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PART |
FINANCIAL INFORMATION

tem 1. FINANCIAL STATEMENTS

AMBASSADORS GROUP, INC.
CONSOLIDATED BALANCE SHEETS
March 31, 2004 and December 31, 2003
(dollars in thousands, except share amounts)

ASSETS
Current Assets:
Cash and cash equivalents (includes $12 of restricted cash)
Available-for-sale securities
Foreign currency exchange contracts
Prepaid program costs and expenses
Other current assets
Total current assets
Property and equipment, net
Deferred tax asset
Other long-term assets
Total assets

LIABILITIESAND STOCKHOLDERS EQUITY
Current Liabilities:
Accounts payable
Accrued expenses
Participants deposits
Other liabilities
Deferred tax liability
Current portion of long-term capital lease
Total current liabilities
Long-term capital lease
Total liabilities

STOCKHOLDERS EQUITY
Preferred stock, $.01 par vaue; 2,000,000 shares authorized; none
issued and outstanding
Common stock, $.01 par value; authorized, 20,000,000 shares authorized;
10,047,846 and 10,013,967 shares issued and outstanding
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income
Total stockholders' equity
Total liabilities and stockholders' equity

The accompanying notes are an integral part of the consolidated financial statements.

0

March 31, December 31,
2004 2003
(UNAUDITED) AUDITED
$ 55,018 $ 33,653
43,218 33,872
4,689 5,209
8,796 1,608
1,400 233
113,121 74,575
3,375 2,966
1,639 1,664

116 116

$ 118,251 $ 79,321
$ 1,007 $ 2,599
892 1,836
72,709 28,220
4,032 3,424
1,517 1,690

145 151
80,302 37,920
563 592
80,865 38,512
100 100
17,663 17,406
16,509 19,852
3,114 3,451
37,386 40,809

$ 118,251 $ 79,321




AMBASSADORS GROUP, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
For the three months ended March 31, 2004 and 2003

(dollars in thousands, except per-share amounts)

Net Revenues*

Operating expenses:
Selling and tour promotion
General and administrative

Operating loss
Other income:
Interest and dividend income
L oss before income taxes
Income tax benefit
Net loss

Net |oss per share — basic and diluted

Wei ghted-average common shares outstanding - diluted
0
0

The accompanying notes are an integral part of the consolidated financial statements.

*See Management’ s Discussion and Analysis section on Gross Program Receipts

2004 2003
$1260  $1,037
3,696 2,905
1,162 954
4,858 3,859
(3598)  (2,822)
203 222
(3395)  (2,600)
1,154 884

$ (2,241) $ (1,716)
$ (022) $ (0.17)
10,017 9,881




AMBASSADORS GROUP, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)
For the three months ended March 31, 2004 and 2003

(dollars in thousands)

2004 2003

Net loss $ (2241) $ (1,716)
Unrealized (loss) gain on foreign currency exchange

contracts, net of income tax benefit (provision) of
$177 and $(285) (344) 553

Unrealized gain (loss) on avail able-for-sale securities,

net of income tax (provision) benefit of

$(4) and $14 7 (17)
Comprehensive loss $ (2578) $ (1,180)

The accompanying notes are an integral part of the consolidated financial statements.



AMBASSADORS GROUP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
For the three months ended March 31, 2004 and 2003

(dollars in thousands)

Cash flows from oper ating activities:
Net loss
Adjustments to reconcile net loss to net cash provided by
(used in) operating activities:
Depreciation and amortization
Deferred income tax provision
Change in assets and liabilities:
Prepaid program costs and expenses
Accounts payable and accrued expenses
Participants deposits
Other current assets
Net cash provided by operating activities
Cash flows from investing activities:
Purchase of available-for-sale securities
Proceeds from sale or maturites of available-for-
sale securities
Purchase of property and equipment
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from exercise of stock options
Dividend payment to shareholders
Payment on capital lease
Net provided by (used in) financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

The accompanying notes are an integral part of the consolidated financial statements.

2004 2003
$(2,241)  $(1,716)
236 191
25 24
(7,188) (3,894)
(1,928) (1,835)
44,489 28,396
(1,167) (870)
32,226 20,296
(14,250) (6,794)
4,914 6,617
(645) (41)
(9,981) (218)
257 92
(1,102) —
(35) —
(880) 92
21,365 20,170
33,653 29,491
$55018  $ 49,661




AMBASSADORS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND BASIS OF CONSOLIDATION:

Ambassadors Group, Inc. (the “Company”) is a leading educational travel company that organizes and promotes international and
domestic educational travel and sports programs for youth, athletes and professionals.

Beginning March 1, 2002, the Company operated as an independent stand-alone company. Prior to February 28, 2002, the Company
was awholly owned subsidiary of Ambassadors International, Inc. (“International”).

On January 25, 2002, the board of directors of International approved the distribution of all of the Company’s common stock to
International’ s stockholders (“the spin-off”). Thelnternational Board of Directors declared adividend of the Company’ scommon stock
to the International’s stockholders of record on February 4, 2002. The dividend was distributed after the close of business on
February 28, 2002, in the amount of one share of the Company’s common stock for each outstanding share of International common
stock. Thedistribution of common stock wasintended to be tax-freeto the Company and to its stockholders, and I nternational received a
favorable Internal Revenue Service private letter ruling to that effect. Thetrading of the common stock of the Company on the Nasdaq
National Market began on March 1, 2002, under the ticker symbol “EPAX.” Prior to February 28, 2002 the Company comprised the
operations of the former Education Group segment of its parent, International.

