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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549
FORM 10-Q
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended: June 30, 2008
or
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission File Number: 000-50879
PLANETOUT INC.

(Exact Name of Registrant as Specified in Its Charter)

DELAWARE 94-3391368
(State or Other Jurisdiction of Incorporation or (I.R.S. Employer Identification No.)
Organization)

1355 SANSOME STREET, SAN FRANCISCO,
CALIFORNIA 94111
(Address of Principal Executive Offices) (Zip Code)
(415) 834-6500
(Registrant s Telephone Number, Including Area Code)
(Former Name, Former Address and Former Fiscal Year, if Changed Since Last Report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. p Yes
o No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated
filer, or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller
reporting company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer o Smaller Reporting Company p
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
oYes pNo
The number of shares outstanding of the registrant s Common Stock, $0.001 par value, as of August 1, 2008 was
4,088,206.
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PART 1
FINANCIAL INFORMATION
PlanetOut Inc.

Item 1. Financial Statements
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share amounts)

December
31, June 30,
2007 2008
ASSETS
Current assets:
Cash and cash equivalents $ 8,534 $ 7,875
Restricted cash 167 1,142
Accounts receivable, net 3,679 1,624
Prepaid expenses and other current assets 937 985
Current assets of discontinued operations 7,348 5,739
Total current assets 20,665 17,365
Property and equipment, net 7,821 6,255
Goodwill 2,988 2,988
Other assets 523 469
Long-term assets of discontinued operations 9,355 3,418
Total assets $ 41,352 $ 30,495
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable $ 845 $ 437
Accrued expenses and other liabilities 1,888 1,375
Deferred revenue, current portion 4,042 5,920
Capital lease obligations, current portion 815 771
Deferred rent, current portion 264 283
Current liabilities of discontinued operations 4,513 4,912
Total current liabilities 12,367 13,698
Capital lease obligations, less current portion 880 414
Deferred rent, less current portion 1,066 1,124
Long-term liabilities of discontinued operations 2,130 1,914
Total liabilities 16,443 17,150
Commitments and contingencies (Note 4)
Stockholders equity:
Common stock: $0.001 par value, 100,000 shares authorized, 4,096 and 4,093
shares issued and outstanding at December 31, 2007 and June 30, 2008,
respectively 40 40
Additional paid-in capital 114,406 114,810
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Accumulated other comprehensive loss (85) (82)
Accumulated deficit (89,452) (101,423)
Total stockholders equity 24,909 13,345
Total liabilities and stockholders equity $41,352 $ 30,495
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
1
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PlanetOut Inc.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share amounts)

Revenue:

Advertising services
Subscription services
Transaction services

Total revenue

Operating costs and expenses: (*)
Cost of revenue

Sales and marketing

General and administrative
Depreciation and amortization

Total operating costs and expenses

Loss from operations

Interest expense

Other income, net

Loss from continuing operations before income
taxes

Provision for income taxes

Loss from continuing operations
Loss from discontinued operations, net of taxes

Net loss
Loss per share from continuing operations:
Basic and diluted

Loss per share from discontinued operations:
Basic and diluted

Net loss per share:
Basic and diluted

Weighted-average shares used to compute net loss

per share basic and diluted

Table of Contents

2007

2,540
4,151
106
6,797
3,473
2,392
2,877
1,384
10,126
(3,329)

(445)
94

(3,680)

(3,680)

(27,321)

(31,001)

(2.10)

(15.60)

(17.70)

1,751

$

Three months ended June

2008

1,829
3,571

59
5,459
2,130
1,548
1,681
1,032
6,391

(932)

(37
44

(925)

(925)

(668)

(1,593)

(0.23)

(0.16)

(0.39)

4,051

Six months ended June

2007
$ 4,446
8,333
285
13,064
6,187
4,868
6,136
2,620
19,811
(6,747)

(814)
254

(7,307)

(7,307)

(30,568)

$ (37,875)

$ (4.18)

$ (17.49)

$ (21.67)

1,748

2008
$ 2,896
7,265
136
10,297
4,574
3,145
3,719
2,147
13,585
(3,288)

(80)
111

(3,257)

(3,257)

(8,714)

$ (11,971)

$ (0.80)

$ (215

$ (2.96)

4,050
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*) Includes stock-based compensation as follows
(see Note 1):

Cost of revenue $ 51 $ 32 $ 116 $ 65
Sales and marketing 2 2 28 4
General and administrative 101 86 260 178
Total stock-based compensation $ 154 $ 120 $ 404 $ 247

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
2
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PlanetOut Inc.

