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Item 1. FINANCIAL STATEMENTS  

 

DAG MEDIA, INC.  

BALANCE SHEET  

(unaudited)  

   

 

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

 

   
Assets  

    September 30, 

2005    

Current assets:        
Cash and cash equivalents    $ 2,476,720   
Marketable securities      4,139,380   
Short term investment - insurance annuity contract - at fair value      1,075,964   

Total cash and cash equivalents, marketable securities and short terms investments      7,692,064   
          
Trade accounts receivable, net of allowance for doubtful accounts of $ 395,000      1,047,863   
Directories in progress      1,041,600   
Other current assets      148,194   

Total current assets      9,929,721   
Property and equipment, net      148,913   
Trademarks and other intangibles, net      261,479   
Other assets      118,863   

Total assets    $ 10,458,976   

Liabilities and Shareholders’ Equity       
Current liabilities:        
Accounts payable and accrued expenses    $ 245,270   
Accrued commissions and commissions payable      433,500   
Advanced billing for unpublished directories      2,079,007   
Dividends Payable      312,246   
Income tax payable      374,479   

Total current liabilities      3,444,502   

   
Commitments and contingencies  

  
  -  

Shareholders’ equity:          
Preferred shares - $ .01 par value; 5,000,000 shares authorized; no shares issued      -  
Common shares - $ .001 par value; 25,000,000 authorized; 3,191,190 issued and 3,122,460 outstanding      3,191   
Additional paid-in capital      8,539,953   

Treasury stock, at cost- 68,730 shares      (231,113 ) 

Deferred compensation      (33,611 ) 

Accumulated other comprehensive loss      (373,381 ) 

Accumulated deficit      (890,565 ) 

Total shareholders’ equity      7,014,474   

Total liabilities and shareholders’ equity    $ 10,458,976   
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DAG MEDIA, INC.  

    STATEMENTS OF 

OPERATIONS  

(unaudited)  

   

 

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

 

    
Three Months  

  Ended September 30,    
Nine Months  

  Ended September 30,    

    2005    2004    2005    2004    

Advertising revenues    $ 1,444,253   $ 1,986,744     3,837,814   $ 5,027,356   
Publishing costs      208,293     225,496     532,735     772,837   

Gross Profit      1,235,960     1,761,248     3,305,079     4,254,519   
Operating costs and expenses:                            
Selling expenses      757,315     963,068     1,924,154     2,280,664   
Administrative and general costs      624,863     745,178     1,955,063     2,015,866   

Total operating costs and expenses      1,382,178     1,708,246     3,879,217     4,296,530   

                            
(Loss) income from operations      (146,218 )    53,002     (574,138 )    (42,011 ) 

                            
Other income      105,048     84,735     330,549     328,520   

(Loss) income from continuing operations before benefit for 

income taxes  
  
  (41,170 )    137,737     (243,589 )    286,509   

Provision for income taxes      ---    (134,340 )    ---    (134,340 ) 

(Loss) income from continuing operations      (41,170 )    3,397     (243,589 )    152,169   
Discontinued Operations:                            
(Loss) gain on sale of Blackbook net of tax effect of 

$770,000, in 2004  
  
  (55,000 )    1,169,213     (55,000 )    1,169,213   

Gain (loss) from operation of Blackbook, net of tax provision 

of $3,487 and $120,000, in 2004  
  
  ---    16,480     ---    (183,352 ) 

(Loss) income from discontinued operations      (55,000 )    1,185,693     (55,000 )    985,861   

Net (loss) income    $ (96,170 )  $ 1,189,090   $ (298,589 )  $ 1,138,030   

Basic net (loss) income per common share outstanding:                            
Continuing operations    $ (0.01 )  $ 0.00   $ (0.08 )  $ 0.05   
Discontinued operations      (0.02 )    0.38     (0.02 )  $ 0.31   

Total net (loss) income per common share - Basic    $ (0.03 )  $ 0.38   $ (0.10 )  $ 0.36   

Diluted net (loss) income per common share outstanding:                            
Continuing operations    $ (0.01 )  $ 0.00   $ (0.08 )  $ 0.04   
Discontinued operations      (0.02 )    0.37     (0.02 )  $ 0.31   

Total net (loss) income per common share - Diluted    $ (0.03 )  $ 0.37   $ (0.10 )  $ 0.35   

Weighted average number of common shares outstanding                            
--Basic      3,119,764     3,152,190     3,115,101     3,125,455   

--Diluted      3,119,764     3,237,608     3,115,101     3,230,197   
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DAG MEDIA, INC.  

