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Core products serve dealers and art buyers alike:

artnet’s online Gallery Network is the first of its
kind, with over  galleries, , artworks 
and , artists from around the globe. The
Network serves art buyers by providing the largest
international art market overview in any venue,
communicated in images, searchable by artist and
specialty, and available  days per year at no
charge. The Network serves the dealer and gallery
community by providing a marketing vehicle at 
a fraction of the cost of conventional gallery
marketing, reaching a vast audience across
international boundaries. The service is sold to
dealers by annual contract.

The Fine Art Auctions Database is the most
powerful, highest quality, fullest-featured resource
on the market today with which to value fine art.
It contains over , million illustrated records
covering , artists, Old Master through
contemporary, from  to the present - covering
an entire business cycle in fine art. The product is
sold by monthly and annual subscription at price
points graded by frequency of use. Created to
bring transparency to art pricing, it counts among
its customers the major auction houses, museums,
art dealers and major collectors and is a superior
resource to the alternatives it replaces.

In addition, artnet builds audience with the 
artnet Magazine, a daily source of art news, reviews
and commentary for art professionals and
amateurs alike. It also serves as a marketing vehicle
for the online Gallery Network and the company
as a whole.

Comprised of an almost limitless number of unique objects

and works of art, the art market relies, like no other, on the

communication of colour images. Internet technology

speeds this communication to a rapidly expanding audience

at a small fraction of what it would cost in other media. 

Up to the minute information, like auction prices, art news,

and exhibitions, heretofore the province of newspapers,

monthly magazines, and annuals can be communicated

instantaneously on the Web.

artnet improves the efficiency of art businesses by

significantly reducing their communication and 

marketing costs.

Market fluctuations notwithstanding, owing to these

fundamental applications, the future of artnet is 

virtually assured.



artnet’s Market 

A business providing services to the art industry addresses
a substantial market. The business of art is conducted
primarily by dealers, which number in the tens of
thousands, consequently the market has never been
formally quantified. TEFAF, The European Fine Art
Foundation, commissioned a study which measured the
European art market excluding intra-trade sales at .

billion in , growing at % annually. It estimated the
ancillary services market at  million. artnet’s target
market of quality dealers numbers , worldwide, and 

art sales of their businesses including intra-trade total an
estimated - billion annually. In addition, the
conventional auction market comprises more than 

auction houses. If the ratio of ancillary services to art
sales is applied to artnet’s target market, artnet’s
addressable market is . to . billion.

Art ists
View  works by over 16,000 artists

Gal ler ies
New Galleries
1,3000 galleries
Fine Art Decorative Arts/Antiques
Advanced Fine Art Search
Exhibitions

Events
Browse Current Event Openings 
Recent International Auction Results

Research
Check the value of an artwork by
comparing it to similar works sold 
at auction since 1989. demo
Museums Links
Grove Dictionary of Art: artists’ bio
Current Int’l Auction Results

Directory
A list of one of the largest art
related online resources worldwide.

Magazine
News Reviews Features
Newsletter Archives

Monday, February 25, 2003

Swept Away
by Jerry Saltz
On still being smitten with Matthew Barney.

Artnet News
“Manet/Velázquez,” “Works on Paper,”
Istanbul Biennial, “Art and Healing,” Diane
Arbus, more.

Sherrying Madrid
Photos by Sherry Wong
Out at ARCO, Feb. 12-18, 2003.

art search member services

from artnet magazine

now featuring galleries

Matthew Barney, Cremaster 4: Valve (detail) 1994, 
in “Matthew Barney: The Cremaster Cycle” at the
Guggenheim Museum.

site map   member services   about us    investor relations   sign in/up

home artists          galleries          events           research           directory           magazine

Vanessa Beecroft at Gagosian
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For artnet,  was a year of consolidation and
stabilization. The collapse of the Neuer Markt
made it impossible for us to gain access to the
new capital needed for the growth of artnet.
Under these circumstances, we focused on the
paramount managerial tasks: Continue
implementing the cost-reduction program, which
was launched last year with determination and
discipline; and retain existing revenue in order to
ensure the Company's survival.

The still low level of liquidity combined with a
series of negative economic occurrences that, in
the course of time, had an ever-greater negative
impact on the art trade, our most important
customer group, put further pressure on artnet's
operating performance. 

Nevertheless, as projected at this time last year,
artnet was able to achieve an operating profit 
on an EBITDA basis in  of € ,. 
This result is due solely to the uncompromising
implementation throughout  of the 
€  million per year cost-reduction programme.
Regrettably, sales, marketing and product
development were casualties of the programme
and thus, contributed to the slight decline in
revenues (. percent in absolute terms, 
. percent after exchange-rate adjustments) 
to € ,,. 

This decline in revenues was particularly evident
with the online Gallery Network, mainly due to
the liquidity problems being encountered by
smaller galleries in the wake of the economic
crisis.  It was offset by a  percent increase 
(% after adjusting for the impact of foreign
exchange) in revenues from the Fine Arts
Auction Database and by an encouraging
development in revenues from banner
advertising, which can be seen as a good sign 
for the future. 

Last year, artnet's productivity was significantly
hampered by our weak liquidity position and
high amount of debt.  The Company successfully
dealt with its debt position in  by cutting
payables and accrued expenses by almost half.
With a recovering economy and expanding
revenue base, artnet's liquidity position should
improve, enabling management to increasingly
focus resources on sales, marketing and product
development efforts aimed at resuming growth. 

Hans Neuendorf
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Independent Auditor's Report on the Consolidated Financial Statements

We have audited the consolidated financial statements, comprising the balance sheet, the

statements of income, the statements of cash flows, the statement of changes in stockholders' 

equity and the notes to the consolidated financial statements, prepared by artnet AG, Frankfurt, 

for the business year from January 1 to December 31, 2002. The preparation and the content of 

the consolidated financial statements are the responsibility of the Company's executive board. 

Our responsibility is to express an opinion on whether the consolidated financial statements are 

in accordance with Accounting Principles Generally Accepted in the United States of America 

(US-GAAP) based on our audit.

We conducted our audit of the consolidated financial statements in accordance with German

auditing regulations and generally accepted standards for the audit of financial statements

promulgated by the Institute of Certified Auditors in Germany (Institut der Wirtschaftsprüfer - IDW).

Those standards require that we plan and perform the audit such that it can be assessed with

reasonable assurance whether the consolidated financial statements are free of material

misstatements. The evidence supporting the amounts and disclosures in the consolidated financial

statements are examined on a test basis within the framework of the audit. The audit includes

assessing the accounting principles used and significant estimates made by management, as well

as evaluating the overall presentation of the consolidated financial statements. We believe that our

audit provides a reasonable basis for our opinion.

In our opinion the consolidated financial statements give a true and fair view of the net assets,

financial position, results of operations and cash flows of the Group for the business year in

accordance with US-GAAP.

Our audit, which also extends to the group management report prepared by the executive board for

the business year from January 1 to December 31, 2002, has not led to any reservations. In our

opinion on the whole the group management report provides a suitable understanding of the

Group's position and suitably presents the risks of future development.

Without qualifying this opinion we refer to the discussion of risks endangering the Group as a going

concern in the group management report. In the paragraph Risk Factors and Risk Management it is

disclosed that due to the low liquidity and the relatively high amount of debt the Group´s ability to

continue as a going concern is at risk if the Group is not able to generate sufficient cash flows from

operations in the future.
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In addition, we confirm that the consolidated financial statements and the group management

report for the business year from January 1 to December 31, 2002, satisfy the conditions required

for the Company's exemption from its obligation to prepare consolidated financial statements and

the group management report in accordance with German law. 

