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Explanatory Note

This Amendment No. 2 to the Annual Report on Fo¥KBEB (the “Form 10-KSB”) of DAG Media, Inc. (the
“Company”) for the fiscal year ended December 3Ris being filed to correct the Certificationstioé
Company'’s Chief Financial Officer pursuant to Sexsi 302 and 906 of the Sarbanes-Oxley Act of 2€02 (
“Certifications”) to replace the Certifications vehiwere filed along with Amendment No. 1 to therRdrO-
KSB on April 12, 2006. The remainder of the FormKISB is, however, unchanged.
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identified by the words “believe”, “expect”, “inted’, “estimate” and similar expressions. Tha
statements appear in a number of places in thisntepnd include statements regarding our int
belief or current expectations or those of our diogs or officers with respect to, among other sy
trends affecting our financial conditions and rasubf operations and our business and gro
strategies. These forwaldeking statements are not guarantees of futurdoperance and involv
risks and uncertainties. Actual results may diffeaterially from those projected, expressed or ieg
in the forwardlooking statements as a result of various factstgl) factors are referred to herein
“Cautionary Statements”)including but not limited to the following: (i) treuccessful consummati
of the sale of our directories business; (ii) thesess of our new business strategy; (iii) our tiah
operating history; (iv) potential fluctuations irunquarterly operating results; (v) challenges fag
us relating to our growth; and (vi) our dependenoa a limited number of suppliers. T
accompanying information contained in this repoirtcluding the information set forth und
“Management’s Discussion and Analysis of Finan€aindition and Results of Operationsdentifies
important factors that could cause such differendégese forwardeoking statements speak only a:
the date of this report, and we caution potentiavestors not to place undue reliance on ¢
statements. We undertake no obligation to updateewise any forwardeoking statements. A
subsequent written or oral forwaldeking statements attributable to us or personsngcon our
behalf are expressly qualified in their entiretythg Cautionary Statements.

PART |

Item 1. Description of Business

DAG Media, Inc., a New York corporation, referrediterein as “we”, “us” and “our’publishes ani
distributes print and online business directorims domestic niche markets. Our principal sourceevkenue
comes from the sale of advertisements in thesetdiies. As a sales incentive we also provide olvegtisers
with added values, such as referral services andnaumer discount club. We also operate Internghisg
JewishYellow.cortargeting worldwide Jewish communities alelvishMasterGuide.comtargeting the ultra-
orthodox and Hasidic communities.

Our principal directories are: thgewish Israeli Yellow Pagesa bilingual, English and Hebre
yellow page directory distributed free through locammercial and retail establishments in the Neerk
metropolitan area, New Jersey and Florida. Tbevish Master Guidealso known as Th&osher Yellov
Pages, a yellow page directory designed to meet the iapeeeds of the Hasidic and ult@thodox Jewisl
communities in the New York metropolitan area, Nimssey and Florida.

On December 5, 2005, following the execution of ebwite development and services agreer
signed between us, and Ocearbevelopment, Inc., a company experienced in meterand softwar
development, we announced the formation of DAGrattve, Inc., a subsidiary of DAG Media, Inc.,dbgh
which we anticipate operating our new Internet bess, NextYellow.com. The objective of DAG Interaet
Inc. is to introduce our unique and innovative wafie solution to the online Yellow Pages indusbAG
Interactive, Incs new business, NextYellow.com, will utilize a nepatent pending application which w
facilitate highly accurate and instant automatedtching between consumers’ needs and businesses’
capabilities. To utilize this application, a cusemwill visit our website and describe, as necegsarcertair
need that the customer has for goods or servicesnltompleting this description, our applicationll
characterize the consumers’ requests by geogrdpbation as well as by a DAG Interactidevelopec
category index and ultimately locate a businesse&indors which provide the sought after serviaegamds.
and will automatically match those businesses ordues with the customes’request. Upon completing t
match, an automated message will be sent from yaterm to those matching businesses or vendors wd
ultimately responsible for following up on the leadd contacting the customer. In simplistic terinssinesse:
service providers and retailers can register améive leads for prospective customers in their ggguigc
coverage area and categories for a monthly feegenérate business in response to inquiries sulahmity
customers who visit our website.

The application, which covers the typical Yellowgea index and more, transforms the falghionec
“Let your fingers do the walking” way of thinkingito a new paradigm: “Let the business do the wglk{a
trademark of DAG Interactive), where businessebagihtact customers in response to customers’ fiegui

On February 6, 2006, we entered into an asset psechgreement to sell the assets and liabiliti
our two Jewish directories, Thlewish Israeli Yellow Pagemd Thelewish Master Guidéalso known as th
Kosher Yellow Pages), to DA-Jewish Directories, Inc., a buying entity that vessablished by a group



sales agenciesgiwners and a few of our employees. The assetdwifiold for (i) $291,667 to be pe
in cash at the closing; (ii) the delivery of a

promissory note in the amount of $613,333 whichl Wwé paid in 24 consecutive monthly installments
$25,556 each bearing 5% interest, per annum; andh@ Buyers assumption of liabilities relating to t
Jewish directories business in the amount of $308®8 A definitive asset purchase agreement, a&lfsored tc
herein as the asset purchase agreement, was ekeguteebruary 6, 2006. We hired a prominent invest
banker to conduct a valuation analysis and to g fairness opinion regarding the value of theatiories tc
our shareholders.

The consummation of the sale is contingent uporrséwlosing conditions, including our receipt
both shareholder approval and a fairness opinioe. & in the process of preparing a definitive pi
statement which will be mailed to our shareholdarg] we will publicly announce the date and timeted
special meeting of the shareholders at that time.

The asset purchase agreement contains normal asibntary representations, warranties
covenants. The asset purchase agreement providdsy wertain circumstances, for us and D2débvish
Directories, Inc. to indemnify each other for brease of our respective representations, warrantiet
covenants. In addition, the asset purchase agrdgmevides for transition services agreements tsigaed
between us, Assaf Ran, our President and ChiefHixecOfficer, and DAGJewish Directories, Inc. in ord
to assist in the transition for both companies.

Products and services

The Jewish Israeli Yellow PageThe Jewish Israeli Yellow Pagés a bilingual yellow page directo
that is distributed free through local commerciadl aetail establishments in the New York metropoliarea
New Jersey and Florida. All advertisements in Jewish Israeli Yellow Pageare in English and Hebre
unless the advertiser specifically requests thatatth be in English only. Th#ewish Israeli Yellow Pages
organized according to the Hebrew alphabet, althdtgs indexed in both Hebrew and English. We doed
that theJewish Israeli Yellow Pageas used principally by persons whose native languagHebrew and b
other members of the Jewish community whether oty speak Hebrew. Thiewish Israeli Yellow Page
was first published in February 1990 and has bedtighed in February and August of each year sirtigl.
TheJewish Israeli Yellow Pagés also available online at our web siwishYellow.com.

The layout, design, editing and proofreading fa lawish Israeli Yellow Pagés done domestically
Since August 2004, the directory has been printedestically by Quebecor World (USA) Inc., also refe to
herein as Quebecor, and is no longer shipped aellfor printing. The printed directories are tyam$ed to ou
main office in New York for distribution. We believthat replacing the Israeli printer with the dotite
directory printer has lowered our cost, includifgpping cost, improved the quality of the directoand
increased our responsiveness to customers. Quelseeowellknown printer who specializes in printing
Yellow Pages directories and is known for its prigtquality, high standards and timely service. &viécipate
selling these assets and liabilities pursuantecsset purchase agreement.

The Jewish Master GuidéAlso known as th&osher Yellow Pagep In October 1998, we publish
the first edition of theJewish Master Guidea yellow page directory designed to meet theiapaeeds of th
Hasidic and ultra@rthodox Jewish communities in the New York metidan area, New Jersey and Flori
We produce thédewish Master Guidand its similar

companion, th&osher Yellow Pagesin the same manner as thawish Israeli Yellow PageStarting with the
December 2003 edition, we have printed these Gudiesestically with Quebecor World (USA) Inc,
directory printer. Thdewish MasteandKosherGuides differ from thdewish Israeli Yellow Pages that they
are published in English only, and they do not atise products or services that might offend theitia and
ultra-Orthodox Jewish communities. Distribution is acctisffed by placing copies of the directories
synagogues, community centers and businesses dogatelasidic and ult-Orthodox neighborhoods. TI



Jewish Masteand KosherGuides are also available online at our web sitewwewishMasterGuide.cormnc
www.theonlykosherdirectory.conWe anticipate selling these assets and liabilipessuant to the as:
purchase agreement.

We provide the following additional services for aavertisers.

www.dagmedia.comOur web site, launched in 1995, serves as a “gowtih links to a variety ¢
sites on the web, particularly those that carnoiimfation and news that may be of particular intete
specified users. We also develop web sites foragiwertisers for a fee. We further enhanced our sitebby
providing links communityfocused yellow page directories, by including imfiation and by creating strate
alliances with other Internet portals.

The Referral ServiceThe Referral Serviceprovides added value to users of and advertiserui
directories. Potential consumers who are lookingurchase goods or services call the referral serand a
operator directs them to one or more advertiseisuindirectories. Tourists also call the refermvice witt
questions involving travel, lodging, visa issuesyet’s license issues and the like. Finally, advertisises th
referral service as a tool to generate new busifdss telephone number for tieeferral Serviceés publishe:
throughout our various directories as well as vainewspapers serving different communities.

Discount Club. We established a program under which particiga#idvertisers have agreed to ¢
discounts to customers who introduce the specifictbry’s Discount Card. This card is both distributed
the directories and can be ordered directly fronr offices. By presenting the card at participa
establishments, consumers can receive up to 1086udiss.

We buy paper for our directories at prevailing esicAccordingly, we do not depend on any si
source of supply although we are subject to mdidetes that affect the price of paper. Paper cihstsuate
according to supply and demand in the marketplacaddition, paper costs can be affected by eveutside
of our control, such as fluctuations in currencytesa political events, global economic conditi
environmental issues and acts of nature.

Growth strategy

On December 5, 2005, following the execution of ebwsite development and services agreel
signed between us and Oceanbevelopment, Inc., a company experienced in meterand softwal
development, we announced the formation of DAGrhtdgve, Inc, a subsidiary of DAG Media, Inc., thgb
which we anticipate operating our new Internet bess, NextYellow.com. The objective of DAG Inteiae;

Inc. is to introduce our unique and innovative wafie solution to the online Yellow Pages indusbAG
Interactive, Incs new business, NextYellow.com, will utilize a n@atent pending application, which v
facilitate highly accurate and instant automatedtching between consumers’ needs and businesses’
capabilities. To utilize this application, a custmwill visit our website and describe, as

necessary, a certain need that the customer hagotats or services. Upon completing this descriptiul
application will characterize the consumers’ re@uaiéy geographic location as well as by a DAG ktéve-
developed category index and ultimately locate sirt@sses or vendors which provide the sought aéeice
or goods, and will automatically match those busses or vendors with the custonserequest. Upc
completing the match, an automated message wiliem from our system to those matching businest
vendors who are ultimately responsible for followip on the lead and contacting the customer.nhplsstic
terms, businesses, service providers and retatkmsregister and receive leads for prospectiveoouests it
their geographic coverage area and categories foorghly fee and generate business in responsgjtories
submitted by customers who visit our website.

The application, which covers the typical Yellowgea index and more, transforms the old-fashioned
“Let your fingers do the walking” way of thinkingto a new paradigm: “Let the business do the wglk{a
trademark of DAG Interactive), where businessebasihtact customers in response to customers’ ifegui

On January 7, 2005, we announced our intentiorelfoosir classified directories business, consit
of the Jewish Israeli Yellow Pageand theMaster or Kosher Guide. The sale would include applica
trademarks, trade names and other intellectualgotppWe decided to seek a buyer for our direcsobigsines
because the complexity, scale and probable maugjitisis business make the costs of compliance wnith
regulatory requirements for public companies, urtlerSarbanes Oxley Act and other government stgs
prohibitive, as well as the lack of growth of o@wish directories business and the substantiaé$os$ ou



Jewish Directories business in recent years.

On February 6, 2006, we entered into an asset psechgreement to sell the assets and liabiliti
the Jewish Israeli Yellow Pagedirectory and thelewish Master Guiddirectory to DAGJewish Directorie:
Inc. The deal is subject to, among other things, rikceipt of shareholder approval, the receipt &dimes:
opinion.

While attempting to consummate the sale of ourtasaed liabilities, in addition to beginni
operation of NextYellow.com through DAG Interactivac., we will seek to acquire a new potentialiyge
and more profitable business, more suitable foratp in a publicly traded company. We believet gale o
our directories business, the commencement of NsldW.com operation and the acquisition of a
business more suitable for operation in a publimgany is the best way to enhance shareholder \aic
optimize asset growth.

In the meantime, and subject to the consummatigheopotential sale, we will continue to publishd
expand our existing niche and ethnic directories maintain our expansion capability through themgon o
additional sales personnel and sales offices.

We plan to increase sales of advertisements iioeictories through the following:
« convince current and potential advertisers that DA@irectories are and will be used k

sufficient number of their potential customers taka it worthwhile and cost effective
them to continue or begin advertising in DAG'’s ditgies;

 manage the production, including advertisementssajeaphic design, layout, editing
proofreading, of multiple directories addressindfedent markets in varying stages
development

e attract, retain and motivate qualified personnel;

» provide high quality, easy to use and reliabledoges;

« establish additional brand identity for our dire@ts;

« develop new and maintain existing relationshipshwaitivertisers without diverting reven
from our existing directories;

« develop and upgrade our management, technicalrnaitecontrols, information ai
accounting systems;

» respond to competitive developments promptly;

« introduce enhancements to our existing productssandces to address new technologies
standards and evolving customer demands;

« control costs and expenses and manage higher lef/@apital expenditures and opera
expenses; and

« maintain effective quality control over all of odirectories.

Our failure to achieve any of the above in an effit manner and at a pace consistent with the
of our business could adversely affect our busirfasancial condition and results of operations.

Sales

Advertisements for the directories are sold throagh network of trained sales representatives,
of which are directly employed by some and us oicllare sales agencies, paid solely on a commidxigis
There are approximately 85 sales representativesuinnetwork including those employees hired by
respective sales agencies with which we have agag@ement:s



Pursuant to our agreements with the sales agerttiesagencies may not sell advertising for
directories other than those we publish. Generaligh sales agency is responsible for all fixediso@dating ti
our operations. We pay sales commissions to thacieg which, in turn, pay commissions to the idial
sales representatives who sell the advertisemeht® commissions payable to the individual <
representatives are prescribed in our agreemetitstiaé agencies and are consistent with the cononssve
pay to the sales representatives whose servicestaia directly.