STATEMENTS OF CASH FLOWS  

(unaudited)  

   

   

   
   

    
Nine Months Ended September 30, 

    
    2005    2004    

            
Cash flows from operating activities:            
Net (loss) income    $ (298,589 )  $ 1,138,030   
Adjustment to reconcile net loss to net cash used in                
operating activities:                
Depreciation and amortization      65,788     102,403   
Amortization of deferred compensation and non cash compensation      28,829     65,614   
Gain on sale of Blackbook Photography Inc.            (1,939,213 ) 

Bad debt expense      265,311     524,926   
Tax benefit for stock options      ---    137,680   
Realized gain on sale of marketable securities      (169,277 )    (191,989 ) 

Deferred taxes      ---    (63,571 ) 

Changes in operating assets and liabilities:                
Accounts receivable      50,742     (486,514 ) 

Directories in progress      447,094     322,070   
Other current assets      133,917     85,814   
Other assets      ---    (4,412 ) 

Accounts payable and accrued expenses      46,098     (342,968 ) 

Accrued commissions and commissions payable      (116,500 )    (61,817 ) 

Advance billing for unpublished directories      (880,781 )    11,006   
Income taxes payable      (180,807 )    581,248   
Net cash used in operating activities      (608,175 )    (121,693 ) 

                
Cash flows from investing activities:                

Proceeds from sale of marketable securities      14,412,975     7,328,008   
Purchase of fixed assets      (6,072 )    (24,969 ) 

Investment in marketable securities      (13,413,188 )    (5,258,515 ) 

Cash received on sale of Blackbook Photography Inc., net of expenses and  

amount in escrow and cash surrendered on sale  
  
  ---    1,800,245   

Net cash provided by investing activities      993,715     3,844,769   

                
Cash flows from financing activities:                

Dividend paid ($0.48 per share)      (1,490,982 )    (744,113 ) 

Proceeds from forfeit of gain on sale of restricted stocks      ---    10,279   
Proceeds from exercise of stock options      34,420     156,142   
Net cash used in financing activities      (1,456,562 )    (577,692 ) 

                 
Net (decrease) increase in cash    $ (1,071,022 )  $ 3,145,384   
Cash and cash equivalents, beginning of period      3,547,742     1,201,819   

Cash and cash equivalents, end of period    $ 2,476,720   $ 4,347,203   

   
Supplemental cash flow information:  

  
            

Dividends declared but not paid      $ 312,246     ---  



The accompanying notes are an integral part of these financial statements.  
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  DAG MEDIA, INC.  

NOTES TO FINANCIAL STATEMENTS  

SEPTEMBER 30, 2005  

 

1.   THE COMPANY  

 

The accompanying unaudited financial statements of DAG Media, Inc. (“DAG” or the “Company”) included herein have been 

prepared by the Company in accordance with generally accepted accounting principles for interim financial information and with 

instructions to Form 10-QSB. Accordingly, they do not include all of the information and footnotes required by generally accepted 

accounting principles for complete financial statements. However, in the opinion of management, all adjustments (consisting of 

normal recurring accruals) considered necessary for a fair presentation have been included. The accompanying unaudited financial 

statements should be read in conjunction with the Company’s audited consolidated financial statements for the year ended December 

31, 2004 and the notes thereto included in the Company’s 10-KSB. Results of operations for the interim period are not necessarily 

indicative of the operating results to be attained in the entire fiscal year. All material intercompany accounts and transactions have 

been eliminated.  

 

The preparation of financial statements in conformity with generally accepted accounting principles 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 amount of revenues and expenses during the reporting period. Actual 

amounts could differ from those estimates.  

   

2.   RECENT TECHNICAL ACCOUNTING PRONOUNCEMENTS    

 

In December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting 

Standards (“SFAS”) No. 123R, Share-Based Payment, which establishes standards for the accounting for transactions in which an 

entity exchanges its equity instruments for goods or services. A key provision of this statement is the requirement of a public entity to 

measure the cost of employee services received in exchange for an award of equity instruments (including stock options) based on the 

grant-date fair value of the award. The cost will be recognized over the period during which an employee is required to provide 

service in exchange for the award (i.e., the requisite service period or vesting period). The Company cannot estimate the future impact 

on the financials statements. See note 4 for the impact the use of the fair value accounting would have had on the periods presented. 

This standard becomes effective on January 1, 2006. The Company will adopt SFAS 123R beginning in the Company’s first fiscal 

quarter of 2006.  

 

Management does not believe that any other recently issued, but not yet effected, accounting standards if currently adopted 

would have a material effect on the Company’s financials statements.  

   

3.   EARNINGS PER SHARE OF COMMON STOCK  

 

The Company has applied SFAS No. 128, “Earnings Per Share” in its calculation and presentation of earnings per share - 

“basic” and “diluted”. Basic earnings per share are computed by dividing income available to common shareholders (the numerator) 

by the weighted average number of common shares (the denominator) for the period. The computation of diluted earnings per share is 

similar to basic earnings per share, except that the denominator is increased to include the number of additional common shares that 

would have been outstanding if the potentially dilutive common shares had been issued. For the three and nine month periods ended 

September 31, 2005, potential dilutive common shares have not been included in the calculation of diluted earnings per share since the 

effect would be anti-dilutive for all periods presented.  
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The numerator in calculating both basic and diluted earnings per common share for each period is the reported net income. The 

denominator is based on the following weighted average number of common shares:  

 

 

4 . STOCK - BASED COMPENSATION  

 

As permitted by the SFAS No. 123, “Accounting for Stock Based Compensation”, the Company accounts for stock-based 

compensation arrangements with employees in accordance with provisions of Accounting Principles Board (“APB”) Opinion No. 25 