Hamburg, April 15, 2003

Profunda Treuhand GmbH

Wirtschaftsprüfungsgesellschaft

Steuerberatungsgesellschaft

Potthast ppa. Schützenmeister

Wirtschaftsprüfer Wirtschaftsprüfer

(German Public Auditor) (German Public Auditor)
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GROUP MANAGEMENT REPORT FOR THE YEAR ENDING DECEMBER 31ST, 2002

Economic Environment

The fine art business in our principal markets, U.S. and Europe, was not strong in 2002. Though
high profile artworks performed well at auction, the majority of the art trade remains weak. Coming
out of a now-confirmed recession in the U.S. that took place during the latter half of 2001, the
dealer market was slow to recover in 2002. Furthermore, events in the Middle East fostered
insecurity in the marketplace, delaying many purchases of fine art. Because of these challenging
markets, artnet has moved to refocus on serving a primarily professional customer base with its
established, core services on its core products. This transition, begun in 2001, continued into 2002
resulting in a dramatic reduction in expenses as compared to the year-ago period. Reduced
expenses combined with a strong increase in Database Subscription revenue and a moderate
decrease in online Gallery Network revenue resulted in very favorable current period-to-period P/L
comparisons.

Overview

artnet.com AG was incorporated under the laws of Germany in 1998. In 2002 artnet.com AG
changed its name to artnet AG. Its principal holding is its wholly owned subsidiary, Artnet Worldwide
Corp., a New York corporation that was founded in 1989. artnet AG acquired 79.6% of Artnet
Worldwide Corp. in 1999 for the purpose of taking the combined entity public on the Neuer Markt of
the Frankfurt Stock Exchange, which it did on May 15, 1999. By 2002 artnet AG had acquired all of
Artnet Worldwide Corp. on conversion of shareholder options. On October 4, 2002 artnet AG left
the "Neuer Markt" and is now listed at the "Geregelter Market" at the Frankfurt Stock Exchange.
This decision was a result of the Frankfurt Stock Exchange's announcement to abolish the Neuer
Market segment in 2003 and based on the fact that being listed on the Neuer Markt was no longer
considered a positive attribute in the market. Given these circumstances, it did not seem justified to
continue paying the comparatively high listing costs.

artnet AG and Artnet Worldwide Corp. (collectively, "the Company") operate under the trade name
artnet. artnet provides services to fine art professionals that improve the economics of their
businesses. The art business is international but is conducted locally by tens of thousands of
geographically dispersed dealers, galleries, auction houses, print publishers, museums and
collectors in a relatively inefficient marketplace. Observing the inefficiencies in the art business,
artnet developed its first product, the Fine Art Auctions Database (FAAD), to bring price
transparency to the art market. Today FAAD has a broad base of customers dominated by major
auction houses, art dealers, museums, and insurance companies. In 1995 the company
transitioned FAAD to the Internet and introduced a second product, the online Gallery Network,
building and hosting websites for art dealers and galleries on its platform. The online Gallery
Network was supplemented by a new online art trade magazine edited by a veteran art journalist to
draw attention to the site. Today artnet is a critical tool, providing its member dealers with global
market access, significant incremental revenue opportunities, and cost-effective marketing solutions
during a contested economic period.
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Revenue

Revenue decreased by 6% relative to the same period last year, to a total of Euro 5,326,000.
However, after adjusting for a 5.5% foreign exchange differential from 2001 to 2002, revenue only
decreased by 0.5% relative to the year ago period. As expected, the weak art market, our
dramatically reduced spending on sales and marketing, as well as the aftershock from the
uncertainty in the Middle East resulted in lower online Gallery Network revenue of Euro 2,817,000
for 2002 as compared to Euro 3,805,000 for 2001, a decline of 26%. After adjusting for foreign
exchange differences, the decline is moderated to 22%. Nevertheless, this reduction is due to a
loss of customers during the period, from 1,250 galleries as of the end of 2001 to 950 galleries as
of the end of 2002, as well as some customers reducing their subscription levels throughout the
year. The decrease in customers was offset by an increase in banner advertising revenue in 2002,
helping to mitigate the decline in overall online Gallery Network revenue.

Revenue from artnet's Fine Art Auction Database (FAAD), a critical tool for professionals across
multiple disciplines, strongly increased from the year-ago period. Compared to 2001, FAAD
revenue increased by 40% to Euro 2,509,000 for 2002 as the database continued to establish itself
as the market-leading tool among professional appraisers, arts institutions, universities, and
collectors. Online subscribers purchased multiple subscriptions throughout the year as demand for
the database service increased. Moreover, the number of institutional subscribers, as well as
individual subscriber usage levels, exhibited a strong increase in 2002. However, though FAAD's
popularity continues to increase, based on subscription and usage levels in the latter half of the
year, Management does not expect to experience similar growth levels for FAAD in 2003.

OPERATING EXPENSES

Production Support, Production, and Editorial

This category includes all editorial-, content- and production-related costs including payroll and
consultant fees for the online Gallery Network, magazine and auction price databases, together
with technology and customer service costs. Costs were Euro 1,642,000 for 2002, down 37% from
Euro 2,615,000 in the prior year period. The major costs in 2002 were technology staff and
consultants to develop and maintain the website, database production, and content management.
Compared to 2001, costs were reduced by outsourcing production activities to lower-cost regions
such as India and Puerto Rico as well as managing the employee staff count and reducing artnet's
reliance on higher-cost outside consultants.

Selling and Marketing

This category includes advertising, marketing and promotional activities, the cost of salesperson
salaries and commissions, and marketing staff costs. Costs were Euro 744,000, down 16% from
Euro 881,000 in the prior year period. In 2002 the category was dominated by online Gallery
Network sales, salaries and commissions, as additional staff were hired during the second half of
the year. Compared with 2001 the largest elements of change were the marked reduction in
marketing staff costs as well as advertising and promotion expenditures.



General and Administrative

This category includes executive staff, administrative support staff, general operations including
premises costs, professional fees, compliance costs, bad debt expense, communications costs
including Internet access and other overheads. Costs were Euro 2,739,000 for 2002, down 36%
from Euro 4,299,000 in the prior year period. Major cost elements for 2002 were administrative and
executive salaries, professional fees, bad debt expense, and premises and facilities costs. One of
the largest elements of increase over 2001, bad debt expense, increased to Euro 305,000 for 2002
as Management resolved many of the older, outstanding receivables. The largest elements of
decrease over 2001 were:  executive and administrative staff salaries; and lower facilities costs as
a result of successful negotiations with the Landlord and the surrender of almost 60% of artnet's
office space in New York. Of course, Management continues to seek additional cost efficiencies
throughout the firm.

Non-Cash Compensation Expense

Non-cash expenditure reflects a charge to compensation arising from a one-time grant of employee
stock options with a strike price of Euro 6.72 prior to the initial public offering in 1999. Under U.S.
GAAP rule APB 25, "Accounting for Employee Stock Option Programs," the difference between the
strike price of the employee stock options and the market value of the stock at the time of the grant
is to be reflected in the accounts over the vesting period of the options. The charge of Euro
812,000 for the year reflected the amounts actually vested during 2002 to employees active at year-
end, and inactive employees with remaining, unexpired, vested options. Subsequent to the IPO, all
option grants had been issued at then-current market prices, and therefore, did not incur charges to
earnings.