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Cash flows from operating activities:

Net loss

Net loss from discontinued operations, net of tax

Adjustments to reconcile net loss to net cash provided by (used in) operating
activities:

Depreciation and amortization

Non-cash services expense

Provision for (reversal of) doubtful accounts

Stock-based compensation

Amortization of debt discount

Amortization of deferred rent

Loss on disposal or write-off of property and equipment

Changes in operating assets and liabilities, net of acquisition effects:
Accounts receivable

Prepaid expenses and other assets

Accounts payable

Accrued expenses and other liabilities

Deferred revenue

Net cash provided by (used in) operating activities of continuing operations
Net cash used in operating activities of discontinued operations

Net cash provided by (used in) operating activities
Cash flows from investing activities:

Purchases of property and equipment

Sales of short-term investments

Changes in restricted cash

Net cash provided by (used in) investing activities of continuing operations
Net cash used in investing activities of discontinued operations

Net cash provided by (used in) investing activities

Cash flows from financing activities:

Proceeds from exercise of common stock and warrants
Tax withholding payments reimbursed by restricted stock

Principal payments under capital lease obligations and notes payable

Net cash used in financing activities
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Six months ended June 30,

2007

$ (37.875)
30,568

2,620
69
(28)
404
171
(101)
375

1,697
411)

798

188
(325)

(1,850)
(2,553)

(4,403)

(1,479)
2,050
2,688

3,259
(205)

3,054

17
(1,350)

(1,333)

2008

$ (11,971)

8,714

2,147
165
26
247
(132)
2,316
74
(408)
(519)
1,878

2,537
(826)

1,711

(981)
(975)

(1,956)

(1,956)

(8)
(409)

(417)
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Effect of exchange rate on cash and cash equivalents 24 3

Net decrease in cash and cash equivalents (2,658) (659)
Cash and cash equivalents, beginning of period 9,674 8,534

Cash and cash equivalents, end of period $ 7,016 $ 7875

Supplemental disclosure of noncash investing and financing activities:

Property and equipment and related maintenance acquired under capital leases $ 369 $ 80

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

3
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PlanetOut Inc.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note1 The Company and Summary of Significant Accounting Policies

The Company

PlanetOut Inc. (the Company ) was incorporated in Delaware in December 2000. The Company, together with its
subsidiaries, is a leading online media company exclusively serving the worldwide lesbian, gay, bisexual and
transgender, or LGBT, community. The Company serves this audience through its websites Gay.com and
PlanetOut.com.

In November 2005, the Company acquired substantially all of the assets of LPI Media Inc. and related entities
( LPI ), which includes the operations of the SpecPub asset group, and which the Company operates as wholly-owned
subsidiaries. In April 2008, the Company entered into an agreement to sell substantially all the assets of LPI. As a
result of this agreement and the Company s decision to exit the Publishing business, the results of operations and
financial position of LPI are reported in discontinued operations within the condensed consolidated financial
statements. See Note 7, Discontinued Operations.

In March 2006, the Company acquired substantially all of the assets of RSVP Productions, Inc. ( RSVP ), which the
Company operated as a wholly-owned subsidiary. On December 14, 2007, the Company completed the sale of
substantially all the assets of RSVP. As a result of this sale and the Company s decision to exit the Travel and Events
business, the results of operations and financial position of RSVP are reported in discontinued operations within the
condensed consolidated financial statements. See Note 7, Discontinued Operations.

Unaudited Interim Financial Information

The accompanying unaudited condensed consolidated financial statements have been prepared and reflect all
adjustments, consisting only of normal recurring adjustments, which in the opinion of management are necessary to
state fairly the financial position and the results of operations for the interim periods. The balance sheet at
December 31, 2007 has been derived from audited financial statements at that date. The unaudited condensed
consolidated financial statements have been prepared in accordance with the regulations of the Securities and
Exchange Commission (  SEC ), but omit certain information and footnote disclosures necessary to present the
statements in accordance with generally accepted accounting principles. Results of interim periods are not necessarily
indicative of results for the entire year. These unaudited condensed consolidated financial statements should be read in
conjunction with the Company s Annual Report on Form 10-K for the fiscal year ended December 31, 2007.

Principles of Consolidation and Basis of Presentation

The accompanying consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All significant intercompany transactions and balances have been eliminated in consolidation.

Reclassifications

Certain reclassifications have been made in the prior consolidated financial statements to conform to the current
year presentation. These reclassifications did not change the previously reported net income (loss) or net income
(loss) per share of the Company.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting periods. Significant estimates and assumptions made by
management include, among others, the assessment of collectibility of accounts receivable, the determination of the
allowance for doubtful accounts, the determination of the fair market value of its common stock, the valuation and
useful life of its capitalized software and long-lived assets, impairment of goodwill and intangible assets and the
valuation of deferred tax asset balances. Actual results could differ from those estimates.

