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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: March 31, 2006

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, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12B-2 of the Exchange Act).
). 0 Yes p No

The number of shares outstanding of the registrant s Common Stock, $0.001 par value, as of May 1, 2006 was
17,314,219.
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PART I

FINANCIAL INFORMATION

PlanetOut Inc.

Item 1. Unaudited Condensed Consolidated Financial Statements

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except per share amounts)

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Inventory
Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Goodwill

Intangible assets, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS

Current liabilities:

Accounts payable

Accrued liabilities

Deferred revenue, current portion
Capital lease obligations, current portion
Notes payable, current portion

Deferred rent, current portion

Total current liabilities
Deferred revenue, less current portion
Capital lease obligations, less current portion

Notes payable, less current portion
Deferred rent, less current portion

Total liabilities

Table of Contents

EQUITY

December
31,
2005

$ 18,461

6,030
1,349
2,571

28,411
8,167
28,699
10,909
1,152

$ 77,338

$ 1,334
2,750

8,749

309

222

286

13,650
1,771
212

7,075
1,578

24,286

March 31,
2006

$ 11,335
160

6,911
1,488
6,452

26,346
8,293
32,581
13,334
1,160

$ 81,714

$ 1,658
2,693
11,261

351

158

317

16,438
2,320
495

7,075
1,528

27,856
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Minority interest in consolidated subsidiaries

Stockholders equity:

Common stock: $0.001 par value, 100,000 shares authorized, 17,248 and 17,308
shares issued and outstanding at December 31, 2005 and March 31, 2006,

respectively 17 17
Additional paid-in capital 88,333 88,691
Note receivable from stockholder (603)

Accumulated other comprehensive loss (123) (146)
Accumulated deficit (34,572) (34,704)
Total stockholders equity 53,052 53,858
Total liabilities and stockholders equity $ 77,338 $ 81,714

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

Income (loss) from operations

Equity in net loss of unconsolidated affiliate

Interest expense

Other income, net

Income (loss) before income taxes and minority interest
Provision for income taxes

Minority interest in loss of consolidated affiliate

Net income (loss)

Net income (loss) per share:

Basic

Diluted

Weighted-average shares used to compute net income (loss) per share:
Basic

Diluted

(1Includes stock-based compensation (benefit) as follows (see Note 2):

Cost of revenue

Table of Contents

2005

1,392
4,853
420
6,665
2,125
2,456
1,248
820
6,649
16
)
(38)
239
208
(29)

179

0.01

0.01

16,939

18,269

12

Three months ended March

2006

5,347
6,270
5,956
17,573
9,430
3,944
3,080
1,224
17,678
(105)

197)
170

(132)

(132)

(0.01)

(0.01)

17,261

17,261
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Sales and marketing 7 1
General and administrative 43) 79
Total stock-based compensation (benefit) $ 24) $ 85

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
Page 4
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PlanetOut Inc.

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash used in operating

activities:

Depreciation and amortization

Stock-based compensation expense (benefit)
Amortization of deferred rent

Loss on disposal or write-off of property and equipment
Equity in net loss of unconsolidated affiliate

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

Inventory

Prepaid expenses and other assets

Accounts payable

Accrued and other liabilities

Deferred revenue

Net cash used in operating activities

Cash flows from investing activities:

Acquisitions, net of cash acquired

Purchases of property and equipment

Changes in restricted cash

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from exercise of common stock options and warrants
Proceeds from repayment of note receivable from stockholder

Principal payments under capital lease obligations and notes payable

Net cash provided by (used in) financing activities

Effect of exchange rate on cash and cash equivalents

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
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2005

179

820
24)
218

583
(896)
(1,185)
(165)

364

o7

(1,179)

(1,179)

277

(422)

(145)

2

(1,423)
43,128

Three months ended March

2006

(132)

1,224

85
(19)

21

(620)
(139)
754
248
(95)
(3,334)

(2,007)

(5,379)
(469)
(160)

(6,008)

273
843
(204)

912

(23)

(7,126)
18,461
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Cash and cash equivalents, end of period $ 41,705 $ 11,335
Supplemental disclosure of noncash flow investing and financing activities:

Property and equipment and related maintenance acquired under capital leases $ 34 $ 561
Unearned stock-based compensation $ (238) $

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
Page 5
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PlanetOut Inc.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note1 The Company

PlanetOut Inc. (the Company ) is a leading global media and entertainment company serving the worldwide lesbian,
gay, bisexual and transgender, or LGBT, community. The Company serves this audience through a wide variety of
media properties, including leading LGBT-focused websites, such as Gay.com, PlanetOut.com, Advocate.com and
Out.com, and magazines, such as The Advocate, Out, The Out Traveler, and HIVPlus, among others. Through these
media properties and other marketing vehicles, such as live events, the Company generates revenue from a
combination of advertising, subscription and transaction services, including those obtained in the Company s
acquisition in November 2005 of LPI Media, Inc. and related entities ( LPI ). The Company also expanded the number
and scope of its subscription service offerings with this acquisition. In addition to premium subscriptions on its
Gay.com and PlanetOut.com services, the Company offers its customers subscriptions to eight other online and offline
products and services.