Depreciation and Amortization

Depreciation and amortization expense relates to the depreciation of computer equipment, website
development, fixed assets, and the amortization of leasehold improvements and leased equipment.
The expense was Euro 589,000 for 2002, a decrease of 65% from the prior year period. This
decrease was primarily due to:  completion of depreciation in 2001 on many fixed assets purchased
in the late 1990's; disposition of certain assets in 2001 and 2002, reducing the depreciable base; as
well as the lack of any significant equipment purchases in 2001 and 2002.

Total Operating Expenses

Operating expenses were Euro 6,526,000 for 2002, down 38% from the Euro 10,521,000 for the
prior year period. Cash operating expenses were Euro 5,125,000 for 2002 compared with Euro
7,954,000 for the prior year period, a 36% decrease. The trends in operating expenditure relative to
2001 reflect the significant decline in product support, production, editorial, and administrative cost
areas due to the Company's focus on a narrower group of customers, lower employee headcount,
outsourcing of production activities to lower-cost regions, and reduced purchases of property and
equipment, and thus, decreased depreciation and amortization expense.

Interest Income and Expense

Interest income was Euro 6,000 in 2002, 40% lower than the Euro 10,000 for the prior year. Interest
expense was Euro 34,000 in 2002, compared to Euro 30,000 in the prior year.
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Other Income

Other income includes income outside of artnet's main revenue sources such as the online Gallery
Network and the Fine Art Auctions Database. Other income significantly increased to Euro 553,000
in 2002 from Euro 17,000 in the year-ago period. The largest sources of other income included:  an
insurance settlement of Euro 201,000 from the Kemper Insurance Company as a result of
negotiations regarding the Civil Authority closure of artnet's New York offices in September 2001;
grants of Euro 125,463 from New York State related to the September 11 tragedy; and a gain of
approximately Euro 893,000 from a combination of negotiated reductions and selective write-offs of
previously billed amounts from accounts payable vendors. The largest expense included within
other income was Euro 667,000, resulting from the disposition of $3,038,000 of property and
equipment, at cost, throughout the year.

Net Loss and Loss from Continuing Operations

Loss from continuing operations before provision for income taxes was Euro 675,000 for 2002, 86%
lower compared to a loss of Euro 4,861,000 for the year-ago period. The net loss after discontinued
operations and provision for income taxes was Euro 679,000 compared to Euro 4,993,000 for the
prior year. The majority of this marked improvement is the result of stringent cost management.
Management anticipates that resolution of the conflict in Iraq and improving world economies
should result in increased revenue, and thus, continued progress toward profitability in 2003.

At December 31, 2002, employees totaled 45 compared to 40 as of December 31, 2001.

Liquidity and Capital Resources

The Company finished the year with Euro 325,000 in cash resources compared to Euro 164,000 at
December 31, 2001. Operating activities provided Euro 189,000 while these activities used Euro
2,478,000 in the year ago period. Euro 138,000 was used for investment purposes in 2002
compared to Euro 17,000 in the 2001 year-ago period. Financing activities caused an increase in
cash of Euro 123,000 while these activities added Euro 1.188.000 for the same period of the prior
year. There was a net increase in cash of Euro 161,000 during 2002 compared with a net decrease
in cash of Euro 1,266,000 during 2001.

Risk Factors and Risk Management

• Clearly the dominant risk facing the Company is its relatively low liquidity. This lack of 
liquidity limits the Company's ability to invest in new product development and 
significantly expand its sales and marketing resources. Moreover, low liquidity reduces 
the Company's ability to weather an extended industry/economic slowdown or additional 
external shocks such as the September 11th attack in 2001. However, Management 
understands these limitations and has guided the firm carefully and appropriately over 
the past year. The Company was cash flow positive in 2002 and expects to continue as 
such throughout the coming year. Furthermore, Management believes that it may be able 
to obtain external funding in the event that its liquidity position should weaken further, 
however, such funding is not guaranteed given the current economic climate and artnet's 
recovering financial condition.
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• The Company's relatively high amount of debt in the form of Accounts Payable and 
Accrued Expenses limits its ability to obtain external funding, lease financing, and 
relationships with certain blue-chip vendors. Furthermore, this high level of debt places 
pressure on the Company's liquidity position as older vendors demand payment. 
However, Management has demonstrated its ability to successfully negotiate with these 
vendors and effectively manage the debt position of the Company. Accounts Payable and
Accrued Expenses were reduced by 49% during 2002. Though Management's success 
with reducing the Company's debt level will not be as dramatic in the upcoming year as 
in 2002, it should be able to manage the debt position as long as cash flow remains 
positive and stable.

• The current macroeconomic uncertainty due to the war in Iraq, nuclear threat by North 
Korea, sovereignty issues between Israel and the Palestinians, and declining global 
equity markets continues to put pressure on the fine arts business. Gallery owners and 
dealers must continuously evaluate their purchase decisions, particularly their 
discretionary marketing expenditures. The Company's online Gallery Network revenue 
and customers declined in 2002. The Company could experience continued revenue 
weakness in the face of a difficult economic environment. However, Management expects 
that this revenue decline will reverse itself under improving economic conditions.

• The Company employs backup systems and procedures to prevent a prolonged website 
outage from a systems failure or attack through the Internet. Moreover, the Company 
operates security guidelines and mechanisms to prevent such attacks caused by 
hackers, viruses, and other such risks arising from Internet use. However, in exceptional 
cases, such attacks or systems failure could result in substantial damage to the 
Company's own IT systems and negatively impact the Company's results and prospects.

Outlook

With the Iraqi conflict underway and the possibility of a speedy resolution, Management hopes that
the fine arts markets in the U.S. and Europe will improve in 2003 fostering revenue expansion. 
With expanding revenue and stable expense levels, Management's objective is for the Company to
reach the break-even point in operating profit during the current year. Actually, if one examines the
cash-based 2002 EBITDA operating result (earnings before interest, taxes, depreciation, and
amortization) the Company experienced an operating profit of Euro 200,000 rather than an
operating loss.

The major concern for 2003 remains the Company's relatively low liquidity and high amount of 
debt in the form of Accounts Payable and Accrued Expenses. The combination of low liquidity, 
high debt, and tight financial markets raises doubt about the ability of the Company to continue 
as a going concern. However, it should be noted that Management has been successful in reducing
Accounts Payable and Accrued Expenses from a total of Euro 3,043,000 as of the end of last year
to Euro 1,550,000 as of the end of 2002 through a combination of debt negotiations, payments, 
and selective write-offs of previously billed amounts. Furthermore, these payments were possible
due to the improving liquidity position during the period:  The Company experienced a net increase
in cash and cash equivalents of Euro 161,000, as compared to a net decrease of Euro 1,266,000
for the same period last year. Along with new product introductions and revenue enhancement, 
debt reduction and liquidity improvement will continue to be major priorities of Management
throughout 2003.
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artnet AG

CONSOLIDATED BALANCE SHEET

As of December 31, 2002 and December 31, 2001

Dec. 31, 2002 Dec. 31, 2001 Dec. 31, 2002 Dec. 31, 2001
Consolidated Consolidated Consolidated Consolidated

USD USD EURO EURO

CURRENT ASSETS

Cash and cash equivalents 340,664             146,663             325,028          163,931          
Accounts receivable-net 1,521,206          1,287,414          1,451,383       1,438,994        
Prepaids and other current assets 41,560               33,550               39,652            37,500            

Total current assets 1,903,430          1,467,627          1,816,063    1,640,425       
 

PROPERTY AND EQUIPMENT, Net 380,183             1,485,966          362,733          1,660,923       

LEASED PROPERTY UNDER CAPITAL 

LEASES - NET --                        17,396               --                     19,446            

OTHER ASSETS

                                                                                       

