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PART I 
FINANCIAL INFORMATION  

Item 1. FINANCIAL STATEMENTS  

AMBASSADORS GROUP, INC.  
CONSOLIDATED BALANCE SHEETS (UNAUDITED) 
March 31, 2007 and December 31, 2006 
(dollars in thousands, except share and per share data)  

  March 31,  December 31,  
  2007  2006  

ASSETS          
Current assets:         

Cash and cash equivalents  $ 33,863 $ 36,784 
Available-for-sale securities  101,131  96,350 
Foreign currency exchange contracts  2,943  2,571 
Prepaid program costs and expenses  23,781  3,786 
Other assets  3,464  675 

Total current assets  165,182  140,166 
Property and equipment, net  17,129  12,267 
Deferred tax asset  1,472  1,328 
Other long-term assets  174  192 

Total assets $ 183,957 $ 153,953 
     

LIABILITIES AND STOCKHOLDERS’ EQUITY        
Current liabilities:        

Accounts payable $ 5,803 $ 2,941 
Accrued expenses 4,220  3,922 
Deferred tax liability 877  737 
Other liabilities  1,316  1,268 
Participants’ deposits  128,309  60,651 
Current portion of long-term capital lease  191  191 

     

Total current liabilities  140,716  69,710 
Capital lease  143  196 
     

Total liabilities  140,859  69,906 
     

STOCKHOLDERS’ EQUITY        
Preferred stock, $.01 par value; 2,000,000 shares authorized; none issued and 

outstanding  —  — 
Common stock, $.01 par value; 50,000,000 shares authorized; 19,380,866 and 

20,599,170 shares issued and outstanding, respectively  192  205 
Additional paid-in capital  1,619  15,619 
Retained earnings  39,391  66,587 
Accumulated other comprehensive income  1,896  1,636
  

Total stockholders’ equity  43,098  84,047 
     

Total liabilities and stockholders’ equity $ 183,957 $ 153,953 
      

1 

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



 

AMBASSADORS GROUP, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED) 
For the three months ended March 31, 2007 and 2006 
(dollars in thousands, except per-share amounts) 
 

 

 
 
The accompanying notes are an integral part of the consolidated financial statements.  
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 2007 2006  
Net revenue, non-directly delivered programs $ 193   $ 545   
Gross revenue, directly delivered programs  7086   4,106  
Total Revenue   7,279     4,651    
Cost of sales, directly delivered programs  3,842   2,146   
Gross Margin   3,437     2,505    
Operating Expenses:       
     Selling and marketing   9,238     6,515   
     General and administrative  2,747   2,013  
   11,985     8,528   
Operating loss  (8,548)   (6,023)  
Other income:            
     Interest income  1,110   955  
Loss before income taxes   (7,438)     (5,068)   
Income tax benefit  2,454   1,620  
Net loss $ (4,984)   $ (3,448)   
      

 

Net loss per share — basic and diluted $ (0.25)   $ (0.17)   

Weighted-average common shares outstanding – basic and diluted  19,624   20,534  



 

AMBASSADORS GROUP, INC. 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED) 
For the three months ended March 31, 2007 and 2006 
(dollars in thousands) 

 
  2007  2006 
Net loss  $ (4,984)   $ (3,448)   
Unrealized gain on foreign currency exchange contracts, 
net of income tax provision of $130 and $57   242   94  
Unrealized gain (loss) on available-for-sale securities, net 
of income tax benefit (provision) of ($10) and $32   18   (42)  
  

Comprehensive loss 
  

 
  

$
 
  

(4,724) 
  

 
  

 
  

$
 
  

(3,396) 
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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, 2007 and 2006 
(dollars in thousands) 

  2007  2006 

Cash flows from operating activities:         
Net loss $ (4,984) $ (3,448) 
Adjustments to reconcile net income to net cash provided by operating activities:         

Depreciation  377   358 
Stock-based compensation   480    565 
Excess tax benefit from stock-based compensation  (614)   — 
Change in assets and liabilities:         
 Other current assets   (2,785)   (1,827) 

 Prepaid program costs and expenses  (19,995)   (13,582) 
 Accounts payable and accrued expenses   2,234   (1,543) 

 Participants’ deposits  67,658  56,826 
Net cash provided by operating activities   42,371    37,349 
 
Cash flows from investing activities:         

Net change in available-for-sale securities  (4,753)  (19,435) 
Purchase of property and equipment and other  (3,777)  (268) 

Net cash used in investing activities   (8,530)   (19,703) 
 
Cash flows from financing activities:     

Dividend payment to shareholders   (2,228)   (1,758) 
Repurchase of common stock  (35,621)  (1,471) 
Proceeds from exercise of stock options   526    234 
Excess tax benefit from stock based compensation  614  — 
Capital lease payments and other  (53)  (44) 

Net cash used in financing activities   (36,762)   (3,039) 
 
Net (decrease) increase in cash and cash equivalents  (2,921)   14,607 
Cash and cash equivalents, beginning of period   36,784    26,916 
Cash and cash equivalents, end of period $ 33,863  $ 41,523 
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The accompanying notes are an integral part of the consolidated financial statements. 