In anticipation of the spin-off transaction, the Company’s common stock was split in April 2001 and February 2002 and 9,813,140
shares became issued and outstanding. Shares outstanding for the years ended December 31, 2001 and 2000, and as of December 31,
2001, have been retroactively adjusted for the stock split.

Prior to the spin-off from International, the Company transferred approximately $20.5 million in cash to International as a dividend.
The dividends per share were $2.78 in 2001. Additionally, prior to the spin-off, International funded business acquisitions and
certain working capital requirements of the Company and has not charged any interest on these advances. These transactions have
been recorded as contributions from the parent company. In connection with the spin-off, the Company entered into agreements
with International that separated the Company’ s business operations from International. These agreements also govern ongoing
relationships. During 2002, prior to its spin-off from International and pursuant to the Master Separation and Distribution
Agreement, the Company paid to International a cash dividend approximating $2.08 per outstanding share. International also
contributed to the Company a capital contribution approximating $10.4 million.

2. LOSS PER SHARE:

Net loss per share — basic - is computed by dividing net loss by the weighted-average number of common shares outstanding
during the period. Net loss per share — diluted - is computed in the same manner as net loss per share — basic, but includes
additional common shares that would have been outstanding if the dilutive potential common shares had been issued.
However, due to the net loss during the quarters ended March 31, 2004 and 2003, such shares have been excluded from the
computation, asthey are anti-dilutive.

The following table presents a reconciliation of basic and diluted earnings per share (EPS) computations and the number of
dilutive securities (stock options) that were not included in the dilutive EPS cal cul ation because they were anti-dilutive (in
thousands, except per-share amounts):

2004 2003

Numerator:

Net loss for basic and diluted earnings per share $ (2,241) $ (1,716)
Denominator:

Weighted-average shares outstanding - basic 10,017 9,881

Effect of dilutive common stock options (A) (A) (A)

Weighted-average shares outstanding - diluted 10,017 9,881

Net |oss per share - diluted $ (0.22)$ (0.17)




(A) For the three months ended March 31, 2004 and 2003, the effects of approximately 386,000 and 149,000 stock options,
respectively, have been excluded from the calculation of diluted loss per share because their effect would be anti-dilutive.

3. STOCK INCENTIVE PLAN:

The Company has adopted the disclosure-only provisionsof SFAS No. 123 and asamended by SFAS No. 148, “ Accounting for Stock-
Based Compensation-Transition and Disclosure.” Accordingly, no compensation expense has been recognized in the first quarter of
2004 and 2003 for unexercised optionsrelated to the stock option plan. Had compensation cost for the Company’ s stock option plan
been determined based on fair value at the grant dates under the plan consi stent with the method of SFAS No. 123, the Company’ s net
loss and net loss per share amountsfor the quarter ended March 31, 2004 and 2003, would have been changed to the pro formaamounts

indicated below (in thousands except per share data):

2004 2003
Net loss as reported $ (2,241) $ (1,716)
Total stock-based employee compensation expense
determined under fair value based method for all
awards, net of related tax effects (71) (95)
Pro forma net loss $ (2,312) $ (1,811)
Pro forma net loss per share — basic and diluted $ (0.23) $ (0.18)




Item 2. MANAGEMENT'S DISCUSSION AND ANALY SISOF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Statements contained in this Quarterly Report on Form 10-Q of Ambassadors Group, Inc. (the "Company"), which are not historical in
nature, are forward-l1ooking statementswithin the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking
statementsinclude, without limitation, statementsin Item 2, "Management's Discussion and Analysis of Financial Condition and Results of
Operations,” regarding intent, belief or current expectations of the Company or its officerswith respect to, among other things, trendsin the
travel industry, the Company's business and growth strategies, the Company's use of technology, the Company’ sability tointegrate acquired
businesses, and fluctuations in the Company's results of operations.

Forward-looking statementsinvolve certain risks and uncertainties that could cause actual resultsto differ materially from anticipated
results. These risks and uncertainties include factors affecting the travel industry generally, competition, the ability of the Company to
successfully integrate the operations of existing or acquired companies, and avariety of factors such aswar with Irag, conflictintheMiddle
East, periods of international unrest, the outbreak of disease, changes in the direct-mail environment, recession, weather conditions and
concernsfor passenger safety that could cause adeclinein travel demand, aswell astherisk factors, and other factors asmay beidentified
from time to time in the Company's filings with the Securities and Exchange Commission or in the Company's press rel eases. For amore
complete discussion of these risks, please refer to Item 1 Business— Risk Factors disclosure in the Company’ s Form 10-K filed on March
12, 2004.

OVERVIEW

The Company is aleading educational travel company that organizes and promotes international and domestic programs for students,
athletes, and professionals. Y outh programs provide opportunities for middle and high school students to learn about the history,
government, economy and culture of the foreign and domestic destinations they visit as well as for middle and high school athletes to
participatein international sports challenges. The Company’ sprofessional programs emphasize meetings and seminars between delegates
and personsin similar professions abroad.

The Company was founded in 1967 and was reincorporated in Delaware in 1995, when it was purchased and consolidated with
Ambassadors | nternational, Inc. (“International™). Prior to February 28, 2002, the Company wasawholly owned subsidiary of International.
Beginning March 1, 2002, the Company operated as an independent stand-alone company.