“Accounting for Stock Issued to Employees”. Compensation expense for stock options issued to employees is based on the difference 

on the date of grant, between the fair value of the Company’s stock and the exercise price of the option. No stock based employee 

compensation cost is reflected in net income, as all options granted under those plans had an exercise price equal to the market value 

of the underlying common stock at the date of grant. The Company accounts for equity instruments issued to non employees in 

accordance with the provisions of SFAS No. 123 and Emerging Issues Task Force (“EITF”) Issue No. 96-18, “Accounting for Equity 

Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction With Selling, or in Conjunction With Selling 

Goods or Services”. All transactions with non employees, in which goods or services are the consideration received for the issuance of 

equity instruments are accounted for based on the fair value of the consideration received or the fair value of the equity instrument 

issued, whichever is more reliably measurable.  

   

The following table illustrates the effect on net loss and loss per share if the Company had applied the fair value recognition 

provisions of SFAS No. 123 to stock based compensation to employees :  

 

 

   

Item 2.     MANAGEMENT’S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION  

 

The following discussion and analysis of our result of operations should be read in conjunction with our unaudited 

consolidated financial statements and notes thereto included in this Quarterly Report on form 10-QSB. The discussion and analysis 

contains forward-looking statements based on current expectations that involve risks and uncertainties. Actual results and the timing 

of certain events may differ significantly from those projected in such forward-looking statements .  

   

We publish and distribute print and online business directories for domestic niche markets. Our principal source of revenue comes 

from the sale of ads in these directories. As a sales incentive we also provide our advertisers with added values, such as referral services and 

consumer discount club. We also operate Internet portals, JewishYellow.com targeting worldwide Jewish communities and 

JewishMasterguide.com , targeting the ultra-orthodox and Hasidic communities.  

 

Our principal directories are the Jewish Israeli Yellow Pages and the Jewish Master Guide, also known as the Kosher Yellow 

    
Three Months Ended  

September 30,    
Nine Months Ended  

September 30,    

    2005    2004    2005    2004    

Basic      3,119,764     3,152,190     3,115,101     3,125,455   
Incremental shares for assumed conversion of 

options  
  
  ---    85,418     ---    104,742   

Diluted      3,119,764     3,237,608     3,115,101     3,230,197   

  

  

Three Months 

Ended  

September 30, 

2005    

Three Months 

Ended  

September 30, 

2004    

Nine Months  

 Ended  

September 30, 

2005    

Nine Months  

 Ended  

September 30, 

2004    
Net (loss) income, as reported    $ (96,170 )  $ 1,189,090   $ (298,589 )  $ 1,138,030   
Less: Total stock based employee compensation expenses 

determined under fair value based method for all awards  
  
  (31,854 )    (32,738 )    (101,459 )    (66,322 ) 

Net (loss) income, pro forma    $ (128,024 )  $ 1,156,352   $ (400,048 )  $ 1,071,708   
                            
Basic (loss) income per share, as reported    $ (0.03 )  $ 0.38   $ (0.10 )  $ 0.36   
Pro forma basic (loss) income (loss) per share    $ (0.04 )  $ 0.37   $ (0.13 )  $ 0.34   
Diluted (loss) income per share, as reported    $ (0.03 )  $ 0.37   $ (0.10 )  $ 0.35   
Pro forma diluted (loss) income per share    $ (0.04 )  $ 0.36   $ (0.13 )  $ 0.33   



Pages .The Jewish Israeli Yellow Pages is a bilingual, English and Hebrew, yellow page directory distributed free through local commercial 

and retail establishments in the New York metropolitan area and Florida. The Jewish   Master Guide is   a yellow page directory designed to 

meet the special needs of the Hasidic and ultra-Orthodox Jewish communities in the New York metropolitan area and Florida.  

 

On January 7, 2005, we announced our intention to sell our classified directories business, consisting of the Jewish Israeli 

Yellow Pages and the Jewish   Master Guide . The sale would include applicable trademarks, tradenames and other  

intellectual property. At this time, no buyers have been identified nor have any deal terms been agreed upon. The Company decided to 

seek a buyer for its directories business because the complexity, scale and probable margins of this business makes  

the costs of compliance with new regulatory requirements for public companies, under the Sarbanes - Oxley Act of 2002 and other 

government requirements, prohibitive. While seeking to sell our classified directories business, we will seek to acquire a new, more 

suitable for operation in a publicly traded company. This new line of business may or may not be similar to our current line of 

business. We believe that the potential sale of our directories business and potential acquisition of a new business more suitable for 

operation in a public company is the best way to enhance shareholder value and optimize asset growth. However, we can not assure 

you that our divestiture and acquisition strategy will be successful. In the meantime, we will continue to publish and expand our 

existing niche ethnic directories.  
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Advertising fees, whether collected in cash or evidenced by a receivable, generated in advance of publication dates, are 

recorded as “Advanced billing for unpublished directories” on our balance sheet. Many of our advertisers pay the ad fee over a period 

of time. In that case, the entire amount of the deferred payment is booked as a receivable. Revenues are recognized at the time the 

directory in which the ad appears is published. Thus, costs directly related to the publication of a directory in advance of publication 

are recorded as “Directories in progress” on our balance sheet and are recognized when the directory to which they relate is published. 