We are responsible for providing training prograamsl training materials to our sales offices. [
sales representative, whether retained directlysgr by one of our sales agencies, is trainedsditect sale
manager. Generally, training consists of a one-day

orientation, during which one of our sales mana@gehscates the sales representative about our lsgsare
operations, and a twaeek period during which the sales representatoeives extensive supervision
support from a sales manager or another experiesaled representative.

Under our agreements with our sales representato@amissions for employees and indeper
contractors are paid upon collection. Accordingtw commission payments policy any collections mfu
the sale of ad space for our yellow pages diregsaaire subject to commission payments with no fimiée

Marketing strategy

We are currently focused on the potential sale wf cassified directories business becaust
complexity, scale and anticipated margins of thisilbess makes the costs of compliance with newlatagy
requirements for public companies, under the Sab&nxley Act and other government structures, bithe,
as well as the lack of growth of our Jewish dirde® business and the substantial losses of ouish
directories business in recent years.

At the same time, we are currently diligently enghdgn research, development and initial marke
of NextYellow.com, as well as continue our searghatquire a new, possibly larger and more prof
business, more suitable for operation by a pubtielged company.

On December 5, 2005, we entered into an agreemiéimtQeean-7 Development, Inc. (“Oceany7”
pursuant to which, together with Oceanwe formed a new subsidiary, DAG Interactive,. Inkrough whic
we anticipate operating our new Internet businBiextYellow.com. The objective of DAG Interactivecl is
to introduce our unique and innovative softwaraigoh to the online Yellow Page industry. DAG Irgtetive
Inc.’s new business, NextYellow.com, will utilize a nepgtent pending, application, which will facilit
highly accurate and instant matching between coessilmeeds and businessesipabilities. To utilize th
application, a customer will visit our website atebcribe, as necessary, a certain need that thenoershas fc
goods or services. Upon completing this descriptaur application will characterize the consumeesjuest
by geographic location as well as by a DAG Intavaetieveloped category index and ultimately loca
businesses or vendors which provide the sought aétevices or goods, and will automatically matobst
businesses or vendors with the customegquest. Upon completing the match, an autonratsbage will £
sent from our system to those matching businessesmalors who are ultimately responsible for foliogvur.
on the lead and contacting the customer. In siiplierms, businesses, service providers and eetadal
register and receive leads for prospective custsnreitheir geographic coverage area and categéuwies
monthly fee and generate business in responsgtiries submitted by customers who visit our websit

The application, which covers the typical Yellowgea index and more, transforms the faghione:
“Let your fingers do the walking” way of thinkingitio a new paradigm: “Let the business do the waglk{ia
trademark of DAG Interactive), where businessebasihtact customers in response to customers’ fiegui
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Government regulation

We are subject to laws and regulations relatingotiginess corporations generally, such as
Occupational Safety and Health Act, Fair Employnferactices and minimum wage standards. We bellea
we are in compliance with all laws and regulatiaffecting our business and we do not have any iaé
liabilities under these laws and regulations. Idiioih, compliance with all of these laws and regioins doe
not have a material adverse effect on our capiaerditures, earnings, or competitive position.

Competition

Our new subsidiary, DAG Interactive, Inc., was fednto launch an innovative web
NextYellow.com, for matching consumers with bussess We believe that our extensive and comprehe
knowledge and experience in the yellow pages adimgtmarket and referral service will facilitateetsucces
of our new business initiative. Currently we are¢ aware of any direct competitors in the marketpland w
believe that we have identified a novel businegsodpnity that will allow us to compete with anytdue rivals
Our technology is currently pending patent approval

Our market, the yellow pages advertising marketdasninated by Verizon, Bell South, SBC
Yellow Book. In addition, there are a number ofépdndent publishers of yellow page directorieslutfing
bilingual directories for specific ethnic commuegi There are also independent publishers of yefiag
directories that publish community or neighborhaticectories. However, we are not aware of any
HebrewEnglish yellow page directories in the area. Byuing on the special needs of the Hebrew spe:
we believe that we have identified niche marke#s &llow us to compete effectively with our largesls.

Even though both thdewish Israeli Yellow Pagesnd theMaster/Kosher Guidelirectories have r
significant competition and there are virtually barriers to entry in this market, and any compatrith \&
reasonable amount of capital is a potential cortgretin addition, the Internet is growing rapidindais ¢
current and potential source of even greater catigret There are a number of online yellow pagectiories
including super pages, owned by Verizon. Finallyategic alliances could give rise to new or stex
competitors. Many of our competitors can reduceedibing rates, particularly where other revenuas
subsidize our directory operations and make adimedtiin our directories less attractive. In resgore
competitive pressures, we may have to increasesales and marketing expenses or reduce our adng
rates.

Intellectual property

To protect our rights to our intellectual propertye rely on a combination of federal, state
common law trademarks, service marks and trade sanmoyrights and trade secret protection. We
registered some of our trademarks and service markbe United States Patent and Trademark C
(USPTO) and some of our trade names in New YorkMew Jersey. In addition, every directory we put
has been registered with the United States Copyi@ffice. The protective steps we have taken ma
inadequate to deter misappropriation of our prapgrieinformation. These claims, if meritorious, tbuequire
us to license other rights or subject us to damagédseven if not meritorious, could result in éxpenditure ¢
significant financial and managerial resources onpart.
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On December 31, 2005, DAG Interactive, Inc., oubsstiary, filed a patent application with
USPTO, which seeks to secure rights to softwardchwvimatches vendors with consumers, using va
networked medias. We cannot anticipate the lengtheresult of the patent application processwwadannc
assure you that a patent will be issued.

Employees

As of December 31, 2005, we employed a total opé@ple, including full-time, patime employee:
All of them are filling executive, managerial andnainistrative positions in the accounting and piitun
departments. Finally, as of this date, we also aadetwork of approximately 85 sales representati&
contracted by us and 80 hired by the sales agetia¢sell advertisements for our directories. Viébelve tha
our relationships with our employees and contractoe good. None of our employees are represemta
labor union.



Item 1A. CERTAIN RISK FACTORS THAT MAY AFFECT GROWTH AND PRO FITABILITY

The following factors may affect our growth and fitebility and should be considered by
prospective purchaser.

Risks Related to our Business

Verizon and other existing or potential competitorshave significant competitive advantages.

Many of our competitors might present new aggrespricing to our markets. Few of our competi
(such as Verizon and SBC) have significant opegatind financial advantages. Our competit@dvantage
include:

1. greater financial, personnel, technical and manketésources;
2. superior systems;

3. stronger relationships with advertisers;

4. greater production capacity;

5. better solution to the online Yellow Pages;

6. better developed distribution channels;

7. greater name recognition; and

8. greater added value to the services provided.

We do not currently have the ability to quantifg timpact of competition on our sales volumes, :
representatives and the public appreciation ofdinectories. We might have to
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adjust and reduce our advertisement’s selling pramemaintain a more aggressive mufiédia advertiseme
campaign in order to maintain our current markarsh

We cannot guarantee any specific timetable relainthe execution of our new operating plan ¢
the likely future effect on our financials positioiWe cannot predict future results of operatiors lgguidity as
well as the periods in which material cash outlages expected and the expected source of fundingieier
we intend to implement our plan for the satisfattiof our shareholders, to increase our earnings
shareholders value. In the meantime, we intendhtircue to publish and seek to expand our existinge an
ethnic directories and continue our dominant pasith the Jewish and Israeli niche yellow page etk

We do not have any long-term commitments from advéisers, upon whom our success depends.

We do not have lonterm contractual arrangements with advertisers.sThwe must obtain ne
advertisers and renewals from existing advertikgreach directory that we publish. There is naemsce the
our current advertisers will continue to place atisements in our directories or that we will béeato attrac
new advertisers. Any failure to achieve sufficiadvertising revenues would have a material advefifeet or
our business, results of operations and financiatition.

We cannot predict paper prices’ fluctuation and itseffect on our profitability.

We cannot predict paper prices. Higher prices waddatively affect our profitability. Publishi
costs may vary as they correspond to the partiawquirements of the directory being published #m
prevailing paper costs.

Our growth depends on the continued services of AsERan.

We depend on the continued services of Assaf Ranfooinder, president and chief executive offi



Mr. Ran supervises all aspects of our businesjdirgy our sales force and production staff. Mrn
has the personal relationships with the principaflsour key service provider. Mr. Ran maintains ad
relationship with the heads of our independentssalgencies that provide about thoperters of our sal
force. If Mr. Rans employment terminates, our relationships with key suppliers and vendors may
jeopardized. Mr. Ran has entered into an employragréement that is subject to automatic-year renewa
on June 3@ of every year, unless either party gives a terrionanotice at least 180 days prior to this dat
addition, we have purchased a $500,000 key maimiigrance policy on Mr. Ran.

We cannot predict the future costs of Sarbanes Oxyesection 404 implementation

We cannot predict the future costs to us of comphkawith Sarbanes Oxley section 404 and re
regulatory requirements. Since January 5, 2005hawve been seeking to acquire a new, potentialgetamor:
profitable and more suitable operation for a puplitaded entity combined with our intention to Iselr
classified directories business. At this time, vaarmt predict the future effect of these transastidéf any, o
our financial statements or how complicated andlygdise implementation process will be.
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We cannot predict the future revenue and general ipact post launch of DAG Interactive, Inc.

We cannot predict at this time the future revenespenditures and general impact on our fina
statements resulting from our new web site thaedated to launch in June 2006, through DAG Intéve
Inc., our new subsidiary.

The operation of our new application, NextYellow.co, depends on the skills of Ocean-7

The technology of the new application of NextYelloam depends on the skills of OceanWe d¢
not have a backup plan in the event Ocean-7 dagfilfitl its obligations.

Risks Related to Our Common Stock

Our management and other affiliates have signifioeontrol of our common stock and co
significantly influence our actions in a mannerttieanflicts with our interests and the interestsotffiel
shareholders.

As of December 31, 2005, our executive officerseatdrs and affiliated entities together benefig
own approximately 49.99% of the outstanding shafesur common stock, assuming the exercise of o
and warrants which are currently exercisable of lvétome exercisable within 60 days of Decembe2805
held by these shareholders. As a result, theselsblalers, acting together, will be able to exersigmifican
influence over matters requiring approval by ouarsholders, including the election of directorsclbu
concentration of ownership may have the effectedaying or preventing a change in control of usjuding
transactions in which our shareholders might otlissweceive a premium for their shares over themeal
market prices.

Our shareholders may experience substantial dillaBa result of the exercise of outstanding og
and warrants to purchase our common stock.

As of December 31, 2005, we have reserved 854,8808s of our common stock for issuance 1
the exercise of options granted pursuant to owkstgtion plan, 504,000 of which have been grant®,00(
of which have been exercised, 155,000 of whicharestanding, which may be granted in the futuree
exercise of these options will result in dilutiandur existing shareholders and could have a nadtadvers
effect on our stock price.

A significant portion of our total outstanding sésmof common stock may be sold in the market i
near future, which could cause the market priceunfcommon stock to drop significantly.

As of December 31, 2005, we had 3,211,190 sharesimEommon stock issued and outstandin
which all shares are registered pursuant to atragjign statement on Form SB-In addition, we register
shares of our common stock underlying options gcndr to be granted under our stock option |
Consequently, sales of substantial amounts of ommneon stock in the public market, or the perceptiuan
such sales could occur, may have a material adedieset on our stock price.

Our common stock has a limited trading market, Wtdould limit your ability to resell your shares
common stock at or above your purchase p
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Our common stock is quoted on the Nasdag Small arket and currently has a limited trad
market. We cannot assure you that an active tragtiagket will develop or, if developed, will be m&imed
As a result, our shareholders may find it difficltdispose of shares of our common stock and rasudt, ma
suffer a loss of all or a substantial portion aithnvestment.

The market price of our common stock may fluctwatd may drop below the price you paid.

We cannot assure you that you will be able to f¢kelshares of our common stock at or above
purchase price. The market price of our commonkstoay fluctuate significantly in response to a nemb
factors, some of which are beyond our control. €Hastors include:

e quarterly variations in operating resu
» the progress or perceived progress of our researdtievelopment effort
« changes in accounting treatments or princig

e announcements by us or our competitors of new toly, product and service offerin
significant contracts, acquisitions or strategiatienships;

» additions or departures of key personi
» future offerings or resales of our common stocktbier securities

» stock market price and volume fluctuations of peligltraded companies in general .
development companies in particular;

» general political, economic and market conditions.

We intend to retain any future earnings to finatlee development and expansion of
business. We do not anticipate paying any cashdeinds on our common stock in the foreseeable fi
Therefore, our shareholders will not be able tceiee a return on their investment unless the vaiueul
common stock appreciates and they sell their shares

Item 2. Description of Property

Our executive and principal operating office isdted in Queens, New York in 3,000 square feet.
space is occupied under a lease that expires NoaeBh 2008. The monthly rent is $5,210. Througb52Qve
have also maintained a sales office tAvenue in New York, New York under a lease agrednegpiring or
January 2007 for $1,850 per month. We leased aiti@ual sales office in Astoria, New York, undetemast
agreement that expires in May 2007 for $1,440 pemtm

Item 3. Legal Proceedings

From time to time, we are a party to litigationsarg in the normal course of our business opera
In the opinion of management and counsel, it isamiicipated that the settlement or resolution mf auct
matters will have a material adverse impact onfimancial position, liquidity or results of operautis.

On February 24, 2004, the Jewish Sephardic YellgeRatd. (the “Plaintiff”)filed a claim against |
in the U.S. District Court for the Eastern Distraft New York, challenging our ownership of our fealty
registered trademark “Kosher Yellow Pageaid seeking declaratory judgment, injunctive relafc
compensatory and punitive monetary damages agasnist connection with our use of the trademark. filéel
an answer on April 7, 2004 vigorously
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denying plaintiff's claims and asserting that there is no basisdbility. We have also asserted a counterc
and third party complaint against Plaintiff and flaintiff's owner in which we seek a declaratory judgr
that we are the rightful owner of the mark t“Kosher Yellow Pag¢’, and seeking injunctive relit



compensatory and punitive monetary damages and rghef against the continuing, unauthorized uséhis
trademark by the Plaintiff. On April 5, 2005, wéefi a motion for summary judgment. As of March 2606
the motion was still pending.

In January 2001, Flexible Business Systems, Inmneenced an action against us and Dapey /
Ltd., in the Supreme Court of the State of New Ya@ounty of Suffolk for breach of contract, seel
compensation for unpaid invoices pursuant to atewitagreement for computer software. We defende
complaint claiming that there was no valid contraetween the parties, as the software program dt
comport to our needs. Following a trial, on Januzy2006, we received a Notice of Entry, findingavor o
Flexible Business Systems and awarding them the afub38,553.94 plus interest from January 19, 20w
date, we haven't received the Final Judgment jrbahy event we intend to appeal.