4
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Cash Equivalents

The Company considers all highly liquid investments purchased with original or remaining maturities of three
months or less to be cash equivalents. The Company s investments are primarily comprised of money market funds
and certificates of deposit, the fair market value of which approximates cost.

Restricted Cash

Restricted cash as of December 31, 2007 consists of $167,000 of cash that is restricted as to future use by
contractual agreements associated with irrevocable letters of credit relating to a lease agreement for the Company s
New York office. Restricted cash as of June 30, 2008 consists of $168,000 of cash that is restricted as to future use by
contractual agreements associated with irrevocable letters of credit relating to a lease agreement for the Company s
New York office and $974,000 of reserves required by the Company s credit card processors in order to cover any
exposure that they may have as the Company collects revenue in advance of providing services to its customers.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation is
calculated using the straight-line method over the estimated useful lives of the related assets generally ranging from
three to five years. Leasehold improvements are amortized over the shorter of their economic lives or lease term,
generally ranging from two to seven years. Maintenance and repairs are charged to expense as incurred. When assets
are retired or otherwise disposed of, the cost and accumulated depreciation and amortization are removed from the
accounts and any resulting gain or loss is reflected in the consolidated statement of operations in the period realized.

Internal Use Software and Website Development Costs

The Company capitalizes internally developed software and website development costs in accordance with the
provisions of American Institute of Certified Public Accountants (  AICPA ) Statement of Position ( SOP ) 98-1,

Accounting for Costs of Computer Software Developed or Obtained for Internal Use ( SOP 98-1 ) and Emerging Issues

Task Force ( EITF ) Abstract No. 00-02, Accounting for Web Site Development Costs ( EITF 00-02 ). SOP 98-1 requires
that costs incurred in the preliminary project and post-implementation stages of an internal-use software project be
expensed as incurred and that certain costs incurred in the application development stage of a project be capitalized.
The Company begins to capitalize costs when the preliminary project stage has been completed and technological and
economical feasibility has been determined. The Company exercises judgment in determining which stage of
development a software project is in at any point in time. Capitalized costs are amortized on a straight-line basis over
the estimated useful life of the software, generally three years, once it is available for its intended use.

Goodwill

The Company accounts for goodwill using the provisions of Statement of Financial Accounting Standards ( SFAS )
No. 142 ( FAS 142 ), Goodwill and Other Intangible Assets. FAS 142 requires that goodwill be tested for impairment at
the reporting unit level (operating segment or one level below an operating segment) on an annual basis and between
annual tests in certain circumstances. The Company performs its annual impairment test as of December 1 of each
year. The performance of the test involves a two-step process. The first step of the impairment test involves
comparing the fair value of the Company s reporting unit with the reporting unit s carrying amount, including goodwill.
The Company generally determines the fair value of its reporting unit using the expected present value of future cash
flows, giving consideration to the market comparable approach. If the carrying amount of the Company s reporting
unit exceeds the reporting unit s fair value, the Company performs the second step of the goodwill impairment test.
The second step of the goodwill impairment test involves comparing the implied fair value of the Company s reporting
unit s goodwill with the carrying amount of the unit s goodwill. If the carrying amount of the reporting unit s goodwill is
greater than the implied fair value of its goodwill, an impairment charge is recognized for the excess in operating
expenses.

The Company determined that it had one reporting unit through December 31, 2006. On January 1, 2007, the
Company determined that it had four reporting units and began operating in three segments. During the fourth quarter
of 2007, the Company divested itself of its Travel and Events business. In April 2008, the Company agreed to sell
substantially all of the assets of its Publishing business. The Company is currently operating in one segment, with one
reporting unit.
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The Company performed its annual test as of December 1, 2007. The results of Step 1 of the annual goodwill
impairment analysis on December 1, 2007 showed that goodwill was not impaired as the estimated market value of its
reporting unit exceeded its carrying

5

Table of Contents 13



Edgar Filing: PLANETOUT INC - Form 10-Q

Table of Contents

value, including goodwill. Accordingly, Step 2 was not performed. The Company will continue to test for impairment
on an annual basis and on an interim basis if a triggering event occurs or circumstances change that would more likely
than not reduce the fair value of the Company s reporting unit below its carrying amount.

