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PART I. FINANCIAL INFORMATION
Item 1. Unaudited Condensed Consolidatedrfeial Statements
TRAVELZOO INC.
Condensed Consolidated Balance Sheets
(Unaudited)
June 30, December 31,
2002 2001

Assets
Current assets:

Cash $ 379,53: % 609,91¢

Accounts receivable, less allowance for doubtful

accounts of $79,394 and $55,228 as of June 30,

2002 and December 31, 2001, respectively 1,113,03. 892,33
Deposits 61,73t 32,50¢
Prepaid expenses and other current assets 57,53 18,17¢
Deferred income taxes 65,05! 65,05!

Total current assets 1,676,88. 1,617,99.
Deferred income taxes 15,29¢ 15,29¢
Property and equipment, net 188,76: 137,20(
Intangible assets, net 318,81( 360,23t

Total assets $ 2,199,75. $ 2,130,73!
Liabilities and Stockholders' Equity
Current liabilities:

Accounts payable $ 153,99 $ 175,35:
Accrued expenses 390,45: 284,31
Deferred revenue 96,60 86,72
Income tax payable 339,19¢ 646,45

Total liabilities 980,25( 1,192,84
Commitments
Stockholders’ equity:

Common stock $ 194,25. $ 194,25:
Additional paid-in capital (116,078 (116,078
Retained earnings 1,141,33 859,71(

Total stockholders’ equity 1,219,50. 937,88
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Total liabilities and stockholders’ equity $ 2,199,75. $ 2,130,73

See accompanying notes to unaudited condensedlitiated financial statements.
1

TRAVELZOO INC.
Condensed Consolidated Statements of Operations

(Unaudited)
Three months ended Six months ended
June 30, June 30,
2002 2001 2002 2001
Revenues:
Advertising $ 2,211,150 $ 1,536,500 $ 4,176,997 $ 2,844,63
Commissions 30 2,68¢ 22¢ 5,39¢
Total revenues 2,211,18! 1,539,18 4,177,20 2,850,033
Cost of revenues 86,171 74,65 172,00( 151,26¢
Gross profit 2,125,00! 1,464,53 4,005,20. 2,698,76.
Operating expenses:
Sales and marketing 1,316,21. 789,86 2,312,331 1,240,02.
General and administrative 562,29¢ 366,02 1,124,611 562,70¢
Merger expenses — 112,86( 54,53¢ 241,18(
Total operating expenses 1,878,51. 1,268,75! 3,491,471 2,043,91
Income from operations 246,49¢ 195,78: 513,73: 654,85(
Interest income 35C 65€ 1,481 65€
Income before income taxes 246,84¢ 196,43¢ 515,22: 655,50¢
Income taxes 100,96¢ 126,88 233,60: 367,70¢
Net income $ 145,88( $ 69,55¢ $ 281,62( $ 287,79°
Basic and diluted net income per
share $ 001 $ 0.0C $ 001 $ 0.01
Shares used in computing basic
and diluted net income per share 19,425,14 19,425,14 19,425,14 19,425,14

See accompanying notes to unaudited condensedlitaied financial statements.



TRAVELZOO INC.

Condensed Consolidated Statements of Cash Flows

(Unaudited)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
(used in) provided by operating activities:
Depreciation and amortization
Provision for losses on accounts receivable
Loss on disposal of property and equipment
Non-cash revenues
Changes in operating assets and liabilities:
Accounts receivable
Deposits
Prepaid expenses and other current assets
Accounts payable
Accrued expenses
Deferred revenue
Income tax payable

Net cash (used in) provided by operating
activities

Cash flows from investing activities:
Purchases of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Repayment of loans from principal stockholder

Cash used in financing activities

Net increase (decrease) in Ci
Cash at beginning of period

Cash at end of period

Supplemental disclosure of cash flow information:
Cash paid for income taxes

See accompanying notes to unaudited condensedlitiated financial statements.