                                                                                       
Security deposit 240,310             173,515             229,280          193,945          
Due from shareholder 183,144             62,408               174,738          69,756            
Other assets 37,004               110,326             35,306            123,316          

Total other assets 460,458             346,249             439,324          387,017          

TOTAL ASSETS 2,744,071 3,317,238 2,618,120 3,707,811

LIABILITIES AND SHAREHOLDER'S DEFICIT

CURRENT LIABILITIES
Accounts payable 1,036,145 2,101,814    988,586       2,349,283       
Accrued expenses 588,459             620,897             561,450          694,001          
Due to shareholder 430,296             398,004             410,545          444,865          
Unearned revenue 1,568,343          1,168,572          1,496,356       1,306,160       
Current portion of obligations under capital leases --                        4,453                 --                     4,977              

TOTAL LIABILITIES 3,623,243 4,293,740 3,456,937 4,799,286

SHAREHOLDERS' DEFICIT

Common stock 5,941,512          5,923,484          5,631,067       5,610,522                                                  
Treasury stock (455,631)            (735,971)            (447,481)         (722,807)         
Additional paid-in capital 56,222,097        56,222,097        54,170,003     54,170,003     
Deferred compensation (5,935,000)         (6,703,262)         (4,877,787)      (5,689,609)      
Accumulated deficit (53,639,262)       (48,959,745)       (52,110,442)    (46,906,943)    
Current losses (642,357)            (4,466,621)         (678,779)         (4,992,521)      
Accumulated Other Comprehensive Loss (2,370,531)         (2,256,484)         (2,525,398)      (2,560,120)      

TOTAL SHAREHOLDERS' DEFICIT (879,172)            (976,502)            (838,817)         (1,091,475)      

TOTAL LIABILITIES AND
SHAREHOLDERS' DEFICIT 2,744,071 3,317,238 2,618,120       3,707,811       
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artnet AG
CONSOLIDATED STATEMENTS OF INCOME

For the Years ended December 31, 2002 and 2001

Dec. 31, 2002 Dec. 31, 2001 Dec. 31, 2002 Dec. 31, 2001
Consolidated Consolidated Consolidated Consolidated

USD USD EURO EURO
REVENUE  
Online gallery network 2,665,560 3,404,037 2,816,697           3,804,828               
Database subscriptions 2,374,202         1,599,298 2,508,819           1,787,599               
Bookstore --                       62,118 --                         69,432                    

TOTAL REVENUE 5,039,762         5,065,453 5,325,517           5,661,859               

 
OPERATING EXPENSES
Cost of goods sold - bookstore --                       141,533 --                         158,197                  
Production support, production and editorial 1,554,239         2,339,976 1,642,364           2,615,485               
Selling and marketing 704,186            788,592 744,113              881,441                  
General and administrative 2,591,815         3,846,105 2,738,771           4,298,945               
Noncash compensation expense 768,262            782,360 811,822              874,475                  
Depreciation and amortization 557,334            1,514,148 588,935              1,692,424               

 
TOTAL OPERATING EXPENSES 6,175,836         9,412,714 6,526,006           10,520,967             

 
LOSS FROM OPERATIONS (1,136,074)        (4,347,261) (1,200,489)          (4,859,108)

INTEREST EXPENSE - Net (31,819)             (26,482) (33,623)               (29,599)                   

INTEREST INCOME 5,989                9,387 6,329                  10,492                    

 OTHER INCOME 522,900            15,369 552,548              17,178                    

LOSS FROM CONTINUING OPERATIONS BEFORE
    PROVISION FOR  INCOME TAXES (639,004)           (4,348,987) (675,236)             (4,861,037)              

INCOME TAX PROVISION (3,353)               (64) (3,543)                 (71)                          

LOSS FROM CONTINUING OPERATIONS (642,357)           (4,349,051) (678,779)             (4,861,108)              

DISCONTINUED OPERATIONS  
Loss on exit of auction and printstore operations, net of tax --                       (117,570) --                         (131,413)                 

                                                                 
                        

                                                                              

NET LOSS (642,357) (4,466,621) (678,779)             (4,992,521)              

Net Loss Per Share Attributable to Common Shareholders:
Loss From Continuing Operations (0.11)                 (0.78)                      (0.12)                   (0.88)

                                                                       Loss on Exit of Auction and Printstore Operations --                       (0.02)                      --                         (0.02)                       
Net Loss (Basic and Diluted) (0.11)                 (0.80)                      (0.12) (0.90) 

Weighted Average Common and Common Equivalent 
Shares Outstanding:
Basic and Diluted 5,626,339 5,564,073 5,626,339 5,564,073 
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artnet AG
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2002 and 2001

Dec. 31, 2002 Dec. 31, 2001 Dec. 31, 2002 Dec. 31, 2001
Consolidated Consolidated Consolidated Consolidated

USD USD EURO EURO

CASH FLOWS FROM OPERATING ACTIVITIES
 Net loss (642,357) (4,466,621) (678,779) (4,992,521) 

Adjustments to reconcile net loss to net
    cash provided by (used in) operating activities:
Loss on abandonment of property and equipment 630,495 6,110 667,307 6,829 
Depreciation and amortization 557,334 1,479,249        588,935 1,692,424 
Provision for doubtful accounts 288,483 13,767 275,242 15,388 
Non-cash compensation 768,262 782,360 811,822 874,475 
Changes in operating assets and liabilities:
Accounts receivable (522,275) 273,069 (287,631) 247,657 
Prepaid and other current assets (8,010) 190,207 (2,152) 204,420 
Security deposits (66,795) 6,453 (35,335) 633 
Other assets 73,322 (110,326) 88,010 (192,439) 
Accounts payable (998,225) 470,812 (1,296,348) 585,884 
Accrued expenses (32,438) (403,591) (132,551) (413,650) 
Unearned revenue 399,771 (508,437) 190,196 (506,980) 

 TOTAL ADJUSTMENTS 1,089,924 2,199,673 867,494 2,514,641 

NET CASH PROVIDED BY (USED IN)
  OPERATING ACTIVITIES 447,567 (2,266,948) 188,715 (2,477,880) 

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment               (49,783) (36,823) (47,498) (41,159) 
Proceeds from sale of property and equipment                15,000 83,750 14,312 93,611 
Notes receivable, advance (120,736) (62,408) (104,982) (69,756) 

NET CASH USED IN 
  INVESTING ACTIVITIES (155,519) (15,481) (138,168) (17,304) 

CASH FLOWS FROM FINANCING ACTIVITIES
Principal payment of capital lease obligations (4,453) (25,944) (4,977) (27,887) 
Loans from shareholders 32,292 398,004 (34,320) 444,865 
Change in foreign currency translation adjustment (138,028) 81,823 162,262 (79,358) 
Proceeds from sale of common stock -- 760,462 -- 849,999 

 
NET CASH PROVIDED BY (USED IN)
  FINANCING ACTIVITIES (110,189) 1,214,345 122,965 1,187,619 

Effects of exchange rate changes on cash 12,143 (108,042) (12,414) 41,331 

NET INCREASE (DECREASE) IN CASH
  AND CASH EQUIVALENTS 194,002 (1,176,126) 161,098 (1,266,234) 
 
CASH - Beginning 146,662 1,322,788 163,930 1,430,164 
 
CASH - Ending 340,664 146,662 325,028 163,930 
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artnet AG

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (USD)

For the Years Ended December 31, 2002 and December 31, 2001

Additional Other 
Shares Paid-in Treasury Deferred Accumulated Comprehensive
Issued Amount Capital Stock Compensation Deficit Loss Total