On January 25, 2002, the board of directors of International approved the distribution of all of the Company’s common stock to
International’ s stockholders (the “ spin-off”). Thelnternational Board of Directorsdeclared adividend of the Company’scommon stock to
the International’ s stockholders of record on February 4, 2002. The dividend was distributed after the close of business on February 28,
2002, in the amount of one share of the Company’s common stock for each outstanding share of International common stock. The
distribution of common stock was intended to be tax-free to the Company and to its stockholders, and International received afavorable
Internal Revenue Service private letter ruling to that effect. The trading of the common stock of the Company on the Nasdag National
Market began on March 1, 2002, under the ticker symbol “EPAX.” Prior to February 28, 2002, the Company comprised the operations of
the former Education Group segment of International.

STRATEGY

The Company believesthat high quality programs and exceptional customer service are and will remain key elementsof itssuccess. The
Company’ sstrategy isto maintain quality standardswhileincreasing the volume of business. To grow the business, the Company intendsto
(i) expand the marketing efforts and travel volume of existing student, sportsand conference educational travel programs, (ii) introduce new
student, sport and conference travel programsindependently and through strategic alliances, (iii) broaden professional travel programs, and
(iv) pursue acquisition opportunities.

OPERATIONS

The Company has a single operating segment consisting of the educational travel and sports programs for students, athletes and
professionals. These programs have similar economic characteristics, offer comparable productsto delegates, and utilize similar processes
for program marketing.

The Company conducts business operations from the proceeds of gross program receipts. Gross program receipts reflect total
payments received by the Company. Gross program receipts less program pass-through expenses constitute the Company’ s revenues.
Program pass-through expenses include all direct costs associated with the Company’s programs, including but not limited to costs
related to airfare, hotels, meals, ground transportation, guides, professional exchanges, and changesin currency exchange rates. The
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Company recognizes gross program receipts, pass-through expenses and revenues upon the departure of the program. Operating
expenses, which are expensed by the Company as incurred, are the costs related to the creation of programs, promotional materials and
marketing costs, salaries, rent, other general and administrative expenses and all of the Company’s ordinary expenses. The Company’s
policy isto obtain payment for substantially all travel services prior to entering into commitments for incurring expenses relating to
such travel.

RISKSAND TRENDS

Risks Relating to the Company’s Business

War with Iraq

The war with Irag has affected and will continue to affect the travel industry, the markets in which the Company operates, and the
Company’ soperationsand profitability. The potential and long-term effects are uncertain for the Company’ s customers, the market for the
Company’scommon stock, the marketsfor the Company’ s services, the strength of the U.S. dollar and the U.S. economy. The Company has
experienced increased cancellationsfor itsfuture travel programsand aweakened U.S. dollar. The negative effect of aweakened U.S. dollar
will cost the Company moreto travel participants abroad. The repercussions of the war with Iraq are unpredictable and the Company may
not be able to foresee events that may have a material adverse affect on the business, financial condition, cash flows and results of
operations of the Company.

Terrorism

Terrorist attacks, such asthe attacksthat occurred on September 11, 2001; the response by the United States; and other actsof violence
or war have and will affect thetravel industry generally, the markets in which the Company operates, aswell asthe Company’ s operations
and profitability. Further terrorist attacks against the United States or U.S. businesses at home and abroad may occur. The September 11
attacks have had avery negativeimpact on domestic and international air travel and thetravel industry in general. Asaresult, the Company
experienced asignificant decreasein profitability in 2002. The potential near-term and long-term effects of these attacks are uncertain for
the Company’s customers, the market for the Company’s common stock, the markets for our services and the U.S. economy. The
conseguences of any terrorist attacks, or any armed conflictsincluding war which may result, are unpredictable, and the Company may not
be able to foresee events that could have an adverse affect on its business or operations.

I nternational Operations and Natural Occurrences; Travel | ndustry

The Company’s operations are subject to special risksinherent in doing businessinternationally, as substantially all of the Company’s
travel programs are conducted outside the United States. Such risks include the adverse effects on operations from war, international and
domestic terrorism, civil disturbances, political instability, governmental activities and deprivation of contract rights. Periods of
international and domestic unrest have reduced demand for the Company’ stravel programs and could have amaterial adverse effect onthe
Company’ s business and results of operations. Examples of such past events include the attacks on September 11, 2001, the Gulf War in
1991, civil unrest in Chinain 1989 and the Chernobyl disaster in 1986.

In the past, gross receipts from programs to Europe, the South Pacific (Australia and New Zealand) and China have accounted for a
maj ority of the Company’ sgrossreceipts. The occurrence of any of the events described above or other unforeseen devel opmentsin oneor
more of these regions would have a material adverse effect on the Company. Demand for the Company’s travel programs also may be
adversely affected by natural occurrences such as hurricanes, earthquakes, epidemics such asthe SARS virus, and flooding in geographic
regions in which the Company conducts its travel programs.

The Company’s results of operations will depend upon factors affecting the travel industry in general. The Company’s revenues and
earnings are especially sensitive to events that affect domestic and international air travel and the level of hotel reservations. A number of
factors, including those mentioned above, arisein fuel prices or other travel costs, excessive inflation, currency fluctuations, extreme
weather conditions and concerns about passenger safety could result in a temporary or longer-term overall decline in demand for the
Company’s travel programs. Demand for the Company’s products and services may be significantly affected by the general level of
economic activity and employment in the United States and key international markets. Therefore, any significant economic downturn or
recession in the United States or these other markets could have a material adverse affect on the business, financial condition, cash flows
and results of operations of the Company.