Six months ended

June 30,
2002 2001
$ 281,62( $ 287,79
88,68¢ 62,62:
36,79: (128,348
— 567
(3,410 —
(257,485 166,27(
(29,227 78,24+
(39,354 94,66¢
(21,358 (51,964
106,13 (13,824
13,29¢ 9,42(
(307,259 4,237
(131,567 509,68
(98,818 (21,614
(98,818 (21,614
— (50,000
— (50,000
(230,385 438,07:
609,91¢ 45 ,58¢
$ 379,53 $ 483,65’
$ 540,86( $ 363,60:
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TRAVELZOO INC.
Condensed Consolidated Statements of Cash Flows
(Unaudited)

Basis of Presentation

The accompanying unaudited condensed consolidetaddal statements have been prepared by Travétmogthe “Company” or
“Travelzoo”) in accordance with the rules and regiohs of the Securities and Exchange Commissi&tCjSCertain information and
footnote disclosure normally included in consol@thfinancial statements prepared in accordancegeitierally accepted accounting
principles in the United States of America haverbeendensed or omitted in accordance with sucts e regulations. In the opini
of management, the accompanying unaudited condewseablidated financial statements reflect all atjents, consisting only of
normal recurring adjustments, necessary to prdaght the financial position of the Company, amgliesults of operations and cash
flows. These condensed consolidated financial siatés should be read in conjunction with the Corgsmaudited combined financ
statements and related notes as of and for theeyeld December 31, 2001, included in the Compdrgrs 10-K filed with the
Securities and Exchange Commission (SEC) on AfriD02.

The consolidated financial statements include to®ants of Travelzoo and its wholly-owned subsid@rAll significant
intercompany accounts and transactions have baaimated in consolidatior

The results of operations for the six months entiew 30, 2002 are not necessarily indicative ofélalts that may be expected for
the year ending December 31, 2002 or any otherduariod, and the Company makes no representattated theretc

During January 2001, the Board of Directors of Btaso.com Corporation proposed that Travelzoo.camp@ation be merged with
Travelzoo Inc. whereby Travelzoo Inc. will be thandving entity. On March 15, 2002, the stockho&lef Travelzoo.com Corporation
approved the merger with Travelzoo Inc. On April 2602, the certificate of merger was filed in Dd@e upon which the merger
became effective and Travelzoo.com Corporationdissolved. Each outstanding share of common stbkavelzoo.com
Corporation was converted into the right to receime share of common stock of Travelzoo Inc. Stoldérs have a period of two
years to receive shares of Travelzoo Inc. The nmavgs accounted for as a combination of entitie¥euicommon control usir‘as-if
pooling-of-interests” accounting. Under this mettlodéccounting, the assets and liabilities of Ttawe.com Corporation and
Travelzoo Inc. were carried forward to the combinethpany at their historical costs. In additioh paior period financial statements
of Travelzoo Inc. were restated to include the ciodb results of operations, financial position aadh flows of Travelzoo.com
Corporation. The restated results for Travelzoo &me identical to the combined results of Travelzom Corporation and

Travelzoo Inc

Revenue Recognition

Revenue consists of advertising sales and commis$iom e-commerce transactions. Advertising reesrare derived principally
from the sale of display advertising, classifiedextising, and banner advertising on ffravel zoo website and in th&ravelzoo Top 20
e-mail newsletter. Commissions are generated fronkings of travel services through customer advenigin theTravelzoo website.
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TRAVELZOO INC.
Notes to Condensed Consolidated Financial Statement
(Unaudited)

Advertising revenues are recognized in the peroghich the advertisement is displayed, provided #@vidence of an arrangement
exists, the fees are fixed and determinable, nufgignt obligations remain at the end of the pariand collection of the resulting
receivable is deemed probable. If advertising $pldiyed within one month, revenues are recognizéiteaend of the display period. If
advertising is displayed over two or more montegenues are recognized ratably over the periodh& extent that the minimum
guaranteed impressions are not met during the adneriod, the Company defers recognition of tireesponding revenues until the
guaranteed impressions are achieved. Fees for badwertising are recognized based on the numbienmiessions displayed or clic
delivered during the perior

The Company has outsourced part of its advertisaigs and production activities to DoubleClick,. IfizoubleClick). Under the terms
of the agreement with DoubleClick, the Company irexa portion of the revenue received by DoublgCfiom customers for the
display of advertising on thEravelzoo website. The Company records these revenues onbasis. The gross revenue received by
DoubleClick from advertising on tHEavelzoo website was $45,521 and $470,137 for the six moerided June 30, 2002 and 2001,
respectively. The Company’s share of this incomt@civhas been recorded as revenue, was $20,39%82620507 for the six months
ended June 30, 2002 and 2001, respecti