BALANCE - JANUARY 1, 2001 5,349,102  5,689,601   55,695,518    (735,971)  (7,485,622)       (48,959,745)  (2,230,266)        1,973,515   

Other Comprehensive Loss        
Net Loss (4,466,621) (4,466,621)

  
                Foreign Currency Translation (26,217) (26,217)       

Comprehensive Loss (4,492,838)  
Issuance of Common Stock 111,420       99,683        258,180         357,863      
Issuance of Common Stock 150,000       134,199      268,399         402,598      
Deferred Compensation 782,360 782,360      

BALANCE - DECEMBER 31, 2001 5,610,522  5,923,484   56,222,097    (735,971)  (6,703,262)       (53,426,366)  (2,256,483)        (976,502)     

Other Comprehensive Loss        
Net Loss (642,357) (642,357)

     
              Foreign Currency Translation (114,048) (114,048)     

Comprehensive Loss (756,405)     
Issuance of Common Stock 20,545         18,028        18,028        

Deferred Compensation  768,262           768,262      

BALANCE - December 31, 2002 5,631,067  5,941,512   56,222,097    (455,631)  (5,935,000)       (54,281,619)  (2,370,531)        (879,172)     

Common Stock
Accumulated

Issuance of Treasury Stock 280,340 (212,896) 67,444

-- -- -- -- --

-- -- -- --

-- -- -- --

-- --

-- -- -- --
-- -- -- --

-- --

-- --
-- --

-- -- -- --

-- -- -- -- --

-- -- -- --
-- -- --

-- --

--

-- -- -- -- -- --



artnet AG

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (EURO)

For the Years Ended December 31, 2002 and December 31, 2001
(According to US GAAP)  

Additional Other 
Shares Paid-in Treasury Deferred Accumulated Comprehensive
Issued Amount Capital Stock Compensation Deficit Loss Total

BALANCE - JANUARY 1, 2001 5,349,102  5,349,102   53,581,425  (722,807)   (6,564,084)   (46,906,943)   (2,602,979)      2,133,714     

Other Comprehensive Loss                 
--

                       
--Net Loss -- --  -- -- (4,992,521)  (4,992,521)

    
                                --                                                          Foreign Currency Translation -- --  -- -- 42,859 42,859 

Comprehensive Loss (4,949,662)    
Issuance of Common stock 111,420     111,420      288,578       -- -- -- -- 399,998        
Issuance of Common stock 150,000     150,000      300,000       -- -- -- -- 450,000        
Deferred Compensation --                --                --                 --               874,475        --                    --                     874,475        

BALANCE - DECEMBER 31, 2001 5,610,522  5,610,522   54,170,003  (722,807)   (5,689,609)   (51,899,464)   (2,560,120)      (1,091,475)    

Other Comprehensive Loss                                                                                           
Net Loss -- -- -- -- -- (678,779)  (678,779)

 
                --                                --  --                         Foreign Currency Translation --  --  -- 34,722 34,722 

Comprehensive Loss (644,057)       
                   Issuance of Common stock 20,545 20,545 -- -- -- -- 20,545          

Deferred Compensation -- -- -- -- 811,822        -- --                     811,822        

BALANCE - December 31, 2002 5,631,067  5,631,067   54,170,003  (447,481)   (4,877,787)   (52,789,221)   (2,525,398)      (838,817)       

Common Stock

Issuance of Treasury stock 275,326-- -- -- 64,348-- -- (210,978)

--

--

--



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Basis of Presentation and Scope of Consolidation

The consolidated financial statements of artnet AG are prepared in accordance with generally
accepted accounting principles (GAAP) in the United States of America. Certain amounts reported
in previous years have been reclassified to conform to the 2002 presentation.

In 2002 artnet.com AG changed its name to artnet AG.  The accompanying consolidated financial
statements include the accounts of artnet AG and its wholly owned subsidiary, Artnet Worldwide
Corporation ("Artnet Corp."), (collectively "the Company"). Significant inter-company transactions
and balances have been eliminated in consolidation.

Note 2. Summary of Significant Accounting Policies

Business Combinations
On February 23, 1999 artnet.com AG entered into a transaction with Artnet Corp. which has been
treated as a recapitalization of Artnet Corp., with Artnet Corp. as the acquirer of artnet.com AG
(reverse acquisition). The Company accounts for the business combination of artnet AG and Artnet
Corp. as a reverse acquisition in accordance with APB 16, Sec 70f.

Foreign Currency Translation and Transactions
The functional currency of the operating unit, Artnet Corp., is the U.S. dollar.  Amounts included in
the consolidated financial statements are also stated for convenience purposes in euro, unless
otherwise noted. The assets and liabilities of the Company's operations where the functional
currency is not the USD are generally translated using period end exchange rates while the
statements of income are translated using average exchange rates during the respective periods.
Euro data included in the consolidated statements of income has been calculated using the
weighted average rate for the year 2002 of 1.0567 euros/dollar; Euro data for the consolidated
assets and liabilities have been calculated using the exchange rate as of December 31, 2002 of
0.9541 euros/dollar.  The resulting foreign currency translation adjustments are included in other
comprehensive income in the consolidated statements of changes in shareholder's deficiency.

Use of Estimates
The preparation of financial statements in conformity with GAAP in the United States of America
requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ materially from those estimates.

Risks and Uncertainties
Going Concern
The Company has incurred significant losses over the past three years and generated negative
cash flow from operations for two of the past three years. Management of the Company has taken
the following measures to reduce the losses and improve the Company's ability to continue as a
going concern:
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Note 2 - Summary of Significant Accounting Policies, continued

Risks and Uncertainties, Going Concern, continued

• Outsourcing production activities to lower-cost regions such as India and Puerto Rico;
• Reduction of costs throughout the Company, including more efficient use of technology

resources and fewer purchases of property and equipment;
• Greater automation of Database Subscription billing and implementation of usage-

based pricing, resulting in improved yield;
• Expansion of online Gallery Network functionality to address the decorative arts 

market as well as the potential for dealer-to-dealer transactions;
• Development of new services to be offered as extensions of existing products to

generate additional revenue with little incremental investment;
• Negotiations with potential investors regarding investment of capital into the Company

at terms that are acceptable to the Company.

Concentration of Revenues from the Art Industry and Technology
The majority of the Company's revenue is derived from sales and transactions with a customer
base consisting of individuals and entities dealing in the fine art market. Such reliance on one
market renders the Company's business and revenue susceptible to the business cycles affecting
such market.  The Company utilizes the Internet for substantially all of its product and service
delivery. The Internet and electronic commerce industries are characterized by rapid technology
change and are not mature businesses. The success of the Company will depend in large part
upon its ability to keep up with the pace of change and on the success of the Internet as a vehicle
for commerce.

Revenue Recognition
The Company recognizes revenue according to the SAB 101 ruling for deferring revenue from
longer-term customer commitments.  Revenue anticipated from contracts with commitments of
greater than three months from online Gallery Network customers or Fine Art Auctions Database
subscribers is included under "Accounts Receivable", with an offsetting entry to the liability
account, "Unearned Revenue".  The Company begins realizing online Gallery Network revenue
upon receipt of customer materials for production of the customer's website or thirty days after
execution of the service agreement, whichever is earlier.  Revenue is recognized for both the
online Gallery Network and Fine Art Auctions Database on a monthly basis over the time period of
the respective contracts.