Seasonality; Fluctuationsin Quarterly Results

The Company’s programs are highly seasonal. The Company recognizes gross program recei pts, revenues and program pass-through
expenses upon the departure of its program delegates. The majority of the Company’ stravel programs are scheduled in June and July of
each year, and the Company anti cipates that thistrend will continue for the foreseeable future. Substantially all of the Company’ soperating
income is generated in this period, which historically has offset the operating losses incurred during the rest of the year. The Company’s
annual resultswould be adversely affected if the Company’ srevenueswereto be substantially bel ow seasonal normsduring the second and
third quarters of the year. The Company’ s operating results may fluctuate as a result of many factors, including the mix of student, sports,
and professional programs and program destinations offered by the Company and its competitors, the introduction and acceptance of new
programs and program enhancements by the Company and its competitors, timing of program completions, cancellation rates, competitive
conditionsin theindustry, marketing expenses, extreme weather conditions, international or domestic conflicts, timing of and costsrelated
to acquisitions, changesin relationshipswith certain travel providers, economic factorsand other considerationsaffecting travel . In addition,
the Company records on a quarterly basis realized gains and losses on its forward foreign exchange contracts that do not qualify as cash
flow hedges under Statement of Financial Accounting StandardsNo. 133. Asaresult of the foregoing, annual or quarterly operating results
may be below the expectations of public market analysts and investors. I n such event, the price of the common stock could be materially and
adversely affected.

Competition

Thetravel industry in general and the educational segment of thetravel industry is highly competitive and hasrelatively low barriersto
entry. The Company competes with other companiesthat provide similar educational travel programs for students and athletes aswell as
independent programs organized and sponsored by local teachers and coaches with the assistance of local travel agents. Peopleto People
International, under theterms of its agreement with the Company, reservestheright to offer programsto college studentsfor studiesabroad
and to grant other entities which compete with the Company the right to use the People to People name in connection with People to
People’s professional education and sports programs. In general, the Company’ s professional travel programs compete with independent
professional organizations that sponsor and organize their own travel programs through the assistance of local travel agents, and other
organizationsthat offer travel programsfor adults. Some of the Company’ s competitorsarelarger and have greater brand namerecognition
and financial resourcesthan the Company. There can be no assurance that the Company will be ableto compete successfully, and thefailure
to compete successfully may have amaterial adverse affect on the business, financia condition, cash flows and results of operations of the
Company.

Dependence on “ People to People’

The Company’ s agreementswith Peopl e to People I nternational givethe Company the exclusiveright to devel op and conduct programs
for kindergarten through high school students using the People to People name, and the non-exclusive right to develop and conduct
programs for professionals, college students, and athletes using the People to People name. The Company’s agreements with People to
People International, however, allow Peopl e to People I nternational to continueto conduct college and professional seminarsand internship
programsand to devel op other sportsand professional programs. The Peopleto People International agreements expirein 2010 and, at the
election of the Company, may be further extended through 2020. The Company believesthat it derives benefit fromitsability to market its
programs using the People to People name. If the Company’s agreements with People to People International were terminated or if the
Company was unabl e to use the People to People name to market new programs or destinations, it could have amaterial adverse affect on
the Company’s business, financial condition, cash flows and results of operations.
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Dependence on Travel Suppliers

The Company is dependent upon travel suppliersfor accessto their productsand services. Travel suppliersincludeairlines, hotels, bus
lines and other participantsin the travel industry. Consistent with industry practices, the Company currently has no long-term agreements
withitstravel suppliersthat obligate such suppliersto sell services or products through the Company on an ongoing basis. Therefore, the
Company’ stravel suppliersgenerally can cancel or modify their agreementswith the Company upon relatively short notice. Inaddition, any
decline in the quality of travel products and services provided by these suppliers, or a perception by travelers of such a decline, could
adversely affect the Company’ sreputation. Theloss of contracts, changesin the Company’ s pricing agreements, commission schedules or
incentive override commission arrangements, more restricted access to travel suppliers' products and services or less favorable public
opinion of certain travel suppliers and resulting low demand for the products and services of such travel suppliers could have amaterial
adverse affect on the business, financial condition, cash flows and results of operations of the Company.

Dependence on Key Personnel

The Company’ s performance is substantially dependent on the continued services and performances of its senior management and
certain other key personnel. The loss of the services of any of its executive officers or other key employees could have a material
adverse affect on the Company’ s business, financial condition and results of operations. The Company does not have long-term
employment agreements with any of its executive officers. The Company’s future success also depends on its ability to identify, attract,
hire, train, retain and motivate other highly skilled managerial, marketing and customer service personnel. The failure to retain and
attract necessary managerial, marketing and customer service personnel could have a material adverse affect on the Company’s
business, financial condition, cash flows and results of operations.

Marketing

The Company’ s performanceis substantially dependent on effectiveness of itsdirect marketing effortsincluding but not limited to direct
mail and local informational meetings. Failure of its marketing efforts or changes in the direct mail environment could have a material
adverse affect on the Company’s business, financial condition, cash flows and results of operations. Such changes in the direct mail
environment could include, but not be limited to, a threat of disease or bioterrorism within the mail environment and new or different
regulatory schemes or changesin costs or services by the United States Postal Service.