Item 4. Submission of Matters to a Vote of Securityolders

Not applicable.

PART Il

Item 5. Market for Common Equity and Related Stocklolder Matters

€)) Market Information

Our Common Stock is traded on The Nasdaq SmallCak& under the symbol “DAGM”.

The following table sets forth the high and low lgdces as quoted by The NASDAQ Smallt

Market in the years 2005 and 2004. Such quotati@flect inter-dealer prices, without retail marf;
markdown or commission and may not necessarilyessnt actual transactions.

Bid Price
High Low

2004

First Quartel $ 7.6C $ 3.2¢
Second Quarte $ 6.6¢ $ 3.81
Third Quartel $ 3.9 $ 281
Fourth Quarte $ 5.6z $ 3.2t
2005

First Quarte! $ 43¢ $ 3.27
Second Quarte $ 39z $ 3.0C
Third Quartel $ 3.4C $ 2.3t
Fourth Quarte $ 286 $ 2.0¢
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(b) Holders

As of March 15, 2006 the approximate number of record holders of oom@on Stock was 17 t
we estimate that we have more than 450 benefioiakes.

(c) Dividends
In 2004 and 2003, we declared a dividend of $0.88 &0.25, respectively, per share to
shareholders of record as of December 1, 2004 diidend was paid on January 5, 2005. In additwea paic

$0.40 per share annual dividends in quarterly paysduring fiscal 2005. At this point, we have nang tc
pay additional dividends.

Item 6. Managemen’s Discussion and Analysis or Plan of Operatior



The following managemestdiscussion and analysis of financial conditiord aasults of operation
should be read in conjunction with our audited agitited financial statements and notes theretotaiord
elsewhere in this report. This discussion contdorsvarddooking statements based on current expecta
that involve risks and uncertainties. Actual reswhd the timing of certain events may differ sigantly from
those projected in such forward-looking statements.

Overview

On December 5, 2005, we entered into an agreemimtQcean-7 Development, Inc. (“Oceany7”
pursuant to which, together with Oceadnwe formed a new subsidiary, DAG Interactive,. Inkrough whict
we anticipate operating our new Internet businBgxtYellow.com. The objective of DAG Interactivecl is
to introduce our unique and innovative softwaraigoh to the online Yellow Page industry. DAG lraetive
Inc.’s new business, NextYellow.com, will utilize a nepgtent pending, application, which will facilite
highly accurate and instant matching between corssitneeds and businessesipabilities. To utilize thi
application, a customer will visit our website atebcribe, as necessary, a certain need that ttenoeishas fo
goods or services. Upon completing this descriptam application will characterize the consumeesjuest:
by geographic location as well as by a DAG Intdvactleveloped category index and ultimately loca
businesses or vendors which provide the sought aée/ices or goods, and will automatically mathbse
businesses or vendors with the customegquest. Upon completing the match, an autonratstage will b
sent from our system to those matching businessesmmors who are ultimately responsible for foliogvup
on the lead and contacting the customer. In sitiplierms, businesses, service providers and eetadar
register and receive leads for prospective custenreitheir geographic coverage area and categéoiea
monthly fee and generate business in responsejtiri@s submitted by customers who visit our websit

The application, which covers the typical Yellowgea index and more, transforms the old-fashioned

“Let your fingers do the walking” way of thinkingto a new paradigm: “Let the business do the wglk{a
trademark of DAG Interactive), where businessebagihtact customers in response to customers’ fiegui
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We currently publish and distribute business dogesin print and online. We also operate sev
web sites that complement our directories. Our gl source of revenues is derived from the sale
advertisements in directories. Our yellow pagesdaries target the niche of the Jewish and Is
communities living in the New York metropolitan aréNew Jersey and Florida. As a sales incentivemag
also provide added values to the Yellow Pages &idees such as referral services and a consumeoudit
club.

We operate several websitegewishYellow.com, targeting worldwide Jewish communiti
JewishMasterGuide.cor, targeting the ultrarthodox and Hasidic communities. Our principal reeuof
revenue derives from the sale of advertisementsiirprint and online directories.

On August 24, 2004, we sold our wholly owned sulbsyd Blackbook Photography Inc. to Mode
Holdings Incorporated, for $2.25 million. Under tteck purchase agreement, $2.125 million was jpadésh
at the closing and the additional $125,000 was leldscrow for twelve months pending the resolutidi
certain open matters. On September 26, 2005, agddpetween the parties, we released $55,000 aefsttrew
account and paid it to the benefit of the buyerdstm Holdings Incorporated. Therefore, for the yeadec
December 31, 2005, we have a loss from the saBdaakbook, of $55,000. For the year ended Deceriie
2004, we recorded a gain on the sale of the Blamkbamounting to $930,000 which is net of the Ifresn
operations, $619,000 for income taxes and $311f00@& finders fee, compensation to sales franchis
bonuses to employees and legal expenses.

Accordingly, we have reflected the sale of the Blamk as a discontinued operation in
accompanying financial statements. As a resultemaes, publishing costs, and related expenses esme
reclassified in the statement of operations andvehgeparately as a net amount under the captianfiom
discontinued operations for all periods present&cktordingly, we recorded a net loss from discorgih
operations totaling $234,343 for the year endedebdaer 31, 2004.

On January 7, 2005, we announced our intentiorelioosir classified directories business, consis
of the Jewish Israeli Yellow Pageand theMaster or Kosher Guide. The sale would include applical
trademarks, tradenames and other intellectual piyppe

On February 6, 2006, we entered into an asset psechgreement to sell the assets and liabiliti



the Jewish Israeli Yellow Pagegirectory and thelewish Master Guidelirectory to DAGJewist
Directories, Inc. The deal is subject to, amongpthings, the receipt of shareholder appraral the recei
of a fairness opinion.

We decided to enter into the asset purchase agreemesell our directories business becausi
complexity, scale and probable margins of this hes$ make the costs of compliance with new regyl
requirements for public companies, under the Sab&nxley Act and other government structures, ithe,
as well as the lack of growth of our Jewish dirde® business and the substantial losses of ouisk
directories business in recent years. While seetongell our classified directories business, wé séek tc
acquire a new potentially larger and more profgablisiness, more suitable for operation in a plybtiadec
company. We have sought to acquire assets to irepgarnings per share primarily through purchasendge
valued assets.
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We believe that the sale of our directories busing®e commencement of NextYellow.com oper:
and the acquisition of a new business more suittdieperation in a public company is the best wa
enhance shareholder value and optimize asset growth

In general, we have sought to acquire assets,sposle of assets, to increase our earnings, im
earnings per share, strengthen current operatiomsmanaged cash reserves, primarily through thehpse ¢
undervalued assets or the sale of existing assets aigheprice. Where known, and when not subjects
confidentiality agreements, we will state the pdsian which material cash outlays are expectedctmi the
expected amounts, and the expected source of fgndin

Advertising fees, whether collected in cash or emikd by a receivable, generated in advan
publication dates, are recorded as “Advanced f#lifor unpublished directoriegin our balance sheet. Me
of our advertisers pay the ad fee over a peridihtd. In that case, the entire amount of the detepayment
booked as a receivable. Revenues are recognizbé &itne the directory in which the ad appearsuisliphed
Thus, costs directly related to the publication eofdirectory in advance of publication are recorde
“Directories in progressbn our balance sheet and are recognized when thetaly to which they relate
published. All other costs are expensed as thejnatgred.

We generally sell our ad space in the ethnic dimées under an installment plan of three to ¢
payments. The plan provides for a 20% down paynaemt payment of the balance over the rema
payments.

The principal operating costs incurred in connectigth publishing the directories are commiss
payable to sales representatives and costs for papeprinting. Generally, advertising commissians paid &
advertising revenue is collected. We do not hawe langterm agreements with paper suppliers or prir
Since advertisements are sold before we purchaser @and print a particular directory. Administratianc
general expenses include expenditures for markeisgrance, rent, sales and local franchise tdies)sing
fees, office overhead and wages and fees paid tplogees and contract workers (other than
representatives).

Critical Accounting Policies and Use of Estimates

The preparation of the consolidated financial shetets in conformity with generally accep
accounting principles requires management to matimates and assumptions that affect the reportexuiat:
of assets and liabilities and disclosure of corgimgassets and liabilities at the date of the fir@rstatemen
and the reported amounts of revenues and expensieg) dhe reporting period. Actual amounts coultfed
from those estimates.

Since our contracts sell ads for two consecutivitioss, we recognize 50% of our revenues
charge 50% of our related direct expense upon gaiiin of the first directory whereas the remaint@yso it
recognized upon publication of the second editibmerefore, advertising revenues are recognized ruiid
point-of-publication method (the “Publication Metip. Under this method, revenues and expense
recognized when the related directories are puddisiSimilarly, costs directly related to the puation of ¢
directory in advance of publication are recorded‘@isectories in Progressbn the accompanying balar
sheet and are
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recognized when the directory to which they reiateublished. All other costs are expensed as iedur

As a result of recognizing revenues according &ooRlablication Method, we spread and allocate
revenues and related direct expenses over tharldetf the contracts. On the publication of thetfof the twc
directories covered by a contract we recognize 50%e revenue and related expenses. The remah@itigof
the total contract revenues are presented on tHan8a Sheet asAtdvance Billing for Unpublishe
Directories” and are recognized with the publicatid the next edition.

By using the Publication Method, we believe weljapresents our revenues as well as liabilitie
our customers, who, under our standards, purctedeadvertisement for two consecutive print edgion

We believe that this method is the appropriate maeerecognition method and properly presents
revenue.

We do not account for our online advertising sexgisince based on costumer inquiries and test
found that our costumers place no value on oumen$iervices and are not willing to pay for thoséner
services. We have not invested significant fundsuinweb sites, unlike some of our competitors, amdsites
are relatively limited and provide basic and miniservices only. Once a customer signs a contréhtws, his
or her business details is posted on our web aitdsstay there indefinitely.

The allowance for doubtful accounts is establishedosses, which are estimated to have occi
through a provision for bad debts charged to operat The allowance for doubtful accounts is evialddase:
on managemerg’ periodic review of accounts receivable and igiiehtly subjective as it requires estims
that are susceptible to significant revision aserinformation becomes available.

The allowance calculation is initially based onagying of accounts receivable and the publicatide
of each edition to which the outstanding balanadates. The estimates are based on a preset nuwh
assumptions that consider past experience as wglta@ection of our ability to collect the receilalbalance
The assumptions take into consideration our inteabdity for “in-house” collections at a given period (i.
how many employees are currently fulfilling thissggmns and their ability to collect) as well ag tbapability
of the third party collecting agency to collectrfradhe submitted accounts at a given period (i.e.aberag
aging of the accounts submitted and its total l#an In addition, we consider in our assumptiges)era
financial market conditions as well as the conditiof our customers and adjust our allowance bak
accordingly.

We analyze our receivables on a quarterly basistak®linto consideration significant events suc
the disposition of divisions. We use past expeeenad reality tests in order to set up the mostirate
allowance percentages required for each previopshted edition and to minimize possible deviatidram
actual results.

The above listing is not intended to be a comprsiverlist of all of our accounting policies. In me
cases, the accounting treatment of a particulas#etion is specifically
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dictated by generally accepted accounting prinsipleith no need for managementudgment in thei
application.

There are also areas in which managensgaotigment in selecting any available alternatiaild not
produce a materially different resuiee our audited consolidated financial statementsrates thereto whic
begin on page F-1 of this Annual Report on FormKBB, which contain accounting policies and ot
disclosures required by generally accepted accognpirinciples in the United States of America.

Results of operations
The following table sets forth for the periods @reted a statement of consolidated operations dada a

percentage of advertising revenue. The trends stegidy this table may not be indicative of futapera ting
results.



2005 2004

Advertising revenue 100.(%  100.(%
Publishing cost 14.8% 15.2%
Gross profit 85.2% 84.8%
Selling expense 47.8% 44.2%
General and administrative expen 59.2% 47.€%
Total operating costs and expen 107.(% 91.7%
Other income, ne 11.5% 9.€%
(Loss) income from continuing operations beforevigion for income taxe (10.9% 3.C%
Provision for income taxe — (1.22%
(Loss) income from continuing operatic (10.9% 1.8%
(Loss) gain from discontinued operations, net Ré& (1.2% 15.¢%
Net (loss) incomi (11.5% 17.2%

Years ended December 31, 2005 and 2004
Advertising revenues

Advertising revenues for the years ended DecemMler2®05 and 2004 were $4,447,000
$5,949,000, respectively, representing a decref$4,602,000, or 25.2%. Advertising revenues f@ jfear
ended December 31, 2004 included $461,000 of reeigrezed revenues resulting from the ninth and
edition of the soldNew Yellow Manhattamdlirectory as well as one time graphics income af,$30. The
remaining $1,010,000 decrease in revenues wabudthle to the revenues from thewish Israeli Yellov
Pagesdirectory, which decreased by $873,000 after fesome highs editions in prior years and a decrea:
number of sales representatives assigned to #s.salring the sales period for both the@nhd 315editions
of the Jewish Israeli Yellow Pagefirectory (published in February and August of 200& experienced a fe
operational changes in our sales force includipia@ement of the sales management in two of oesgafices
and repositioning of some other personnel. Thesngds resulted in a period in which sales decli
Likewise, the decrease in revenue of flesvish Master Guideirectories published in 2005, after reven
from the tenth and eleventh
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editions of theJewish Master Guide recognized in 2004, were both record highs. Iditaah, the decrease
revenues of thdewish Master Guidéirectory were mainly attributable to the lack obales representati
dedicated to it, as well as experiencing a sharadkeh with thelewish Israeli Yellow Pagelirectory. As DAG
Interactive, Inc. and NextYellow.com initiate opoa on or about June of 2006, we anticipate taves
revenues from monthly fees of subscriptions chatgesusinesses, which will be interested in exdesthe
leads generated by NextYellow.com. We also, intengkll advertising on our web site.

The following table reflects the revenue attribute@ach of our directories:

Revenues for the years ended

December 31, 200! December 31, 2004
Jewish Israeli Pages $ 3,004,001 $ 3,877,001
Jewish Master Guid $ 1,443,001 $ 1,580,001
New Yellow Manhattan (sold in August 2003) $ — $ 461,00(
Other $ — $ 31,00(
Total Revenues $  4,447,00 $  5,949,00i

At December 31, 2005 and 2004, we had 3,386 andb42spectively, local advertisers, includ
national advertisers promoting our local establishta exclusively.

The sale of thiNew YellonManhattandirectory in August 2003, the sale of the variouacBbook



directories in August 2004 and the fluctuation liee tadvertiser base for thkewish Master Guid
directory (from 831 in 2003 to 1,583 in 2004 an#3B in 2005), affected our renewal rate, which w&éngate
at approximately 50% in 2005 and 2004.