Commissions are recorded as the net amount recbivdite Company and are recognized in the periaghich the commissions
earned are reported to the Company by -commerce partne



3)

4)

5)

In October 2001, the Company completed the aciprsitf theWeekends.com domain name. As consideration for the purchase, the
Company paid the seller $125,000 and agreed tagg@a/minimum number of clicks to the seller’s othebsites through advertising
placed on the Travelzoo website. The fair valuthefadvertising services of $89,286 was determiyased on the cash price of sim
advertising services and recorded as deferred vevélhe revenue is being recognized as the clieks@ivered. During the six
months ended June 30, 2002, $3,410 of revenueddatthis arrangement was recogni:

Net Income Per Share

Net income per share has been calculated under Sl€A$28,Earnings per Share . Basic net income per share is computed using the

weighted-average number of common shares outstgufalirihe period. Diluted net income per shareefl the potential dilution that
could occur if securities or other contracts taiéssommon stock were exercised or converted imanoon stock. Potential common
shares are comprised of common stock issuable tngoexercise of option

During the three months ended June 30, 2001 an#, 20@ the first six months of 2001 and 2002, tegee no forms of dilutive
potential common shares outstanding. Thereforegdémeminator is the same for the calculation ofdasd diluted net income per
share.

For the three months and six months ended Jun20BQ, and 2002, 2,158,349 options to purchase sbamsmmon stock at $1.00
share were excluded from the calculation of dilutetlincome per share because the effect of thelinsion would be andhilutive. For
the three months and six months ended June 30, a@@#&ional options to purchase 245,000 shareswimon stock at exercise pric
of $2.00-$3.00 were excluded from the calculatibdiloted net income per share because the effetiedr inclusion would be anti-
dilutive.
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TRAVELZOO INC.
Notes to Condensed Consolidated Financial Statement
(Unaudited)

Commitments

The Company leases office space in Mountain Viealif@nia, and in New York, New York, under opergtileases which expire on
December 31, 2003 and May 31, 2003, respectivéig.fliture minimum rental payments under these dpgrieases as of June 30,
2002, total $406,12:

Significant Customer Information and Segment Reporing

SFAS No. 131Disclosure about Segments of an Enter prise and Related Information , establishes standards for the reporting by
business enterprises of information about opera@ygents, products and services, geographic ameésnajor customers. The
method for determining what information to repsrbased on the way that management organizes #natmg segments within a
company for making operational decisions and assggerformance

The Company’s chief operating decision-maker, dimee in SFAS No. 131, is considered to be the Chiecutive Officer (CEQO).
The CEO reviews financial information presentecaaonsolidated basis for the purpose of makingaijyer decisions and accessing
financial performance. The financial informatiowieved by the CEO is identical to the informatioegented in the accompanying
condensed consolidated statements of operatiorseftre, the Company has determined that it opeiate single operating segme
For the periods ended June 30, 2002 and 2001 adfirral assets and revenues of the Company wéhe idnited State:

Significant customer information is as follows:

Percentage of total revenue Percentage of accounts receivable
Six months ended June 30, June 30,
Customer 2002 2001 2002 2001

A * * * 25%

B * * 12% *

C 15% 15% 20% *

D * 13% 12% *

E — 12% — 16%

F 15% — 17% —

All of the above customers are located in the Wh&éates of Americ:



* Less than 109

6) Recent Accounting Pronouncements

In July 2001, the Financial Accounting Standardaildssued SFAS No. 14Business Combinations and SFAS No. 142500dwill

and Other Intangible Assets . SFAS No. 141 provides guidance on the accourfting business combination at the date a business
combination is completed. The statement requiresiie of the purchase method of accounting fdyusiness combinations initiated
after June 30, 2001, thereby eliminating use ofpthaing-of-interests method. The Company adopfedSNo. 141 on July 1, 2001.
The adoption did not have an effect on the combfimethcial statements. SFAS No. 142 provides guidaon how to account for
goodwill and intangible assets after an acquisitiocompleted. The most substantive change isgiadwill will no longer be
amortized but instead will be tested for impairmgatiodically. This statement will apply to exigligoodwill and intangible assets,
beginning with fiscal years starting after Decemb&r2001. The Company adopted SFAS No. 142 dwedbieginning of fiscal 2002
and the effect of adoption did not have a matémglact on the condensed consolidated financia¢istants

