, the@amy’s President, Chief Executive Officer and €Rieancial Officer along with the
Company'’s Vice President of Finance (Chief AccaugtDfficer) concluded that our disclosure conteotsl procedures are effective in timely
alerting them to material information relating be tCompany (including its consolidated subsididniequired to be included in our periodic
SEC filings as of June 30, 2006.

During the six months ended June 30, 2008ethvs no change in our internal control over faialhreporting (as defined in Exchange
Rule 13a-15(f)) that materially affected, or isg@aably likely to materially affect, the Companyisernal control over financial reporting.
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PART II—OTHER INFORMATION
Iltem 1A. Risk Factors

A restated description of the risk factorsoagsted with our business is included under “Rigktbrs” in “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems,” contained in Item 2 of Part | of this refpd his description includes any material
changes to and supersedes the description ofskéagtors associated with our business previadisiglosed in Item 1A of our 2005 Annual
Report on Form 10-K and is incorporated hereindigrence.

Item 2. Unregistered Sales of Equity Securities and UsdPobceeds
There were no unregistered sales of equityrgexs during the period covered by this report.

Issuer Purchases of Equity Securities

Total Number of Maximum Number

Shares Purchased of Shares that May

as Part of Publicly Yet Be Purchasec

Total Number of Average Price Announced Plans Under the Plans or
Period Shares Purchased Paid Per Share or Programs Programs
April 1 — April 30, 2006 — — — 529,98!
May 1— May 31, 200¢ 529,98! $37.71 529,98! —
June 1— June 30, 200 — — — —
Total 529,98! $37.71 529,98! —

On February 14, 2006, we announced that oardof Directors had approved a share repurchasetpat authorized the repurchase of up
to 1.0 million shares of our outstanding commortistall of which have since been repurchased.
Item 4. Submission of Matters to a Vote of Security Holders

The annual meeting of stockholders occurredwne 1, 2006, at which the following individualere elected as directors: Ralph Bartel,
Holger Bartel, David J. Ehrlich, Donovan Neale-Magd Kelly M. Urso.

The stockholders voted as follows:

Proposa For Withhold or Abstair
Election of Director:
Ralph Barte 14,836,27 166,88«
Holger Bartel 14,877,61 125,54t
David J. Ehrlick 14,940,38 62,77
Donovan Neal-May 14,820,81 182,34:
Kelly M. Urso 14,940,27 62,88t
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Item 6. Exhibits
The following table sets forth a list of exitb

Exhibit

Number Description

3.1 Certificate of Incorporation of Travelzoo Inc. (brporated by reference to our Pre-Effective Amenainiho. 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 Preeffective Amendment No. 6 to our Registration Steet or
Form &4 (File No. 33-55026), filed February 14, 200

10.1* % Revised Executive Bonus Plan, effective as of Ju8006

10.2* Christopher Loughlin amended Service Agreemengcéife as of July 1, 2006 between Travelzoo (Eurdpeited and
Christopher Loughlit

31.1% Certification of Chief Executive Officer and Chieihancial Officer pursuant to Rule 13a-14(a) anteRibd-14(a) of the
Securities Exchange Act of 1934, as amer

32.1t Certification of Chief Executive Officer and Chieinancial Officer pursuant to 18 U.S.C. Section@,3%s adopted pursuant
to Section 906 of the Sarba-Oxley Act of 200z

* Indicates management contract or compensatory ptartract or arrangeme

¥ Filed herewitr
T Furnished herewit
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SIGNATURE

Pursuant to the Securities Exchange Act o188 registrant has duly caused this report tsigneed on its behalf by the undersigned,
thereunto duly authorized, in the City of New Yo8tate of New York, on August 9, 2006.

TRAVELZOO INC.
(Registrant’

By: /s/ RALPH BARTEL
Ralph Barte
Chairman of the Boarc
Chief Executive Officer, ar
C hief Financial Officer
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EXHIBIT 10.1

E (TRAVEL ZOO LOGO)

Memo

To: North America Executive Tea

From: Ralph Barte—CEO

CC: Compensation Committee of the Board of Direc
Date: June 13, 200

Re: North America Executive Bonus Pl— Revised

To all:
This Amendment supersedes the ExecutorauB Plan dated May 16, 2005 and is effective TuB006.

The purpose of the plan is to reward ifging members of Travelzoo’s North America exeeatteam for achieving their quarterly
targets as set per the North America Master Budgetcutives with a minimum of twelve months of seevare eligible to participate in the
Executive Bonus Plan. The twelve month minimum iservequirement is subject to waiver upon approyahhe Compensation Committee
the Board of Directors. Individual discretionaryveeds will not be made under this plan.

The following executives are eligible foe Executive Bonus Plan:

North America Executives

Ralph Barte CEO
Holger Bartel EVP

Steve Ledwitt CTO
Wayne Lee VP Finance
Shirley Tafoye SVP Sale:

The bonus plan hago sets of goals that must be achieved in order tewarded.