Publishing costs

Publishing costs for the years ended December 85 2nd 2004 were $659,000 and $902,
respectively, representing a decrease of $243,00026.94%. As a percentage of advertising rever
publishing costs were 14.9% compared to 15.2%énptieceding period. The decrease in publishingsaoat
due primarily to the decrease in printing costalteésy from the sale of thdlew Yellow Manhattadirectory,
which was last published in the first quarter 0020In addition, the decrease of publishing, agragntage ¢
advertising revenue, reflects the saving in distidn costs resulting from the new and domestiotprithat we
use for both thdewish Master Guidand thelewish Israeli Yellow Pagef#irectories, in addition to downsizit
the graphics department based on our new needsdé@dreased publishing costs were slightly offseths
increase in printing costs for both of our diremserafter a change in their size and formats. Tifferdnce in
publishing costs can vary as it corresponds toptireicular requirements of the directory being fsit#d anc
on the prevailing paper costs. According to ourt pagerience, we expect a modest annual increa
publication costs primarily due to increased pagets. As of this point, we cannot predict our fataosts o
goods sold.
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Selling expenses

Selling expenses for the years ended December(B and 2004 were $2,126,000 and $2,628,
respectively, representing a decrease of $5028009.1%. As a percentage of advertising revenseling
expenses increased to 47.8% from 44.2%. The dexipaelling expenses was attributable to the deerédn
our sales, whereas the increase of selling expersaspercentage of advertising revenue is atiideitto the
higher commission and promotion rate we pay to bloghilewish Master Guidand theJewish Israeli Yellov
Pagesdirectories compared with the commission rate pnesly paid for theNew Yellow Manhattadirectory.
In addition, the increase of selling expenses, pareentage of advertising revenue, is attributtbthe genere
increase in sales generated by sales agencieshigtter commission rates than sales generated l®s
representatives who work directly for us. Since #a¢es commissions paid represent our principdinge
expenses, we expect sales expenses to increaseci@adge in accordance with the increase or deci
revenues.

General and administrative costs

General and administrative expenses for the yeaded December 31, 2005 and 2004 v
$2,631,000 and $2,829,000, respectively, reprasgrtidecrease of $198,000, or 7.0%, in 2005. Téisedhst
is primarily attributable to decreased bad debteesps of $326,000 representing better collectite abour
directories. The decrease in general and admitii@raxpenses offset by increased payroll experms:
$99,000, increased rent expense of $41,000, inedetravel expenses of $21,000 and increased repa
maintenance expenses of $27,000. We expect gearedaldministrative costs to increase as a resalhgbing
expenses related to reporting company obligationscmpliance such as those mandated by the poovis
the Sarbanes Oxley Act and Nasdaq Stock Markeinemeants.

Other income

For the year ended December 31, 2005 we had otlvemie consisting of dividend, interest ¢
realized gains of $513,000 compared to other incofrk587,000 for the year ended December 31, 200é
decreased other income primarily attributable topmrtfolio consisting of marketable securities,iethdid not
perform in fiscal 2005 as it did in fiscal 2004.

(Loss) income from continuing operations beforevigion for income taxes

Loss from continuing operations before provision ifcome taxes for the year ended Decembe
2005 was $456,000 compared to income of $176,00¢héoyear ended December 31, 2004. This decrde
$632,000 resulted from decreased revenues on auentupublications combined with the lack of inco
resulting from the solNew Yellow Manhattadirectory, which was still published during 20t



Provision for income taxes

There was no provision for income taxes in 2005 gamd with $71,000 for fiscal 2004. The decn
in provision for income taxes reflects the decrdaaeome from continuing operations in fiscal 2005.
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Discontinued Activity

Loss from discontinued operations for the year dndecember 31, 2005 was $55,000 compar
gain of $930,000 for the year ended December 304 2Bor the year ended December 31, 2005, we hast
from the sale of the wholly owned subsidiary of $&® due to the release of the escrow account la
settlement made between the us and Modern Holdimgsporated, the buyer of Blackbook Photography,
As agreed, the $55,000 was released from escrovpaiddto the benefit of the buyer. For the twelvenths
ended December 31, 2004, after the sale of ourlwbained subsidiary, Blackbook Photography Inc.,hee
a net profit from the sale, after direct relatedtsoof finders fee, compensation to sales agencies, bonu
employees and payments to legal advisors, befardagion for income taxes, totaled $1,939,000 inithold to
a loss from operations of $390,000. Net gain frasec@htinued operations totaled $930,000.

The gain from the sale of the Blackbook Photograpity, on August 24, 2004, was calculate:
follows:

Gain from the Sale
of Blackbook

Photography Inc.

Cash Proceeds $ 2,125,001
Amount in Escrow account 125,00(
2,250,001

Direct related Cost:
Brokerage fee 90,02(
Legal fees 25,46
Compensation, bonuses and other related expenses 195,30t
Total direct related costs 310,78;
Gain from the sale of Blackbook 1,939,21.
Loss from discontinued operations (390,349
Income from discontinued operations 1,548,87!
Less of tax provision (619,000
Income from discontinued operations, net of taxes 929,87(

Net (loss) income

For the year ended December 31, 2005, there wassaof $511,000 compared to a net incornr
$1,035,000 for the same period in 2004. This deeréa net income is primarily attributable to thecibase i
both the earnings from continuing operations ad asfrom the gain from the sale of Blackbook Phoaphy
Inc. included in 2004,

Liquidity and Capital Resource

At December 31, 2005, we had cash, cash equivaterdsmarketable securities of $7,400,000
working capital of $5,958,000 compared to cash emsh equivalents of $9,984,000 and working cayif
$7,987,000 at December 31, 2004. The decreasesim aad cash equivalents primarily reflects divic
payments of $867,289 on January 5, 2005, $311,846oth April 5, 2005 and July 5, 2005 and $312,24
October 5, 2005, as well as tax related
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payments. The decrease in working capital is piilsnattributable to the decreased cash and caslvalgut:
balance, as well as increased current liabilitespecially due to the dividend liability of $314&24lue to b
paid at the beginning of the first quarter in 2005.

Net cash used in operating activities was $676f00@he year ended December 31, 2005 comy
$359,000 for the year ended December 31, 2004.ifMdrease in net cash used in operating activigdigat:
the decreased earnings from continuing operations.

Net cash provided by investing activities was $8,000 for the year ended December 31, .
compared to $3,172,000 for the year ended DeceBibeR004. Net cash provided by investing activiii
2005 is primarily the result of the proceeds fromesof marketable securities. In 2004, net caslhvigeal by
investing activities included $1.8 million in casdteived from the sale of the Blackbook Photograply

Net cash used in financing activities was $1,760,20 the year ended December 31, 2005 com|
to $466,000 for the year ended December 31, 20@4.chish used in financing activities for 2005 a004
reflects dividend payments of $1,803,000 and $MBt Bespectively, offset by proceeds received du
exercise of our stock options which totaled $34,00the year ended December 31, 2005, and $267,00&
same period in 2004.

Until our initial public offering in 1999, our onlgource of funds was cash flow from operati
which has funded both our working capital needs eapital expenditures. As a result of our initiaibfic
offering in May 1999, we received proceeds of agpnately $6.4 million, which has increased our talaility
to pay operating expenses. We have no credit tiasiliAs of December 31, 2005, our funds were iteces
money market, preferred stocks, annuities and ottagketable securities.

Contractual Obligations

Less than 1 1-3 3-5 More than
Contractual Obligations Total Year Years Years 5 years

Long-Term Debt Obligation — — — — —
Capital (Finance) Lease Obligatic — — — — —
Operating Lease Obligatiol 244,23t 108,07( 136,16t — —
Purchase Obligatior — — — — —

Other Long-Term Liabilities reflecte

on the Company’s Balance Sheet

under the GAAP of the primary

financial statement — — — — —

Total 244,23t 108,07( 136,16t — —
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In addition, we have an employment agreement witkafh Ran. The agreement calls for an ar
salary of $75,000. Mr. Ran’s employment term renewmatically on July # of every year for success
oneyear periods unless either party gives 180 daysemrnotice of its intention to terminate the agneat. As
of March 2003, the compensation committee apprarethcrease in Mr. Ras’‘compensation to an annual t
salary of $225,000.

We anticipate that our current cash balances tegetlith our cash flows from operations will
sufficient to fund the production of our directariand the maintenance of our web sites as weti@sases |
our marketing and promotional activities for thexn®2 months.

Recent Technical Accounting Pronouncements
In December 2004, the Financial Accounting Stansl&uoard (“FASB”)issued Statement of Financ

Accounting Standards (“SFAS”) No. 123R, Sh&8ased Payment, which establishes standards fc
accounting for transactions in which an entity exaes its equity instruments for goods or servigekey



provision of this statement is the requirement gbudblic entity to measure the cost of emplc
services received in exchange for an award of gdugtruments (including stock options) based andhant-
date fair value of the award. That cost will beogrtized over the period during which an employe®dgiire
to provide service in exchange for the award (thee, requisite service period or vesting periodjisTstandar
becomes effective on January 1, 2006 for smallnmss issuers. We will adopt SFAS 123R beginninguil
first fiscal quarter of 2006.

Management does not believe that any other recessilyed, but not yet effective, accounting stans
if currently adopted would have a material effectioe accompanying consolidated financial statesaent

Item 7. Consolidated Financial Statements

The consolidated financial statements of the compaquired by this item are set forth beginning
page F-1.

Item 8. Change in and Disagreements with Accountants on Aoanting Financial Disclosure.
None.
Item 8A. Controls and Procedures

Our management, with the participation of our ctegkcutive officer and chief financial offic
evaluated the effectiveness of our disclosure otsyind procedures (as defined in Rules 13a-15@)L&ad-15
(e) under the Exchange Act) as of December 31, .2B88ed on this evaluation, our chief executivéceffanc
chief financial officer concluded that, as of Ded®mn31, 2005, our disclosure controls and procedwere (1
effective in that they were designed to ensure thaterial information relating to us is made knotenoul
chief executive officer and chief financial officby others within our organization, as approprimtellow
timely decisions regarding required disclosures, @) effective in that they ensure that informatiequired t
be disclosed by us in our reports that we file obrsit under the Exchange Act is recorded, proce
summarized and reported within the time periodsi§ipd in the SEC’s rules and forms.
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No change in our internal controls over financigparting (as defined in Rules 13a-15(f) and 15d-15
() under the Exchange Act) occurred during thedisyear ended December 31, 2005 that has may
affected, or is reasonably likely to materiallyeaf, our internal controls over financial reporting

PART Il

Item 9. Directors, Executive Officers, Promoters and ContrbPersons; Compliance With Sectio
16(a) of the Exchange Act.

Executive Officers and Directors

Our executive officers and directors and their eesipe ages are as follows:

Name Age Position

Assaf Ran 40 Chairman of the Board, Chief Executive Officer,Ritent
and Directol

Yael Shimo-Golan 36 Chief Financial Officer, Treasurer and Secre

Inbar Evrol-Yogev (1) 33 Chief Financial Officer, Treasurer and Secre’

Phillip Michals (2,3,4) 36 Director

Eran Goldshmid (2,3,4 39 Director

Michael Jackson (2,3, 41 Director



Mark Alhadeff 42 Director

(1) Employment to be effective upon the fillingtbfs annual report on Form 10-KSB
(2) Member of the Compensation Committee

(3) Member of the Audit Committee

(4) Member of the Nominating Committee

All directors hold office until the next annual ntieg of shareholders and until their successor
duly elected and qualified. Officers are electeddnve subject to the discretion of the board mdadors.

Set forth below is a brief description of the backqd and business experience of our exec
officers and directors:

Assaf Ran, our founder, has been our Chief Exeeudificer and President since our inceptio
1989.
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Yael Shimor&olan, our Chief Financial Officer and a former niemof our board of directors join
DAG Media in August 2001. Mrs. Shim@elan is an Israeli licensed CPA and previously kedrat Mark
Paneth & Shron LLP, a Manhattan accounting firntsit999. From 1995 until 1999, Mrs. Shin@otan wa
a partner at the firm Shimon Dill & Co. an accouagtifirm in Jerusalem, Israel. Mrs. Shim@plan, notifie(
the Company that she is resigning from the positlae to her relocation to Europe. Our board of alime
accepted Mrs. Shimor-Golanhotice of resignation from her position effectiygon the filling of this annu
report on Form 10-KSB.

Our board of directors appointed Inbar Eviogev as an assistant to our current Chief Fina
Officer with an intention that Ms. Evron-Yogev witplace Mrs. Shimor-Golan to serve as the Comzang¥
Chief Financial Officer, Treasurer and Secretarys.NEvronYogev is an Israeli licensed CPA and she
assume the Chief Financial Officer, Treasurer aadr@ary position upon the filling of this annuaport or
Form 10-KSB.

Mrs. Evron¥ogev has professional experience in financial aoting. From 2003 until accepting |
position with us, Mrs. Evron-Yogev worked at PricatthouseCoopers (“PWC1th New York City, as
senior associate on an audit team. As part of bsitipn at PriceWaterhouseCoopers, Mrs. EWagev wa:
responsible for the accounting of various compafri@® different industries, was involved in the paeatior
of financial statements in accordance with U.S. ®Aand US GAAS, prepared, evaluated and auditet
Sarbane®xley assessments of public companies internalragbeinvironments, oversaw and directed
financial aspects of various project teams andyaedl financial data. From 2000 to 2003 Mrs. Evitogey
worked at the Luboshitz Kasierer office of Arthundersen, in TeRAviv, Israel as a senior associate in an ¢
team. At Arthur Andersen she was responsible ferabcounting and taxation of various private anblip
companies from different industries and gained erpee with both Israeli and American accoun
principles (Israel and U.S. GAAP), advised clieots various accounting issues and performed loce
planning and reporting.

Phillip Michals has been a member of our boardifatiors since March 1999. He is the founder
since August 1996, the president of Ujok Trading, a consulting company to investmermikiag firms. Sinc
November 2000, he has also been a principal anideapresident of RG Michals, a manager-consulting
firm. Mr. Michals received a BS degree in humarotgses from the University of Delaware in May 1992.

Eran Goldshmid has been a member of our board rettirs since March 1999. Mr. Goldshi
received certification as a financial consultanFgbruary 1993 from the School for Investment Ctiasts
Tel Aviv, Israel, and a BA in business adminiswatirom the University of Humberside, England incBmbe
1998. From December 1998 until July 2001, he has lbee general manager of the Carmiel Shoppinget
in Carmiel, Israel. Since August 2001, he is thesjatent of the New York Diamond Center, New York,.N

Michael J. Jackson has been a member of the bdaditextors since July 2000. Since Septer
1999, he has been the corporate controller of AGENXOM, a global Internet professional services canmy
since May 2000 until September 2001 the Chief Aatiog Officer and from October 2001 the Chief Ficiai
Officer of the company. From October 1994 until Asg 1999, Mr. Jackson was a manager at A
Andersen, LLP and Ernst and Youl
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Mr. Jackson also served on the New York State 8pdeaditing Standards and Procedures Committee
1998 to 1999 and was serving on the New York Satgety’s SEC Committee from 1999 to 2001.