 

AMBASSADORS GROUP, INC.  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1.  Organization and Basis of Presentation 
 
Ambassadors Group, Inc. is a leading educational travel company that organizes and promotes international and 
domestic educational travel and sports programs for youth, athletes and adults. These consolidated financial 
statements include the accounts of Ambassadors Group, Inc. and our wholly owned subsidiaries. 
 
We have a single operating segment consisting of the educational travel and sports programs for students, athletes 
and adults. These programs have similar economic characteristics, offer comparable products to participants and 
utilize similar processes for program marketing.   
 
Revenue from non-directly delivered programs is presented as net revenue and recognized as the program 
convenes. For these non-directly delivered programs, we do not actively manage the operations of each program, 
and our remaining performance obligation for these programs after they convene is perfunctory. For directly 
delivered programs, however, we organize and operate all activities including speakers, facilitators, events, 
accommodations and transportation. As such, we recognize the gross revenue and cost of sales of these directly 
delivered programs over the period the programs are being delivered. 
 
In our opinion, the consolidated financial statements contain all adjustments necessary to present fairly our 
financial position at March 31, 2007 and December 31, 2006, our results of operations for the three months ended 
March 31, 2007 and 2006, and our cash flows for the three months ended March 31, 2007 and 2006. Certain prior-
year amounts have been reclassified to conform with our current year financial statement presentation. Such 
reclassifications had no impact on previously reported net loss or stockholders’ equity. 
 
2.  Net 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 by increasing the weighted-average 
number of common shares outstanding by the 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, 2007 and 2006, such shares have been excluded from the computation, as they 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 and grants) that were not included in the dilutive EPS calculation 
because they were anti-dilutive (in thousands, except per-share amounts): 
 
 
 Three months ended March 31, 
 2007 2006 
Numerator:     
Net loss for basic and diluted earnings per share $ (4,984) $ (3,448) 
Denominator:     
Weighted-average shares outstanding – basic  19,624  20,534 
Effect of dilutive common stock options  (A)  (A) 
Weighted average shares outstanding – diluted  19,624  20,534 
Net income per share – basic and diluted $ (0.25) $ (0.17) 
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(A) For the three months ended March 31, 2007 and 2006, the effects of approximately 6,000 and 114,000 stock 
grants and options, respectively, have been excluded from the calculation of diluted earnings per share because 
their effect would be anti-dilutive.  



 

AMBASSADORS GROUP, INC.  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 
3. Accounting for Stock-Based Compensation 
 
Effective November 2001, we adopted our 2001 Equity Participation Plan (the “Plan”). The Plan provides for the 
grant of stock options, awards of restricted stock, performance or other awards or stock appreciation rights to our 
directors, key employees and consultants. The maximum number of shares which may be awarded under the Plan is 
3.6 million shares. Approximately 0.8 million shares remain available for future issuance as of March 31, 2007. 
 
Under the terms of the Plan, restricted stock grants follow the same grant price parameters as options. The 
Compensation Committee of the Board of Directors (the “Compensation Committee”) also establishes the vesting 
period of the grants, which is generally set at 100 percent at the conclusion of one to four years. Our key employees 
who have been awarded stock grants and are full time employees are subject to a four year vesting period, while our 
Board of Directors who have been awarded stock grants are subject to a one year vesting period. During the three 
months ended March 31, 2007 and 2006, no restricted stock grants were granted to our Board of Directors or key 
employees. 
 
Under the terms of the Plan, options to purchase shares of our common stock are granted at a price set by the 
Compensation Committee, not to be less than the par value of a share of common stock and if granted as 
performance-based compensation or as incentive stock options, not to be less than the fair market value of the stock 
on the date of grant. The Compensation Committee establishes the vesting period of the awards, which is generally 
set at 25 percent per year for four years. Options may be exercised any time after they vest for a period up to 
10 years from the grant date. The fair value of each stock option granted is estimated on the date of grant using the 
Black-Scholes option-pricing model. The assumptions used to calculate the fair value of options granted are 
evaluated and revised, as necessary, to reflect market conditions and our experience as of the date of grant.  
 
Total stock-based compensation expense recognized in the consolidated statement of operations for the quarter 
ended March 31, 2007 was $0.5 million before income taxes. Of the total stock-based compensation expense during 
the quarter, stock option expense was $0.2 million, restricted stock grant expense was $0.2 million, and the related 
total tax benefit was $0.1 million. 
 
The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model 
with the following weighted-average assumptions used for grants in the three months ending March 31, 2007. No 
stock options were granted during the three months ended March 31, 2006.  