TRAVELZOO INC.
Notes to Condensed Consolidated Financial Statement
(Unaudited)

In October 2001, the Financial Accounting Stand&dard issued SFAS No. 144mpairment of Long-Lived Assets. SFAS No. 144
supersedes SFAS No. 12Z%counting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of. SFAS No.
144 retains the requirements of SFAS No. 121 toge)gnize an impairment loss only if the carryamgount of a long-lived asset is
not recoverable from its undiscounted cash flows @) measure an impairment loss as the differbet@een the carrying amount ¢
the fair value of the asset. SFAS No. 144 remoweslgill from its scope. SFAS No. 144 is applicatdgéhe Company's financial
statements beginning in 2002. The adoption ofstatement did not have a material impact on theaatated financial statemen

In April 2002, the Financial Accounting StandardsaBl issued SFAS No. 14Bescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Satement No. 13, and Technical Corrections. SFAS No. 145 rescinds the requirement that allgaird losses
from extinguishment of debt be classified as amaextinary item. Additionally, SFAS No. 145 requirihat certain lease modificatic
that have economic effects similar to sale-leadebracsactions be accounted for in the same mameale-leaseback transactions.
SFAS No. 145 is effective for the Company beginrimg003, and the effect of adoption is not expgttehave a material impact on
the consolidated financial statemel

In June 2002, the FASB issued Statement No. Ad&unting for Costs Associated with Exit or Disposal Activities. This Statement
requires recording costs associated with exit spakal activities at their fair values when a ligbhas been incurred. Under previous
guidance, certain exit costs were accrued upon geanant’s commitment to an exit plan, which is gatigibefore an actual liability
has been incurred. The requirements of this Stateare effective prospectively for exit or dispoaelivities initiated after December
31, 2002; however, early application of the Statetneencouraged. The Compasgdoption of Statement 146 will not have a mal
impact on its financial position or results of opt#ons.

Item 2. Management's Discussion and Agialgf Financial Condition and Results of Operation
Overview

The information in this Report containswWard-looking statements within the meaning of Sec#7A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchaogef 1934, as amended. Such statements are basedcurrent expectations,
assumptions, estimates and projections about Ta@ee&lnd our industry. These forward-looking stateismiare subject to the many risks and
uncertainties that exist in our operations andregs environment that may cause actual result®rpence or 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”|"w#ghould”, “estimates”, “predicts”,
“potential”, “continue”, “strategy”, “believes”, ‘iicipates”, “plans”, “expects”, “intends”, and dlar expressions are intended to identify
forward-looking statements. Travelzoo’s actual lssand the timing of certain events could diffgmnéficantly from those anticipated in such
forward-looking statements. Factors that might eaarscontribute to such a discrepancy include gdoeitnot limited to, those discussed
elsewhere in this Report in the section entitlegskRFactors” and the risks discussed in our otleeugties and Exchange Commission
(“SEC") filings. The forward-looking statements inded in this report reflect the beliefs of our ragament on the date of this report.
Travelzoo undertakes no obligation to update plybliay forward-looking statements for any reasaereif new information becomes
available or other events or circumstances occthérfuture



Travelzoo publishes tiieavel zoo website (http://www.travelzoo.com), tieavelzoo Top 20 e-mail newsletter, and théfeekend.com e-
mail newsletter, which provide advertising oppoities for the travel industry. We believe that heompanies, because of the quickly
expiring nature of their inventory, need fast affitient ways to promote special offers and lastraté sales. Through otiravelzoo website,
our Travelzoo Top 20 newsletter, and by using our listing managementswe, travel companies can inform Internet usbmiaitheir specia
in a fast, flexible, and cost-effective manner. @wenues are primarily derived from advertisingcgld on th@ravelzoo website.

Critical Accounting Policies

We believe that there are a number of atitog policies that are critical to understanding bistorical 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 and the provision for doubtful accoudiisese policies, and our procedures related
to these policies, are described in detail below.

Revenue Recognition
We classify our revenues as follows:

e Advertising revenues, consisting of listing feeglfday travel companies to advertise their spediare on theTravelzoo website, the
Travelzoo Top 20 e-mail newsletter, and banner advertising salesitiir DoubleClick, Inc. Listing fees are based ateiment,
number of listings, number of impressions, or nunddelickthroughs. Banner advertising rates arseldlaon CPM rates (cost per
thousand impressions). Smaller advertising agreesnretypically $2,000 or less per monthypically renew automatically each mo
if they are not terminated by the customer. Lagggeements are typically related to advertisinggaigns and are not automatically
renewed.

e Commissions revenue, consisting of commissions ipaiclistomers for generating sales throughritagel zoo website.