Government Regulation and Taxation

Many travel suppliers, particularly airlines, are subject to extensive regulation by federal, state and foreign governments. In addition, the
travel industry is subject to certain seller of travel laws of certain states and special taxes by federal, state, local and foreign governments,
including hotel bed taxes, car rental taxes, airline excisetaxesand airport taxes and fees. New or different regulatory schemesor changesin
tax policy could have an adverseimpact on thetravel industry in general and could have amaterial adverse affect on the business, financial
condition, cash flows and results of operations of the Company.

Fluctuation of Currency Exchange Rates. Increased Costs

Many of the Company’ s arrangementswith itsforeign-based suppliersrequire payment to be madein foreign currencies. Any decreasein
the value of the U.S. dollar in relation to foreign currencies has the effect of increasing the cost of the services to be provided. Since late
1993, the Company generally has purchased forward contracts with |ess than two years maturity to help manage program costs and hedge
against foreign currency valuation increases. Whilethe ability to utilize forward contracts for the delivery of foreign currenciescan mitigate
the effect of increased program costs and foreign currency exchange fluctuations, there can be no assurance that increased program costs
relating to such currency fluctuations will not be substantial in future periods. There can also be no assurance the Company’s hedging
strategy will mitigate longer term foreign exchange val uation trends. The Company’s contract with delegatesinitstravel programsprovides
the Company the option of passing along to delegates any increase in program costs resulting from currency fluctuations. Although the
Company has exercised this option in the past, there can be no assurance that the Company will be ableto increase program pricesto offset
any such cost increases in the future and any failure to do so could have a material adverse affect on the Company’s business, financial
condition, cash flows and results of operations.



Casualty Losses

Dueto the nature of its business, the Company may be subject to liability claims arising out of accidents or disasters causing injury to
delegates in its programs, including claims for serious personal injury or death. The Company believes that it has adequate liability
insurance for risksarising in the normal course of itsbusiness. Although there have been no claimsthe Company has experienced for which
it did not have adequate insurance coverage, there can be no assurance that insurance coverage will be sufficient to cover one or morelarge
claimsor that the applicableinsurer will be solvent at thetime of any covered loss. Further, there can be no assurance that the Company will
be ableto obtain insurance coverage at acceptablelevelsand cost in the future. Successful assertion against the Company of oneor aseries
of large uninsured claims, or of one or a series of claims exceeding any insurance coverage, could have a material adverse affect on the
Company’s business, financial condition, cash flows and results of operations.

Growth, Acquisitions and Alliances

The Company’ s performance is dependent on its ability to grow its business and expand the marketing and travel volume of its youth,
sportsand professional travel programs. In addition, the Company’ s ability to grow isdependent on ability to acquire or enter into strategic
alliances. Failure of growth strategies could have amaterial adverse affect on the Company’ s business, financial condition, cash flowsand
results of operations.

Control of the Company by Certain Stockholders

As of December 31, 2003, John Ueberroth, Joseph Ueberroth and Peter Ueberroth (all family members) beneficially owned in the
aggregate approximately 19 percent of the outstanding shares of the Company’s common stock. Accordingly, they have the ability to
exercise effective voting control of the Company, and may elect all of the Company’ sdirectors and be ableto determinethe outcome of any
matter being voted upon by the Company’ s stockholders, including any merger, sale of assets or other change in control of the Company.
The Ueberroths' ownership position, together with the anti-takeover effects of certain provisions contained in the Company’ s Certificate of
Incorporation and Bylaws, may have the effect of delaying or preventing a change of control of the Company.

Availability of Future Financing

The Company believes that its capital requirements will vary from quarter to quarter, depending on, among other things, capital
expenditures, fluctuationsin operating results, financing activities, acquisitions, investments and recei vables management. The Company
believes that its future cash flow from operations will be sufficient to satisfy its working capital, capital expenditure and product
development requirements for the foreseeable future. However, the Company may require or choose to obtain additional debt or equity
financing in order to finance acquisitions or other investments in its business. Future equity financings would be dilutive to the existing
holders of the Company common stock. Future debt financings could involve restrictive covenants. There can be no assurance that the
Company will be able to obtain financing with favorable interest rates or that the Company will be able to obtain financing at all.

Risks Relating to the Separation of the Company from International

Indemnification of International for Tax Liabilities Incurred in Connection With the Distribution

In connection with the Distribution, the Company and International entered into atax sharing agreement pursuant to which the
Company agreed to indemnify International for certain taxes and similar obligationsthat it would incur if the Distribution does not
qualify for tax-free treatment due to any of the following events:

e theacquisition of acontrolling interest in the Company stock after the Distribution;

e the Company’sfailure to continue its business after the Distribution;

e arepurchase of the Company stock; or

e other acts or omissions by the Company.

International agreed to indemnify the Company for any tax liabilities the Company incurs as a result of its operations and
International’ s operations prior to the Company’s separation from International. Neverthel ess, the Company may be held jointly and
severally liable for such liabilities, and it cannot make any assurances that it will be able to recover from International any losses it may
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suffer. If the Company takes any action or fails to take any action that would cause International’ s distribution of the Company’s
common stock to be taxable to International, the Company’s financial condition could be seriously harmed.
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Company's Officers and Directors May Have Conflicts of I nterest Due to Their Ownership of I nternational Common Stock

Many of the Company’s directors and executive officers own substantial amounts of International common stock and options to
purchase International common stock. Ownership of International common stock by the Company’ s directors and officers may create,
or appear to create, potential conflicts of interest when directors and officers are faced with decisions that could have different
implications for International and the Company.