 
Three months ended 

March 31, 2007 
Expected dividend yield 1.46 % 
Expected stock price volatility 37.88 % 
Risk-free interest rate 4.70 % 
Expected life of options 4.65 years 
Estimated fair value per option granted $10.58   
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The expected term of the options represents the estimated period of time until exercise and is based on historical 
experience of similar awards, giving consideration to the contractual terms, vesting schedules and expectations of 
future employee behavior. Expected stock price volatility is based on historical volatility of our stock. The risk-free 
interest rate is based on the implied yield available on U.S. Treasury zero-coupon issues with an equivalent 
remaining term. We have also included our anticipated dividend yield based on quarterly cash dividends paid to our 
shareowners during 2007 and 2006. Additionally, an annualized forfeiture rate of 8.1 percent is used as a best 
estimate of future forfeitures based on our historical forfeiture experience. Under the true-up provisions of SFAS 
123(R), the stock-based compensation expense will be adjusted in later periods if the actual forfeiture rate is 
different from the estimate. 



 

AMBASSADORS GROUP, INC.  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 
The Black-Scholes option-pricing model was developed for use in estimating the fair value of options. In addition, 
option valuation models require the input of highly subjective assumptions, particularly for the expected term and 
stock price volatility. Our employee stock options do not trade on a secondary exchange, therefore employees do not 
derive a benefit from holding stock options unless there is an appreciation in the market price of our stock above the 
grant price. Such an increase in stock price would benefit all shareholders commensurately.  
 
Stock option and restricted stock transactions during the three months ended March 31, 2007 were as follows: 
 

 Number  
Weighted 
Average 

Weighted Average 
Remaining  

Aggregate 
Intrinsic 

Value 
 of Shares  Exercise Price Contractual Life  (in thousands)
Outstanding, December 31, 2006 1,753,363 $ 9.79    
Granted 16,000 30.64    
Exercised (77,297)  7.66    
Canceled (2,800) 17.07    
Outstanding, March 31, 2007 1,689,266 $ 10.08 5.44 $ 39,130
Exercisable, March 31, 2007 1,107,453 $ 7.39 4.86 $ 28,631

 
The aggregate intrinsic value in the table above is before applicable income taxes, based on our $33.24 closing stock 
price at March 31, 2007, which would have been received by the optionees had all options been exercised on that 
date. As of March 31, 2007, total unrecognized stock-based compensation expense related to non-vested stock 
options and restricted stock grants was approximately $4.1 million, which is expected to be recognized over 
approximately 4.0 years. During the quarter ended March 31, 2007, the total intrinsic value of stock options 
exercised was $1.8 million, and the total fair value of options which vested was $0.4 million. 
 
The following table presents information about our common stock options and restricted grants as of March 31, 
2007: 
 

   Options and Grants Outstanding  Options Exercisable 

Range of Exercise 
Prices  Shares  

Weighted Average 
Remaining 

Contractual Life 
(years)   

Weighted 
Average 
Exercise 

Price  Shares   

Weighted 
Average 
Exercise 

Price 
$0.00  -  $3.06   168,709    2.25 $   -      -   $  -   

3.06   -  6.13  814,539  4.31  5.34  814,539  5.34 
6.13   -  9.19   73,562   3.78   7.52   66,012   7.64 
9.19 -  12.26  184,280  6.67  10.39  121,730  10.31 

12.26  - 15.32   1,900   5.05   12.51   600   12.51 
15.32  - 18.38  152,177  7.72  16.64  66,911  16.69 
18.38  - 24.51   63,500   8.37   21.09   10,250   21.09 
24.51  - 27.58  207,746  9.09  27.11  27,411  26.80   
27.58  - 30.64  22,853  8.60  29.82  -  -   

    1,689,266    5.44 $ 10.08   1,107,453 $ 7.39 
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AMBASSADORS GROUP, INC.  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 
4.  Uncertainty of Income Taxes 
 
In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes-an 
Interpretation of FASB Statement 109, Accounting for Income Taxes (“FIN 48”). This statement clarifies the criteria 
that an individual tax position must satisfy for some or all of the benefits of that position to be recognized in a 
company’s financial statements. FIN 48 prescribes a recognition threshold of more-likely–than-not, and a 
measurement attribute for all tax positions taken or expected to be taken on a tax return, in order for those tax 
positions to be recognized in the financial statements. Effective January 1, 2007, we adopted the provisions of FIN 
48. There was no material effect on the financial statements. As a result, there was no cumulative effect related to 
adopting FIN 48. However, certain amounts have been reclassified in the statement of financial position in order to 
comply with the requirements of the statement.  
As of January 1, 2007, we provided a liability for approximately $164,000 of unrecognized tax benefits related to 
various federal and state income tax matters. The majority of unrecognized tax benefits consists of items that are 
offset by deferred tax assets and the federal tax benefit of state income tax items. Thus, the amount that would 
impact our effective tax rate, if recognized, is insignificant. The liability did not increase or decrease during the 
quarter ended March 31, 2007. We do not expect that the amounts of unrecognized tax benefits will change 
significantly within the next twelve months.  
We file tax returns in the U.S. federal jurisdiction and various state jurisdictions. We are currently open to audit 
under the statute of limitations by the Internal Revenue Service for the years ending December 31, 2003 through 
2006. Our state income tax returns are open to audit under the statute of limitations for the years ending 
December 31, 2002 through 2006. The U.S. Internal Revenue service is currently auditing our U.S. income tax 
returns for 2003 to 2005. We anticipate these audits will be complete by the end of 2007. 
As of January 1, and March 31, 2007, we have accrued approximately $163,000 of interest related to uncertain tax 
positions. During the three months ended March 31, 2007, we recognized an insignificant amount of interest related 
to uncertain tax positions. We have accounted for interest and penalties related to uncertain tax positions as part of 
income tax expense. 
 