We recognize revenue as follows:

e Advertising Revenues.  We recognize advertising revenues in the parniavhich the advertisement is displayed, provithet
evidence of an arrangement exists, the fees azd ind determinable, no significant obligationsaignat the end of the period, and
collection of the resulting receivable is deemeabpble. If advertising is displayed within one nignevenues are recognized at the
end of the display period. If advertising is disfgld over two or more months, revenues are recodméebly over the period. To the
extent that the minimum guaranteed impressionsatrenet during the contract period, we defer rea¢ogmof the corresponding
revenues until the guaranteed impressions areaahi€ees for banner advertising are recognizeeidoas the number of impressions
displayed or clickthroughs delivered during theigebr

e Commissions. We record commissions as the net amountvedeiWe recognize the revenue in the period tleattdmmissions
earned are reported to Travelzoo by the e-comnpadeer. Typically, it takes e-commerce partnetsvben two weeks and three
months to report commissions to us.

Under these policies no revenue is recaghimless persuasive evidence of an arrangemests edelivery has occurred, the fee is fixed
or determinable, and collection is deemed probdltiile. Company evaluates each of these criteriallasvia

e Evidence of an arrangement. We consider a non-cancelable insertion osdgred by the customer to be evidence of an
arrangement.

e Delivery. Delivery is considered to occur when the afisiag has been displayed and, if applicable diekthroughs have been
delivered.

e Fixed or determinable fee. We consider the fee to be fixed or determiméftthe fee is not subject to refund or adjustinen
e Collectionisdeemed probable.  We conduct a credit review for all significargnsactions at the time of the arrangement to
determine the credit worthiness of the customeHleCiion is deemed probable if we expect that thet@mer will be able to pay

amounts under the arrangement as payments becamé die determine that collection is not probalien we defer the revenue and
recognize the revenue upon cash collection.

Provision for Doubtful Accounts

We initially record a provision for doublttficcounts based on our historical experience @évaffs and then adjust this provision at the
end of each reporting period based on a detaileglsament of our accounts receivable and allowanwagotbtful accounts. In estimating t



provision for doubtful accounts, management comsitlee age of the accounts receivable, our histbwcite-offs, the credit worthiness of tl
customer, the economic conditions of the custonirdastry, and general economic conditions, amahgrdactors. Should any of these
factors change, the estimates made by managemiéatsei change, which could impact the level of future provision for doubtful
accounts. Specifically, if the financial conditiohour customers were to deteriorate, affectingr thieility to make payments, additional
provision for doubtful accounts may be required.

Results of Operations

The following table sets forth, as a petaga of total revenues, the results of our opamnatfor the periods indicated.
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Three months ended Six months ended
June 30, June 30,
2002 2001 2002 2001
Revenues:
Advertising 100% 100% 100% 100%
Commissions — — — —
Total revenues 100 100 100 100
Cost of revenues 4 5 4 5
Gross profit 96 95 96 95
Operating expenses:
Sales and marketing 60 51 55 44
General and administrative 25 24 27 20
Merger expenses — 7 1 8
Total operating expenses 85 82 83 72
Income from operations 11 13 13 23
Interest income — — — —
Income before income taxes 11 13 13 23
Income taxes 4 8 6 13
Net income 7% 5% 7% 10%

For the six months ended June 30, 200Zgperted pre-tax income of approximately $515,3)of June 30, 2002, we had retained
earnings of approximately $1,141,000.

We intend to devote significant resourceadvertising and brand marketing programs desigmedtract more site traffic and more tre
companies listing their special offers with TrawelzAs a result of our expansion plans and our esgien that operating expenses will
increase significantly in the future, especiallythie areas of sales and marketing, we cannot leetisat we will sustain profitability.