All other costs are expensed as incurred.  

 

Since our contracts sell ads for two consecutive editions, we recognize 50% of its revenues and charge 50% of its related 

direct expenses upon publication of the first directory whereas the remaining 50% is recognized upon publication of the second 

edition. Therefore, advertising revenues are recognized under the point-of-publication method, which is generally followed by 

publishing companies. Under this method, revenues and expenses are recognized when the related directories are published. Similarly, 

costs directly related to the publication of a directory in advance of publication are recorded as “Directories in progress” on the 

accompanying balance sheet and are recognized when the directory to which they relate is published. All other costs are expensed as 

incurred.  

 

The principal operating costs incurred in connection with publishing the directories are commissions payable to sales 

representatives and costs for paper and printing. Generally, advertising commissions are paid as advertising revenue is collected. We 

do not have any long term agreements with paper suppliers or printers. Since ads are sold before we purchase paper and print a 

particular directory, a substantial increase in the cost of paper or printing costs would reduce our profitability. Administrative and 

general expenses include expenditures for marketing, insurance, rent, sales and local franchise taxes, licensing fees, office overhead 

and wages and fees paid to employees and contract workers (other than sales representatives).    
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Results of Operations  

 

Three Months Ended September 30, 2005 Compared to Three Months Ended September 30, 2004  

 

Advertising revenues  

 

Advertising revenues for three months ended September 30, 2005 were $1,444,000 compared to $1,987,000 for the three months ended 

September 30, 2004, a decrease of $543,000, or 27.3%.   The decrease in revenues was attributable to the decrease in revenues of the Jewish 

Israeli Yellow Pages directory.   Revenues from the thirty and thirty first editions of Jewish Israeli Yellow Pages directory, recognized in the 

three month period ended September 30, 2005, decreased due to a decrease in number of sales representatives assigned to its sales, compared 

with the same period last year.  

 

The following table reflects the revenue attributed to each of our directories.  

 

 

 

For each of the three months ended September 30, 2005 and 2004, there were no revenues attributable to the Jewish Master Guide 

directory. In the second and fourth quarters, upon the publication and distribution of the Jewish Master Guide directory, its related revenues will 

be recognized accordingly. We sell advertisements to our directories until two weeks prior to the publication date. Therefore, it is not practical to 

predict specific edition sales.  

 

Publishing costs  

 

Publishing costs for the three months ended September 30, 2005 were $208,000 compared to $225,000 for the corresponding period in 

2004, a decrease of $17,000, or 7.6%. As a percentage of advertising revenues, publishing costs were 14.4% in the three months ended 

September 30, 2005 compared to 11.3% in the corresponding period in 2004. The decrease in publishing costs was due to savings in 

distribution costs resulting from the new and domestic printer that the Company now uses and downsizing the graphics department according 

to the Company’s new needs. The difference in publishing costs can vary as it corresponds to the particular requirements of the directory being 

published and on the prevailing paper costs. According to our past experience, we expect a modest annual increase in publication costs 

primarily due to increase in paper costs and production expenses.  

   

Selling expenses  

 

Selling expenses for the three months ended September 30, 2005 were $757,000 compared to $963,000 for the corresponding 

period in 2004, a decrease of $206,000, or 21.4%. As a percentage of advertising revenues, selling expenses increased to 52.4% from 

48.5%. The decrease in selling expenses was attributable primarily to the decrease in the Company's sales. The increase of selling 

expenses, as a percentage of advertising revenue, is attributable to the general increase in sales generated by sales agencies with higher 

commission rates than sales generated by sales representatives who work directly for the Company. Since the sales commissions paid 

represent our principal selling expenses, we expect sales expenses to increase or decrease in accordance with the increase or decrease 

of revenues.  

 

    
Three months period  

ended September 30,    

    2005    2004    

   
Jewish Yellow Pages  

  
$ 1,444,000   $ 1,987,000   

Total Revenues    $ 1,444,000   $ 1,987,000   
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Administrative and general costs  

 

Administrative and general costs for the three months ended September 30, 2005 were $625,000 compared to $745,000 for 

the same period in 2004, a decrease of $120,000, or 16.1%. As a percentage of advertising revenues, administrative and general costs 

increased to 43.3% from 37.5%. This decrease is primarily attributable to a decrease in legal and professional fees of $62,000, 

resulting from the dismissal of the claim filed by Le Book Publishing, Inc. (see Part II, Item 1, Legal Proceeding) and decrease in 

payroll expenses of $52,000, board members fees of $7,000 and decreased bad debt expenses of $4,000 representing better collection 

rate of our directories, offset by a slight increase in automobile expenses and computers maintenance costs of $15,000. We expect 

administrative and general costs to increase as a result of ongoing expenses related to reporting company obligations and compliance 

such as those mandated by the provision of the Sarbanes - Oxley Act of 2002 and Nasdaq Stock Market requirements.  

   

Other income  

 

For the three months ended September 30, 2005, we had other income consisting of dividends, interest and realized gains of 

$105,000 compared to other income of $85,000 for the three months ended September 30, 2004. The increase is attributable primarily 

to higher interest rates.  