Goodwill impairment charges of $21.1 million and zero related to the Company s Publishing business are reflected
under discontinued operations during the three months ended June 30, 2007 and 2008, respectively. Goodwill
impairment charges of $21.1 million and $4.1 million related to the Company s Publishing business are reflected under
discontinued operations during the six months ended June 30, 2007 and 2008, respectively. Goodwill impairment
charges of zero and $3.8 million related to the Company s Travel and Events Business are reflected under discontinued
operations during the three and six months ended June 30, 2007. See Note 7, Discontinued Operations.

Intangible Assets and Other Long-Lived Assets

The Company accounts for identifiable intangible assets and other long-lived assets in accordance with SFAS
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, which addresses financial accounting and
reporting for the impairment and disposition of identifiable intangible assets and other long-lived assets. The
Company evaluates long-lived assets for impairment whenever events or changes in circumstances indicate that the
carrying amount of a long-lived asset may not be recoverable. The Company records an impairment charge on
intangibles or long-lived assets to be held and used when it determines that the carrying value of these assets may not
be recoverable and/or exceed their carrying value. Based on the existence of one or more indicators of impairment, the
Company measures any impairment based on a projected discounted cash flow method using a discount rate that it
determines to be commensurate with the risk inherent in its business model. These estimates of cash flow require
significant judgment based on the Company s historical results and anticipated results and are subject to many factors.

Revenue Recognition

The Company s revenue is derived principally from banner and sponsorship advertisements and the sale of
premium online subscription services.

To date, the duration of the Company s banner advertising commitments has ranged from one week to one year.
Sponsorship advertising contracts have terms ranging from three months to two years and also involve more
integration with the Company s services, such as the placement of buttons that provide users with direct links to the
advertiser s website. Advertising revenue on both banner and sponsorship contracts is recognized ratably over the term
of the contract, provided that no significant Company obligations remain at the end of a period and collection of the
resulting receivables is reasonably assured, at the lesser of the ratio of impressions delivered over the total number of
undertaken impressions or the straight-line basis. The Company s obligations typically include undertakings to deliver
a minimum number of impressions, or times that an advertisement appears in pages viewed by users of the Company s
online properties. To the extent that these minimums are not met, the Company defers recognition of the
corresponding revenue until the minimums are achieved.

Premium online subscription services are generally for a period of one to twelve months. Premium online
subscription services are generally paid for upfront by credit card, subject to cancellations by subscribers or charge
backs from transaction processors. Revenue, net of estimated cancellations and charge backs, is recognized ratably
over the service term. To date, cancellations and charge backs have not been significant and have been within
management s expectations.

Adpvertising

Costs related to advertising and promotion are charged to sales and marketing expense as incurred. Total
advertising costs in the three months ended June 30, 2007 and 2008 were $613,000 and $393,000, respectively. Total
advertising costs in the six months ended June 30, 2007 and 2008 were $1,098,000 and $745,000, respectively.

Stock-Based Compensation

The Company accounts for stock-based awards under SFAS No. 123 (revised 2004), Share-Based Payment ( FAS
123R ) using the modified prospective method, which requires measurement of compensation cost for all stock-based
awards at fair value on date of grant and recognition of compensation over the service period for awards expected to
vest. The fair value of restricted stock is determined based on the number of shares granted and the quoted price of the
Company s common stock, and the fair value of stock options is determined using the Black-Scholes valuation model.
Such value is recognized as expense over the service period, net of estimated forfeitures, using the straight-line
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method under FAS 123R. The estimation of stock awards that will ultimately vest requires judgment, and to the extent
actual results or updated estimates differ from the Company s current estimates, such amounts will be recorded as a
cumulative adjustment in the period estimates are revised. The Company considers many factors when estimating
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expected forfeitures, including types of awards, employee class, and historical experience. Actual results, and future
changes in estimates, may differ substantially from the Company s current estimates.

Segment Reporting

As a result of further integrating the Company s various businesses, its executive management team, and its
financial and management reporting systems during fiscal 2006, the Company began to operate as three segments
effective January 1, 2007: Online, Publishing and Travel and Events. The Travel and Events segment consisted of
travel and events marketed through the Company s RSVP brand and by the Company s consolidated affiliate, PNO
DSW Events, LLC ( DSW ). In March 2007, the Company sold its membership interest in DSW, a joint venture, to the
minority interest partner. In December 2007, the Company sold substantially all the assets of RSVP. As a result of the
sale of the Company s interest in DSW, its sale of substantially all the assets of RSVP and the Company s decision to
exit its Travel and Events business, the Company has reported the results of operations and financial position of RSVP
and DSW as discontinued operations within the consolidated financial statements as described more fully in Note 7,

Discontinued Operations. The Publishing segment consisted of the Company s print properties obtained in the
acquisition of LPI, primarily magazines and its book publishing businesses. As a result of the Company s agreement to
sell substantially all the assets of LPI and the Company s decision to exit its Publishing business, the Company has
reported the results of operations and financial position of LPI as discontinued operations within the consolidated
financial statements as described more fully in Note 7, Discontinued Operations.