Through the Company s acquisition in March 2006 of RSVP Productions, Inc. ( RSVP ), the Company also became a
leading marketer of gay and lesbian travel and events, including cruises, land tours and resort vacations. The
Company also offers all its customers access to specialized products and services through its transaction-based
websites, including Kleptomaniac.com and BuyGay.com, that generate revenue through sales of products and services
of interest to the LGBT community, including fashion, video and music products. The Company generates transaction
revenue from third-party websites and partners for the sale of products and services to its users as well as through
newsstand sales of its various print properties.

Note 2 Basis of Presentation and Summary of Significant Accounting Policies
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, 2005 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, 2005.
Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries and variable interest entities in which the Company has been determined to be the primary beneficiary.
The Company recognizes minority interest for subsidiaries where it owns less than 100% of the equity of the
subsidiary. The recording of minority interest eliminates a portion of operating results equal to the percentage of
equity it does not own. The Company discontinues allocating losses to the minority interest when the minority interest
is reduced to zero. All significant intercompany transactions and balances have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America 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 reserve for inventory obsolescence, the determination of the
fair market value of its common stock, the valuation and useful life of its capitalized software and long-lived assets
and the valuation of deferred tax asset balances. Actual results could differ from those estimates.

Restricted Cash
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Restricted cash consists of cash that is restricted as to future use by contractual agreements associated with
irrevocable letters of credit relating to a lease agreement for one of the Company s offices in New York.
Page 6

Table of Contents

11



Edgar Filing: PLANETOUT INC - Form 10-Q

Table of Contents

Inventory

Inventory consists of finished goods held for sale and materials related to the production of future publications
such as editorial and artwork costs, books, paper, other publishing and novelty products and shipping materials.
Inventory is recorded at the lower of cost or market. This valuation requires the Company to make judgments, based
on currently-available information, about the likely method of disposition, such as through sales to individual
customers, returns to product vendors, or liquidations, and expected recoverable values of each disposition category.
The cost of finished goods available for sale is determined on a weighted average cost method. The cost of materials
related to future production costs is determined on a first-in-first-out basis.

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 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 statements of operations in the period realized.

Leasehold improvements made by the Company and reimbursable by the landlord as tenant incentives are recorded
by the Company as leasehold improvement assets and amortized over a term consistent with the above guidance. The
incentives from the landlord are recorded as deferred rent and amortized as reductions to rent expense over the lease
term. At December 31, 2005 and March 31, 2006, the balance of these leasehold improvement allowances was
$1,402,000. During the three months ended March 31, 2005 and 2006, the Company amortized $45,000 and $48,000,
respectively, as a reduction of rent expense in the accompanying unaudited condensed consolidated statements of
operations. At December 31, 2005 and March 31, 2006, the deferred rent balance attributable to these incentives
totaled $1,179,000 and $1,131,000, respectively. Future amortization of the balance of these tenant incentives is
estimated to be $145,000 for the nine remaining months of 2006, $194,000 each year for 2007 to 2011, and $16,000 in
2012. At December 31, 2005 and March 31, 2006, the Company had receivable balances for tenant incentives of
$243,000 and zero, respectively, recorded under prepaid expenses and other current assets in the accompanying
unaudited condensed consolidated balance sheets.

Internal Use Software and Website Development Costs

The Company capitalizes internally developed software 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 ). 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. During the three months ended March 31, 2005 and 2006, the Company capitalized costs of $617,000
and $323,000, respectively, and recorded $174,000 and $325,000 of related amortization expense, respectively. The
capitalized costs for the three months ended March 31, 2005 and 2006 included $399,000 and $115,000, respectively,
paid to external consultants for website development.

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 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
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recognized for the excess. The Company determined that it has one reporting unit. The Company performed its annual
test on December 1, 2005. The results of Step 1 of the goodwill impairment analysis showed that goodwill was not
impaired as the estimated market value of its one 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 an event occurs or circumstances change that would more likely than not reduce the fair value of
the Company s reporting unit below its carrying amounts.

Page 7
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Revenue Recognition

The Company s revenue is derived principally from the sale of premium online subscription services, magazine
subscriptions, banner and sponsorship advertisements, magazine advertisements and transactions services. Premium
online subscription services are generally for a period of one month to two years. 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. The Company provides an estimated reserve for magazine subscription cancellations at the time such
subscription revenues are recorded. In January of 2006, the Company began offering its customers premium online
subscription services bundled with magazine subscriptions. In accordance with EITF Issue No. 00-21, Revenue
Arrangements with Multiple Deliverables ( EITF 00-21 ), the Company defers subscription revenue on bundled
subscription service offerings based on the pro-rata fair value of the individual premium online subscription services
and magazine subscriptions.