Mark Alhadeff was appointed to DAG Med&aboard of directors in December 2005 and has
serving as a member of the board of directors sthe¢ time. Mr. Alhadeff is the co-founder of Ocean
Development, Inc., a technology corporation in lthisiness of providing programming services as aghlvel
development services and database solutions. Madsff has been Oceans7president since its formati
nine years ago. Prior to founding OcearMr. Alhadeff served as a consultant to variouklighers, worked
an art director and was actively involved in cregtiand implementing the transition to digital protion
methodologies before they became common industagtioe. Mr. Alhadeff is a Stony Brook Univers
graduate. Mr. Alhadeff will serve as the Chief Tiealogy Officer of DAG Interactive, Inc.

On April 28, 2005, Mr. Stephen Zelnick resignechanember of our Board of Directors, as a rest
the demands of his professional practice. Mr. HoMBernstein was not standing for eékection at our annu
shareholders meeting, held on July 12, 2005, dudastmew commitments and therefore has not actesli
director since that time. Effective December 2, 200rs. Yael ShimoKsolan, resigned as a member of
Board of Directors once Mr. Mark Ahadeff was nontéthto our Board of Directors and is serving agrectbi
since then.

Our Board of Directors has established Compensattardit and Nominating Committees. 1
Compensation Committee reviews and recommendst8dlard of Directors the compensation and benef
all of our officers, reviews general policy matteedating to compensation and benefits of our eyges
administers the stock option plan and authorizesifisuance of stock options to our officers, empds
directors and consultants. The Audit Committee mewth management and our independent auditc
determine the adequacy of internal controls anerotimancial reporting matters. In addition, themonittee
provides an avenue for communication between thegandent accountants, financial management ai
Board. Subject to the prior approval of the Bodtl# committee is granted the authority to inveséigan
matter or activity involving financial accountingdifinancial reporting, as well as our internal trols. The
Nominating committee is responsible for nominatidgector candidates for the Annual Meeting
Stockholders each year and will consider directmdidates recommended by shareholders. In consg
candidates submitted by shareholders, the Nomip&iommittee will take into consideration the neefithe
Board and the qualification of the candidate.

The Board of Directors has determined that Micldaekson, the chairman of the Audit Committe
qualified as an Audit Committee Financial Expertquant to Item 401(e) of regulationsBSMr. Jackson |
independent, as that term is used in Item 7(d}Bif Schedule 14A under the Exchange Act. Mr. §ank
relevant experience is more fully described untEml|9, above.

Section 16(a) Beneficial Ownership Reporting Compdince
Section 16(a) of the Securities Exchange Act of4l@8juires our officers and directors, and per

who own more than ten percent (10%) of a registetasks of our equity securities to file reportsowfnershij
and changes in ownership with the Securities arch&xge
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Commission (“SEC”)Officers, directors and greater than ten perced¥)lshareholders are required by ¢
regulations to furnish us with copies of all Sestid(a) forms they file.

To the best of our knowledge, based solely on wedéthe copies of such forms furnished to u:
written representations that no other forms weggiired, we believe that all Section 16(a) filinglugement
applicable to our officers, directors and greatantten percent (10%) shareholders were compliéd duiring
2005.

Code of Ethics

We have adopted a code of ethics that applies tgooncipal executive officer, principal financ



officer and other persons performing similar fuoos. This code of ethics is posted on our webad
www.dagmedia.com.

Item 10. Executive Compensations

The following Summary Compensation Table sets faithcompensation earned, in all capaci
during the fiscal years ended December 31, 20084 20:d 2003 by (i) our Chief Executive Officer diifithe
most highly compensated executive officers, othantthe CEO, who were serving as executive offiaethe
end of the 2005 fiscal year and whose salary asrmd@ied by Regulation B; ltem 402, exceeded $100,(
(the individuals falling within categories (i) ai@) are collectively referred to as the “Named Euwtives”).

Long-Term Compensation

Annual Compensation Awards Payouts
Common Stock
d Underlying All Other
Pri Name and Salary/ Bonus Options Compensation
rincipal Position Year $) ) ) (1)
Assaf Ran 2005 $225,000 — = $10,00(
Chief Executive $224,154  $154,000 — $ 9,00(
Officer and President 2004 $202,500 — — $6,07
2003
Yael Shimor-Golan 2005 $112,115 — — —
Chief Financial $108,224 $25,000 — —
Officer, Treasurer 2004 $75,000 — — —
and Secretary
2003

(1) Company’s matching contributions made to a &&mpaster IRA plan.

Compensation of Directors
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Non-employee directors are granted, upon becomitigeator, and renewal of director term, fiyea
options to purchase 7,000 shares of Common Stoak aekercise price equal to the fair market vafug shar
of Common Stock on the date of grant. They als®iveccash compensation of $600 per board me
attended and $300 for any other committee participa

Employment Contracts

In March 1999, we entered into an employment agesg¢rwith Assaf Ran, our President and C
Executive Officer. Mr. Ran’s employment term reneavgomatically on July #'of each year for success
oneyear periods unless either party gives 180 daytemrnotice of its intention to terminate the agneet
Under the agreement, Mr. Ran receives an annuel $sary of $75,000 and annual bonuses as detetrby
the compensation committee of the Board of Direciorits sole and absolute discretion and is dkgib
participate in all executive benefit plans estdidis and maintained by us. Under the agreementREh
agreed to a one-year ngompetition period following the termination of lesnployment. As of March 20(
the compensation committee approved an increaddrirRan’s compensation to an annual base sala
$225,000. In August 2004, the Board of Directorpraped Mr. Ran a ongme bonus of $154,000 due to
sale of Blackbook Photography Inc. Mr. Rarnnual compensation was $225,000 and $378,1%4gdiisca
years 2005 and 2004. Mr. Ran intends to reducedigy by 50% for or-year, contingent to closing of 1
Jewish directories purchase agreement.

ltem 11. Security Ownership of Certain Beneficial Owners andManagement and Relate



Stockholder Matters

The following table, together with the accompanyfiogtnotes, sets forth information, as of March 2606,
regarding stock ownership of all persons known $youown beneficially more than 5% of our outstagdi
Common Stock, certain of our executive officerd,ditectors, and all of our directors and officassa group:

Shares of
Common Stock Percentage
- Beneficially of

Name of Beneficial Owner (1) Owned (2) Ownership
Executive Officers and Directo
Assaf Rar 1,513,25! 47.12%
Yael Shimo-Golan 22,14¢ *
Michael Jacksol 21,00¢( &
Phillip Michals 21,00( *
Eran Goldshmid 28,00( *
All officers and directors as a grot 1,605,40: 49.9%

Assaf Ran beneficially owned 186,664 stocks thatvasted options as of December 31, 2005. All efstiock
beneficially owned by Michael Jackson, Phillip Médt and Eran Goldshmid are vested options as ofbe
31, 2005.
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* Less than 1%
(1) The addresses of the persons named in this tablesaollows:

Assaf Ran, Yael Shimor-Golan —
c/o DAG Media Inc, 125-10 Queens Boulevard, Kewdeas, NY 11415

Michael Jackson —
488 Madison Avenue, New York, NY 10022

Phillip Michals —
67 Wall Street, New York, NY 10005

Eran Goldshmid —
65 Broadway, New York, NY 10006

(2) A person is deemed to be a beneficial ownesemfurities that can be acquired by such pe
within 60 days from the filing of this report updhe exercise of options and warrants or conversi
convertible securities. Each beneficial owsegpercentage ownership is determined by assumatgofttions
warrants and convertible securities that are hglduzh person (but not held by any other persod)that ar
exercisable or convertible within 60 days from fitiag of this report have been exercised or cotaer Excer
as otherwise indicated, and subject to applicablnaunity property and similar laws, each of thespat
named has sole voting and investment power witpersto the shares shown as beneficially ownec
percentages are determined based on 3,211,19Gshastanding on March 15, 2006.

(3) Equity Compensation Plan Information

The following table summarizes the (i) options geanunder the DAG Media 1999 Stock Option F
and (ii) options and warrants granted outside tA&Dedia Option Plan, as of December 31, 2005. Sttae
covered by outstanding options and warrants argesuto adjustment for changes in capitalizatimthktsplits
stock dividends and similar events. No other equitynpensation has been issued.
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Equity Compensation Plan Table

Number of Number of
securities(1) to securities(1)
be issued upon remaining

exercise of Weighted-average available for

outstanding exercise price of future issuance
options, outstanding under equity
warrants and options, warrants compensation
rights and rights plans
Equity Compensation Plans Approved By Security
Holders
Grants under the DAG Media, Inc. 1999 Stock Optic
Plan 436,00( 2.9C 155,00(
Equity Compensation Plans Not Requiring Approval
By Security Holders
Not
Aggregate Individual Option Gran 68,00( 2.3¢€ applicable
Total. 504,00( 2.8¢ 155,00(

(1) Reflect shares of DAG Media Common Sta

The aggregate individual option grants outside Sta@ck Option Plan referred to in the table at

include options granted to consultants and prosgidécertain services to us.

Item 12. Certain Relationships and Related Transa@ns

Not applicable.

Iltem 13. Exhibits

(@)

Certain of the following exhibits were filed as Hhits to the registration statement on f
SB-2, Registration No. 333-74203 and amendmentsetine(the “Registration Statementfjled by the
Registrant under the Securities Act of 1933, asraleé, or the reports filed under the Securities Bxchang

Act of 1934, as amended, and are hereby incormbtateeference.
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Exhibit
No.

3.1
3.2
4.1
4.2
10.1

10.2
10.3
23.1

23.2

Description

Certificate of Incorporation of the Company

By-laws of the Company (:

Specimen Stock Certificate (

Form of Underwrite’s Warrant (1,

Employment Agreement dated March 1, 1999 by anddwn Assaf Ran and
the Company (1

Form of the Compar's 1999 Stock Option Plan As Amended

Web Site Company Formation, Development and Sesvigreement dated
December 5, 2005 by and between DAG Media, Inc.@oean-7
Development, Inc. (4

Consent of Independent Registered Public Accourking dated April 10,
2006(5)

Consent of Independent Registered Public Accouriing dated May 5, 200



31.1 Chief Executive Officer Certification as requiredder section 302 of the
Sarbanes Oxley A«

31.2 Chief Financial Officer Certification as requiredder section 302 of the
Sarbanes Oxley Ac

32.1 Chief Executive Officer Certification pursuant t8 I.S.C. section 1350 as
adopted pursuant to section 906 of the Sarbanesy@dt

32.2 Chief Financial Officer Certification pursuant t8 U.S.C. section 1350 as
adopted pursuant to section 906 of the Sarbane=sy@dt

1) Previously filed as exhibit to Form -2 on March 10, 199¢

2 Previously filed as exhibit to Form -2/A on April 23, 1999

3) Previously filed as exhibit to Forn-8 on February 8, 200

4) Previously filed as exhibit to Forn-K on December 12, 200

(5) Previously filed as exhibit to Form -KSB/A on April 10, 2006

Item 14. Principal Accountant Fees and Services

Through September 30, 2005, Goldstein Golub Keskld? had a continuing relationship w
American Express Tax and Business Services Inen fndhich it leased auditing staff who were full ti)
permanent employees of TBS and through which itdnpes provide nomwudit services. Subsequent
September 30, 2005, this relationship ceased aadfitm established a similar relationship with R
McGladrey, Inc. Goldstein Gloub Kessler LLP hasfaby time employees and therefore, none of the t
services performed were provided by permanenttiiié employees of the Goldstein Golub Kessler |
Goldstein Golub Kessler LLP manages and supervigeswudit and audit staff, and is exclusively reslole
for the opinion rendered in connection with its miaation.

€)) Audit Fees
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2005

The aggregate fees billed during 2005 by GoldgBnfub Kessler LLP, our principal accountant, v
$58,047, covering the audit of our annual finanstatements and the review of our financial statemfor the
first, second and third quarters of 2005.

2004

The aggregate fees billed during 2004 by GoldgBntub Kessler LLP, our principal accountant, v
$57,700, covering the audit of our annual finanstatements and the review of our financial statemor the
first, second and third quarters of 2004.

(b) Audit-Related Fees

There were no audit-relatefdes billed by our principal accountants during 200ompared wit
$3,770 in 2004, billed by Goldstein Golub Kessl&PL The 2004 fees were paid to cover the auditipex
after the sale of Blackbook Photography Inc.

Tax Fees

No fees for services related to tax compliance aice and tax planning were billed by our priiad
accountants in 2005 and 2004.

All Other Fees

Our principal accountants billed no other fees,dnelythose disclosed in this Item 14, in 2005
2004.

Audit Committee Administration of the Engagen



Our Audit Committee approved the engagement withhd§&ein Golub Kessler LLP, our principal
accountant, in advance. No non-audit services appeoved by the audit committee in 2005.

Hours expended on audit by persons other than aduacipal accountant’s full time, permanent
employees.

The percentage of hours expended on audit by pesttver than our principal accountant’s full time,
permanent employees, did not exceed 50%.
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SIGNATURES

Pursuant to the requirements of Section 13 or 16{djhe Securities Exchange Act of 1934, the
Registrant has duly caused this Report to be signdts behalf by the undersigned, thereunto dutherized.

DAG Media, Inc.

By: /s/Assaf Rar
Assaf Ran, President, Chief Executive
Officer and Chairman of the Board of
Directors

Date: May 5, 2006

In accordance with the Exchange Act, this repost Ib@en signed below by the following persons on
behalf of the Registrant and in the capacitiesaniarch 15, 2006 and on April 10, 2006:

Signature Date Title
/sl Assaf Ran May 5, 2006 President, Chief Executive Officer and
Assaf Ran Chairman of the Board of Directors
(principal executive officer
/sl Inbar EvronYogev May 5, 2006 Chief Financial Officer (principal
Inbar Evrol-Yogev financial and accounting office
[s/ Phillip Michals May 5, 2006 Director
Phillip Michals
/sl Eran Goldshmid May 5, 2006 Director
Eran Goldshmic
[sl Michael Jackson May 5, 2006 Director
Michael Jacksol
/sl Mark Alhadeff May 5, 2006 Director
Mark Alhadeff
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
Dag Media, Inc.