As aresult of the Company s decision to exit its Travel and Events and Publishing businesses, the Company
currently operates in one segment in accordance with SFAS No. 131, Disclosures about Segments of an Enterprise
and Related Information ( FAS 131 ). Although the chief operating decision maker reviews revenue results across the
three revenue streams of advertising, subscription and transaction services, financial reporting is consistent with the
Company s method of internal reporting where the chief operating decision maker evaluates, assesses performance and
makes decisions on the allocation of resources at a consolidated results of operations level. The Company has no
operating managers reporting to the chief operating decision maker over components of the enterprise for which the
separate financial information of revenue, results of operations, and assets is available. Additionally, all business units
that meet the quantitative thresholds of a reporting unit in FAS 131 also meet the aggregation criteria of FAS 131 and
are therefore accounted for as a single reporting unit.

Income Taxes

The Company adopted the provisions of Financial Accounting Standards Board ( FASB ) Interpretation No. 48,

Accounting for Uncertainty in Income Taxes an Interpretation of FASB Statement No. 109 ( FIN 48 ) on January 1,
2007. The Company did not have any unrecognized tax benefits and there was no effect on its financial condition or
results of operations as a result of implementing FIN 48.

The Company files income tax returns in the U.S. federal jurisdiction and various state and foreign jurisdictions.
The Company is no longer subject to U.S. federal tax assessment for years before 2004. State jurisdictions that remain
subject to assessment range from 2003 to 2007. The Company does not believe there will be any material changes in
its unrecognized tax positions over the next 12 months. The Company believes that its income tax filing positions and
deductions will be sustained on audit and does not anticipate any adjustments that will result in a material adverse
effect on the Company s financial condition, results of operations, or cash flow. Therefore, no reserves for uncertain
income tax positions have been recorded pursuant to FIN 48. In addition, the Company did not record a cumulative
effect adjustment related to the adoption of FIN 48.

The Company s policy is to recognize interest and penalties accrued on any unrecognized tax benefits as a
component of income tax expense. As of the date of adoption of FIN 48, the Company did not have any accrued
interest or penalties associated with any unrecognized tax benefits, nor was any interest expense recognized during
2007 or the six months ended June 30, 2008. The Company s effective tax rate differs from the federal statutory rate
primarily due to increases in its deferred income tax valuation allowance.

Net Income (Loss) Per Share

Basic net income (loss) per share ( Basic EPS ) is computed by dividing net income (loss) by the sum of the
weighted-average number of common shares outstanding during the period. Diluted net income (loss) per share
( Diluted EPS ) gives effect to all dilutive potential common shares outstanding during the period. The computation of
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Diluted EPS does not assume conversion, exercise or contingent exercise of securities that would have an anti-dilutive
effect on earnings. The dilutive effect of outstanding stock options and warrants is computed using the treasury stock
method.
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The following table sets forth the computation of basic and diluted net loss per share (in thousands, except per
share amounts):

Three months ended June Six months ended June
30, 30,
2007 2008 2007 2008
Numerator:
Net loss $ (31,001 $ (1,593) $ (37,875) $ (11,971)
Denominator for basic and diluted net loss per
share:
Weighted-average shares 1,751 4,051 1,748 4,050
Net loss per share:
Basic and diluted $ (17.70) $ (0.39 $ (21.67) $  (2.96)

The potential shares, which are excluded from the determination of basic and diluted net loss per share as their
effect is anti-dilutive, are as follows (in thousands):

Six months ended June
30,
2007 2008
Common stock options and warrants 250 206

Recent Accounting Pronouncements

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles ( FAS
162 ). FAS 162 identifies the sources of accounting principles and the framework for selecting the principles to be used
in the preparation of financial statements that are presented in conformity with generally accepted accounting
principles in the United States. FAS 162 is effective 60 days following the SEC s approval of Public Company
Accounting Oversight Board amendments to AU Section 411, The Meaning of Present fairly in conformity with
generally accepted accounting principles . FAS 162 is not expected to have a material impact on the Company s
financial statements.