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 are 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. Company 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. Magazine advertising revenues are recognized, net of related
agency commissions, on the date the magazines are placed on sale at the newsstands. Revenues received for
advertisements in magazines to go on sale in future months are classified as deferred advertising revenue.

Transaction service revenue generated from the sale of products held in inventory is recognized when the product
is shipped, net of estimated returns. The Company also earns commissions for facilitating the sale of third party
products and services which are recognized when earned based on reports provided by third party vendors or upon
cash receipt if no reports are provided. In accordance with EITF Issue No. 99-19, Reporting Revenue Gross as a
Principal Versus Net as an Agent, the revenue earned for facilitating the sale of third party merchandise is reported
net of cost as agent. This revenue is reported net due to the fact that though the Company receives the order and
collects money from buyer, the Company is under no obligation to make payment to the third party unless payment
has been received from the buyer and risk of return is also borne by the third party. The Company recognizes
transaction service revenue from its event marketing and travel events services which include cruises, land tours and
resort vacations, together with revenues from onboard and other activities and all associated direct costs of its event
marketing and travel events services, upon the completion of events with durations of ten nights or less and on a pro
rata basis for events in excess of ten nights.

Advertising

Costs related to advertising and promotion are charged to sales and marketing expense as incurred except for
direct-response advertising costs which are amortized over the expected life of the subscription, typically a twelve
month period. Direct-response advertising costs consist primarily of production costs associated with direct-mail
promotion of magazine subscriptions. As of December 31, 2005 and March 31, 2006, the balance of unamortized
direct-response advertising costs was $173,000 and $881,000, respectively, and is included in prepaid expenses and
other current assets. Total advertising costs in the three months ended March 31, 2005 and 2006 were $734,000 and
$911,000, respectively.

Equity Incentive Plans

The Company has equity incentive plans for directors, officers, employees and non-employees. Stock options
granted under these plans generally vest over two to four years, are generally exercisable at the date of grant with
unvested shares subject to repurchase by the Company and expire within 10 years from the date of grant. As of
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March 31, 2006, the Company has reserved an aggregate of approximately 3,300,000 shares of common stock for
issuance under its equity incentive plans.
Stock-Based Compensation

On January 1, 2006, the Company adopted SFAS No. 123 (revised 2004), Share-Based Payment ( FAS 123R ), that
addresses the accounting for share-based payment transactions in which an enterprise receives employee services in
exchange for equity instruments of the enterprise. The statement eliminates the ability to account for share-based
compensation transactions, as the Company formerly did, using the intrinsic value method as prescribed by
Accounting Principles Board ( APB ) Opinion No. 25,

Page 8
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Accounting for Stock Issued to Employees, and generally requires that such transactions be accounted for using a
fair-value-based method and recognized as expenses in its consolidated statements of operations.

The Company adopted FAS 123R using the modified prospective method which requires the application of the
accounting standard as of January 1, 2006. The Company s consolidated financial statements as of and for the three
months ended March 31, 2006 reflect the impact of adopting FAS 123R. In accordance with the modified prospective
method, the consolidated financial statements for prior periods have not been restated to reflect, and do not include,
the impact of FAS 123R.

Stock-based compensation expense recognized during the period is based on the value of the portion of stock-based
payment awards that is ultimately expected to vest. Stock-based compensation expense recognized in the condensed
consolidated statement of operations during the three months ended March 31, 2006 included compensation expense
for stock-based payment awards granted prior to, but not yet vested, as of December 31, 2005 based on the grant date
fair value estimated in accordance with the pro forma provisions of SFAS No. 148, Accounting for Stock-based
Compensation Transition and Disclosure (as amended) ( FAS 148 ) and compensation expense for the stock-based
payment awards granted subsequent to December 31, 2005, based on the grant date fair value estimated in accordance
with FAS 123R. As stock-based compensation expense recognized in the statement of operations for the three months
ended March 31, 2006 is based on awards ultimately expected to vest, it has been reduced for estimated forfeitures.
FAS 123R requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if
actual forfeitures differ from those estimates. In the pro forma information required under FAS 148 for the periods
prior to 2006, we accounted for forfeitures as they occurred. In anticipation of the impact of adopting FAS 123R, the
Company accelerated the vesting of approximately 720,000 shares subject to outstanding stock options in
December 2005. The primary purpose of the acceleration of vesting was to minimize the amount of compensation
expense recognized in relation to the options in future periods following the adoption by the Company of FAS 123R.
Since the Company accelerated these shares, the impact of adopting FAS 123R was not material, to date, to the
Company s results of operations.