 
5. Recently Issued Accounting Pronouncements 

In September 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 157, Fair Value 
Measurements (“SFAS 157”). SFAS 157 defines fair value, establishes a framework for measuring fair value in 
accordance with generally accepted accounting principles, and expands disclosures about fair value measurements. 
This statement does not require any new fair value measurements. Rather, it applies under other accounting 
pronouncements that require or permit fair value measurements. The provisions of this statement are to be applied 
prospectively as of the beginning of the fiscal year in which this statement is initially applied, with any transition 
adjustment recognized as a cumulative-effect adjustment to the opening balance of retained earnings. The provisions 
of SFAS 157 are effective for the fiscal years beginning after November 15, 2007. Therefore, we anticipate adopting 
this standard as of January 1, 2008. We have not determined the effect, if any, the adoption of this statement will 
have on our financial condition or results of operations. 

In February 2007, the FASB issued SFAS No. 159, Fair Value Option for Financial Assets and Financial Liabilities 
(“SFAS 159”). SFAS 159 gives entities the option to measure eligible financial assets and liabilities at fair value on 
an instrument by instrument basis, that are otherwise not permitted to be accounted for at fair value under other 
accounting standards. The election to use the fair value option is available when an entity first recognizes a financial 
asset or financial liability. Subsequent changes in fair value must be recorded in earnings. This statement is effective 
as of the beginning of a company’s first fiscal year after November 15, 2007. Therefore, we anticipate adopting this 
standard as of January 1, 2008. We have not determined the effect, if any, the adoption of this statement will have on 
our financial condition or results of operations. 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations  

The following discussion should be read in conjunction with the selected consolidated financial data, our 
consolidated financial statements, and the notes thereto included in this Quarterly Report on Form 10-Q.  

Statements contained in this Quarterly Report on Form 10-Q, which are not historical in nature, are forward-
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A of the 
Securities Act of 1933, as amended and Section 21E of the Securities Exchange Act of 1934, as amended. These 
forward-looking statements include, without limitation, statements in Item 2, Management’s Discussion and 
Analysis of Financial Condition and Results of Operations, regarding matters which are not historical fact, 
including our intent, belief or current expectations of our company or our officers with respect to, among other 
things, trends in the travel industry, business and growth strategies, use of technology, ability to integrate acquired 
businesses, future actions, future performance or results of operations, the outcome of contingencies such as legal 
proceedings.  

Forward-looking statements involve certain risks and uncertainties that could cause actual results to differ 
materially from anticipated results. These risks and uncertainties include factors affecting the travel industry 
generally, competition, our ability to successfully integrate the operations of existing or acquired companies, and a 
variety of factors such as conflict in Iraq and the Middle East, periods of international unrest, the outbreak of 
disease, changes in the direct-mail environment, recession, weather conditions and concerns for passenger safety 
that could cause a decline in travel demand, as well as the risk factors, and other factors as may be identified from 
time to time in our Securities and Exchange Commission filings or in our press releases. For a more complete 
discussion of these risks, please refer to Item 1A Risk Factors disclosure in our Annual Report on Form 10-K filed 
on March 9, 2007 and those factors set fourth under Part II, Item 1A Risk Factors set forth in this Quarterly Report 
on Form 10-Q.  

Executive Overview 
 
We are a leading educational travel company that organizes and promotes international and domestic programs for 
students, athletes and adults. Youth programs provide opportunities for grade school, middle school 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 athletes to participate in international sports challenges. Our student leadership programs provide 
educational opportunities for grade school, middle school and high school students to learn leadership, government, 
college admissions and community involvement skills at domestic and international destinations. Our adult 
programs emphasize meetings and seminars between delegates and persons in similar professions abroad. 
 