 

Benefit (provision) for income taxes  

 

There was no provision for income taxes in the three months ended September 30, 2005, compared to a provision of 

$134,000 for the three months ended September 30, 2004.  

 

Discontinued operations  

   

For the three months ended September 30, 2005, we had a net loss from the sale of our wholly owned subsidiary, Blackbook 
Photography Inc., of $55,000 due to the release of the escrow account and the settlement made between the Company and Modern Holdings 
Incorporated, the buyer of Blackbook. As agreed, the $55,000 was released from escrow and paid to the benefit of the buyer. For the three 
months ended September 30, 2004, net profit from the sale made on August 24, 2004, of Blackbook, after direct related costs including the 
finder’s fee, compensation to sales franchisees, bonuses to employees and payments to legal advisors, net of tax effect, totaled $1.169 million, 
in addition to a net gain from operation of $16,000. Net gain from discontinued operations totaled $1.186 million.  
 

Nine Months Ended September 30, 2005 Compared to Nine Months Ended September 30, 2004  
 

Advertising revenues  

 

Advertising revenues for nine months ended September 30, 2005 were $3,838,000 compared to $5,027,000 for the nine months ended 

September 30, 2004, a decrease of $1,189,000, or 23.7%.   Advertising revenues for nine months ended September 30, 2004 included $466,000 

of recognized revenues resulting from the ninth and last edition of the sold New Yellow   Manhattan Directory as well as one time graphics 

income of $31,000.   The remaining $692,000 decrease in revenues was attributable primarily to the decrease in revenue of the Jewish Israeli 

Yellow Pages directory, which had produced record high revenues in prior years offset by increased revenues from the eleventh and twelfth 

editions of the Jewish Master Guide directory, recognized in the second quarter of 2005. The increase in revenues from the Jewish Master Guide 

was due to a significant increase in number of sales representatives dedicated to its sales, especially after the sale of the New Yellow Manhattan 

directory in August of 2003.  
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  During the sales period for both the 30 th and 31 st editions of the Jewish Israeli Yellow Pages (published in February and August of 

2005), we experienced a few operational changes in our sales force including replacement of the sales managers in two of our sales offices, and 

the repositioning of some other personnel. These changes resulted in a period in which sales declined. We believe, however, that the changes to 

our sales force will have a positive affect on our sales in the near future.  

 

  The following table reflects the revenue attributed to each of our directories.  

 

   

For each of the nine months ended September 30, 2005 and 2004, there were revenues attributable to the Jewish Master Guide 

directory and two editions of the Jewish Israeli Yellow Pages directory. In the fourth quarter, upon the publication and distribution of the second 

edition  

of the Jewish Master Guide directory, additional revenues, will be recognized accordingly. We sell advertisements to our directories until two 

weeks prior to the publication date. Therefore, it is not practical to predict specific edition sales.  

 

Publishing costs  

 

Publishing costs for the nine months ended September 30, 2005 were $533,000 compared to $773,000 for the corresponding period in 

2004, a decrease of $240,000, or 31.0%. As a percentage of advertising revenues, publishing costs were 13.9% in the nine months ended 

September 30, 2005 compared to 15.4% in the corresponding period in 2004. The decrease in publishing costs was due primarily to the 

decrease in printing costs resulting from the sale of the New Yellow   Manhattan directory, which was last published in the first quarter of 2004. 

In addition, the decrease in publishing costs reflects the savings of distribution costs resulting from the new and domestic printer that the 

Company started using for both the Jewish Master Guide and the Jewish Israeli Yellow Pages directories as well as the decrease in graphics 

costs due to downsizing the graphics department according to the Company’s new needs. The decreased publishing costs were slightly offset 

by the increase in printing cost for both of the Company's directories after a change in their size and formats. The difference in publishing costs 

can vary as it corresponds to the particular requirements of the directory being published and on the prevailing paper costs. According to our 

past experience, we expect a modest annual increase in publication costs primarily due to increase in paper costs and production expenses.  

 

    Nine month period ended    

    
September 30,  

2005    
September 30,  

 2004    

Jewish Israeli Yellow Pages    $ 3,002,000   $ 3,956,000   
Jewish Master Guide  

(Kosher Yellow Pages)  
  
  836,000     574,000   

Graphics income      ----    31,000   
New Yellow Manhattan (sold in August 2003)      ----    466,000   

Total Revenues    $ 3,838,000   $ 5,027,000   
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Selling expenses  

 

Selling expenses for the nine months ended September 30, 2005 were $1,924,000 compared to $2,281,000 for the 

corresponding period in 2004, a decrease of $357,000, or 15.7%. As a percentage of advertising revenues, selling expenses increased 

to 50.1% from 45.4%. This decrease in selling expenses was attributable primarily to the decrease in the Company's sales. The 

increase of selling expenses, as a percentage of advertising revenue, is attributable to the general increase in sales generated by sales 

agencies with higher commission rates than sales generated by sales representatives who work directly for the Company. In addition, 

the increase of selling expenses as a percentage of advertising revenue is attributable to the higher commission and promotions rates 

the Company pays to both the Jewish Master Guide and the Jewish Israeli Yellow Pages directories compared to the commission rate 

previously paid for the New Yellow Manhattan directory. Since the sales commissions paid represent our principal selling expenses, 

we expect sales expenses to increase or decrease in accordance with the increase or decrease of revenues .  