Prior to the adoption of FAS 123R, the Company provided the disclosures required under FAS 123, as amended by
FAS 148. Employee stock-based compensation expense recognized under FAS 123R was not reflected in the
Company s results of operations for the three months ended March 31, 2005 for employee stock option awards that
were granted with an exercise price equal to the market value of the underlying common stock on the date of grant.

The pro forma information for the three months ended March 31, 2005 required under FAS 123 was as follows (in
thousands, except per share amounts):

Three months

ended

March 31, 2005
Net income, as reported: $ 179
Add: Employee stock-based compensation expense included in reported net income (loss),
net of tax (23)
Less: Total employee stock-based compensation expense determined under fair value, net
of tax (85)
Pro forma net income $ 71
Net income per share
As reported  basic $ 0.01
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0.01
Pro forma basic $ 0.00
Pro forma diluted $ 0.00

Prior to adopting FAS 123R, the Company presented all tax benefits resulting from the exercise of stock options as
operating cash flows in its statement of cash flows. FAS 123R requires cash flows resulting from excess tax benefits
to be classified as a part of cash flows from financing activities. Excess tax benefits are realized tax benefits from tax
deductions for exercised options in excess of the deferred tax asset attributable to stock compensation costs for such
options. During the three months ended March 31, 2006, the Company has not recognized a material amount of excess
tax benefits for deductions of disqualifying dispositions of such options.

Page 9
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The Company calculated the fair value of each option award on the date of grant using the Black-Scholes option
pricing model. The following assumptions were used for each respective period:

Three months ended March 31,

2005 2006
Expected lives (in years) 5 7
Risk free interest rates 3.59-4.01% 4.32 -4.57%
Dividend yield 0% 0%
Volatility 85% 75%

The Company s computation of expected volatility for the first quarter of 2006 is based on a combination of
historical and market-based implied volatility from other equities comparable to the Company s stock. The Company s
computation of expected life in 2006 was determined based on historical experience of similar awards, giving
consideration to the contractual terms of the stock-based awards, vesting schedules and expectations of future
employee behavior. The interest rate for periods within the contractual life of the award is based on the U.S. Treasury
yield curve in effect at the time of grant.

The following table summarizes activity under our equity incentive plans for the three months ended March 31,

2006 (in thousands, except per share amounts):

Weighted
Weighted Average
Average Remaining Aggregate
Contractual
Exercise Term Intrinsic
Shares Price (in years) Value

Outstanding at January 1, 2006 2,112 $ 5.03
Granted 48 9.08
Exercised 57 4.76
Cancelled (25) 5.45
Outstanding at March 31, 2006 2,078 5.12 7.17 $ 10,445
Vested and expected to vest at March 31, 2006 2,067 5.10 7.14 $ 10,129
Options exercisable at March 31, 2006 1,987 5.07 7.09 $ 10,091

The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying awards
and the quoted price of our common stock for the 1,986,000 options that were in the money at March 31, 2006.
During the three months ended March 31, 2006, the aggregate intrinsic value of options exercised under our stock
option plans was approximately $280,000. As of March 31, 2006, there was approximately, $241,000 of total
unrecognized compensation related to unvested stock-based compensation arrangements granted under the Company s
equity incentive plans. That cost is expected to be recognized over a weighted- average period of four years.

A summary of the status and changes of the Company s unvested shares related to its equity incentive plans as of
and during the three months ended March 31, 2006 is presented below (in thousands, except per share amounts):

Page 10
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Weighted
Average
Grant-Date
Shares Fair Value
Unvested at January 1, 2006 $
Granted 3 8.20
Unvested at March 31, 2006 3 8.20
Restricted Stock Grant

In January 2006, the Company granted 2,500 shares of restricted stock to a certain employee at no cost to the
employee. Each restricted stock share represents one share of the Company s common stock, with the same voting and
dividend rights as the Company s other outstanding common stock. The restricted stock shares vest over a period of
four years with 25% vested on the anniversary date of the grant and 1/48t vesting each month thereafter. Unearned
stock-based compensation related to the restricted shares is determined based on the fair value of the Company s stock
on the date of grant, which was approximately $21,000 and will be amortized to expense over the vesting period of
which approximately $1,000 was recognized during the three months ended March 31, 2006.

Net Income (Loss) Per Share

Basic income (loss) per share 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 gives effect to all
dilutive potential common shares outstanding during the period. The computation of diluted net income (loss) per
share 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.