Company’s Directors May Have Conflicts of Interest Dueto Their Dual Service as Directors of I nternational

All but two of the Company’s directors also serve as directors (and in one instance an executive officer) of International. Whenever
adirector of the Company serves as an executive officer or director of another entity such as International, there is the potential for a
conflict of interest, in that the fiduciary obligations of an individual to International conflict with the fiduciary obligations to the
Company and vice versa. Involvement by these same individualsin the affairs of International specifically creates demands on their
time and resources, which may be needed for the Company and its affairs. The Company’s directors resolve all conflictsin accordance
with their fiduciary duties and utilize an audit committee to approve all related party transactions as required by Nasdaq Marketplace
Rules.

Risks Relating to the Securities M arkets and Owner ship of the Company Common Stock

Fluctuationsin Stock Price

The market price of the Company’s common stock could be subject to significant fluctuations. Among the factors that could affect
the Company’ s stock price are:

e (quarterly variationsin operating results;

e changesin revenue or earnings estimates or publication of research reports by analysts;

e gpeculation in the press or investment community;

e dtrategic actions by the Company or its competitors, such as acquisitions or restructurings;

e actions by ingtitutional stockholders;

e genera market conditions;

e domestic and international economic factors unrelated to the Company’ s performance; and

e limited shares of common stock available for trading

The stock markets have experienced extreme volatility that has often been unrelated to the operating performance of particular
companies. These broad market fluctuations may adversely affect the trading price of the Company’s common stock. In particular, the
Company cannot make assurances that its stock will sell at any particular price, or at al.

CRITICAL ACCOUNTING POLICIESAND ESTIMATES

The discussion and analysis of the Company’ s financial condition and results of operations are based upon the consolidated financial
statements, which have been prepared in accordance with generally accepted accounting principlesinthe United States. The preparation of
these financial statements requires management to make estimates and judgments that affect the reported amounts of assets, liabilities,
revenues and expenses, and related disclosure of contingent assets and liabilities. Management eval uates estimates, including thoserelated
to cash and cash equivalents, available-for-sale securities, intangible assets, income taxes, derivative financial instruments, and
contingencies on an ongoing basis. Management bases these estimates on historical experience and on other assumptions believed to be
reasonable under the circumstances. Actual results may differ from these estimates under different assumptions or conditions. A
description of critical accounting policies and related judgment and estimates that affect the preparation of the consolidated financial
statements is set forth in the Company’s Annual Report on Form 10-K for the year ended December 31, 2003.
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COMPARISON OF THE THREE MONTHSENDED MARCH 31, 2004, TO THE THREE MONTHS ENDED MARCH 31, 2003

GROSS PROGRAM RECEIPTS

Gross program receipts reflect total payments received by the Company. Gross program recei pts less program pass-through
expenses congtitute the Company’ s revenues. Program pass-through expenses include all direct costs associated with the Company’s
programs, including but not limited to costs related to airfare, hotels, meals, ground transportation, guides, professional exchanges, and
changesin currency exchange rates.

Quarter ended March 31, 2004 March 31, 2003
$4.1 million $2.6 million

Gross program receipts increased by approximately $1.5 million in thefirst quarter of 2004. Theincreaseis primarily dueto traveling
approximately 1,000 more del egates.

NET REVENUE/Gross Margin %

Quarter ended March 31, 2004 March 31, 2003
$1.3 million/31% $1.0 million/40%

Net revenue increased by approximately $0.3 million in the first quarter of 2004. The effect of traveling more delegates in the first
quarter of 2004, was offset by a decrease in gross margin percentage (net revenue as a percentage of gross program receipts) from first
quarter 2004 compared to 2003. The decrease in gross margin percentage in thefirst quarter of 2004 compared to the first quarter of 2003
resulted primarily because of increased costs associated with securing additional capacity to travel more delegatesin the quarter than the
company expected. Also contributing to the decreased gross margin percentage was a weaker U.S. dollar that resulted in increased
international travel costs. The gross margin percentage in the first quarter 2003 included a vendor rebate of approximately $0.2 million.
Excluding the vendor rebate, the company’ s gross margin percentage was approximately 35%.

SELLING AND TOUR PROMOTION EXPENSES

Quarter ended March 31, 2004 March 31, 2003
$3.7 million $2.9 million

Selling and tour promotion expenses increased primarily from increased marketing expenditures related to new programs and
existing international programs. Also contributing to the increase were additional personnel costs associated with supporting an
expanded enrolled delegate base expected to travel in 2004.

GENERAL AND ADMINISTRATIVE EXPENSES

Quarter ended March 31, 2004 March 31, 2003
$1.2 million $1.0 million

General and administrative expensesincreased because of additional personnel costs associated with supporting an expanded enrolled
delegate base expected to travel in 2004.

OTHER INCOME

Quarter ended March 31, 2004 March 31, 2003
$0.2 million $0.2 million

Other income consists primarily of interest income generated by cash, cash equival ents and avail able-for-sale securities. I nterest income
was comparable quarter over quarter despite higher levels of cash balances quarter over quarter. Thisresulted from primarily earning a
lower rate of return in the first quarter of 2004 of 1.4% compared to the first quarter of 2003 of 1.8%.

INCOME TAX BENEFIT

Quarter ended March 31, 2004 March 31, 2003
$1.2 million $0.9 million




The income tax benefit has been recorded based upon the estimated annual effective income tax rate of 34% applied to the pre-tax
income as of the quarters ended.