We have audited the accompanying consolidated balsineet of Dag Media, Inc and subsidiary as of
December 31, 200 5, and the related consolida#ensents of operations, shareholders’ equity astt lows
for each of the two years in the period then endiéése financial statements are the responsilofithe
Company’s management. Our responsibility is to egpran opinion on these financial statements basedr
audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversigharglo
(United States). Those standards require that \wwa phd perform the audit to obtain reasonable assar
about whether the financial statements are freaaterial misstatement. An audit includes examinarga test
basis, evidence supporting the amounts and digessim the financial statements. An audit alsoudeb

assessing the accounting principles used and gigntfestimates made by management, as well agagiral

the overall financial statement presentation. Wkebe that our audits provide a reasonable basisofo

opinion.

In our opinion, the consolidated financial statetaepferred to above present fairly, in all matergspects, the
financial position of Dag Media, Inc. and subsiglias of December 31, 2005 and the results of tp@rations
and their cash flows for each of the two yearsha period then ended, in conformity with United t&a
generally accepted accounting principles.

By: /s/Goldstein Golub Kessler LLP

GOLDSTEIN GOLUB KESSLER LLP

New York, New York



January 20, 2006, except for note 10 as to whieldtte is February 6, 2006.

F-2

DAG MEDIA, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEET
DECEMBER 31, 2005

Assets
Current asset:
Cash and cash equivalel $ 4,210,42
Marketable securitie 2,106,09
Short term investmel— insurance annuity contra— at fair value 1,083,92:
Total cash and cash equivalents, marketable siesuaihd short terms investments 7,400,44
Trade accounts receivable, net of allowance fobtfalaccounts of $295,0(C 877,08:
Directories in progres 1,230,76.
Other current asse 159,38:
Total current asse 9,667,67:
Property and equipment, r 132,78:
Trademarks, ne 257,96¢
Other asset 118,86
Total asse $ 10,177,28

Liabilities and Shareholders Equity
Current liabilities:

Accounts payable and accrued expel $ 287,79:
Commissions payab 366,20(
Advanced billing for unpublished directori 2,374,47.
Dividends payabli 314,24¢
Income taxes payab 367,33:

Total current liabilities 3,710,04

Commitments and contingencies (Note

Shareholder equity:
Preferred share- $.01 par value; 5,000,000 shares authorized; no slissaec —
Common shares - $.001 par value; 25,000,000 aa#irB,211,190 issued and 3,142,460

outstanding 3,211
Additional paic-in capital 8,590,17:
Treasury stock, at cost- 68,730 shares (231,119
Stock subscription receivable (47,400
Deferred compensation (26,84))
Accumulated other comprehensive loss (403,51
Accumulated defici (1,417,27)

Total shareholde’ equity 6,467,24.
Total liabilities and shareholders’ equity $ 10,177,28

The accompanying notes are an integral part oktfiancial statements.
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DAG MEDIA, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 200



Advertising revenues, net
Publishing cost
Gross profit

Operating costs and expens
Selling expense
General and administrative expen
Total operating costs and expen

Loss from operation
Interest income
Realized gain on marketable securi
Total other incom:
(Loss) income from continuing operations before
provision for income taxe
Provision for income taxe
(Loss) income from continuing operatic

Discontinued Operation

(Loss) gain from Sale of Blackbook, due to reldfasm
escrow amount in 2005, net of tax effect of $776,00
2004

Loss from operations of Blackbook, net of tax béradf
$156,000 in 200

(Loss) income from discontinued operatic

Net (loss) incomi

Basic net (loss) income per common share outstgr
Continuing operations

Discontinued operatior
Total net (loss) income per common sh- Basic

Diluted net (loss) income per common share outéhay
Continuing operations

Discontinued operatior

Total net (loss) income per common sh- Diluted
Weighted average number of common shares
outstanding
Outstanding

- Basic
- Diluted

2005
$ 4,447,43(
659,46
3,787,96

2,125,70!
2,631,30!
4,757,00!

(969,03¢)
224,977

288,00¢
512,98t

(456,05

(456,059

(55,000)

(55,000
$ (511,05

$ (0.14)
$ (0.02)
$ (0.16)

3,118,38:
3,118,38:

2004
$ 5,948,70.
902,32t
5,046,37!

2,627,61i
2,829,30!
5,456,92.

(410,549
191,38
395,13:
586,51¢

175,96¢
70,80:
105,16°

1,164,21.

(234,34)
929,87(

$ 1,035,03

$ 0.04
$ 0.3C
$ 0.34

0.0z
0.2¢
0.32

P A

3,065,08!
3,243,10.

The accompanying notes are an integral part ottfieancial statements

F-4

DAG MEDIA, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN SHARHOLDERS’ EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

Additional Accumulated
Stock other
Paid-in Subscription Deferred comprehensive  Accumulated

Common Stocks Capital Treasury Shares Receivable Compensation income (loss) Deficit

Shares  Amount Share: Cost
Balance, December 31, 2003 3,045,19( $ 3,04t $8,054,82° 68,73( $(231,11) — $ (81,000 $ 102,18! $ 176,21!
Issuance of common stock from
exercise of options 125,00( 125 266,85!
Non cash compensatic 18,93: 27,080
Forfeit of gain on sale of restricted
stocks 10,77¢

Tax benefit related to stock optic

exercised 145,64(

$



Dividend declared to be paid at

1/5/2005 ($0.28 per shar (867,289
Unrealized loss on preferred sto
and other marketable securities,
of income taxe: (84,879
Net income for the year end
December 31, 2004 1,035,03
Total comprehensive incon
Balance, December 31,2004 3,170,191 $ 3,17C $8,497,03 68,73( $(231,11) — 3 (53,920 $ 17,31 $ 343,96
Issuance of common stock from
exercise of options 21,00( 21 34,39¢
Issuance of common stock to
related party for services not yet
performed 20,00( 20 47,38( (47,400
Non cash compensatic 11,361 27,079
Dividend declared to be paid at
1/5/2006 ($0.10 per share) (1,250,18))
Unrealized loss on preferred sto
and other marketable securities (420,829
Net loss for the year ends
December 31, 2005 (511,05)
Total comprehensive loss
Balance, December 31,2005 3,211,191 $ 3,211 $8,590,17- 68,73( $(231,11) $ (47,400 $ (26,84) $ (403,51) $  (1,417,27)
The accompanying notes are an integral part oktfinancial statements.
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DAG MEDIA, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004
2005 2004

Cash flows from operating activities:

Net (loss) incom $ (511,059) $ 1,035,03

Adjustment to reconcile net (loss) income to nethcased in operating activiti

Gain on sale of Blackbook — (1,939,21)

Depreciation and amortizatic 85,42¢ 125,04(

Non cash compensation expel 38,43¢ 46,01

Bad debt expens 472,74( 798,78:

Realized gain on sale of marketable securities (288,009) (395,139

Deferred taxes (11,547 4,552

Tax benefit related to stock options exerci — 145,64(

Changes in operating assets and liabilities neffetts of dispositio-

Accounts receivable 14,09 (504,09/)

Directories in progres 257,93: 162,29«

Other current and non current as¢ 122,73( 56,59¢

Accounts payable and accrued expenses 88,62( (409,72)

Commissions payable (183,800 (116,81)

Advanced billings for unpublished directories (585,319 176,81:

Income taxes payab (176,419 454,744

Net cash used in operating activit (676,149 (359,470

Cash flows from investing activitie

Investment in preferred stocks, other marketabteréges and annuity contrz (14,497,08)  (10,446,36)

Proceeds received on sale of Blackbook, net of resgm — 1,800,24!

Proceeds from sale of preferred stocks and marleetaigurities 17,610,79 11,842,83

Purchase of property and equipm (6,072 (24,969

Net cash provided by investing activiti 3,107,641 3,171,74
Cash flows from financing activitie

Proceeds from exercise of optic 34,421 266,98(

Dividends paid (1,803,22) (744,11

Proceeds from forfeit of gain on sale of restrictemtks — 10,77¢




Net cash used in financing activiti (1,768,800 (466,354

Net increase in cash and cash equival 662,68! 2,345,92.
Cash and cash equivalents, beginning of 3,547,74. 1,201,81!
Cash and cash equivalents, end of $ 4,210,42 $ 3,547,74.

Supplemental Cash Flow Informatic

Taxes paid during the ye $ 176,41: $ 88,93¢
Dividends declared but not paid $ 314,24¢ $ 867,28
Common stock issued for services not yet preformed $ 47,40( —

The accompanying notes are an integral part oktfiancial statements.
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DAG MEDIA, INC. AND SUBSIDIARY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND 2004

1. The Company

DAG Media, Inc. (“the Company”) publishes and disttes print and online business
directories for domestic niche markets. The priatgource of revenue comes from the sale of
advertisements in these directories. As a salenitine the Company may also provide added values
such as referral services and a consumer disctumt ¢

The Company operates Internet portaésyishYellow.cortargeting worldwide Jewish
communities andewishMasterGuide.corrtargeting the ultra-orthodox and Hasidic commianit

On December 5, 2005, we entered into an agreeménQgean-7 Development, Inc.
(“Ocean-7"), pursuant to which, together with Oc&anve formed a new subsidiary, DAG Interactive,
Inc., through which we anticipate operating our nietgrnet business, NextYellow.com. The objective
of DAG Interactive, Inc. is to introduce our unigaied innovative software solution to the online
Yellow Page industry. DAG Interactive Inc.’s newsimess, NextYellow.com, will utilize a new,
patent pending, application, which will facilitateghly accurate and instant matching between
consumers’ needs and businesses’ capabilitiestillzeuhis application, a customer will visit our
website and describe, as necessary, a certaintinaethe customer has for goods or services. Upon
completing this description, our application witlazacterize the consumers’ requests by geographic
location as well as by a DAG Interactive-developategory index and ultimately locate a businesses
or vendors which provide the sought after servaregoods, and will automatically match those
businesses or vendors with the customer’s requgsin completing the match, an automated message
will be sent from our system to those matching hesses or vendors who are ultimately responsible
for following up on the lead and contacting thetoaser. In simplistic terms, businesses, service
providers and retailers can register and recem@ddor prospective customers in their geographic
coverage area and categories for a monthly fegyandrate business in response to inquiries
submitted by customers who visit our website.

The application, which covers the typical Yellowgea index and more, transforms the old-
fashioned “Let your fingers do the walking” waytbhinking into a new paradigm: “Let the business do
the walking” (a trademark of DAG Interactive), whdiusinesses will contact customers in response to
customers’ inquiries.

Dispositions

On August 24, 2004, the Company sold its wholly ed/subsidiary, Blackbook Photography
Inc. to Modern Holdings Incorporated, for $2.25lmil. Under the stock purchase agreement, $2.125
million was paid in cash at the closing and theitzaithl $125,000 was held in escrow until August
2005, pending the resolution of certain open matiarAugust 2005, as agreed in a settlement made
between the Company and Modern Holdings Incorpdr&t85,000 was released from escrow and paid
to the benefit of the buyer. For the year endedeldier 31, 2004, the Company recorded a gain on
the sale of the Blackbook amounting to $1,164,
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which is net of $775,000 for income taxes and $84D for a finder's fee, compensation to sales
franchisees, bonuses to employees and legal expdiserevenue from the discontinued operations
was $799,619 for the year ended December 31, 2004.

Accordingly, the Company has reflected the salihefBlackbook as a discontinued opers
in the accompanying financial statements. As altesmvenues, publishing costs, and related
expenses have been reclassified in the statemepeoitions and shown separately as a net amount
under the caption loss from discontinued operatfonsll periods presented. Accordingly the
Company recorded a net loss from discontinued dpesatotaling $234,343 for the year ended
December 31, 2004 .

2. Significant Accounting Policies
Principals of Consolidation

The consolidated financial statements include tw@ants of DAG Media, Inc., its 80%
owned subsidiary, DAG Interactive, Inc., (incorgethDecember 5, 2005) and its wholly owned
subsidiary Blackbook Photography, Inc. through Astdt4, 2004, the date in which Blackbook
Photography Inc. was sold. All significant interquemny balances and transactions have been
eliminated.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting
principles in the United States of America requiremagement to make estimates and assumptions
that affect the reported amounts of assets anditied and disclosure of contingent assets and
liabilities at the date of the financial statemesntsl the reported amounts of revenues and expenses
during the reporting period. Management will bdsedse of estimates on (a) a preset number of
assumptions that consider past experience, (b)dydxojections, and (c) general financial market
condition. Actual amounts could differ from thostimates.

The use of estimates is mainly in the “AllowanceBwubtful Accounts”, on the Company’s
Balance Sheet. The allowance is determined based aging of accounts receivable and the
publication date of each edition to which the ansgling balances relate. The estimates are basa
preset number of assumptions that considers pastiexnce as well as a projection of the Compsny’
ability to collect the receivable balance. The agstions take into consideration the Company’s
internal ability for “in-house” collections at avgin period (i.e. how many employees are currently
fulfilling this position and their ability to colt#) as well as the capability of the third partylecting
agency to collect from the submitted accountsgiven period (i.e. the average aging of the acx
submitted and its total balances). In addition,Gleenpany considers in its assumptions, general
financial market conditions as well as the conditid its customers and adjusts its allowances
accordingly .

The Company analyzes receivables on a quarterlg bad takes into consideration
significant events such as the disposition of dtivis. The Company uses past experience and reality
tests to set up the most accurate allowances pgagenequired per each previously printed edition
and to eliminate as possible deviations from aateslts.
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Cash and Cash Equivalents

For the purposes of the statements of cash fldvesCompany considers all highly liquid
investments purchased with an original maturityhoée months or less to be cash equivalents.

Marketable Securities and Short Term Investmergurbmce Annuity Contract



Marketable securities are reported at fair valut @ne classified as available-for-sale.
Unrealized gains and losses from those securiteeseported as a separate component of
shareholders’ equity, net of the related tax effReialized gains and losses are determined on a
specific identification basis. None of the asstdsgified as marketable securities constitute
investments in debt securities. Accordingly, noiaddal disclosure is needed under paragraph 20 of
SFAS 115.

On June 25, 2003, the Company purchased a 5-yemafteed Growth Annuity (GGA)
contract for $1 million. The annuity guarantee®iast of 3.65% for its first two years; 3.00% foe t
following two years, and has a minimum guarantes¢erest rate of 3.00% for the remaining period.