Trade Accounts Receivable
Trade Accounts receivable are recorded at the invoiced amount and do not bear interest.
Included in accounts receivable are unbilled receivables related to longer-term contracts of more
than three months in duration.  These unbilled receivables are offset in the liability account,
"Unearned Revenue". The allowance for doubtful accounts is the Company's best estimate of the
amount of probable credit losses in the company's existing accounts receivable. The Company
determines the allowance for doubtful accounts after giving consideration to specific customer
past due amounts based on due dates. 
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Note 2 - Summary of Significant Accounting Policies, continued

Intangible Assets, Property and Equipment 
Purchased intangible assets (e.g., software and website development costs) are recorded at cost
and amortized on a straight-line basis over their estimated useful life of three years. All of the
Company's intangible assets have useful lives and are therefore subject to amortization.
Property and equipment is valued at cost less accumulated depreciation. Computer equipment,
furniture and fixtures, and office equipment are depreciated by the straight-line method over their
estimated useful lives of three to seven years. Amortization of leasehold improvements is provided
over the lesser of the term of the related lease or its estimated useful lives. When depreciable
assets are retired or sold, the cost and related allowances for depreciation are removed from the
accounts and the resulting gain or loss is recognized.

The Company evaluates its long-lived assets (which consist of property, equipment and intangible
assets) in accordance with the provisions of SFAS 144 "Accounting for the Impairment or Disposal
of Long-Lived Assets". This statement requires that these long-lived assets be reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may
not be recoverable. If the sum of the expected future undiscounted cash flows is less than the
carrying amount of the asset, a loss is recognized for the difference between the fair value and
carrying value of the asset.  In 2002 the Company recognized impairment charges of Euro
667,000 resulting from the disposal of property and equipment.

Income Taxes
Income taxes are recognized under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax
bases and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are
measured using currently enacted statutory tax rates for the years in which the differences are
expected to reverse. The effect on deferred taxes of a change in tax rates is recognized in income
in the period that includes the enactment date. Valuation allowances are established for deferred
tax assets when necessary to reduce deferred tax assets to the amounts expected to be realized.
Due to the losses in the past the Company has fully allowed for all deferred tax assets.

Accounting for Stock Based Compensation
The Company applies the intrinsic-value-based method prescribed by Accounting Principles Board
Opinion ("APB") 25, "Accounting for Stock Issued to Employees" ("APB 25") and related
interpretations.  Under this method, compensation expense is recorded on the date of grant only if
the current market price of the underlying stock exceeds the exercise price or the exercise price is
not fixed at the grant date.  Based upon APB 25, included in the Company's consolidated
statement of operations are non-cash compensation charges of Euro 811,822 for the year 
ended 2002.

SFAS 123, "Accounting for Stock-Based Compensation", established accounting and disclosure
requirements using a fair-value-based method of accounting for stock-based employee
compensation plans.  As allowed by SFAS 123, the Company has elected to continue to apply the
intrinsic-value-based method of accounting described above, and has adopted only the disclosure
requirements of SFAS 123.  As required by SFAS 148, "Accounting for Stock-Based
Compensation - Transition and Disclosure - an amendment of FASB Statement No. 123", the
following table illustrates the effect on net loss if the fair-value-based method had been applied to
all outstanding and unvested awards in each period (euros):
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Note 2 - Summary of Significant Accounting Policies, continued

Accounting for Stock Based Compensation, continued

Net Loss
2002 2001
EUR EUR

As reported 678,779 4,992,521
Deduct: Expense for stock-based 
compensation, net of tax according to APB 25 (811,822) (874,475)
Add:  Expense for stock-based compensation,
net of tax according to FAS 123 1,061,595 1,045,846

Pro forma    928,552 5,163,892

Earnings per share
2002 2001
EUR EUR

Basic and diluted - as reported (0.12) (0.88)
Basic and diluted - pro forma (0.17) (0.93)

Earnings Per Share
Basic net income (loss) per share is computed using the weighted-average number of
common shares outstanding during the period. Diluted net loss per share is computed
using the weighted-average number of common and common equivalent shares
outstanding during the period. Common equivalent shares consist of stock options and
warrants (using the treasury stock method). Common equivalent shares are excluded from
the dilutive computation only if their effect is anti-dilutive. As the Company recorded a loss in each
of the years ended December 31, 2002 and 2001, no common equivalent shares are included in
diluted weighted-average common shares outstanding.

Advertising Costs
Advertising costs are expensed as incurred.  For the year ended December 31, 2002 advertising
expense was Euro 32,944.

Accounting for Derivative Instruments and Hedging Activities
The Company accounts for derivative financial instruments based on the provisions of Statement
of Financial Accounting Standard ("SFAS") No. 133, "Accounting for Derivative Instruments and
Hedging Activities".  SFAS No. 133 requires that all derivative instruments be reported on the
balance sheet at their fair values.  As the Company did not use derivative financial instruments in
the years presented, SFAS 133 did not have a material impact on the financial statements of the
Company.

Comprehensive Income
Comprehensive income is comprised of net income and other comprehensive income/loss. 
Other comprehensive income/loss includes foreign currency translation adjustments.
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Note 2 - Summary of Significant Accounting Policies, continued

Cash Flows
The consolidated statements of cash flows illustrate the effect of inflows and outflows during the
course of the fiscal year on the Company's cash and cash equivalents, and have been prepared 
in accordance with SFAS 95, "Statement of Cash Flows". The consolidated statements of cash
flows distinguish between cash flows from operating activities, investing activities, and 
financing activities.

Recently Issued Accounting Pronouncements
In July 2001, the Financial Accounting Standards Board ("FASB") issued Statement of Financial
Accounting Standards ("SFAS") No. 141, "Business Combinations," and SFAS No. 142, "Goodwill
and Other Intangible Assets." SFAS No. 141 requires the use of the purchase method of
accounting for business combinations initiated after June 30, 2001, and eliminates the pooling-of-
interests method. SFAS No. 142 requires, among other things, the use of a non-amortization
approach for purchased goodwill and certain intangibles. Under a non-amortization approach,
goodwill and certain intangibles will not be amortized in earnings, but instead will be reviewed for
impairment at least annually. The adoption of SFAS 141 and 142 did not have a material impact
on the Company's consolidated financial statements.

In August 2001, the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal of
Long-Lived Assets", which supercedes SFAS No. 121, "Accounting for the Impairment of Long-
lived Assets and for Long-Lived Assets to be Disposed of".  SFAS No. 144 retains the fundamental
provisions of SFAS No. 121 but sets forth new criteria for asset classification and broadens the
scope of qualifying discontinued operation. The adoption of SFAS 144 compared to previous
requirements did not have an impact on the Company's consolidated financial statements.

In September 2001, the EITF reached a consensus regarding Issue No. 01-10, "Accounting for the
Impact of the Terrorist Attacks of September 11, 2001", which requires that losses and other costs
incurred as a result of the event be classified as part of income from continuing operations in the
statement of operations. The operations of the Company were impacted by the Terrorist Attack as
a result of the proximity of its offices to the World Trade Center.

In July 2002, the FASB issued SFAS 146, "Accounting for Costs Associated with Exit or Disposal
Activities" ("SFAS 146"), superseding Emerging Issues Task Force ("EITF") Issue 94-3, "Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring)".  The Statement requires that a liability for
costs associated with exit or disposal activities be recognized in the period in which the costs are
incurred if a reasonable estimate of fair value can be made. The adoption of this statement will
affect the Company's accounting for exit and disposal activities initiated after December 31, 2002.