We were founded in 1967, were reincorporated in Delaware in 1995, and operated as Ambassadors Education 
Group, a wholly owned subsidiary of Ambassadors International, Inc. until February 2002, at which time we spun 
off to operate as an independent stand-alone company beginning in March, 2002. Since then, our common stock has 
traded on the NASDAQ Stock Market under the ticker symbol EPAX. The consolidated financial statements include 
the accounts of Ambassadors Group, Inc. and our wholly owned subsidiaries. All significant inter-company accounts 
and transactions have been eliminated in consolidation.  
 
We have a single operating segment consisting of educational travel and sports programs for students, athletes and 
professionals. These programs have similar economic characteristics, offer comparable products to delegates, and 
utilize similar processes for program marketing. 

 
Our Seasonality 
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Our business is seasonal. The majority of our travel programs occur in June and July of each year. We have 
historically earned more than 85 percent of our annual revenues in the second and third quarters, which we 
anticipate will continue for the foreseeable future. Historically, these seasonal revenues have more than offset 



 

operating losses incurred during the rest of the year. Our annual results would be adversely affected if our revenues 
were to be substantially below seasonal norms during these periods.  
 

Our Foreign Currency Exposure  
 

The majority of our programs take place outside the United States and most foreign suppliers require payment in 
local currency rather than in U.S. dollars. Accordingly, we are exposed to foreign currency risks in certain countries 
as foreign currency exchange rates between those currencies and the U.S. dollar fluctuate. We generally hedge 
against certain of these foreign currency risks. We use forward contracts and options that allow us to acquire the 
foreign currency at a fixed price for a specified period of time. Some of our forward contracts and options include a 
variable component if a pre-determined trigger occurs during the term of the contract. 
 
These foreign exchange contracts and options are entered into in order to support normal anticipated recurring 
purchases and, accordingly, are not entered into for speculative purposes. 

 
Program Revenue and Accounting Structure  
 

The majority of our revenue is from non-directly delivered programs and is presented as net revenue and recognized 
as the program convenes. For these programs, we do not actively deliver the operations of each program, and our 
remaining performance obligation for these programs after they convene is perfunctory. For directly delivered 
programs, however, we organize and operate all activities including speakers, facilitators, events, accommodations 
and transportation. As such, we present gross revenue and cost of sales, and we recognize the gross revenue and cost 
of sales of these directly delivered programs over the period the programs are being delivered.  
 
Our policy is to obtain payment for substantially all travel services prior to entering into commitments for incurring 
expenses relating to such travel. Program pass-through and direct delivery expenses include all direct costs 
associated with our programs, including, but not limited to, costs related to airfare, hotels, meals, ground 
transportation, guides, presenters, facilitators, professional exchanges and changes in currency exchange rates. 
 
Operating expenses, which are expensed 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 ordinary expenses. 

Comparison of the Three Months Ended March 31, 2007 to the Three Months Ended March 31, 2006  

During the quarter ended March 31, 2007, we traveled approximately 3,000 delegates, an increase of 54 percent 
from approximately 1,950 during the comparable 2006 quarter. Gross margin increased 37 percent to $3.4 million 
from $2.5 million in the first quarters of 2007 and 2006, respectively. The increased gross margin is primarily due to 
an increase in the number of delegates traveled on our Student Leader programs.   

Selling and marketing expenses were $9.2 million and $6.5 million during the first quarters of 2007 and 2006, 
respectively. The $2.7 million increase was primarily due to increased personnel to support higher business volumes 
during 2007 compared to 2006, as well as additional marketing expenses during 2007 for both 2007 and 2008 travel 
programs. General and administrative expenses increased $0.7 million to $2.7 million as a result of increased 
personnel to support higher business volumes and increased delegates traveling on our programs. 

Other income consists primarily of interest income generated by cash, cash equivalents and available-for-sale 
securities. Interest income recognized increased $0.2 million to $1.1 million from $1.0 million during the quarters 
ended March 31, 2007 and 2006, respectively, primarily due to increased rates of return between the two quarters.  
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The income tax provision has been recorded based on a 33 percent and 32 percent estimated annual effective income 
tax rate, applied to the pre-tax income for the quarters ended March 31, 2007 and 2006, respectively. The difference 
from the statutory rate of 35 percent is primarily due to tax exempt interest income earned in the periods. 



 

This resulted in net loss of $5.0 million and $3.4 million being recorded during the first quarters of 2007 and 2006, 
respectively, and $0.25 loss per share in the first quarter of 2007 in comparison to $0.17 loss per share in the first 
quarter of 2006. 

Liquidity and Capital Resources  

Net cash provided by operations for the three months ended March 31, 2007 and 2006 was $42.4 million and $37.3 
million, respectively. The increased cash flow from operations was primarily related to increased participant 
deposits partially offset by increased prepaid program costs for future travel programs.  

Net cash used in investing activities for the first three months ended March 31, 2007 and 2006 was $8.5 million and 
$19.7 million, respectively. The $11.2 million decrease was primarily related to the reduction in the net purchase of 
available-for-sale securities offset by additional expenditures in 2007 related to the construction of a new corporate 
headquarters.  