Revenues

Our total revenues increased to $2.2 omilfor the three months ended June 30, 2002, frbf i@illion for the three months ended June
30, 2001. Our total revenues increased to $4.2amifbr the six months ended June 30, 2002 fror® $dllion for the six months ended June
30, 2001. The increase in our total revenues wadalan increase in advertising reveni



e Advertising. Advertising revenue increased to $4.2 millionthe six months ended June 30, 2002 from $2li&mfor the six
months ended June 30, 2001. The increase resultedrgy from an increase in the number of traveipanies advertising on the
Travelzoo website.

e Commissions. Commissions revenue decreased to $200 faixhmonths ended June 30, 2002 from $5,000 fosithenonths
ended June 30, 2001. The decrease resulted pyrfrarih replacement of commission-based agreemeititsagvertising agreements.
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Cost of Revenues

Cost of revenues consists of network egpenincluding fees we pay for co-location seryidepreciation of network equipment and
salary expenses associated with network operasi@fs Our cost of revenues increased to $86,00¢hfothree months ended June 30, 2002,
from $75,000 for the three months ended June 3W..20ur cost of revenues increased to $172,00théosix months ended June 30, 2002
from $151,000 for the six months ended June 301286 a percentage of revenue, cost of revenuasased to 4% for the six months ended
June 30, 2002 from 5% for the six months ended 30n2001. The decrease resulted primarily frormarease in revenues that was not
offset by an increase in our network operationsscos

Operating Expenses

e Salesand Marketing. Sales and marketing expenses consist priynarddvertising and promotional expenses, puldiations
expenses, conference expenses, and salary ex@aseesated with sales and marketing staff. Salésraarketing expenses increased
to $1.3 million for the three months ended June2B02 from $790,000 for the three months ended 30n2001. Sales and marketing
expenses increased to $2.3 million for the six merinded June 30, 2002 from $1.2 million for tkxensbnths ended June 30, 2001.
The increase in sales and marketing expenses wea®dhe decision by our management to hire mopemrenced sales personnel and
an increase of the Company's advertising of theélzao brand. In the six months ended June 30, 2@&rtising expenses
accounted for 67% of sales and marketing expehséise six months ended June 30, 2001, advertesipgnses accounted for 65% of
sales and marketing expenses. Advertising activitiging the two periods were of the same type gnéne advertising).

e General and Administrative. General and administrative expenses consisgpily of compensation for administrative and
executive staff, fees for professional servicest,iead debt expense, amortization of intangibéetssand general office expense.
General and administrative expenses increaseda®d,$30 for the three months ended June 30, 2002 $266,000 for the thee
months ended June 30, 2001. General and administeatpenses increased to $1.1 million for thensonths ended June 30, 2002
from $563,000 for the six months ended June 3012G@neral and administrative expenses increasetaply due to an increase in
expenses for office space. General and adminigtratipenses for the six months ended June 30,i86Qle a credit of $128,000 for
a reduction to the bad debt reserve principally tdute collection of a doubtful account.

e Merger Expenses. Merger expenses consist of expenses relatitige registration statement and proxy statemiksat with the SE(
relating to the merger of Travelzoo.com Corporatitn Travelzoo Inc. Merger expenses decrease@ for$the three months ended
June 30, 2002 from $113,000 for the three montds@dune 30, 2001. Merger expenses decreased,HFbr the six months
ended June 30, 2002 from $241,000 for the six nwatided June 30, 2001. Merger expenses relathd fréparation of the
registration statement filed with the SEC relatioghe merger of Travelzoo.com Corporation intovetaoo Inc. The expenses consist
mostly of fees for professional services, primaléigal and accounting.

Income Taxes

For the three months ended June 30, 2002¢corded an income tax provision of $101,000.tke three months ended June 30, 2001,
we recorded an income tax provision of $127,000.tke six months ended June 30, 2002, we recondéutcame tax provision of $234,000.
For the six months ended June 30, 2001, we rec@déacome tax provision of $368,000. Our incomgegerally taxed in the U.S. and our
income tax provision reflects federal and stateustay rates applicable to our levels of income Hredeffect of non-deductible merger
expenses in 2001 and 2002.

11
Liquidity and Capital Resources

As of June 30, 2002, we had $380,000 é#hc&ash decreased from $610,000 on December B1,@0narily as a result of a decrease
in income tax payable and increases in accoungsvaale offset by net income. We expect that cishs generated from operations will
continue to be sufficient to provide for workingpttal needs in the near futul



Net cash used in operating activities eghx months ended June 30, 2002 was $132,00@:asbatprovided by operating activities in the
six months ended June 30, 2001 was $510,000. Isitfrmonths ended June 30, 2002, net cash usqekmating activities resulted primarily
from a decrease in income tax payable and an isen@saccounts receivable offset by our net incand,an increase in deferred revenues.
Accounts receivable increased due to an increasel@s. In the six months ended June 30, 200Lasbtgenerated from operating activities
resulted primarily from our net income, adjusteddertain non-cash items, and decreases in accoes#s/able, deposits, and prepaid
expenses offset by decreases of accounts payablecarued expenses.