In December 2002, the FASB issued SFAS 148, which amends SFAS 123 to provide alternative
methods of transition for a voluntary change to the fair-value-based method of accounting for
stock-based employee compensation.  In addition, SFAS 148 requires more prominent disclosures
in both interim and annual financial statements about the method of accounting used for stock-
based employee compensation and the effect of the method used on reporting results.  As
described above, the Company applies APB 25, which uses an intrinsic-value-based approach to
measure compensation expense, and has adopted only the disclosure requirements of SFAS 123.
Under SFAS 123, compensation expense of stock option plans is measured at the grant date
based on the fair value of the award using an option-pricing model.  Compensation expense is
recognized over the service period with an offsetting credit to equity (paid-in capital).



Note 3. Discontinued Operations

In November 2000, the Company announced its decision to exit its online auction services. It
disposed of substantially all related assets and substantially terminated its activities related to
such services.  During 2001, the Company had residual activities related to these services,
resulting in a net loss from discontinued operations of Euro 131,413. 

Note 4. Intangible Assets, Property and Equipment 

Intangible assets, property and equipment, at cost, consist of the following at December 31, 2002
and December 31, 2001 (euros):

2002 2001

Computers and equipment 1,267,202 3,325,870
Furniture and fixtures 210,059 700,397
Leasehold improvements 42,559 715,581
Software 356,254 751,088
Website development    803,235    941,000

Total Acquisition Cost 2,679,309 6,433,936

Less: Accumulated Depreciation    (2,316,576) (4,773,013)
Total Book Value     362,733 1,660,923

Depreciation and amortization expense for the years ended December 31, 2002 and 2001 was
€588,935 and €1,692,424, respectively.

The estimated aggregate amortization expense for intangible assets for each of the five
succeeding years is as follows:

Euro

2003 150.275
2004 3.890
2005 1.154
2006, 2007 0

Note 5. Accounts Receivable, net

Amounts shown on the consolidated balance sheet is net of allowance for bad debts of €369.914
and €414.785 at December 31, 2002 and 2001 respectively.  All receivables are due within one
year of these respective dates.
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Note 6. Accrued Expenses

Accrued expenses consist of the following (euros): 
Years Ended December 31,

2002 2001

Accrued compensation and vacation 121,754 191,706
Other accrued liabilities and reserves 439,696 502,295

Total 561,450 694,001

The accrued expenses are payable within one year of the respective dates above.

Note 7. Commitments and Contingencies

Operating Leases
Artnet Corp. leases its New York office facility under a non-cancelable operating lease that
continues through March 31, 2005.  Artnet AG leases its Frankfurt office under a non-cancelable
operating lease continuing through August 31, 2004. Future minimum rental payments required as
of December 31, 2002 are as follows (euros):

For the Year
Ending December 31, Amount

2003 312,214
2004 320,736
2005 173,629

Total Minimum Payments Required 806,579

Rent expense for the Company amounted to €289,216 and €431,941 for the years ended
December 31, 2002 and 2001, respectively.

Other
Artnet Corp. currently is under audit by New York State for sales tax for the period March 1, 1998
through August 31, 2001.

Note 8. Litigation

The Company is subject to legal proceedings, claims, and litigation arising in the ordinary course
of business.  While the outcome of these matters is currently not determinable, the Company does
not expect that the ultimate cost to resolve these matters will have a material adverse effect on its
financial position, results of operations, or cash flows.
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Note 9. Income Taxes

The components of the net deferred tax asset as of December 31, 2002 and 2001 consist of the
following:

2002 2001

Net operating loss carry forward $19,124,000 $19,180,000
Deferred compensation 1,166,000 345,000
Allowance for doubtful accounts 171,000 164,000
Property and equipment (164,000) 428,000
Accrued vacation        21,000       23,000

Gross deferred tax asset 20,318,000          20,140,000
Less: Valuation Allowance (20,318,000) (20,140,000)

Net Deferred Tax Asset             $ --            $ -- 

A valuation allowance has been provided for the full amount of the deferred tax asset due to the
uncertainty of the Company's ability to realize the full value of these assets in the future.  The
Federal and State net operating loss carryforwards in the USA will begin to expire from 2004
onwards.

Note 10. Shareholders' Equity (Deficiency)

Subscribed Capital
At December 31, 2002, artnet AG had 5,610,522 no-par ordinary shares issued. 20,545 shares
have been authorized but not yet issued. Outstanding shares amount to 5,478,387 after deducting
132,135 treasury shares.

In 2002 artnet AG authorized 20,545 shares for issuance under Conditional Capital III in exchange
for the last 587 minority shares in Artnet Corp.

During 2001 artnet AG issued additional common shares as follows:
On 14 February 2001 111,420 bearer shares were issued to Hans Neuendorf, bringing his share
ownership (excluding stock options) to 1,456,185. At the end of 2001 Hans Neuendorf contributed
all these shares except for the aforementioned newly issued 111,420 shares into a company,
privately controlled by him. The issuance price was € 3.59 per share in form of a contribution in
cash leading to a cash-inflow of € 399,998 of which € 111,420 was assigned to share capital and
€ 288.578 to additional paid-in capital.

On 31 May 2001, an additional 150,000 bearer shares were issued against contribution in cash for
a price of € 3.00 per share. As a result, share capital was increased by € 150,000 whereas
additional paid-in capital was increased by € 300,000.
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Note 10 - Shareholders’ Equity (Deficiency), continued

Authorized Capital
By resolution of the Shareholders' Meetings held on February 23 and April 6, 1999, the Executive
Board of artnet AG was authorized, subject to consent of the Supervisory Board, to increase the
subscribed capital on or before March 11, 2004, by up to total amount of € 1,170,413 through the
issuance of new ordinary shares in return for contributions in cash ("Authorized Capital I"). In 2001
artnet AG issued 261,420 shares under Authorized Capital I for contributions in cash of € 849,999.
The remaining Authorized Capital I after these issuances is € 908,993

By resolution of the same Shareholders' Meetings, the Executive Board of artnet AG was also
authorized, subject to consent of the Supervisory Board, to increase the subscribed capital on 
or before March 11, 2004, by up to a total amount of € 1,017,087 through the issuance of new
ordinary shares in return for contributions in cash ("Authorized Capital II"). No additional ordinary
shares were issued under Authorized Capital II in fiscal years 2002 or 2001.

Conditional Capital I
For Conditional Capital I, see the disclosures in Note 11 below.

Conditional Capital II
At the meetings of February 23, and April 6, 1999, shareholders agreed to establish Conditional
Capital II of up to 799,063 shares to satisfy the exercise of options issued to pre-IPO shareholders
in connection with earlier financings. The options have an average exercise price of € 4.4664 and
can be exercised in the period from November 1, 1999 to December 31, 2003. The conditional
capital increase will be implemented only insofar as the options are exercised. Since 2000 the
balance of the class is unchanged with 757,851.

Conditional Capital III
At the meetings of February 23, and April 6, 1999, shareholders agreed to create Conditional
Capital III of € 953,435, representing up to 953,435 new shares of common stock with a 
calculated nominal value of € 1 each. The conditional capital increase served to prepare for the
merger between Artnet Corp. and artnet.com AG by granting conversion rights. The shareholders 
of Artnet Corp. who made a contingent contribution of their shares to artnet.com AG in accordance
with the contribution and post-foundation agreement of February 23, 1999 (delayed contribution)
have the right to exchange one Artnet Corp. share for 35 shares of artnet.com AG in the period
from May 1, 2000 to December 31, 2004. The conditional capital increase will be implemented only
insofar as the conversion rights are exercised. During fiscal year 2000 a total of 932,890 artnet.com
AG shares were issued on exercise of options from Conditional Capital III against contribution of
Artnet Corp. shares, bringing artnet AG's ownership of Artnet Corp. to 99.6% from 79.6%. In 2002
the remaining balance of Conditional Capital III of 20,545 was authorized for issuance in return for
the last minority shares in Artnet Corp.  