LIQUIDITY AND CAPITAL RESOURCES

The Company's business is not capital-intensive. However, the Company does retain funds for operating purposesin order to conduct
sales and marketing efforts for future programs and to facilitate acquisitions of other companies.

Net cash provided by operationsfor thefirst quarter ended March 31, 2004 and 2003, was $32.2 million and $20.3 million, respectively.
The increase of $11.9 million in cash flow from operations was primarily related to an increase in participants deposits for future travel
programs offset by an increase in prepaid program costs and expenses.

Net cash used in investing activities for the first quarter ended March 31, 2004 and 2003, was $10.0 million and $0.2 million,
respectively. The $9.8 million increase was primarily related to net activities with the purchase of available-for-sale securities.

Net cash (used in) provided by financing activities for the first quarter ended March 31, 2004 and 2003, was $(0.9) million and $0.1
million, respectively. The use of cash in the first quarter of 2004 was primarily for the payment of a dividend of $0.11 per share to the
Company’s shareholders.

The Company does not have any material capital expenditure commitmentsfor 2004. For amore compl ete discussion of these and other
contractual factors, please refer to the Company’s Form 10-K for the year ended December 31, 2003.

At March 31, 2004, the Company had $98.2 million of cash, cash equivalents, and available-for-sale securities, including program
participant funds of $72.7 million. Deployable cash * (see definition in table below) as of March 31, 2004 and 2003 was $28.2 million and
$20.4 million, respectively. Under the Company's cancellation policy, aprogram participant may be entitled to arefund of aportion of his
or her deposit, less certain charges, depending on the time of cancellation. Should a greater number of participants cancel their travel in
comparison to that to which the company is accustomed, due to circumstances such asinternational or domestic unrest, terrorism, or general
economic downturn, the Company’ s cash balances could be significantly reduced. Cash balances could al so be reduced significantly if the
financial institutions, which held balances beyond that federally, insured, were to become insolvent.

The Company is continuing to pursue acquisitions of related travel businesses that may require the use of cash and cash equivalents. No
such acquisitions are currently pending and no assurance can be given that definitive agreements for any such acquisitionswill be entered
into, or, if they are entered into, that they will be on terms favorable to the Company.

Management believes that existing cash and cash equivalents and cash flows from operations will be sufficient to fund the Company's
anticipated operating needs, capital expenditures, and acquisitions through 2004.

UNAUDITED
March 31, 2004 March 31, 2003
Cash, cash equivalents and available-for-sal es equivalents $ 98,224 $71,704
Prepaid program cost and expenses 8,796 5,410
Less. Participants’ deposits (72,709) (54,297)
Less: Accounts payable/accruals/other liabilities (6,076) (2,406)
Deployable cash $ 28,235 $20,411

* - Deployable cash is anon-GAAP (generally accepted accounting principles) liquidity measure. Deployable cash is calculated as the
sum of cash and cash equivalents, available for sale securities and prepaid program costs and expenses less the sum of accounts
payable, accrued expenses and other short-term liabilities (excluding deferred taxes), participant deposits and the current portion of
long-term capital lease. Management believes this non-GAAP measure is useful to investors in understanding the cash available to
deploy for future business opportunities and is presented as supplementary information to enhance the readers understanding of, and
highlight trends in, the Company’ s financial position. Any non-GAAP financial measure used by the Company should not be
considered in isolation or as a substitute for measures of performance or liquidity prepared in accordance with GAAP.

FOREIGN CURRENCY; HEDGING POLICY
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A substantial majority of the Company’s travel programs take place outside of the United States and most foreign suppliers require
payment in currency other than the U.S. dollar. Accordingly, the Company isexposed to foreign currency risk relativeto changesin foreign
currency exchange rates between those currencies and the U.S. dollar. The Company has a program to provide a hedge against certain of
theseforeign currency riskswith less than two years maturity. The Company usesforward contractsthat allow the Company to acquirethe
foreign currency at afixed pricefor aspecified period of time. Some of the Company’ sforward contractsinclude a synthetic component if a
pre-determined trigger occurs during the term of the contract. All of the Company’s derivatives are designated as cash-flow hedges of
forecasted transactions.

The Company accounts for these foreign exchange contracts and options in accordance with the provisions of Statement of Financial
Accounting Standards No. 133 (SFAS 133), "Accounting for Derivative Instruments and Hedging Activities." The statement requiresthat
all derivativeinstruments be recorded on the balance sheet at fair value. Changesin thefair value of derivativesare recorded each periodin
current earningsor other comprehensive income, depending on whether aderivativeis designated as part of ahedgetransactionand, if itis,
depending on the type of hedge transaction. For qualifying cash-flow hedge transactionsin which the Company ishedging the variability of
cash flows related to a forecasted transaction, changes in the fair value of the derivative instrument are reported in other comprehensive
income. The gainsand losses on the derivative instrumentsthat are reported in other comprehensive income are reclassified asearningsin
the periodsin which earnings are impacted by the variability of the cash flows of the hedged item. The ineffective portion of all hedgesis
recognized in current period earnings. Unrealized gains and losses on foreign currency exchange contractsthat are not qualifying cash-flow
hedges as defined by SFAS 133 are recorded in the statement of operations.
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[tem 3. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

A majority of the Company’s travel programs take place outside of the United States and most foreign suppliers require payment in
currency other than the U.S. dollar. Accordingly, the Company is exposed to foreign currency risk relative to changesin foreign currency
exchange rates between those currencies and the U.S. dollar. The Company has a program to provide a hedge against certain of these
foreign currency riskswith lessthan two years’ maturity. Currently, the U.S. dollar has significantly weakened against the major currencies
that the Company pays most foreign suppliersincluding the Euro dollar, British pound, Australian dollar and New Zealand dollar. If the
U.S. dollar continues to weaken against these four major currencies, the Company faces increased costs to travel a delegate abroad and
therefore increased pressure on the gross margin (revenue as a percentage of gross program receipts). The Company isnot ableto determine
whether the impact of the weakening U.S. dollar will be material on the Company’ sbusiness, financial condition, cash flows and results of
operations.