The following table sets forth the computation of basic and diluted net income (loss) per share (in thousands,
except per share amounts):

Three months ended March

31,
2005 2006

Numerator:
Net income (loss) $ 179 $ (132)
Denominator:
Weighted-average shares 16,939 17,261
Effect of dilutive securities:
Dilutive common stock equivalents 1,330
Dilutive potential common shares 1,330

18,269 17,261
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Basic 0.01 $ (0.01)
Diluted 0.01 $ (0.01)
Page 11
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The potential shares, which are excluded from the determination of basic and diluted net income (loss) per share as
their effect is anti-dilutive, are as follows (in thousands):

Three months ended March

31,
2005 2006
Common stock options and warrants 846 2,078
Common stock subject to repurchase 2 2
848 2,080

Segment Reporting

The Company operates in one segment in accordance with FAS No. 131, Disclosures About Segments of an
Enterprise and Related Information, ( FAS 131 ). Although the chief operating decision maker does review 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 the standard also meet the aggregation criteria
of the standard as well.

Event Marketing

In January 2006, the Company s subsidiary, PNO DSW Events, LLC, a joint venture, began its event marketing
business. The subsidiary plans to market events which include a number of sub-events that occur over specific periods
of four to eight days. EITF 00-21 addresses certain aspects of the accounting by a vendor for arrangements under
which it will perform multiple revenue-generating activities and how to determine whether an arrangement involving
multiple deliverables contains more than one unit of accounting. The Company s revenue recognition policies are in
compliance with SEC Staff Accounting Bulletin No. 104, Revenue Recognition, EITF 99-19, Reporting Revenue
Gross as a Principal versus Net as an Agent, EITF 00-21 and EITF 01-14, Income Statement Characterization of
Reimbursements Received for Out-of-Pocket Expenses Incurred. For the purposes of EITF 00-21, the Company
considers the sub-events as part of a single accounting unit and recognizes the revenue and related direct costs upon
completion of the final sub-event of the accounting unit.

Recognition of revenues and expenses are deferred until completion of the final sub-event of the respective defined
accounting unit. As of March 31, 2006, the Company has recorded deferred revenue of $170,000 related to event
marketing and $193,000 of prepaid direct costs of event marketing included in prepaid expenses and other current
assets.

Variable Interest Entities

In December 2003, the Financial Accounting Standards Board ( FASB ) issued FASB Interpretation No. 46 (revised
December 2003) ( FIN 46-R ), Consolidation of Variable Interest Entities, which addresses accounting and
disclosure requirements for variable interest entities ( VIEs ). FIN 46-R defines a VIE as a corporation, partnership,
limited liability company, trust, or any other legal structure used for business purposes that either (a) does not have
equity investors with voting or similar rights sufficient to enable such investors to make decisions about an entity s
activities or (b) has equity investors that do not provide sufficient financial resources to support the entities activities
without additional financial support from other parties. FIN 46-R requires a VIE to be consolidated by a company if
the company is subject to, among other things, a majority of the risk or residual returns of the VIE. A company that
consolidates a VIE is referred to as the primary beneficiary under FIN 46-R. In addition, FIN 46-R requires
disclosure, but not consolidation, of those entities in which the Company is not the primary beneficiary but has a
significant variable interest. The consolidation and disclosure provisions of FIN 46-R became effective for reporting
periods ending after March 15, 2004.
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Management has reviewed its operations to determine the entities that the Company is required to consolidate
under FIN 46-R. As a result of this review, the Company has determined that its interest in PNO DSW Events, LLC, a
joint venture, qualifies as a variable interest entity as defined in FIN 46-R and that the Company is the primary
beneficiary of the joint venture. The Company entered into the joint venture in January 2006. Under the terms of the
joint venture agreement, the Company contributed an initial investment of $250,000 and acquired a 50% interest in the

joint venture. Accordingly, the financial statements of the joint venture
Page 12
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have been consolidated into the Company s condensed consolidated financial statements. The creditors of the joint
venture have no recourse to the general credit of the Company. At March 31, 2006, accumulated losses associated
with the minority interest have reduced the minority interest to zero on the Condensed Consolidated Balance Sheets,
with excess losses attributable to the minority interest amounting to $48,000 included in the Condensed Consolidated
Statements of Operations.
Recent Accounting Pronouncements

In May 2005, the FASB issued FAS No. 154 ( FAS 154 ), Accounting Changes and Error Corrections, which
replaces APB Opinion No. 20, Accounting Changes, and FAS No. 3, Reporting Accounting Changes in Interim
Financial Statements, and changes the requirements for the accounting for and reporting of a change in accounting
principle. FAS 154 is effective for accounting changes and corrections of errors made in fiscal years beginning after
December 15, 2005. The adoption of FAS 154 in the three months ended March 31, 2006 did not have a material
effect on the Company s results of operations, liquidity or capital resources.
Note 3 Business Combinations, Goodwill and Intangible Assets
RSVP Productions Inc. Acquisition

In March 2006, the Company acquired substantially all of the assets of RSVP, a leading marketer of gay and
lesbian travel and events, including cruises, land tours and resort vacations, for a cash purchase price of approximately
$6,645,000. The purchase agreement entitles RSVP to receive potential additional earn-out payments of up to
$3,000,000 based on certain revenue and net income milestones for each of the years ending December 31, 2007 and
December 31, 2008. These earn-out payments, if any, will be paid no later than March 15, 2008 and March 15, 2009,
respectively, and may be paid in either cash or shares of the common stock of the Company, at the Company s
discretion.