Net cash used in financing activities for the three months ended March 31, 2007 and 2006 was $36.8 million and 
$3.0 million, respectively. The net change in financing activities primarily relates to $35.6 million of stock 
repurchases during the 2007 quarter including the repurchase of 1.2 million shares held by Invemed Catalyst Fund, 
L.P. During the first quarter of 2007, we paid $2.2 million in cash dividends. 

At March 31, 2007, we had $135.0 million of cash, cash equivalents and available-for-sale securities, including 
program participant funds of $128.3 million. At March 31, 2006, we had $150.6 million of cash, cash equivalents 
and available-for-sale securities, including program participant funds of $104.3 million. 

Under our cancellation policy, a program delegate may be entitled to a refund of a portion of his or her deposit, less 
certain fees, depending on the time of cancellation. Should a greater number of delegates cancel their travel in 
comparison to that which is part of our ongoing operations, due to circumstances such as international or domestic 
unrest, terrorism or general economic downturn, our cash balances could be significantly reduced. Cash balances 
could also be reduced significantly if the financial institutions, which held balances beyond that federally insured, 
were to become insolvent. 

Deployable cash is a non-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. We believe this non-GAAP measure is 
useful in understanding the cash available to deploy for future business opportunities and is presented as 
supplementary information to enhance your understanding of, and highlight trends in, our financial position. Any 
non-GAAP financial measure used should not be considered in isolation or as a substitute for measures of 
performance or liquidity prepared in accordance with GAAP.  

    

 March 31, 
 2007 

 March 31, 
2006 

Cash, cash equivalents and available-for-sale securities  $ 134,994 $ 150,586 
Prepaid program cost and expenses   23,781  15,178 
Less:  Participants’ deposits  (128,309)  (104,289) 
Less:  Accounts payable/accruals/other liabilities  (11,530)  (9,065) 
Deployable cash $ 18,936 $ 52,410 
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Our business is not capital intensive. However, we do retain funds for operating purposes in order to conduct sales 
and marketing efforts for future programs, and progress on our new headquarters continues as planned. As of March 
31, 2007, we capitalized $10.7 million of the less than $20 million total project costs and had a $4.0 million 
commitment for the purchase of equipment. We plan on funding remaining project costs with currently available 
cash, cash equivalents and available-for-sale securities during 2007. 



 

 
We continue to consider acquisitions of educational, travel and youth 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 acquisitions will be entered into, or, if they are entered into, that they will be on terms 
favorable to us. 
 
We do not have any material capital expenditure commitments for 2007, not already presented within our March 31, 
2007 financial statements or discussed in our current report on Form 8-K filed on September 29, 2006. We believe 
that existing cash and cash equivalents and cash flows from operations will be sufficient to fund our anticipated 
operating needs and capital expenditures through 2007. For a more complete discussion of these and other 
contractual factors, please refer to our Annual Report on Form 10-K for the year ended December 31, 2006. 
 
Foreign Currency – Hedging Policy  
 
A majority of our travel programs take place outside of the United States and most foreign suppliers require 
payment in currency other than in U.S. dollars. Accordingly, we are exposed to foreign currency risks relative to 
changes in foreign currency exchange rates between those currencies and the U.S. dollar. We have a program to 
provide a hedge against certain of these foreign currency risks with less than two years maturity, and we use forward 
contracts and options that allow us to acquire the foreign currency at a fixed price for a specified period of time. All 
of our derivatives are designated as cash-flow hedges of forecasted transactions.  

We account for these foreign exchange contracts and options in accordance with the provisions of SFAS No. 133, 
Accounting for Derivative Instruments and Hedging Activities (“SFAS 133”). The statement requires that all 
derivative instruments be recorded on the balance sheet at fair value. Changes in the fair value of derivatives are 
recorded each period in current earnings or other comprehensive income, depending on whether a derivative is 
designated as part of a hedge transaction and, if it is, depending on the type of hedge transaction. For qualifying 
cash-flow hedge transactions in which we are hedging 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 
gains and losses on the derivative instruments that are reported in other comprehensive income are reclassified as 
earnings in the periods in which earnings are impacted by the variability of the cash flows of the hedged item. The 
ineffective portion of all hedges is recognized in current period earnings. Unrealized gains and losses on foreign 
currency exchange contracts that are not qualifying cash-flow hedges as defined by SFAS 133 are recorded in the 
statement of operations.  