Item 4. CONTROLSAND PROCEDURES

(a) Evaluation of disclosure controls and procedures: As of March 31, 2004, the end of the period covered by this report, the
Company's chief executive officer and its chief financial officer reviewed and evaluated the effectiveness of the Company's disclosure
controls and procedures (as defined in Exchange Act Rule 13a-15(e) and 15d-15(e)), which are designed to ensure that material
information the Company must disclose in its report filed or submitted under the Securities Exchange Act of 1934, as amended (the
"Exchange Act") is recorded, processed, summarized, and reported on atimely basis, and have concluded, based on that evaluation,
that as of such date, the Company's disclosure controls and procedures were effective to ensure that information required to be
disclosed by the Company in reports that it files or submits under the Exchange Act is accumulated and communicated to the
Company's chief executive officer and chief financial officer as appropriate to allow timely decisions regarding required disclosure.

(b) Changesin internal control over financial reporting: In the three months ended, March 31, 2004, there has been no change in the

Company'sinternal control over financial reporting that has materially affected, or is reasonably likely to materially affect, its internal
control over financial reporting.
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PART II
OTHER INFORMATION

Item 5. Exhibits and Reportson Form 8-K.
(@ Exhibits:
31.1 Certification under Section 302 of the Sarbanes-Oxley Act of 2002
31.2 Certification under Section 302 of the Sarbanes-Oxley Act of 2002
32.1 Certification under Section 906 of the Sarbanes-Oxley Act of 2002
32.2 Certification under Section 906 of the Sarbanes-Oxley Act of 2002
(b) Reportson Form 8-K:

(@D} The Company filed areport on Form 8-K on February 10, 2004, in connection with the
dissemination of an earnings release*.

* Report containing information that is required to be furnished under Item 12 was instead furnished under Item 9 in accordance with
Securities and Exchange Commission Release No. 33-8176. Pursuant to General I nstruction B of Form 8-K and SEC Release No. 33-8176,
the report submitted under Item 9 is not deemed to be "filed" for the purpose of Section 18 of the Securities Exchange Act of 1934 and the
Company isnot subject to theliabilities of that section. The Company isnot incorporating, and will not incorporate by referencethisreport
into afiling under the Securities Act or the Exchange Act.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused thisreport to be signed on its
behalf by the undersigned thereunto duly authorized.

AMBASSADORS GROUP, INC.

Date: May 10, 2004 By: /sy COLLEEN MCCANN-LILLIE

Colleen McCann-Lillie
Chief Financial Officer
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EXHIBIT 31.1

Certification required by Rule 13a-14(a) or Rule 15d-14(a) and under Section 302 of the Sarbanes-Oxley Act of 2002.
I, Jeffrey D. Thomas, certify that:

1. | havereviewed this Quarterly Report on Form 10-Q of Ambassadors Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4. Theregistrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(€)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of
an annual report) that has materially affected, or isreasonably likely to materially affect, the registrant's
internal control over financial reporting; and

5. Theregistrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or
persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant's ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant rolein the registrant'sinternal control over financial reporting.

Date: May 10, 2004.
/s Jeffrey D. Thomas

Chief Executive Officer



EXHIBIT 31.2

Certification required by Rule 13a-14(a) or Rule 15d-14(a) and under Section 302 of the Sarbanes-Oxley Act of 2002.
I, Colleen McCann-Lillie, certify that:

1.

2.

| have reviewed this Quarterly Report on Form 10-Q of Ambassadors Group, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of
an annual report) that has materially affected, or isreasonably likely to materially affect, the registrant's
internal control over financial reporting; and

5. Theregistrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal control

over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or
persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant's ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant rolein the registrant'sinternal control over financial reporting.

Date: May 10, 2004

/5/ Colleen McCann Lillie
Chief Financial Officer
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Ambassadors Group, Inc., (the "Company™) on Form 10-Q for the period ending
September 30, 2003, as filed with the Securities and Exchange Commission on the date hereof (the "Report”), the
undersigned, Jeffrey D. Thomas, chief executive officer of the Company, certifies, pursuant to 18 U.S.C. (S) 1350, as adopted
pursuant to (S) 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13a-14(b) or 15d-14(b) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: May 10, 2004

/4 Jeffrey D. Thomas

Jeffrey D. Thomas
Chief Executive Officer
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Ambassadors Group, Inc., (the "Company™) on Form 10-Q for the period ending
September 30, 2003, as filed with the Securities and Exchange Commission on the date hereof (the "Report”), the
undersigned, Margaret M. Sestero, chief financial officer of the Company, certifies, pursuant to 18 U.S.C. (S) 1350, as
adopted pursuant to (S) 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13a-14(b) or 15d-14(b) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: May 10, 2004

/5 Colleen McCann-Lilllie

Colleen McCann-Lillie
Chief Financial Officer

0 25