 

Administrative and general costs  

 

Administrative and general costs for the nine months ended September 30, 2005 were $1,955,000 compared to $2,016,000 

for the same period in 2004, a decrease of $61,000, or 3.0%. As a percentage of advertising revenues, administrative and general costs 

increased to 51.0% from 40.1%. This decrease is primarily attributable to decreased bad debt expenses of $260,000 representing better 

collection rate of our directories offset by increased legal and professional fees of  

$67,000 (see Part II, Item 1, Legal Proceeding), payroll expenses of $41,000, travel expenses of $21,000, automobile expenses of 

$8,000, office supplies of $35,000 and maintenance fees of $17,000. We expect administrative and general costs to increase as a result 

of ongoing expenses related to reporting company obligations and compliance such as those mandated by the provision of the 

Sarbanes - Oxley Act of 2002 and Nasdaq Stock Market requirements.  

   

Other income  

 

For the nine months ended September 30, 2005, we had other income consisting of dividend, interest and realized gains of 

$331,000 compared to other income of $329,000 for the nine months ended September 30, 2004. The increase is attributable primarily 

to the fluctuation in performance of the Company’s portfolio and marketable securities and to the higher interest rates.  
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Provision for income taxes  

   

There was no provision for income taxes in the nine months ended September 30, 2005, compared to a provision of $134,000 

for the nine months ended September 30, 2004.  

 

Discontinued operations  

 

  For the nine months ended September 30, 2005, we had a net loss from the sale of our wholly owned subsidiary, Blackbook 

Photography, Inc. of $55,000 due to the release of the escrow account and the settlement made between the Company and Modern Holdings 

Incorporated, the buyer of Blackbook. As agreed, the $55,000 was released from escrow and paid to the benefit of the buyer. For the nine 

months ended September 30, 2004, net profit from the sale made on August 24, 2004, of Blackbook after direct related costs including the 

finder’s fee, compensation to sales franchisees, bonuses to employees and payments to legal advisors, net of tax effect, totaled $1.169 million, 

in addition to a net loss from operation of $183,000. Net gain from discontinued operations totaled $986,000.  

 

Liquidity and Capital Resources  

 

At September 30, 2005, we had cash and cash equivalents, marketable securities and short terms investments of $7,692,000 

and working capital of $6,485,000 as compared to cash and cash equivalents, marketable securities and short terms investments of 

$9,982,139 and working capital of $8,833,000 at September 30, 2004. The decrease in cash and cash equivalents and marketable 

securities primarily reflects the dividend payments of $867,289 on January 5, 2005, and $311,846 on each of April 5, 2005 and July 5, 

2005 as well as tax related payments. The decrease in  working capital is attributable primarily to the decreased cash and cash 

equivalents balance, as well as increased current liabilities, especially due to the dividend liability of $312,000, due to be paid at the 

beginning of the fourth quarter of 2005.  

 

Net cash used in operating activities was $608,000 for the nine months ended September 30, 2005. For the comparable period 

in 2004, net cash used in operating activities was $122,000. The increase in net cash used in operating activities reflects the decreased 

advanced billing from unpublished directories mainly due to the sale of the New Yellow Manhattan directory and due to the general 

decrease in earnings from continuing operations.  

 

Net cash provided by investing activities was $994,000 for the nine months ended September 30, 2005 compared to net cash 

provided by investing activities of $3,845,000 for the comparable period in 2004. Net cash provided by investing  

activities was primarily the result of our sales of marketable securities and a change in our investment positions.  

 

Net cash used in financing activities for the nine months ended September 30, 2005 was $1,457,000 compared to $578,000 

for the comparable period in 2004. The net cash used in financing activities for the nine months ended September 30, 2005 was due to 

the dividend paid to the Company’s shareholders on January 5, 2005, April 5, 2005 and July 5, 2005 partially offset by the proceeds 

received from the exercise of stock options.  
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We have not entered into any off-balance sheet transactions, arrangements or other relationships with unconsolidated entities 

or other persons that are likely to affect liquidity or the availability of or requirements for capital resources.  

 

We anticipate that our current cash balances together with our cash flows from operations will be sufficient to fund the 

production of our directories and the maintenance of our Web sites as well as increases in our marketing and promotional activities for 

the next 12 months. However, we expect our working capital requirements to increase over the next 12 months as we continue to 

strive for growth.  

   

Changes to Critical Accounting Policies and Estimates  

 

Our critical accounting polices and estimates are set forth in our Annual Report on Form 10-KSB for the fiscal year ended December 

31, 2004. As of September 30, 2005, there have been no changes to such critical accountings policies and estimates.  