The preliminary purchase price allocation is as follows (in thousands):

Cash $ 1,289
Other current assets 4,987
Property and equipment, net 116
Definite lived intangible assets:

Customer relationships 1,810
Indefinite lived intangible assets:

Tradenames 940
Goodwill 3,958
Accounts payable and other current liabilities (60)
Deferred revenue (6,395)
Total preliminary purchase price $ 6,645

Supplemental consolidated information on an unaudited pro forma consolidated basis, as if the RSVP acquisition
was completed at the beginning of the years 2005 and 2006, is as follows (in thousands, except per share amounts):

Three months ended March

31,
2005 2006
(Unaudited)
Revenue $ 10,368 $ 19,288
Net income (loss) $ 322 $ (632)
Basic income (loss) per share $ 0.02 $ (0.04)
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Goodwill
The following table presents goodwill balances and the adjustments to the Company s acquisitions during the three
months ended March 31, 2006 (in thousands):
Page 13
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December
31,
Acquisition 2005
Acquisitions prior to December 31, 2004 $ 3,403
LPI 25,296
RSVP
$ 28,699

March
Goodwill 31,
Acquired Adjustments 2006
$ $ $ 3,403
(76) 25,220
3,958 3,958
$ 3,958 $ (76) $ 32,581

Adjustments to goodwill during the three months ended March 31, 2006 resulted primarily from purchase price

adjustments related to transaction costs and deferred revenue.

In accordance with FAS 142, goodwill is subject to at least an annual assessment for impairment, applying a
fair-value based test. The Company conducts its annual impairment test as of December 1 of each year. Based on the
Company s last impairment test as of December 1, 2005, the Company determined there was no impairment. There
were no events or circumstances from that date through March 31, 2006 indicating that a further assessment was

necessary.
Intangible Assets

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

December 31, 2005
Gross
Net
Carrrying Accumulated Carrying
Amount Amortization Amount
(In
thousands)
Other intangible
assets:
Customer lists and user
bases $ 8,678 $ 3,469 $ 5,209
Tradenames 8,040 2,340 5,700
Other intangibles 726 726
$17,444 $ 6,535 $ 10,909

March 31, 2006
Gross
Net
Carrrying Accumulated Carrying
Amount  Amortization Amount
(In
thousands)
$10,488 $ 3,794 $ 6,694
8,980 2,340 6,640
726 726
$20,194 $ 6,860 $ 13,334

Intangible assets subject to amortization consist primarily of customer lists and user bases with amortization

periods of two to six years.

As of March 31, 2006, expected future intangible asset amortization is as follows (in thousands):

Fiscal Years:

2006 (remaining nine months)
2007

2008

2009

2010

Thereafter
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Note 4 Other Balance Sheet Components

December
31, March 31,
2005 2006
(In thousands)

Accounts receivable:
Trade accounts receivable $7,033 $ 8,503
Less: Allowance for doubtful accounts (259) 472)
Less: Provision for returns (744) (1,120)

$6,030 $ 6911

In the three months ended March 31, 2005 and 2006, the Company provided for an increase in the allowance for
doubtful accounts of $6,000 and $417,000 respectively, and wrote-off accounts receivable against the allowance for
doubtful accounts totaling zero and $204,000, respectively. Since its acquisition of substantially all the assets of LPI
in November 2005, the Company recorded a provision of $744,000 for estimated returns of goods and publications
relating to the operations of these acquired assets.

December
31, March 31,
2005 2006
(In thousands)
Inventory:
Finished goods available for sale $ 954 $ 1,052
Materials for future publications 395 436
Total $ 1,349 $ 1,488
December
31, March 31,
2005 2006
(In thousands)
Prepaid expenses and other current assets:
Prepaid expenses and other current assets $2,328 $ 3,834
Deposits on leased voyages 2,618
Receivable from landlord for tenant improvement allowance, current portion (Note 2) 243
$2,571 $ 6452
December
31, March 31,
2005 2006
(In thousands)
Property and equipment:
Computer and network equipment $ 7,879 $ 8,457
Furniture and fixtures 1,396 1,422
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Computer software 2,523 2,587
Leasehold improvements 1,555 1,580
Capitalized software and website development costs 4,783 5,055
18,136 19,101
Less: Accumulated depreciation and amortization (9,969) (10,808)

$ 8,167 $ 8,293

During the three months ended March 31, 2005 and 2006, depreciation and amortization expense of property and
equipment was $820,000 and $899,000, respectively.