Net cash used in investing activities w@8,800 and $22,000 during the six months ended 30n2002 and 2001, respectively. In both
periods, net cash was used in investing activibegquipment purchases.

Net cash provided by financing activitieasAb0 in the six months ended June 30, 2002. détused in financing activities was $50,000
for the six months ended June 30, 2001. In thensirths ended June 30, 2001, net cash was useawhircing activities for repayment of the
loan by Ralph Bartel, the principal stockholder.

Our capital requirements will depend oruaber of factors, including market acceptance ofpsaducts and services, the amount of our
resources we devote to thieavelzoo website, thélravelzoo Top 20 newsletter, théVeekend.com newsletter and expansion of our operations
and the amount of our resources we devote to piomatvareness of thiavelzoo brand. Consistent with our growth, we have expegdm
substantial increase in our sales and marketingresgs and capital expenditures since inceptionwananticipate that these increases will
continue for the foreseeable future. We believéa cashand and generated during those periods #lufficient to pay such costs. In
addition, we will continue to evaluate possibleastments in businesses, products and technoldheéespnsummation of any of which would
increase our capital requirements.

Although we currently believe that we hawéficient capital resources to meet our anticigaterking 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 result in operatimgenants that would restrict our operations. Weoabe sure that any such financing will
be available in amounts or on terms acceptabls.to u

RISK FACTORS

Investing in our common stock involves a high degree of risk. Any or all of the risks listed below could have a material adver se effect on
our business, our quarterly and annual operating results or financial condition, which could cause the market price of our stock to decline or
cause substantial volatility in our stock price, in which event the value of your common stock could decline. You should also keep these risk
factorsin mind when you read forward-looking statements. We have identified all of the material risks which we believe may affect our
business and the principal ways in which we anticipate that they may affect our business or financial condition.
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Risks Related to Our Financial Condition and Business Model

Our limited operating history makes our business dficult to evaluate.

We were incorporated and began generatingnues in May 1998. Accordingly, we have onlymtkd operating history for you to
consider in evaluating our business. As a new compae face risks and uncertainties relating toahility to successfully implement our
business plan. You must consider the risks, exjsease uncertainties which can materially affectiibsiness of an early stage company like
ours. These risks include uncertainty whether wkheiable to:

e increase awareness of theavelzoo brand,;

e attract and retain additional travel companiessictheir special offers with us;
e attract additional Internet users to ffravelzoo website;

e increase the functionality of our products and sew,

e maintain our current, and develop new, businesgioglships;

e respond effectively to competitive pressures; and

e continue to develop and upgrade our technol



We cannot assure you that we will sustain profitabity.

Although we have been profitable in thetptere is no assurance that we will continueg@infitable. We forecast our future expense
levels based on our operating plans and our estgratfuture revenues. We may find it necessanctelerate expenditures relating to our
sales and marketing efforts or otherwise increasdimancial commitment to creating and maintainiimgnd awareness among travel
companies and Internet users. If our revenues gt@aslower rate than we anticipate, or if our siy@nlevels exceed our expectations or
cannot be adjusted to reflect slower revenue growghmay not generate sufficient revenues to sugtafitability. In this case, the value of
your shares could be reduc

Fluctuations in our operating results may negativel impact our stock price.

Our quarterly operating results may flutéusignificantly in the future due to a varietyfa€tors 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 quartedylts include:

e mismatches between resource allocation and custdemeand due to difficulties in predicting custordemand in a new market;
e changes in general economic conditions that cofiéttamarketing efforts generally and online maikgtefforts in particular;

e the magnitude and timing of marketing initiatives;

e the maintenance and development of our strategitiorships;

e the introduction, development, timing, competitpricing and market acceptance of our products andces and those of our
competitors;
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e our ability to attract and retain key personnel,
e our ability to manage our anticipated growth angassion;
e our ability to attract traffic to our website; and

e technical difficulties or system downtime affectitig Internet generally or the operation of ourdpicis and services specifically.