   

Forward Looking Statements  

 

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as 

amended, and section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Forward-looking statements are 

typically identified by the words “believe”, “expect”, “intend”, “estimate” and similar expressions. Those statements appear in a 

number of places in this report and include statements regarding our intent, belief or current expectations or those of our directors or 

officers with respect to, among other things, trends affecting our financial conditions and results of operations and our business and 

growth strategies. These forward-looking statements are not guarantees of future performance and involve risks and uncertainties. 

Actual results may differ materially from those projected, expressed or implied in the forward-looking statements as a result of various 

factors (such factors are referred to herein as “Cautionary Statements”), including but not limited to the following: (i) our limited 

operating history, (ii) potential fluctuations in our quarterly operating results, (iii) challenges facing us relating to our rapid growth, 

(iv) our dependence on a limited number of suppliers, and (v) challenges facing our reorganization plan. The accompanying 

information contained in this report, including the information set forth under “Management’s Discussion and Analysis of Financial 

Condition and Results of Operations”, identifies important factors that could cause such differences. These forward-looking 

statements speak only as of the date of this report, and we caution potential investors not to place undue reliance on such statements. 

We undertake no obligation to update or revise any forward-looking statements. All subsequent written or oral forward-looking 

statements attributable to us or persons acting on our behalf are expressly qualified in their entirety by the cautionary statements.  
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Item 3. CONTROL AND PROCEDURES  

 

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the effectiveness of our 

disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of September 30, 2005. Based on 

this evaluation, our chief executive officer and chief financial officer concluded that, as of September 30, 2005, our disclosure controls and 

procedures were (1) effective in that they were designed to ensure that material information relating to us is made known to our chief executive 

officer and chief financial officer by others within our organization, as appropriate to allow timely decisions regarding required disclosures, and 

(2) effective in that they ensure that information required to be disclosed by us in our reports that we file or submit under the Exchange Act is 

recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms.  

 

No change in our internal controls over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) 

occurred during the three months ended September 30, 2005 that has materially affected, or is reasonably likely to materially affect, our 

internal controls over financial reporting.  

   

PART II-OTHER INFORMATION  

 

Item 1. Legal Proceeding  

   

On February 24, 2004, the Jewish Sephardic YellowPages Ltd. (the “Plaintiff”) filed a claim against us in the U.S. District Court for 

the Eastern District of New York, challenging our ownership of our federally registered trademark “Kosher Yellow Pages” and seeking 

declaratory judgment, injunctive relief and compensatory and punitive monetary damages against us in connection with our use of the 

trademark. We filed an answer on April 7, 2004 vigorously denying plaintiff’s claims and asserting that there is no basis for liability. We have 

also asserted a counterclaim and third party complaint against Plaintiff and the Plaintiff’s owner in which we seeks a declaratory judgment that 

we are the rightful owner of the mark “the Kosher Yellow Pages”, and seeking injunctive relief, compensatory and punitive monetary damages 

and other relief against the continuing, unauthorized use of this trademark by the Plaintiff. As of December 31, 2004, we asked for the court 

permission to file a motion for summary judgment, which was granted, by the court. On April 5, 2005, we filed a motion for summary 

judgment.  

 

On December 28, 2004, Le Book Publishing, Inc. filed a claim in the U.S. District Court for the Southern District of New York, 

naming Black Book Photography, Inc. and the Company as defendants. Blackbook Photography Inc. was a wholly owned subsidiary of the 

Company, which the Company sold to Modern Holdings, Inc. on August 24, 2004. The complaint, which seeks damages, alleges, among other 

things, copyright and trademark infringement by the defendants with respect to the plaintiff's intellectual property rights in "Le Book." On 

March 28, 2005, we filed a motion to dismiss plaintiff's complaint. On August 16, 2005, the court granted our motion to dismiss resulting in a 

dismissal of all of plaintiff’s claims.  
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Item 4. Submission of Matters to a Vote of Security Holders  

 

 

(a)   Our annual meeting of shareholders was held on July 12, 2005.  

(b)   The following is a list of all nominees for Director of the Company who were elected at the annual meeting and whose term of 

office continued after the annual meeting:  

 

Assaf Ran  

Michael Jackson  

Yael Shimor-Golan  

Phillip Michals  

Eran Goldshmid  

   

(c)   There were present at the annual meeting in person or by proxy 3,161,152 shares of our common stock out of a total of 3,187,190 

shares of our common stock issued and outstanding and entitled to vote at the annual meeting.  

   

(d)   The results of the vote of the shareholders taken at the annual meeting by ballot and by proxy as solicited by us on behalf of the 

board of directors were as follows:  

 

 

 

 

   

(i)   The results of the vote taken at the annual meeting for the election of the nominees for our board of directors were as follows: 

Nominee  For  Withheld  

Assaf Ran  2,982,892  178,260  

Michael Jackson  2,983,507  177,645  

Yael Shimor-Golan  2,982,892  178,260  

Phillip Michals  2,982,783  178,369  

Eran Goldshmid  2,983,307  177,845  

(ii)   A vote was taken on the proposal to amend the Company’s 1999 Stock Option Plan to increase the number of shares of 

common stock available for issuance from 704,000 to 854,000 shares. The results of the vote taken at the annual meeting 

with respect to such proposal were as follows:  

For  Against  Abstain  Broker Non-Votes  

1,419,720  207,448  1,901  1,532,083  
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Accordingly, our shareholders elected Assaf Ran, Michael Jackson, Yael Shimor-Golan, Phillip Michals and Eran Goldshmid 

to serve as directors until our 2006 annual meeting of shareholders and until their respective successor have been duly elected and 

qualified.  