December
31, March 31,
2005 2006
(In thousands)
Other assets:
Other assets $ 921 $ 1,160
Interest on note receivable from stockholder (Note 5) 231
$1,152 $ 1,160
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December
31, March 31,
2005 2006
(In thousands)
Accrued liabilities:
Accrued payroll and related liabilities $ 989 $ 1,003
Other accrued liabilities 1,761 1,690

$2,750 $ 2,693

Note 5 Related Party Transaction

In May 2001, the Company issued a promissory note to an executive of the Company for $603,000 to fund the
purchase of Series D redeemable convertible preferred stock. The principal and interest were due and payable in
May 2006. Interest accrued at a rate of 8.5% per annum or the maximum rate permissible by law, whichever was less
and was full recourse. The note was full recourse with respect to $24,000 in principal payment and the remainder of
the principal was non-recourse. The note was collateralized by the shares of common stock and options owned by the
executive. Interest income of $13,000 and $9,000 was recognized in the three months ended March 31, 2005 and
2006, respectively. In March 2006, the executive repaid the Company approximately $843,000, representing
approximately $603,000 in principal and approximately $240,000 in accrued interest, fully satisfying the repayment
obligations.

Note 6 Notes Payable

In November 2004, the Company entered into a software maintenance agreement under which $332,000 was
financed with a vendor. This amount is payable in seven quarterly installments beginning in January 2005. The
remaining payments due in 2006 of $95,000 are included in notes payable, current portion.

In November 2005, the Company issued a note payable in connection with its acquisition of the assets of LPI in the
amount of $7,075,000 to the sellers, secured by the assets of SpecPub, Inc. (a subsidiary of the Company established
to hold certain such assets) and payable in three equal installments of $2,358,000 in May, August and
November 2007. The note bears interest at a rate of 10% per year, payable quarterly and in arrears. For the three
months ended March 31, 2006, the Company recorded interest expense on the note of $177,000 in the consolidated
statements of operations.

In December 2005, the Company entered into a payment plan agreement with a vendor to finance a purchase of
system software in the amount of $82,000. This amount is payable in four quarterly installments beginning in
January 2006. As of December 31, 2005 and March 31, 2006, $82,000 and $63,000, respectively, is included in notes
payable, current portion.

Note 7 Commitments and Contingencies
Deposit Commitments

The Company enters into leasing agreements with cruise lines which establish varying deposit commitments as
part of the lease agreement prior to the commencement of the leased voyage. At March 31, 2006, the Company had
deposits on leased voyages of $2,618,000 included in prepaid expenses and other current assets and commitments for
future deposits of $17,683,000.

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. The Company is currently involved in the matter discussed
below. However, the Company does not believe, based on current knowledge, that this matter is likely to have a
material adverse effect on its financial position, results of operations or cash flows.
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In April 2002, the Company was notified that DIALINK, a French company, had filed a lawsuit in France against it
and its French subsidiary, alleging that the Company had improperly used the domain names Gay.net, Gay.com and
fr.gay.com in France, as DIALINK alleges that it has exclusive rights to use the word gay as a trademark in France.
On June 30, 2005, the French court found that although the Company had not infringed DIALINK s trademark, it had
damaged DIALINK through unfair competition.
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The Court ordered the Company to pay damages of 50,000 (US $60,000 at March 31, 2006), half to be paid
notwithstanding appeal, the other half to be paid after appeal. The Court also enjoined the Company from using gay as
a domain name for its services in France. In October 2005, the Company paid half the damage awarded as required by
the court order and temporarily changed the domain name of its French website, from www.fr.gay.com to
www.ooups.com, a domain name it has used previously in France. The Company has accrued the full damage award
and in January 2006 appealed the French court s decision.
Note 8 Subsequent Event

On April 25, 2006, the Company filed a shelf registration statement on Form S-3 with the SEC for up to
$75.0 million of common stock, preferred stock, debt securities and/or warrants to be sold from time to time at prices
and on terms to be determined by market conditions at the time of offering. In addition, under the shelf registration
statement some of the Company s stockholders may sell up to 1.7 million shares of the Company s common stock.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with the financial statements and related notes which
appear elsewhere in this document. This discussion contains forward-looking statements that involve risks and
uncertainties. In some cases, you can identify forward-looking statements by terminology including would,

could, may, will, should, expect, intend, plan, anticipate, believe, estimate, predict,

potential or continue, the negative of these terms or other comparable terminology. These statements are only
predictions. Forward-looking statements include statements about our business strategy, future operating
performance and prospects. You should not place undue reliance on these forward-looking statements. Our actual
results could differ materially from those anticipated in these forward-looking statements as a result of various
factors, including those discussed below and elsewhere in this document and in our Form 10-K filed for the year
ended December 31, 2005.
Overview

We are a leading global media and entertainment company serving the worldwide lesbian, gay, bisexual and
transgender ( LGBT ) community. Our products and services, including travel events from RSVP Productions, Inc.
( RSVP ), and our network of media properties, including our flagship websites Gay.com and PlanetOut.com, and The
Advocate and Out magazines, allow our members to connect with and learn about other members of the LGBT
community around the world.