The Compan's securities consist of the followin

As of 12/31/2005 Holding Gains
Fair Value Cost (Losses)
Insurance Annuity Contra 1,083,92. 1,000,00! 83,92:
Marketable Securitie 2,106,09 2,593,53. (487,435
Total 3,190,022 3,593,53: (403,515
Holding Gains
As of 12/31/2004 Fair Value Cost (Losses)
Preferred Stocks 407,34( 399,82( 7,52(
Insurance Annuity Contra 1,052,52: 1,000,00t 52,52
Marketable Securitie 4,976,68! 5,007,87. (31,189
Total 6,436,54! 6,407,69. 28,85¢

Directories in Progress/Advanced Billings for Unfisbed Directories
Directories in progress mainly include direct proftiton costs and commissions incurred
applicable to unpublished directories. Advanceling$ for unpublished directories arise from bijjin
on advertising contracts. Upon publication, reveane the related expense are recognized.
Property and Equipment
Property and equipment are recorded at cost. Digiaat is provided on a straight-line basis over

the estimated useful economic lives of the assaitsgjing from three to five years. Leasehold
improvements are amortized over the shorter ofdhse agreement or the useful life of the assets.

F-9

Trademarks
Trademarks are amortized over their estimated Ubeéuof 25 years.

As of December 31, 2005, gross carrying amountsademarks were $350,981 with accumulated
amortization of $93,012.

Amortization expense in each of years ended Decethe2005 and 2004 amounted to $ 14,039.

Estimated amortization expenses:

For year ended 12/31/20 $14,03¢
For year ended 12/31/20 $14,03¢
For year ended 12/31/20 $14,03¢
For year ended 12/31/20+ $14,03¢
For year ended 12/31/20- $14,03¢

Income Taxes

The Company uses the asset and liability meth@atobunting for income taxes. Under the
asset and liability method, deferred income taxegecognized for the future tax consequet



attributable to differences between the finandialesnent carrying amounts of existing assets
and liabilities and their respective tax basesebrefl tax assets and liabilities are measured using
enacted tax rates expected to apply to taxablerieda the years in which those temporary differsi
are expected to be recovered or settled. The effedeferred taxes of a change in tax rate is
recognized in income in the period that includesdghactment date.

Revenue Recognition

Advertising revenues are recognized under the gafhpublication method, which is
generally followed by publishing companies. Undgs imethod, revenues and expenses are
recognized when the related directories are puddisBimilarly, costs directly related to the
publication of a directory in advance of publicatare recorded as “Directories in Progress” on the
accompanying balance sheet and are recognized tivbatirectory to which they relate is published.
All other costs are expensed as incurred.

Since our contracts sell ads for two consecutivtoad, we recognize 50% of its revenues
and charge 50% of its related direct expense upbfigation of the first directory whereas the
remaining 50% is recognized upon publication ofgeeond edition. Therefore, advertising revenues
are recognized under the point-of-publication médtfi®ublication Method”), which is generally
followed by publishing companies.

As a result of recognizing revenues according ¢oRbblication Method, the Company
spreads and allocates its revenues and relatext dixpenses over the lifetime of the contractsti@n
publication of the first of the two directories @ed by a contract we recognize 50% of the revenue
and related expenses. The remaining 50% of thiedotdract revenues are presented on the Balance
Sheet as “Advance Billing for Unpublished Direcesi and are recognized with the publication of the
next edition.
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The Company maintains an Internet site, which ghesilimited advertising services and
links to other Internet sites. The Company doessebitthese services, rather they are provided as a
supplement to print services in order to provide @ompany with a presence on the Internet. The
Company does not record revenue from such sergines customers place no value on the
advertising and are not willing to pay for suchvemgs. In this regard, the Company follows the
guidance in FASB Emerging Issues Task Force (EI$§)e No. 99-17Accounting for Advertising
Barter Transactions which states that revenue and expense from agriégliag barter transaction
should be recognized at fair value only if the failue of the advertising provided is determinable
based on the entity’s own historical practice akieing cash or other consideration that is readily
convertible into cash for similar advertising frdmyers unrelated to the counterparty. The
performance of these services by the company dscalssidered to be inconsequential based on the
guidance in SEC Staff Accounting Bulletin (SAB) Nd@4,Revenue Recognitigrsince the failure to
provide these services would not result in theamast receiving a refund or rejecting the delivered
services performed to date. In addition, the Comyieas a demonstrated history of completing these
services in a timely manner and reliably estimatirgremaining costs, which are minimal.

The Company does not account for its online adsiagiservices since based on customer
inquiries and tests we found that our customersepten value on our online services and are not
willing to pay for those online services. We hawt invested significant funds in our web sites kel
some of our competitors, and our sites are relgtivmited and provide basic and minimal services
only. Once a customer signs contracts with usphiger business details are posted into our wek sit
and will stay there infinitely.

The calculation for the allowance as of December2BD5:

Allowance for Doubtful Accounts

Prior year edition: $ 183,00(
Current year edition $  66,00(
General allowances (5%) $ 46,00(
Total $ 295,00(



Earnings Per Share (“EPS”)

Basic and diluted earnings per share are calculatadcordance with Statement of Financial
Accounting Standards (“SFAS”) No. 128, “Earnings Beare”. Under this standard, basic earnings
per share is computed by dividing income availableommon shareholders by the weighted-average
number of common shares outstanding for the pebddted earnings per share include the potential
dilution from the exercise of stock options and naats for common shares using the treasury stock
method.
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The following table reconciles the number of wegghtiverage common shares outstanding
for basic and diluted earnings per share:

Years ended
December 31,

2005 2004
Basic 3,118,38: 3,065,08!
Incremental shares for assumed exercise of

options — 178,02:
Diluted 3,118,38: 3,243,10:

504,000 and 111,440 stock options were not includelde diluted earnings per share
calculation for the 2005 and 2004 fiscal year, eetipely, as their effect would have been anti-
dilutive.

Long-Lived Assets

The Company reviews long-lived assets for impairméren events or changes in
circumstances indicate the carrying amount of @etamay not be recoverable. Events and
circumstances that may indicate that an assetgained include: a significant decrease in the ntarke
price of a long-lived asset (asset group); a sicguit adverse change in the extent or manner igtwhi
a long-lived asset (asset group) is being used its physical condition; a significant adverserag
in legal factors or in the business climate thatid@ffect the value of a long-lived asset (assetig),
including an adverse action or assessment by dateguan accumulation of costs significantly in
excess of the amount originally expected for thguésition or construction of a long-lived assets@s
group); a current-period operating or cash flowslosmbined with a history of operating or cash flow
losses or a projection or forecast that demonstiaiatinuing losses associated with the use ofig:lo
lived asset (asset group); or a current expectatiatp more likely than not, a long-lived (assedugy)
will be sold or otherwise disposed of significarttigfore the end of its previously estimated uskftil

If events and circumstances indicate that the gsgrgmount of an asset may
not be recoverable and the expected undiscountackfuash flows attributable to the asset are less
than the carrying amount of the asset, an impaittess equal to the excess of the asset’s carrying
value over its fair value is recorded. Fair valsigétermined based on the present value of estimate
expected future cash flows using a discount ratencensurate with the risk involved, quoted market
prices or appraised values, depending on the nafutthe assets. No impairment charges have been
recorded during the years ended December 31, 20@ 200 4 .

Stock-Based Compensation

At December 31, 200 5 , the Company has a stocdbesmpensation plan, which is
described more fully in Note 6. As permitted by 8fAS No. 123, “Accounting for Stock Based
Compensation”, the Company accounts for stoaked compensation arrangements with employe
accordance with provisions of Accounting PrincigBesard (“APB”) Opinion No. 25 “Accounting for
Stock Issued to Employees”. Compensation expens&dok options issued to employees is based on
the difference on the date of grant, between thesédue of the Company’s stock and the exercise
price of the option. No stock based employee corsgion cost is reflected in net income, as all
options granted under those plans had an exerdise grjual to the market value of the underlying
common stock at the date of grant. The Companywatsdor equity instruments issued to -



employees in accordance with
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the provisions of SFAS No. 123 and Emerging Isteessk Force (“EITF”) Issue No. 96-18,
“Accounting for Equity Instruments That Are IssuedOther Than Employees for Acquiring, or in
Conjunction With Selling, or in Conjunction With I8eg Goods Or Services”. All transactions in
which goods or services are the consideration vedefor the issuance of equity instruments are
accounted for based on the fair value of the camatibn received or the fair value of the equity
instrument issued, whichever is more reliably meaisle.

The following table illustrates the effect on nkis§) income and earnings per share i
Company had applied the fair value recognition fmons of SFAS No. 123 to stock ba
compensation:

Year Ended Year Ended

December 31, December 31,
2005 2004
Reported net (loss) income $ (511,059 $ 1,035,03

Deduct:

Total stock based employee compensation

expenses determined under fair value based

method for all awards, net of related tax ef (135,759 (95,279

Pro forma net (loss) income $ (646,809 $ 939,76
Reported basic net (loss) income per common

share $ (0.1¢) $ 0.3¢
Reported diluted net (loss) income per comn

share $ (0.1¢) $ 0.3z
Pro forma basic net (loss) income

per common shal $ (0.2)) $ 0.31
Pro forma diluted net (loss) income per comi

share $ (0.2)) $ 0.2¢

Under SFAS No. 123, the fair value of each optmastimated on the date of grant using
Black-Scholes option-pricing model with the followji weighted-average share assumptions used for
grants in 2005 and 2004, respectively: (1) expelifeaf 5 years; (2) $0.40 cents per share annual
dividends yield; (3) expected volatility 70%; (43k free interest rate of 5% and 6%.

Concentrations of Credit Risk

Financial instruments that potentially subject @mmpany to concentrations of credit risk
consist primarily of cash and cash equivalentsketable securities and accounts receivable. The
Company maintains cash and cash equivalents witbusamajor financial institutions, which invest
primarily in marketable securities and high quatiorporate obligations. The Company believes that
concentration of credit risk with respect to trageounts receivable are limited due to the large
number of customers comprising the Company’s custdrase. The Company performs ongoing
credit evaluations of its customers and maintagssnves for potential losses.

Fair Value of Financial Instruments

For cash and cash equivalents, accounts receigableaccount payable the carrying amount
approximates fair value due to the short-term matdiisuch instruments.

Advertising Expenses
Advertising expenses are expenses as occurrede Wese advertising expenses of $136,933

and $144,441 for the years ended December 31, 2002004, respectively.
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Other Comprehensive Income

Other comprehensive income consists of unrealia@asgon marketable securities. The
Company’s comprehensive loss for the year ende@&mber 31, 2005 totaled $931,877 and for the
year ended December 31, 2004 comprehensive inamtaled $950,164.

Recent Accounting Pronouncements

In December 2004 the Financial Accounting StandBaisrd (“FASB”) issued
Statement of Financial Accounting Standards (“SHA®. 123R, Share-Based
Payment, which establishes standards for the atiogufior transactions in which an entity exchanges
its equity instruments for goods or services. A geyvision of this statement is the requiremerd of
public entity to measure the cost of employee sessreceived in exchange for an award of equity
instruments (including stock options) based ongitamt-date fair value of the award. That cost tdl
recognized over the period during which an emplageequired to provide service in exchange for
the award (i.e., the requisite service period @ting period). The Company cannot estimate the
current impact on the financial statements. Traadard becomes effective on January 1, 2006 for
small business issuers. The Company will adopt SEZSR beginning in the Company’s first fiscal
quarter of 2006.

Management does not believe that any other recesstlyed, but not yet effected, accounting
standards if currently adopted would have a mdtefiact on the Company’s consolidated financial
statements.

3. Property and Equipment

Property and equipment, at cost, consist of tHedhg at December 31, 2005:

Office equipmen $ 279,87
Leasehold improvements 65,91:
Automobiles 139,81
Total property and equipme 485,60:
Less: accumulated depreciation (352,82()
Property and equipment, net $ 132,78

Depreciation expense was approximately $71,400688¢B00 for the years ended December 31, 2005
and 2004, respectively.

4, Income Taxes

The provision for income taxes relating to contimgioperations consists of the following:

For the
Year Ended
December 31
2004
Current Taxes
Federa $ 53,101
State 17,701
Provision for income taxe $ 70,80z
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The provision for income taxes relating to discouéid operations consists of the following:

For the
Year
Ended
December 31
2004

Current Taxes
Federa $ 464,25(



State 154,75(
Provision for income taxes $ 619,00(

Deferred tax assets consist of the following:

2005 2004

Deferred tax asset

Unrealized loss on marketable

securities 137,19¢ 11,54

Net operating los 187,22¢ _

Deferred tax asse 324,42¢ 11,54:

Less: valuation allowance (324,429 —
— 11,54:

The Company’s net operating loss of $468,000 causke to offset future taxable income
and it expires in 2025.

The provision for income taxes on earnings diffessn the amount computed using the federal
statutory rate of 34% as a result of the following:

Year Ended December 3] 2005 2004

Federal Statutory Rate (34%) 34%

State income taxes, net of federal tax benefit

Valuation allowanct 34% 6%

Provision for income taxes — 4004
5. Simple IRA Plan

On October 26, 2000, the Board of Directors appdav&imple IRA Plan (the “IRA Plan”)
for the purpose of attracting and retaining valaabtecutives. The IRA Plan was effective August
2000 with a trustee, which allows up to 100 eligibkecutives to participate. It is a “Matching
Contribution”plan under which eligible executives may contribupeto 6% of their yearly salary, ol
pre-tax basis (with a cap of $10,000), with the @any matching on a dollar-fatellar basis up to 3'
of the executives’ compensation (with a cap of 820). These thresholds are subject to change under
notice by the trustee. The Company is not respta§ilb any other costs under this plan. For fiscal
year 2005 and 2004 the Company contributed $10a0800$9,000 respectively, as a matching
contribution to the IRA Plan.

6. Stock Option Plan

The Company adopted the 1999 Stock Option Plan‘Rlaa”), as amended, reserving
854,000 common shares of the Company for issuapee exercise of stock options granted
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pursuant to the Plan. At December 31, 2005 and,2088,000 and 91,560 options were available for
future grants under the plan, respectively.

The exercise price of options granted under the Riay not be less than the fair market
value on the date of grant. The options may vest ayeriod not to exceed ten years. Stock options
under the Plan may be awarded to officers, key-ey@gs, consultants and non-employee directors of
the Company. Under the Plan, every non-employestir of the Company is granted 7,000 options
upon first taking office, and then upon each addai year in office. The objectives of the Plan
include attracting and retaining key personnelyjatiag for additional performance incentives and
promoting the success of the Company by increasiagfforts of such officers, employees,
consultants and directors. The Plan is the onlyg giat the Company has adopted with stock options
available for grant.

The Company accounts for the employee options UAB& Opinion No. 25, under which i
compensation cost has been recognized as all spgiamted to employees during 2005 and 2



have been granted at the fair market value of tragany’s common stock. Options granted
to consultants are accounted for under SFAS Noah?l3EITF No. 96-18 and are measured using
Black-Scholes option pricing model. Compensatiostsof $38,439 and $2,976 were charged to
operations in 2005 and in 2004, respectively.

The weighted average fair value of options gradigthg the year ended December 31, 2005
and 2004 was $1.22 and $1.21, respectively.