 

Our shareholders also approved the amendment to our 1999 Stock Option Plan.  

 

Item 6. EXHIBITS    

 

   

 

   

   

 

   

 

SIGNATURES  

 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed 

on its behalf by the undersigned thereunto duly authorized.  

   

   

   

 

 

EXHIBIT 31.1  

 

CERTIFICATION  

 

I, Assaf Ran, certify that:  

 

1. I have reviewed this quarterly report on Form 10-QSB of DAG Media, Inc.;  

 

2. Based on my knowledge, this report does not contain any untrue statement of material fact or omit to state a material fact necessary 

  Exhibit No. Description 

      
31.1 Chief Executive Officer Certification pursuant to section 302 of the Sarbanes-Oxley Act of 2002.  

31.2 Chief Financial Officer Certification pursuant to section 302 of the Sarbanes-Oxley Act of 2002.  

  32.1  Chief Executive Officer Certification as required under section 906 of the Sarbanes-Oxley Act of 2002.  

  32.2  Chief Financial Officer Certification as required under section 906 of the Sarbanes-Oxley Act of 2002.  

      
  DAG Media, Inc. (Registrant) 
   
  

   
  

   
  

Date : October 28, 2005 By:   /s/ Assaf Ran  
  

Assaf Ran, President and Chief Executive Officer 
  (Principal Executive Officer) 
      
    
   
  

   
  

   
  

Date : October 28, 2005 By:   /s/ Yael Shimor-Golan 
  

Yael Shimor-Golan, Chief Financial Officer 
  (Principal Financial and Accounting Officer) 
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to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 

period covered by this report;  

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 

this report;  

 

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures 

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:  

 

 

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the 

equivalent functions):  

 

 

  

 

   

   

EXHIBIT 31.2  

 

CERTIFICATION  

 

I, Yael Shimor-Golan, certify that:  

 

1. I have reviewed this quarterly report on Form 10-QSB of DAG Media, Inc.;  

 

2. Based on my knowledge, this report does not contain any untrue statement of material fact or omit to state a material fact necessary 

to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 

period covered by this report;  

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made 

known to us by others within those entities, particularly during the period in which this report is being prepared;  

      

  b) [Paragraph omitted in accordance with SEC instructions contained in SEC Release 34-47986] 

      

  c)   Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions 

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 

such evaluation; and 

      

  d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the 

registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially 

affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and 

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial in 

formation; and  

      

  b)   Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant's internal control over financial reporting. 

Date: October 28, 2005     
    /s/ Assaf Ran   

    Assaf Ran 

    President and Chief Executive Officer 

16 



 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 

this report;  

 

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures 

(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:  

 

 

 

 

   

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the 

equivalent functions):  

 

 

 

   

   
 

 

Exhibit 32.1  

 

CERTIFICATION PURSUANT TO  

18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

 

In connection with the Quarterly Report on Form 10-QSB of DAG Media, Inc. (the "Company") for the period ending September 30, 

2005 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Assaf Ran, President and Chief Executive 

Officer of the Company, certify, pursuant to 18 U.S.C. ss. 1350, that:  

 

(1) The Quarterly Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and  

 

2) The information contained in the Quarterly Report fairly presents, in all material respects, the financial condition and results of 

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made 

known to us by others within those entities, particularly during the period in which this report is being prepared;  

b) [Paragraph omitted in accordance with SEC instructions contained in SEC Release 34-47986]  

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions 

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 

such evaluation; and  

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the 

registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially 

affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and  

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which 

are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; 

and  

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's 

internal control over financial reporting.  

Date: October 28, 2005     
    /s/ Yael Shimor-Golan 

    Yael Shimor-Golan 

    Chief Financial Officer 
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operations of the Company.  

 

/s/ Assaf Ran*  

Assaf Ran  

President and Chief Executive Officer  

 

October 28, 2005  

 

 

* A signed originally of this written statement required by Section 906 has been provided to us and will be retained by us and furnished to the 

Securities and Exchange Commission or its staff upon request.  

 

 

   

   

Exhibit 32.2  

 

CERTIFICATION PURSUANT TO  

18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

 

In connection with the Quarterly Report on Form 10-QSB of DAG Media, Inc. (the "Company") for the period ending September 30, 

2005 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Yael Shimor-Golan , Chief Financial Officer 

of the Company, certify, pursuant to 18 U.S.C. ss. 1350, that:  

 

(1) The Quarterly Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and  

 

2) The information contained in the Quarterly Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company.  

 

 

/s/ Yael Shimor-Golan*  

Yael Shimor-Golan  

Chief Financial Officer  

 

October 28, 2005  

 

   

 

* A signed originally of this written statement required by Section 906 has been provided to us and will be retained by us and furnished to the 

Securities and Exchange Commission or its staff upon request.  

 

 

 

 

End of Filing  
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