Critical Accounting Policies and Estimates 

The preparation of consolidated financial statements requires us to make estimates and judgments that affect the 
reported amounts of assets, liabilities, revenue and expenses, and related disclosure of contingent assets and 
liabilities. We consider our policies associated with cash and cash equivalents, available-for-sale securities, income 
taxes, derivative financial instruments, stock-based compensation and contingencies and litigation to be the most 
critical in understanding the judgments that are involved in preparing our consolidated financial statements. With the 
adoption of Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB 
Statement 109” (“FIN 48”) at the beginning of 2007, we have added to our existing income tax accounting policy, as 
follows:  
 

Uncertainty in Income Taxes 
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In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes-an 
Interpretation of FASB Statement 109, Accounting for Income Taxes (“FIN 48”). This statement clarifies the criteria 
that an individual tax position must satisfy for some or all of the benefits of that position to be recognized in a 
company’s financial statements. FIN 48 prescribes a recognition threshold of more-likely–than-not, and a 
measurement attribute for all tax positions taken or expected to be taken on a tax return, in order for those tax 
positions to be recognized in the financial statements. Effective January 1, 2007, we adopted the provisions of FIN 
48. There was no material effect on the financial statements. As a result, there was no cumulative effect related to 



 

adopting FIN 48. However, certain amounts have been reclassified in the statement of financial position in order to 
comply with the requirements of the statement.  
As of January 1, 2007, we provided a liability for approximately $164,000 of unrecognized tax benefits related to 
various federal and state income tax matters. The majority of unrecognized tax benefits consists of items that are 
offset by deferred tax assets, and the federal tax benefit of state income tax items. Thus, the amount that would 
impact our effective tax rate, if recognized, is insignificant. The liability did not increase or decrease during the 
quarter ended March 31, 2007. We do not expect that the amounts of unrecognized tax benefits will change 
significantly within the next twelve months.  
We file tax returns in the U.S. federal jurisdiction and various state jurisdictions. We are currently open to audit 
under the statute of limitations by the Internal Revenue Service for the years ending December 31, 2003 through 
2006. Our state income tax returns are open to audit under the statute of limitations for the years ending 
December 31, 2002 through 2006. The U.S. Internal Revenue service is currently auditing our U.S. income tax 
returns for 2003 to 2005. We anticipate these audits will be complete by the end of 2007. 
As of January 1, and March 31, 2007, we have accrued approximately $163,000 of interest related to uncertain tax 
positions. During the three months ended March 31, 2007, we recognized an insignificant amount of interest related 
to uncertain tax positions. We have accounted for interest and penalties related to uncertain tax positions as part of 
our income tax expense. 

Recently Issued Accounting Pronouncements 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 157”). SFAS 157 defines 
fair value, establishes a framework for measuring fair value in accordance with generally accepted accounting 
principles, and expands disclosures about fair value measurements. This statement does not require any new fair 
value measurements. Rather, it applies under other accounting pronouncements that require or permit fair value 
measurements. The provisions of this statement are to be applied prospectively as of the beginning of the fiscal year 
in which this statement is initially applied, with any transition adjustment recognized as a cumulative-effect 
adjustment to the opening balance of retained earnings. The provisions of SFAS 157 are effective for the fiscal years 
beginning after November 15, 2007. Therefore, we anticipate adopting this standard as of January 1, 2008. We have 
not determined the effect, if any, the adoption of this statement will have on our financial condition or results of 
operations. 

In February 2007, the FASB issued SFAS No. 159, Fair Value Option for Financial Assets and Financial Liabilities 
(“SFAS 159”). SFAS 159 gives entities the option to measure eligible financial assets and liabilities at fair value on 
an instrument by instrument basis, that are otherwise not permitted to be accounted for at fair value under other 
accounting standards. The election to use the fair value option is available when an entity first recognizes a financial 
asset or financial liability. Subsequent changes in fair value must be recorded in earnings. This statement is effective 
as of the beginning of a company’s first fiscal year after November 15, 2007. Therefore, we anticipate adopting this 
standard as of January 1, 2008. We have not determined the effect, if any, the adoption of this statement will have on 
our financial condition or results of operations. 

Item 3. Quantitative and Qualitative Disclosures about Market Risk  
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A majority of our travel programs take place outside of the United States and most foreign suppliers require 
payment in currency other than the U.S. dollar. Accordingly, we are exposed to foreign currency risk relative to 
changes in foreign currency exchange rates between those currencies and the U.S. dollar. We have a program to 
provide a hedge against certain of these foreign currency risks with less than two years’ maturity. Currently, the U.S. 
dollar has significantly weakened against the major currencies that we pay most foreign suppliers including the 
Euro, British pound, Australian dollar and New Zealand dollar. If the U.S. dollar continues to weaken against these 
four major currencies, we face increased costs to travel a delegate abroad and therefore increased pressure on the 
gross margin percent (gross margin as a percentage of gross program receipts). We are not able to determine 
whether the impact of the weakening U.S. dollar will be material on our business, financial condition, cash flows 
and results of operations. See further discussion of these market risks in Item 2, Management’s Discussion and 
Analysis of Financial Condition and Results of Operations.  