In April 2008, the FASB issued FASB Staff Position ( FSP ) No. FAS 142-3, Determination of the Useful Life of
Intangible Assets, ( FSP FAS 142-3 ). FSP FAS 142-3 amends the factors that should be considered in developing
renewal or extension assumptions used to determine the useful life of a recognized intangible asset under FAS 142 in
order to improve the consistency between the useful life of a recognized intangible asset under FAS 142 and the
period of expected cash flows used to measure the fair value of the asset under FAS 141R and other generally
accepted accounting principles. FAS 142-3 is effective for financial statements issued for fiscal years beginning after
December 15, 2008. Early adoption is prohibited. The Company has not yet determined the effect on its consolidated
financial statements, if any, upon adoption of FSP FAS 142-3.

In February 2008, the FASB issued FSP No. FAS 157-2, Effective Date of FASB Statement No. 157 ( FSP 157-2 ),
to partially defer SFAS 157, Fair Value Measurements ( FAS 157 ). FSP 157-2 defers the effective date of FAS 157 for
nonfinancial assets and nonfinancial liabilities, except those that are recognized or disclosed at fair value in the
financial statements on a recurring basis (at least annually), to fiscal years, and interim periods within those fiscal
years, beginning after November 15, 2008. The Company is currently evaluating the impact of adopting the provisions
of FAS 157 as it relates to non-financial assets and liabilities.

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations ( FAS 141R ). FAS 141R requires
an acquirer to measure the identifiable assets acquired, the liabilities assumed and any noncontrolling interest in the
acquiree at their fair values on the acquisition date, with goodwill being the excess value over the net identifiable
assets acquired. FAS 141R is effective for financial statements issued for fiscal years beginning after December 15,
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2008. Early adoption is prohibited. The Company has not yet determined the effect on its consolidated financial
statements, if any, upon adoption of FAS 141R.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements, an amendment of ARB No. 51 ( FAS 160 ). FAS 160 clarifies that a noncontrolling interest in a subsidiary
should be reported as equity in the consolidated financial statements. The calculation of earnings per share will
continue to be based on income amounts attributable to the parent. FAS 160 is effective for financial statements issued
for fiscal years beginning after December 15, 2008. Early adoption is prohibited. The Company has not yet
determined the effect on its consolidated financial statements, if any, upon adoption of FAS 160.

8
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Note 2 Goodwill and Intangible Assets

Goodwill

The Company records as goodwill the excess of the purchase price of net tangible and intangible assets acquired
over their estimated fair value. Goodwill is not amortized. In accordance with FAS 142, goodwill is subject to at least
an annual assessment for impairment, and between annual tests in certain circumstances, applying a fair-value based
test. The Company conducts its annual impairment test as of December 1 of each year, and between annual tests if a
triggering event occurs.

The Company performed its annual test as of December 1, 2007. The results of Step 1 of the annual goodwill
impairment analysis on December 1, 2007 showed that goodwill was not impaired as the estimated market value of its
reporting unit exceeded its carrying value, including goodwill. Accordingly, Step 2 was not performed. The Company
will continue to test for impairment on an annual basis and on an interim basis if a triggering event occurs or
circumstances change that would more likely than not reduce the fair value of the Company s reporting unit below its
carrying amount.

During the fourth quarter of 2007, the Company divested itself of its Travel and Events business. In April 2008, the
Company agreed to sell substantially all of the assets of its Publishing business. The Company is currently operating
in one segment, with one reporting unit. There were no changes in the Company s goodwill related to continuing
operations during the six months ended June 30, 2008.

Goodwill impairment charges of $21.1 million and zero related to the Company s Publishing business are reflected
under discontinued operations during the three months ended June 30, 2007 and 2008, respectively. Goodwill
impairment charges of $21.1 million and $4.1 million related to the Company s Publishing business are reflected under
discontinued operations during the six months ended June 30, 2007 and 2008, respectively. Goodwill impairment
charges of zero and $3.8 million related to the Company s Travel and Events Business are reflected under discontinued
operations during the three and six months ended June 30, 2007. See Note 7, Discontinued Operations.

Intangible Assets

The components of acquired intangible assets are as follows (in thousands):

December 31, 2007 June 30, 2008
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Customer lists and user

bases $ 3,278 $ 3,278 $ $3,278 $ 3,278 $

Tradenames 2,340 2,340 2,340 2,340

Other intangible assets 726 726 726 726
$6,344 $ 6,344 $ $6,344 $ 6,344 $

As of December 31, 2007 and June 30, 2008, the Company s intangible assets were fully amortized. During the
three and six months ended June 30, 2007 and 2008, the Company did not record any amortization expense on its
intangible assets. The net carrying amount of customer lists and user bases related to the Company s Publishing
business that have been classified as long-term assets of discontinued operations as of December 31, 2007 and
June 30, 2008 totaled $1,187,000 and zero, respectively, and the net carrying amount of tradenames related to the
Company s Publishing business that have been classified as long-term assets of discontinued operations as of
December 31, 2007 and June 30, 2008 totaled $3,250,000 and $2,300,000, respectively, as described more fully in
Note 7, Discontinued Operations.