Thefirst set of goals is based upon success of achidaatty of the following quarterly targets as specifiedhie North America Mastt
Budget:

. Revenue — There is also a customer concentratitaria which must be met whereby there cannanbes than two “significant
customers,” defined as a customer that accountsOfifr (rounded to the nearest 1%) or more of woddvdonsolidated revenues for
the quarter. Each of the significant customers aésmot account for more than 15% of worldwide reaes for the quarter (see
Exhibit A for examples)




. Operating incom:

If both of the revenue and operating medargets are not met, the executive team isligible for the bonus even if all secondary
goals are achieved that quarter.

Thesecondset of goals is based upon achieving at least fwileeofollowing three quarterly targets as spedi#ach quarter in the Noi
America Master Budget:

. Collections
. Subscriber target
. Staffing goals?

* Staffing goals can be within18% of the targeted headcount (calculated by talingsum of the absolute values of the differences
between actual and targeted headcount for eachitdepd and dividing by the targeted headcountHerdquarter.)

Each executive will be eligible to reeei bonus of $50,000 for the quarter upon therettant of these goals, in addition to their
current base salary.

The bonus would be paid out approximadé&lydays after the quarter closes. The bonus igsuio applicable tax withholdings.

The Company reserves the right to ameniarth America Master Budget and/or this Exeaudonus Plan at anytime and for any
reasons.




Exhibit A — Customer Concentration

For all three examples below, the quirternsolidated worldwide revenues are $20,000,000.

Example A— Revenue for Customer ABC is $2,300,000, revenu€tistomer XYZ is $1,950,000. No other customensehrevenues
greater than $1,900,000 (rounds to 10% of revenue).

% of

Revenue
Customer ABC 12%
Customer XYZ 10%

Revenue Goal metThere are no more than two significant custonj€sstomer ABC and Customer XYZ) and each is urtefér. 1

Example B— Revenue for Customer ABC is $2,300,000, revenu€tistomer XYZ is $1,950,000, revenue for Custo@RS is
$2,000,000. No other customers have revenues gitbare $1,900,000 (rounds to 10% of revenue).

% of

Revenue
Customer ABC 12%
Customer XYZ 10%
Customer QR 10%

Revenue Goal not metthere are more than two significant customers.

Example C— Revenue for Customer ABC is $3,500,000 and CustokYZ is $1,950,000. No other customers have ragsrgreater
than $1,900,000 (rounds to 10% of revenue).

% of

Revenue
Customer ABC 18%
Customer XYZ 10%

Revenue Goal not metthere are only two significant customers but ofithe significant customers is over 15% of revenue






Exhibit 10.2

Travelzoo (Europe) Ltd

90 Long Acre, Covent Garde
London WC2E 9R:

Phone +44 (0) 20 7203 20!
Fax +44 (0) 20 7203 20(

Germany Office
Elisabethstrlze 91

80797 Munict

Phone +49 (0) 89 5908 25
Fax +49 (0) 89 5908 25(

E (TRAVEL ZOO LOGO)

NASDAQ: TZ00
12 July 2006

PRIVATE & CONFIDENTIAL

Christopher Loughlin
Travelzoo (Europe) Limited
90 Long Acre

Covent Garden

LONDON WCZ2E 9RZ

Dear Chris,

Amendments to your Service Agreement

This letter serves to confirm the chanethe Service Agreement made between Travelzom(ie) Limited (formerly known as
Travelzoo UK Limited) and Christopher Loughlin, €atl6 May 2005 (“Service Agreement”).

The changes set out below are effectiwenfl July 2006.

The Executive Bonus Plan

As of 1 July 2006, the Executive BonusrPfior Travelzoo USA has been changed to an Exex8tbnus Plan for North America and
such no longer applies to you. Therefore, all exfees to the Executive Bonus Plan should be remiveadthe Service Agreement and from
Schedule 1 to the Service Agreement.

The following clauses to the Service Agment are replaced and should read as follows:
Definitions: the Company

The Company is defined as Travelzoo (Reyd.imited (formerly known as Travelzoo UK Limifed

Definitions: Annual Bonus Plan

Should now read:

“Annual Bonus Plan — an individual bomlan which applies to the Executive subject totdiens described in Schedule 1 for the
following periods only: (1) the period from 16 Ma@05 to 31 December 2005 (2) the period from 1 dgnR006 to 31 December 2006;
(3) the period from 1 January 2007 to 31 Decembéi72(4) the period from 1 January 2008 to 31 Ddmm2008; and (5) the period from 1
January 2009 to 15 May 2009.”




Clause 2.1
Should now read:

“This Agreement shall be deemed to contaam 16 May 2005 and shall continue (except agiged in Clause 14) for a fixed period
of three years. After the initial fixed period bfée years, the Agreement may be terminated atimeyby either party giving the other one
yea's notice in writing.”