With our November 2005 acquisition of substantially all of the assets of LPI Media Inc. and related entities ( LPI ),
we expanded the number and scope of our subscription service offerings. In addition to premium subscriptions to our
Gay.com and PlanetOut.com services, we offer our customers subscriptions to eight other online and offline products
and services, as well as to various combined, or bundled, packages of these subscription services, including the
leading LGBT-targeted magazines in the United States, Out and The Advocate. We believe Out magazine is the
leading audited circulation magazine in the United States focused on the gay and lesbian community, while The
Advocate, a pioneer in LGBT media since 1967, is the second largest. We believe these, and other properties acquired
from LPI, allow us to better serve our business and consumer customers by expanding the platforms and content that
we can provide them and to more cost-effectively promote our own products and services.

On March 4, 2006, we completed the purchase of substantially all of the assets of RSVP for approximately
$6.6 million and assumed liabilities, plus reimbursement of prepaid expenses, and up to $3.0 million in additional
consideration payable upon achievement of financial performance targets for 2007 and 2008. RSVP is a leading
marketer of gay and lesbian travel and events, including cruises, land tours and resort vacations. Through RSVP, we
will be able to offer specialized travel and event packages to the LGBT market. Typically, RSVP develops travel
itineraries on land, at resorts, and on cruises, by contracting with third-parties who provide the basic travel services.
To these basic services, RSVP frequently adds additional programming elements, such as special entertainers, parties
and events, and markets these enhanced vacation packages to the gay and lesbian audience.

These acquisitions support our strategic plan of building a diversified global media and entertainment company
serving the LGBT community, growing our revenue base and diversifying our revenue mix among advertising
services, subscription services and transaction services.

Although we had positive net income in the year ended December 31, 2005, we had a net loss of $132,000 for the
three months ended March 31, 2006 and we have incurred significant losses since our inception. As of March 31,
2006, we had an accumulated deficit of $34.7 million. We expect to incur significant marketing, engineering and
technology, and general and administrative expenses for the foreseeable future. As a result, we will need to continue
to grow revenue and increase our operating margins to regain and expand our profitability.

Results of Operations

The following table sets forth the percentage of total revenue represented by items in our condensed consolidated
statements of operations:
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Three months ended March 31,

2005 2006
(As a percentage of total revenue;
unaudited)
Consolidated statements of operations data:
Revenue:
Advertising services 20.9% 30.4%
Subscription services 72.8 35.7
Transaction services 6.3 339
Total revenue 100.0 100.0
Operating costs and expenses:
Cost of revenue 31.9 53.7
Sales and marketing 36.8 22.4
General and administrative 18.8 17.5
Depreciation and amortization 12.3 7.0
Total operating costs and expenses 99.8 100.6
Income (loss) from operations 0.2 (0.6)
Equity in net loss of unconsolidated affiliate 0.1
Interest expense (0.6) (1.1)
Other income, net 3.6 0.9
Income (loss) before income taxes 3.1 (0.8)
Provision for income taxes 0.4)
Minority interest in loss of consolidated affiliate
Net income (loss) 2.7% (0.8)%

Summary

Our total revenue was $17.6 million in the three months ended March 31, 2006, increasing 164% above total
revenue of $6.7 million in the three months ended March 31, 2005, due to the incremental effect of the acquisitions of
LPI and RSVP and growth of advertising services.

Total operating costs and expenses were $17.7 million, 166% above operating costs and expenses of $6.6 million
in the three months ended March 31, 2005. This change was primarily due to the incremental effect of the acquisitions
of LPI and RSVP and increases in expenses associated with increases in headcount and salaries, marketing expenses,
reporting and compliance expenses, occupancy expenses related to the expansion of our corporate headquarters in
January 2006 and acquisition-related expenses.

Loss from operations was $105,000, compared to income from operations of $16,000 in the three months ended
March 31, 2005, reflecting higher stock-based compensation and expenses related to the acquisition and integration of
LPI and RSVP, and the effect of the international gratis campaign, a program we instituted in October 2005 whereby
we offer our online premium services free of charge for a limited time in some international markets in an effort to
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develop critical mass in those markets.

Management anticipates that revenue will continue to increase for the remainder of fiscal 2006, pri