Impairment charges related to intangible assets of zero and $2.2 million related to the Company s Publishing
business are reflected under discontinued operations during the three and six months ended June 30, 2008,
respectively. There were no impairment charges related to intangible assets during the six months ended June 30,
2007. See Note 7, Discontinued Operations.
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Note 3 Other Balance Sheet Components

December
31, June 30,
2007 2008
(In thousands)
Accounts receivable:
Trade accounts receivable $ 3,694 $ 1,641
Less: Allowance for doubtful accounts (15) (17
$3,679 $ 1,624

In the three months ended June 30, 2007 and 2008, the Company provided for an increase (decrease) in the
allowance for doubtful accounts of ($8,000) and $22,000 respectively, and wrote-off accounts receivable against the
allowance for doubtful accounts totaling zero and $22,000, respectively. In the six months ended June 30, 2007 and
2008, the Company provided for an increase (decrease) in the allowance for doubtful accounts of ($6,000) and
$26,000 respectively, and wrote-off accounts receivable against the allowance for doubtful accounts totaling zero and
$24,000, respectively. The allowance for doubtful accounts related to the Company s Publishing business that has been
classified as assets of discontinued operations as of December 31, 2007 and June 30, 2008 totaled $486,000 and
$374,000, respectively, as described more fully in Note 7, Discontinued Operations.

December
31, June 30,
2007 2008
(In thousands)
Property and equipment:
Computer equipment and software $ 9,661 $ 9,304
Furniture and fixtures 992 875
Leasehold improvements 1,971 1,686
Website development costs 6,453 7,132
19,077 18,997
Less: Accumulated depreciation and amortization (11,256) (12,742)
$ 7,821 $ 6,255

In the three months ended June 30, 2007 and 2008, the Company recorded depreciation and amortization expense
of property and equipment of $1,112,000 and $1,031,000, respectively. In the six months ended June 30, 2007 and
2008, the Company recorded depreciation and amortization expense of property and equipment of $2,322,000 and
$2,147,000, respectively. In the three months ended June 30, 2007 and 2008, the Company recorded non-cash
impairment charges of $374,000 and zero, respectively. In the six months ended June 30, 2007 and 2008, the
Company recorded non-cash impairment charges of $467,000 and zero, respectively.

December
31, June 30,
2007 2008
(In thousands)
Accrued expenses and other liabilities:
Accrued payroll and related liabilities $1,110 $ 782
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Other accrued liabilities 778 593

$ 1,888 $ 1,375

Note 4 Commitments and Contingencies
Retention and Severance Plan

In an effort to provide certain employees with an incentive to remain committed to the Company s business while it
is evaluating its strategic alternatives, on January 11, 2008, the Company s Board of Directors adopted a retention and
severance plan for certain of its management staff (the Plan ). The retention component of the Plan provides for certain
cash payments if the eligible participant remains with the Company through December 31, 2008 (or a pro rata portion
thereof if such participant is terminated without cause prior to that date). In addition, the severance component of the
Plan provides for certain cash payments in the event of termination

10
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without cause at any time, unless the participant receives employment or an offer of employment from a successor to
the Company. The Company currently estimates that the adoption of the Plan, including both the retention and the
severance components, may result in an additional expense to the Company in the range of approximately $500,000 to
a maximum of approximately $1.3 million. The actual amounts will depend on numerous factors outside of the
Company s control, such as whether the eligible participants choose to remain with the Company, the timing and
nature of any transaction resulting in a change of control and whether an acquirer chooses to retain the participant
employees or to assume the Plan, and the actual expense may ultimately be lower than the range listed above.