In addition, we plan to significantly inase our operating expenses to expand our salewarheting, administration, maintenance and
technical support and research and developmenpgrdiurevenues fall below our expectations in gogrter and we are unable to quickly
reduce our spending in response, our operatindtsesauld be lower than expected and our stockepmay fall.

We depend on two customers for a substantial partf@mur revenues.

In the six months ended June 30, 2002,cugtomers accounted for 30% of our revenues. Tdeedbone customer or both customers
may result in a significant decrease in our reverara results of operations, which could have @riztadverse effect on our business and
the value of your shares.

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

Our current revenue model depends on ¢jdties from travel companies using our websiteuifent customers decide not to continue
listing their special offers with us and we arehirao replace them with new customers, our businesy be adversely affected. To be
successful, we must provide online marketing sohgithat achieve broad market acceptance by tcavmabanies. In addition, we must attract
sufficient Internet users with attractive demogtapharacteristics to our website. It is possibiat twve will be required to further adapt our
business model in response to additional changdeionline advertising market or if our currensimess model is not successful. If we are
not able to anticipate changes in the online atiegt market or if our business model is not susftésour business could be materially
adversely affected, which could reduce the valugoof shares.

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

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



If additional financing is not available arfrequired or is not available on acceptable tewesnay be unable to fund our expansion,
successfully promote our brand name, develop camednour products and services, take advantagesoféss opportunities or respond to
competitive pressures, any of which could have teris adverse effect on our business and the \aflyeur shares.

If we choose to raise additional funds tigio the issuance of equity securities, you may mapee significant 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 marketing solutiore/rhe linked to the level of economic activity ardployment in the U.S. and abroad.
Specifically, our business is dependent on the atnofitravel by consumers and the spending of treepanies. The current recession has
decreased consumer travel and caused travel coagpanieduce or postpone their marketing spendingmlly, and their online marketing
spending in particular. If the current economic dawn continues or worsens in the U.S. or abroadpasiness and the value of your shares
could be materially adversely affected.
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Our business may be sensitive to events affectiniget travel industry in general.

The terrorist attacks on the United State€2001 have had a short-term negative impact enrtvel industry. We are not in a position to
evaluate the net effect of these circumstanceaiobusiness. In the longer term, our business niightegatively affected by financial
pressures on its customer industry. However, oginess may also benefit if travel providers incectheir efforts to promote special offers or
other marketing programs. If the events resultliong-term negative impact on the travel industch impact could have a material adverse
effect on our business and the value of your shares

There has been no active market for our shares.

There has been no active market for ouresh&Ve cannot assure you that an active marketfioshares will develop. If no market
develops, stockholders will not be able to readdlf their shares. In addition, if there is an alogeof an active market, the large number of
Travelzoo stockholders and shares outstanding hsayaffect the ability of a stockholder to sell skgof Travelzoo and the price of the
shares.

We are controlled by a principal stockholder.

Ralph Bartel, who founded Travelzoo and wghour Chairman of the Board, Chief Executive €Hfi President and Secretary, is our
largest stockholder, holding approximately 72% of outstanding shares with options to increas@disentage ownership to 75% on a fully-
diluted basis, assuming all former stockholder$rafvelzoo.com Corporation receive shares of Traglnc. Through his share ownership,
he is in a position to control Travelzoo and tacetaur entire board of directors.

Investors may face significant restrictions on theesale of our stock due to federal penny stock redations.

Because there has been no active markeufoshares, we cannot predict the prices at whigtshares may trade. If our shares trade at
less than five dollars per share, since the shaitesot initially be listed on a recognized natairexchange or on NASDAQ, our common
stock may be deemed to be a "penny stock" under Bab1-1 under the Securities Exchange Act of 1@8pliance with the requirements
governing penny stocks may make it more difficaltihvestors in our common stock to resell thearsh to third parties or to otherwise
dispose of them.

Section 15(g) of the Exchange Act, and Riflg-2 under the Exchange Act, require broker-dsalealing in penny stocks to provide
potential investors with a document disclosingribks of penny stocks and to obtain a manuallyesigand dated written receipt of the
document before effecting any transaction in a pestock for the investor's account. Moreover, Rilg-9 promulgated under the Securities
Exchange Act of 1934 requires broker-dealers impestocks to approve the a