 

Item 4. Controls and Procedures  

(a) Evaluation of disclosure controls and procedures  

As of March 31, 2007, the end of the period covered by this report, our chief executive officer and chief financial 
officer reviewed and evaluated the effectiveness of our 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 we must disclose in our 
report filed or submitted under the Securities Exchange Act of 1934, as amended (the “Exchange Act”) is recorded, 
processed, summarized, and reported on a timely basis, and have concluded, based on that evaluation, that as of such 
date, our disclosure controls and procedures were effective to ensure that information required to be disclosed by us 
in reports that we file or submit under the Exchange Act is accumulated and communicated to our chief executive 
officer and chief financial officer as appropriate to allow timely decisions regarding required disclosure.  

(b) Changes in internal control over financial reporting  
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In the three months ended, March 31, 2007, there has been no change in our internal control over financial reporting 
that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.  



 

 

PART II 
OTHER INFORMATION  

Item 1A. Risk Factors 

There have been no significant changes to our risk factors, as discussed in Item 1A, Risk Factors contained in our 
Annual Report on Form 10-K for the fiscal year ended December 31, 2006 other than as described in Item 2, 
Management’s Discussion and Analysis of Financial Condition and Results of Operations in this Quarterly Report 
on Form 10-Q for the fiscal quarter ended March 31, 2007. The risk factors contained therein could materially and 
adversely affect our future operating results and could cause actual results to differ materially from those predicated 
in forward-looking statements we make about our business. 
 
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 
 
Issuer Purchases of Equity Securities 
 
Our Board of Directors has authorized the repurchase of up to $25 million of our common stock in the open market 
or through private transactions. Independent of this share repurchase plan, during the first quarter 2007, our board of 
directors approved a single repurchase of 1.2 million shares of common stock for approximately $33.0 million  
Since inception of the plan and including the single repurchase of 1.2 million shares, we have repurchased 
approximately 2.1 million shares of our common stock, adjusted for our two-for-one stock split of our common 
stock during 2005, for an approximate total of $52.5 million. As of March 31, 2007, approximately $5.4 million 
remained available for repurchase under the plan. 
 
The following is a summary of issuer purchases of equity securities during the quarter ended March 31, 2007: 
 

Period  

Total Number  
of 

Shares 
Purchased  

Average 
Price  

Paid per 
Share  

Total Number of  
Shares  

Purchased as 
Part of Publicly 

Announced  
Plans or 

Programs  

Maximum Number 
(or Approximate 
Dollar Value) of 
Shares that May 

Yet Be Purchased 
Under the Plans or 

Programs 

January 1 – January 31, 2007  84,600 $ 27.81 84,600  $        5,750,132 
February 1 – February 28, 2007  1,211,001  27.46 1,211,001  5,443,060 
March 1 – March 31, 2007  —  — —  5,443,060 

Total  1,295,601 $ 27.49  1,295,601  $        5,443,060 
 

Item 6. 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  
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Certification under Section 906 of the Sarbanes-Oxley Act of 2002 



 

 

SIGNATURES  

Pursuant to the requirements of the Securities Exchange Act of 1934, we have duly caused this report to be signed 
on our behalf by the undersigned thereunto duly authorized.  

AMBASSADORS GROUP, INC.  

Date: May 9, 2007  By:   /s/ CHADWICK J. BYRD   

    Chadwick J. Byrd   

  Chief Financial Officer     
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EXHIBIT INDEX  

  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 



 

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. I have reviewed 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. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control 
over financial reporting (as defined in Exchange Act Rules 13a – 15(f) and 15d – 15(f)) 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) Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles;  

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

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

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

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

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

 

Date: May 9, 2007  

/s/ Jeffrey D. Thomas 

 

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, Chadwick J. Byrd, certify that:  

 

1. I have reviewed 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. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control 
over financial reporting (as defined in Exchange Act Rules 13a – 15(f) and 15d – 15(f)) 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) Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles;  

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

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

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

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

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

 

Date: May 9, 2007  

/s/ Chadwick J. Byrd  

 

Chadwick J. ByrdChief Financial Officer 



 

EXHIBIT 32.1  

 

CERTIFICATION PURSUANT TO 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
In connection with the Quarterly Report of Ambassadors Group, Inc., (the "Company") on Form 10-Q for the period 
ending March 31, 2007, 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. Section 
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:  

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

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

 

Date: May 9, 2007  

 

/s/ Jeffrey D. Thomas  

Jeffrey D. Thomas  

Chief Executive Officer  

 

 



 

EXHIBIT 32.2 

 

CERTIFICATION PURSUANT TO 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 
In connection with the Quarterly Report of Ambassadors Group, Inc., (the "Company") on Form 10-Q for 
the period ending March 31, 2007, as filed with the Securities and Exchange Commission on the date 
hereof (the "Report"), the undersigned, Chadwick J. Byrd, chief financial officer of the Company, certifies, 
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 
that:  

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

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

 

Date: May 9, 2007  

/s/ Chadwick J. Byrd  

Chadwick J. Byrd  

Chief Financial Officer  
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