The following summarizes stock option activity 605 and 2004:

Weighted
Average
Shares Exercise Price

Outstanding at December 31, 2( 468,44( $ 2.67
Granted 125,00 $ 4.0¢
Exercisec (125,000 $ 2.14
Forfeited (30,000 % 2.9:
Outstanding at December 31, 2( 438,44 $ 3.21
Granted 173,00( $ 3.31
Exercisec (21,000 $ 1.64
Forfeited (86,440 $ 3.8€
QOutstanding at December 31, 2( 504,00( $ 3.2C

As of December 31, 2005 and 2004 there were exreoptions amounting to 471,213 and
430,253 respectively, with a weighted average ésemrice of $2.01 and $2.26, respectively. As of
December 31, 2005 and 2004 the weighted averagamarg contractual life of options outstanding
are 3.02 and 2.95, respectively.

In connection with the Company’s initial public efing the Company issued 132,500
warrants to the underwriters of the initial pulditering. The warrants are convertible into the sam
number of common shares at an exercise price 80%er warrant. The warrants are exercisable over
a four-year period beginning on the first anniveysa the offering. All of the warrants were expre
on May 13, 2004.

7. Shareholders’ Equity
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On December 5, 2005, following the execution ofebvgite development and services
agreement signed between the Company and Ocearéldpaent, Inc. (“Ocean-7"), a prominent
software development and Internet company, the Gompgreed to issue a total of 60,000 shares of
the Company’s common stock. The shares will besidsn three equal installments of 20,000 shares
each, pursuant to a three tier schedule, as prowidthe agreement. The first 20,000 shares were
issued upon the execution of the agreement, whale walues at $2.37 per share, or $47,400, which
was the Company’s market price at the date of thatgln addition to the issuance of shares, the
Company granted Ocean-7 an option to purchase Usl@@res of the Company’s common stock
under the Company’s stock option plan, to be vestédree installments of 25,000 shares each, the
first to vest on the first anniversary of the agneat. Both the shares and the options are restricte
pursuant to Rule 144 promulgated under the SeesrKct of 1933. Because the service have not yet
been performed by Ocean —7 under the agreementathe of the shares issued are included in stock
subscriptions receivable, until such time that thegome earned and will be accounted for under
00-2, “Accounting for Web Site Development CostBie value of the options will be accounted for
under ETTF 96-18 “Accounting for equity instrumetitat are issued to other than employees for
acquiring, or in conjunction with selling, goodssarvices.”

8. Commitments and Contingencies
Operating Leases

The Company has various lease and rental commigegrating 2008 for its office



automobiles and equipment. At December 31, 208dproximate future minimum rental
payments under these commitments are as follows:

2006 108,07(
2007 75,36:
2008 60,80:
Total 244,23(

Rent expense was approximately $124,000 and $8% 0005 and 2004, respectively.
Employment Agreements

In March 1999, the Company entered into an employragreement with Assaf Ran, its
president and chief executive officer. Mr. Ran'spbmgment term initially renews automatically for
successive one-year periods unless either pargsdi80 days written notice of its intention to
terminate the agreement. Under the agreement, BrvRll receive an annual base salary of $75,000,
annual bonuses as determined by the compensatiomitiee of the Board of Directors in its sole and
absolute discretion, and is eligible to participatall executive benefit plans established and
maintained by the Company. Under the agreementRiln. has also agreed to a one-year non-
competition period following the termination of lmployment. As of March 2003 the compensation
committee approved an increase in Mr. Ran’s comgt@nsto an annual base salary of $225,000. In
August 2004, the Board of Directors approved Mm Rane-time bonus of $154,000 due to the sale
of the Blackbook Photography Inc. Mr. Ran’s anre@hpensation was $225,000 and $378,154
during fiscal years 2005 and 2004.
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Contingencies

From time to time, the Company is a party to litiga arising in the normal course of its
business operations. In the opinion of managemahtaunsel, it is not anticipated that the settietme
or resolution of any such matters will have a matedverse impact on the Company’s financial
position, liquidity or results of operations.

On February 24, 2004 the Jewish Sephardic YellowPatd. (the “Plaintiff”) filed a claim
against the Company in the U.S. District Courttfa Eastern District of New York, challenging the
Company’s ownership of its federally registeredémark “Kosher Yellow Pages” and seeking
declaratory judgment, injunctive relief and composy and punitive monetary damages against the
Company in connection with the Company’s use oftthdemark. The Company filed an answer on
April 7, 2004 vigorously denying plainti claims and asserting that there is no basisdbility. The
Company has also asserted a counterclaim andghitgd complaint against Plaintiff and the Plaingff
owner in which it seeks a declaratory judgment thatCompany is the rightful owner of the mark
“the Kosher Yellow Pages”, and seeking injunctighef, compensatory and punitive monetary
damages and other relief against the continuingytiiorized use of this trademark by the Plain@fifi
April 5, 2005, the Company filed a motion for summgnpudgment. As of March 3, 2006 the motion is
still pending.

In January 2001, Flexible Business Systems, Inmngenced an action against DAG Media,
Inc. and Dapey Assaf, Ltd., in the Supreme CouthefState of New York, County of Suffolk for
breach of contract, seeking compensation for unipaigices pursuant to a written agreement for
computer software. DAG Media defended the complaaitming there was no valid contract between
the parties as the software program did not contpddAG Media’s needs. Following a trial, On
January 26, 2006 we received a Notice of Entryifig in favor of Flexible Business Systems and
awarding them the sum of $38,553.94 plus interesh fJanuary 19, 2001. We haven't received the
Final Judgment yet, but in any event we intendpjoeal. Because the Company believes it has
meritorious defenses to win on appeal, no accrasldeen made on this action at December 31, 2005.

9. Related Parties Transactions
During 2005 and 2004, the Company has paid $47a8005105,000, respectively, in legal

fees to Morse, Zelnick Rose & Lander LLP for legdlice and representation. Stephen A. Zelnick,
who resigned as a director of the Company on A&il2005, is a partner of Morse, Zelnick, Ros



Lander LLP.

DAG Interactive Inc, our subsidiary is being he@2by Ocean-7. Mark Alhadeff is the
main shareholder of Ocean-7 and effective Decemb2005 is a member of our board of directors.

10. Subsequence Events
On February 6, 2006, we entered into an asset psechgreement to sell the assets

liabilities of our two Jewish directoriesThe Jewish Yellow Pagasd The Jewish Master Guidalsc
known as the Kosher Yellow Pages), to DAG-Jewiste@ories, Inc., a buying entity that was
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established by a group of sales agenaegiers and a few of our employees. The assetdwiliol
for (i) $291,667 to be paid in cash at the closfiiythe delivery of a promissory note in the ambaof
$613,333 which will be paid in 24 consecutive montimstallments of $25,556 each bearing
interest, per annum; and (iii) the Buygrmassumption of liabilities relating to the Jewidihectorie:
business in the amount of $3,364,000. A definiigset purchase agreement, also referred to hes
the asset purchase agreement, was executed onaReltru2006. We hired a prominent investn
banker to conduct a valuation analysis and to plea fairness opinion regarding the value o
directories to our shareholders.

The consummation of the sale is contingent uporrs¢\closing conditions, including ¢
receipt of both shareholder approval and a fairrgseion. We are in the process of preparil
definitive proxy statement which will be maileddar shareholders, and we will publicly announce
date and time of the special meeting of the shddeh® at that time.

The asset purchase agreement contains normal atahwary representations, warranties
covenants. The asset purchase agreement providdsr gertain circumstances, for us and DAG-
Jewish Directories, Inc. to indemnify each other fyeaches of our respective represental
warranties and covenants. In addition, the assathpse agreement provides for transition ser
agreements to be signed between us, Assaf Ra®resident and Chief Executive Officer, and DAG-
Jewish Directories, Inc. in order to assist intifa@sition for both companies.
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EXHIBIT 23.2

CONSENT OF THE INDEPENDENT REGISTERED PUBLIC ACCOUN TING FIRM

To the Board of Directors
DAG Media, Inc.

We hereby consent to the incorporation by referencthe Registration Statement of DAG Media, Ina
Forms S-8 (#333-82374 and #3B837424) of our report dated January 20, 2006, @éXoefNote 10 as to whic
the date is February 6, 2006, on the consolidatexh€ial statements of DAG Media, Inc. as of Decentil
2005 and for each of the two years in the pericgedrDecember 31, 2005, appearing in the annuattrep
Form 10-KSB of DAG Media, Inc. for the year endegicBmber 31, 2005.

/s/ Goldstein Golub Kessler LLP

GOLDSTEIN GOLUB KESSLER LLP
New York, New York

May 5, 2006



EXHIBIT 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Assaf Ran, President and Chief Executive OffmeDAG Media, Inc., certify that:

1. | have reviewed this Annual Report on Form K8B, as amended by Amendment No. 1
Amendment No. 2 to the Form-KSB, of DAG Media, Inc

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fact or on
state a material fact necessary to make the statsmeade, in light of the circumstances under w
such statements were made, not misleading witteot$p the period covered by this rep:

3. Based on my knowledge, the financial statementd, @her financial information included in t
report, fairly present in all material respects fimancial condition, results of operations andh
flows of the registrant as of, and for, the peripdssented in this repol

4, The registrans other certifying officer and | are responsible festablishing and maintaini
disclosure controls and procedures (as defineckah&hge Act Rules 13a-15(e) and 1Bg{e)) for thi
registrant and havi

a) Designed such disclosure controls and procedurescaosed such disclosure controls
procedures to be designed under our supervisiogngare that material information relating to
registrant, including its consolidated subsidigrissmade known to us by others within tr
entities, particularly during the period in whidtis report is being prepared;

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

c) Evaluated the effectiveness of the registiadisclosure controls and procedures and presén
this report our conclusions about the effectiverdshie disclosure controls and procedures,
the end of the period covered by this report basesluch evaluation; and

d) Disclosed in this report any change in the regitsainternal control over financial reporting t
occurred during the registrant’'s most recent fispadrter (the registrarst'fourth fiscal quarter
the case of an annual report) that has materiéfibgted, or is reasonably likely to materially aft
the registrant’s internal control over financigbogting; and

5. The registrans other certifying officer and | have disclosedsédxh on our most recent evaluatiol
internal control over financial reporting, to thegistrants auditors and the audit committee of
registran’s board of directors (or persons performing thevedent functions)

a) All significant deficiencies and material weaknesge the design or operation of internal cor
over financial reporting which are reasonably k&b adversely affect the registramtability tc
record, process, summarize and report financiarimétion; and

b) Any fraud, whether or not material, that involvesimagement or other employees who ha
significant role in the registrant’s internal cantover financial reporting.

Date: May 5, 2001
/s/ Assaf Ran
Assaf Rar
President and Chief Executive Offic
(principal executive officer




EXHIBIT 31.2

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Inbar Evron-Yogev, Chief Financial Officer andesurer of DAG Media, Inc., certify that:

1. | have reviewed this Annual Report on Form KBB, as amended by Amendment No. 1
Amendment No. 2 to the Form -KSB, of DAG Media, Inc

2. Based on my knowledge, this report does not commtajnuntrue statement of a material fact or on
state a material fact necessary to make the statsmeade, in light of the circumstances under w
such statements were made, not misleading witteot$p the period covered by this rep:

3. Based on my knowledge, the financial statementd, @her financial information included in t
report, fairly present in all material respects fimancial condition, results of operations andh
flows of the registrant as of, and for, the peripdssented in this repol

4, The registrans other certifying officer and | are responsible festablishing and maintaini
disclosure controls and procedures (as defineckah&hge Act Rules 13a-15(e) and 1Bg{e)) for thi
registrant and havi

a) Designed such disclosure controls and procedurescaosed such disclosure controls
procedures to be designed under our supervisioendare that material information relating to
registrant, including its consolidated subsidiarissmade known to us by others within tt
entities, particularly during the period in whidtis report is being prepared;

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

c) Evaluated the effectiveness of the registadisclosure controls and procedures and presém
this report our conclusions about the effectiverdshie disclosure controls and procedures,
the end of the period covered by this report basesuch evaluation; and

d) Disclosed in this report any change in the regitsainternal control over financial reporting t
occurred during the registrant’s most recent figparter (the registrarst’fourth fiscal quarter
the case of an annual report) that has materiffibgted, or is reasonably likely to materially aff
the registrant’s internal control over financigbogting; and

5. The registrans other certifying officer and | have disclosedsédxh on our most recent evaluatiol
internal control over financial reporting, to thegistrants auditors and the audit committee of
registran’s board of directors (or persons performing thewedent functions)

a) All significant deficiencies and material weaknesge the design or operation of internal cor
over financial reporting which are reasonably k&b adversely affect the registramtability tc
record, process, summarize and report financiarinétion; and

b) Any fraud, whether or not material, that involvesimagement or other employees who ha
significant role in the registrant’s internal cantover financial reporting.

Date: May 5, 2001
/sl Inbar Evro-Yogev
Inbar Evrol-Yogev
Chief Financial Officer and Treasul
(principal financial and accounting office




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 Annual Report of DAG Mediag. on Form 1KSB, as amended by Amendment N
and Amendment No. 2 to the Form K&B, for the period ending December 31, 2005 a=dfilvith the
Securities and Exchange Commission on the datehg@he “Report”),l, Assaf Ran, Chief Executive Offic
of DAG Media, Inc., certify, pursuant to 18 U.S&1350, as adopted pursuant té@ of the Sarbanes Ox
Act, that:

(1) The Report fully complies with the requirememtssection 13(a) or 15(d) of the Securi
Exchange Act of 1934; and

(2) The information contained in the Report faigyesents, in all material respects, the finai
condition and result of operations of the DAG Medine.

Is/ Assaf Ran *
Assaf Ran, Chief Executive Offic
(principal executive officer)

May 5, 2006

* A signed original of this written statement réga by Section 906 has been provided to us andwil
retained by us and furnished to the SecuritiesEamhange 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 annual Report of DAG Medi&. on Form 1KSB,as amended by Amendment N
and Amendment No. 2 to the Form K&B, for the period ending December 31, 2005 a=dfilvith the
Securities and Exchange Commission on the dateh@he “Report”), I, Inbar Evror¥ogev, Chief Financii
Officer of DAG Media, Inc., certify, pursuant to 18S.C. § 1350, as adopted pursuant 89§ of the Sarban
Oxley Act, that:

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

(2) The information contained in the Report faigyesents, in all material respects, the final
condition and result of operations of the DAG Medine.

/sl Inbar EvronYogev *

Inbar Evroi-Yogev, Chief Financial Office
(principal financial and accounting office

May 5, 2006

* A signed original of this written statement réga by Section 906 has been provided to us andwil
retained by us and furnished to the SecuritiesEamhange Commission or its staff upon request.