Contingencies

The Company is not currently subject to any material legal proceedings. The Company may from time to time,
however, become a party to various legal proceedings, arising in the ordinary course of business. The Company may
also be indirectly affected by administrative or court proceedings or actions in which the Company is not involved but
which have general applicability to the Internet industry.
Note 5 Issuance of Warrant

In January 2008, the Company retained Allen & Company LLC ( Allen ) to assist the Company in evaluating
strategic alternatives, including a possible sale of the Company. In connection with the engagement, in addition to
certain fees payable to Allen in the event of a successful transaction, the Company issued to Allen a ten-year warrant
to purchase up to 75,000 shares of the Company s common stock at an exercise price of $6.20 per share, subject to
certain customary adjustments. The warrant vested immediately with respect to 37,500 shares and vested with respect
to 25,000 additional shares on May 14, 2008, with the remaining 12,500 shares vesting on May 14, 2009, provided
that Allen s engagement has not been terminated prior to such vesting date. In addition, the vesting will accelerate in
full in the event of a change of control of the Company. In connection with the issuance of this warrant, Allen
surrendered for cancellation a 75,000 share warrant previously issued to it in May 2007. The Company valued the
portion of the warrant which vested on issuance at $228,000 and the portion of the warrant which vested on May 14,
2008 at $44,000 by using the Black-Scholes option pricing model with an expected volatility factor of 146.1%,
risk-free interest rate of 3.39%, no dividend yield and the contractual life of ten years. The value of the remaining
unvested portion of the warrant is reassessed quarterly until vested in May 2009. The warrant expires in January 2018.
The Company recorded $69,000 and $74,000 in the three months ended June 30, 2007 and 2008, respectively, and
$69,000 and $165,000 in the six months ended June 30, 2007 and 2008, respectively, of non-cash services expense
associated with these warrants.
Note 6 Stock-Based Compensation

Stock Options

During the six months ended June 30, 2008, the Company did not grant any stock options under its existing equity
incentive plans. The following table summarizes stock option activity for the six months ended June 30, 2008 (in
thousands):

Shares
Outstanding at January 1, 2008 129
Forfeited/expired/cancelled (10)
Outstanding at June 30, 2008 119

Stock options granted under the Company s equity incentive plans generally vest 25% one year from the date of
grant and 2.08% per month thereafter, and generally expire ten years from the date of grant.
Restricted Stock
The following table summarizes restricted stock grant activity for the six months ended June 30, 2008 (in
thousands):
11
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Shares
Unvested at January 1, 2008 49
Granted 1
Vested (15)
Forfeited )
Unvested at June 30, 2008 33

In general, restricted stock grants vest over a period from immediately to four years and are subject to the
employees continuing service to the Company. The cost of restricted stock is determined using the fair value of the
Company s common stock on the date of the grant. The weighted average grant date fair value for restricted stock
grants awarded during the period was $4.14 per share.

Scheduled vesting for outstanding restricted stock grants at June 30, 2008 is as follows (in thousands):

Year Ending December 31,

2008 (remaining six months) 3
2009 17
2010 13

33

Note 7 Discontinued Operations

In an effort to simplify the Company s business model, the Company discontinued its Travel and Events businesses
during 2007. In March 2007, the Company sold its membership interest in DSW, a joint venture, to the minority
interest partner. In December 2007, the Company sold substantially all of the assets of RSVP.

In April 2008, the Company entered into a binding letter of intent to sell the Company s Publishing business, which
includes the operations of LPI and SpecPub, to Regent Releasing, L.L.C. or its designee ( Regent ), an affiliate of here!
Networks. The letter of intent includes marketing commitments and cash payments by Regent of $6.5 million, the
assumption of the majority of the operating liabilities of the Company s Publishing business, and commitments by the
Company to provide certain marketing and advertising services to Regent. Regent s acquisition of the assets and
assumption of the liabilities of the Publishing business will be accomplished through a put/call mechanism. Regent
has the right to acquire the assets and liabilities from May 31, 2008 to August 31, 2008 (the Call ). The Company has
the right to transfer the assets and liabilities from June 30, 2008 to August 31, 2008 (the Put ). The Put or the Call must
be exercised no later than August 21, 2008, and the transaction is expected to close on or before August 31, 2008.

As a result of the sale of the Company s interest in DSW, the sale of substantially all the assets of RSVP, the
agreement to sell substantially all of the assets of LPI and SpecPub and the Company s decision to exit its Publishing
and Travel and Events businesses, the Company has reported the results of operations and financial position of RSVP,
DSW, LPI and SpecPub as discontinued operations within the condensed consolidated financial statements for the
three and six months ended June 30, 2007 and 2008 in accordance with FAS 144. The Company has reported the
financial position of LPI and SpecPub as assets and liabilities of discontinued operations on the condensed
consolidated balance sheets as of December 31, 2007 and June 30, 2008. In addition, the Company has segregated the
cash flow activity of RSVP, DSW, LPI and SpecPub from the condensed consolidated statements of cash flows for the
six months ended June 30, 2007 and 2008. The results of operations of RSVP and DSW were previously reported and
included in the results of operations and financial position of the Company s Travel and Events segment. The results of
operations of LPI and SpecPub were previously reported and i