Clause 5
Should now read:

“The Company shall pay the Executivegchsdit transfer to his bank account, an annualhgaif£200,000 payable by equal monthly
instalments in arrears for the previous month obefore the first day of each calendar month.”

Clause 9.1
Should now read:

“During his employment, the Executiveltba eligible to participate in the UK EmployeerB®n Contribution Program, which was
adopted by the Company on 25 April 2006 and undeclvthe Company contributes 7% of each qualifygngployee’s gross salary to a
pension program. The Company’s contribution shalbased on gross salary only and not on any banether payments or allowances.”

Amendments to Schedule 1

Quarterly Performance Bonus Plan

The first sentence should now read:

“The Executive will be eligible to paipate in the Quarterly Performance Bonus Plan whidvides up to £30,000 per calendar
quarter.”

All references to “Travelzoo UK” should bhanged to “the Company”.

All references to “£5,000” (Quarterly BenPayments) should be changed to “£7,500” makitogah Quarterly Bonus Payment of
£30,000 (and not £20,000).

The remainder of the terms relating ta@erly Performance Bonus Plan remain as in thei@Agreement save that in the
penultimate paragraph, reference to the “quarteeiing May 15 2008” should be changed to “quartetieg May 15 2009”.

The Annual Bonus Plan

The terms of the Annual Bonus Plan showld read:

“In addition, for (1) the period from May 2005 to 31 December 2005 (2) the period frodarduary 2006 to 31 December 2006;
(3) the period from 1 January 2007 to 31 Decembéi72(4) the period from 1 January 2008 to 31 Ddmm2008; and (5) the period from 1
January 2009 to 15 May 2009 only, under an AnnwaillB Plan, the Executive will be eligible to reeean Annual Bonus of 20% of the
Company’s pro forma operating income generated fterCompany’s operations in Europe. The pro fooperating income for the purpose
of this Annual Bonus Plan is defined as the Comjsopgerating income (profit from the Company’s @t@ms before taxes) as per the
Companys audited accounts for the year preceding theipeahich the bonus is payable after adding bacleazps related to payment of
Annual Bonus for the period and after applying anigscriber credits (“Subscriber Credits”) for trezipd. Subscriber Credits can be applied
up to 250,000 qualifying new subscribers per quaated up to an average cost per acquisition (GHANL.63 per subscriber in 2006L.80 in
2007, £2.18 in 2008 and up to 275,000 qualifying sebscribers and up to a CPA of £2.18 for thegoeof 1 January 2009 to 15 May 2009.
Qualifying new subscribers are subscribers to the@any’s e-mail publications that were acquiregaid advertising campaigns and meet
Travelzoo USA’s quality standards.




The Annual Bonus will be determined witl3i0 days after the end of each period by the Ghirgncial Officer of Travelzoo USA and
the Company’s Chairman and is payable within 6Gsddter the end of the respective period.

In order to be eligible for the Annualiés Plan or any of the period as defined aboveEkeeutive must be employed by the
Company on the last day of the respective peribeé. drofit share under the Annual Bonus Plan wilpb&l less statutory deductions.

For the avoidance of doubt the Annual BRlan will only apply to the following five peds during the Executive’s employment:
(1) the period from 16 May 2005 to 31 December 2)3he period from 1 January 2006 to 31 Decer@Bé6; (3) the period from 1
January 2007 to 31 December 2007; (4) the perm ft January 2008 to 31 December 2008; and (§)ahed from 1 January 2009 to 15
May 2009 only.”

Please sign and date a copy of thisrlattd return it to me to confirm your consent test terms.
Regards,

Ralph Bartel
Chairman

Accepted:

Christopher Loughlin
Date:






EXHIBIT 31.1

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

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

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

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

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

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

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

c. evaluated the effectiveness of the regissalisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and promsias of the end of the period covered by thistguly report based on such evaluati
and

d. disclosed in this report any change inrdggstrants’ internal control over financial repogtthat occurred during the registrants’ most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, ttegistrants’ internal control over financial
reporting;

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

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

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

TRAVELZOO INC.

By: /s/ RaLPH BARTEL
Ralph Barte
Chairman of the Boarc
Chief Executive Officer, ar
Chief Financial Officel

Date: August 9, 200






EXHIBIT 32.1

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

Pursuant to the requirements of the Secuiltiehange Act of 1934, the registrant has duly edukis report to be signed on its behalf by
the undersigned thereunto duly authorized and tigersigned hereby certifies, pursuant to 18 U.81350, as adopted pursuant to §906 of
the Sarbanes-Oxley Act of 2002, to the best okh@wvledge, that (1) this report complies with teguirements of Section 13(a) or Section 15
(d) of the Securities Exchange Act of 1934 andff®)information contained in this report fairly peats, in all material respects, the financial
condition and results of operations of the regigtra

TRAVELZOO INC.
(Registrant’

Date: August 9, 2006 By: /s RALPH BARTEL
Ralph Barte
Chairman of the Boarc
Chief Executive Officer, ar
Chief Financial Officel