Treasury shares
By resolution of the Annual Shareholders' Meeting held on August 19, 2002, the Executive Board
was authorized to acquire, on or before April 1, 2004, shares of artnet AG on the condition that
such share purchases do not account for more than 10 % of the Company's capital stock. The use
of these shares is restricted to the purposes stated in the resolution.

As of December 31, 2001, artnet AG held 213,435 of its own shares, representing 3.80 % of capital
stock. These shares had been acquired in 1999 and were accounted for under the cost method. In
2002 the Company transferred 81,300 of the treasury shares in full satisfaction of a loan in the
amount of Euro 64,349. The transferred treasury shares had average acquisition cost of 275,326.
The loss from the transfer of EUR 210.977 was charged to accumulated deficit. As of December
31, 2002, artnet AG held 132,135 of its own shares, representing 2.36 % of capital stock.
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Note 11. Employee Stock Option Plan

Conditional Capital I
At the Shareholders' Meetings of February 23, 1999 and April 6, 1999, shareholders agreed to
create Conditional Capital I to provide for an employee stock option plan consisting of 435,000
new bearer shares of common stock with a calculated nominal value of € 1.00 each. Of this
amount, up to 285,000 shares will be available for the issue of options to the employees of the
Company and affiliated entities, and up to 150,000 shares will be available for the issue of options
to the members of management of the Company and affiliated entities. (These amounts are in
addition to the Treasury Stock reserved for pre-IPO stock options.)

These shares are to be issued at a price that corresponds to the lower of the average stock
exchange quotation over the last ten bank workdays before the day of the grant, or € 6.72 per
share for any grants occurring prior to the public offering. The options cannot be exercised for two
years after date of grant and expire ten years after being granted. The Plan further provides that in
order to exercise an option, the stock exchange price last determined before the day of the
intended exercise of the subscription right must exceed the exercise price by at least ten percent.

During 1999, artnet AG recorded a charge of $12,138,811 related to options granted until May 15,
1999 with exercise prices below market value on the date of grant. This amount is recorded as
deferred compensation on the books of artnet.com AG. The costs will be allocated to the Company
over the vesting period of the options. The Company recorded an expense of Euro 874,475 for
options that vested in 2001 and Euro 811,822 for those that vested in 2002.

artnet AG Employee Stock Options Weighted Average

Shares EURO Exercise Price
2001:
Options outstanding - January 1, 2001 248,600 6.61
Granted 91,000 1.15
Exercised 2,750 6.72
Cancelled 114,600 6.94
Options outstanding - December 31, 2001 222,250 4.71

2002:
Granted 170,000 1.00
Exercised - -
Cancelled   10,500 3.69
Options outstanding - December 31, 2002 381,750 3,09

Options exercisable - December 31, 2001 64,550 6.85
Options exercisable - December 31, 2002 104,400 6.01
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Note 11 - Employee Stock Option Plan, continued

artnet AG Employee Stock Options Weighted Average, continued

The following tables summarize information about stock options outstanding at December
31, 2002 and 2001:

Weighted Average
Number Exercise Outstanding at  Remaining

Prices December 31, 2002 Contractual Life

€ 6.72 87,500 6.5
1.00- 1.50 80,000 8.5
5.10- 8.00 40,750 7.0

11.20 3,500 7.0
1.00 150,000 9.0
1.00 20,000 9.5

Weighted Average
Number Exercise Outstanding at Remaining

Prices December 31, 2001 Contractual Life

€ 6.72 91,000 7.5
1.00- 1.50 85,000 9.5
5.10- 8.00 42,760 8.0

11.20 3,500 8.0

Pro-Forma Information
SFAS 123 requires disclosure of pro-forma information regarding net income and earnings per
share as if the Company had accounted for its stock-based awards granted to employees using
the fair value method. The fair value of the Company's stock-based awards was estimated as of
the date of the grant using an option-price model with the following assumptions:

2002 2001
Expected Life in years: 5 5
Weighted average risk- free interest rate [Euros]: 6% 6%
Expected future dividend yield: -% -%
Expected volatility: 34% 144%

The risk- free interest rates were based upon Euro instrument rates with maturity equal to
expected term. The weighted average fair value of options granted during the year ended
December 31, 2002 with exercise prices equal to fair market value on the date of
grant was Euro 0.40 and for the year ended December 31, 2001, Euro 1.10.

Note 12. Board of Directors

Executive Board
Hans Neuendorf is CEO of artnet AG and a director of Artnet Corp.  In the fiscal years 2001 and
2002 Mr. Neuendorf did not receive remuneration from the Company, only advances of his
expenditures.  Mr. Neuendorf or companies controlled by him own 1,456,185 shares of artnet AG
and hold 161,502 stock options.
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Note 12 - Board of Directors, continued

Supervisory Board
John D. Hushon, Chairman
Klaus-Jochen Schaeffer, Vice Chairman
Dr. Jürgen Gaulke

The supervisory board members' remuneration for 2002 and 2001 amounted to Euro 22,500,
respectively, as follows: .

Mr. Hushon: Euro 10,000
Mr. Schaeffer: Euro   7,500
Dr. Gaulke: Euro   5,000

Mr. Schaeffer or companies controlled by him own 600,000 shares of artnet AG and hold 39,557
stock options.  

Note 13. Related Party Transactions

During the year ended December 31, 2002, the Company entered into a $3 million Split-Dollar Life
Insurance policy with the Mass Mutual Insurance Company for the benefit of Mrs. Caroline
Neuendorf, Mr. Neuendorf's spouse.  The monthly insurance premiums of $4,220.90 are paid by
the Company and recorded as a loan to Mr. Neuendorf.  The Company maintains an interest in
the policy up to the amount it has paid in premiums.  Upon Mr. Neuendorf's death, proceeds from
the insurance benefit will be used to repay the loan to the Company.  The balance of the proceeds
will be disbursed to Mrs. Neuendorf.  As of December 31, 2002, as a result of advances for the
Split-Dollar Life Insurance policy Mr. Neuendorf has an outstanding balance to the Company of
Euro 10,695. Mr. Neuendorf also received advances for necessary expenditures from the
Company in the amount of Euro 164,043 including interest. The interest is calculated with a rate of
11% per annum. The total outstanding loan due from Mr. Neuendorf to the Company as of
December 31, 2002, is Euro 174,738.

Mr. Schaeffer of the Company's Supervisory Board provided a series of loans to the Company in
2001.  The loans carry an interest rate of 8% per annum.  As of December 31, 2002, the loans
total Euro 410,545 including interest.

Mr. Brewster Fine, President of Artnet Corp., provided a loan in the amount of Euro  64,349 to the
Company in 2001.  The loan was fully settled in 2002 with the transfer of 81,300 treasury shares.

Dr. Gaulke of the Company's Supervisory Board has a contract with the Company to provide
consulting services to the Company.  The contract provides for annual compensation of Euro
56,242 per year for services rendered.
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Note 14. German Code of Corporate Governance

The German federal government published the German Code of Corporate Governance in
February 2002. The Code contains statutory requirements and a number of recommendations and
suggestions. Only the legal requirements are binding for German companies. With regard to the
recommendations, the German Stock Corporate Act, section 161, requires that listed companies
publicly state every year the extent to which they comply with them. In December 2002 the
Executive Board and the Supervisory Board issued the required compliance statements. These
statements are availabe on the website of the Company.

Note 15. Significant Differences between German and U.S. Accounting Principles

Because the Company is a German corporation that owns the majority voting rights in other
enterprises, it is generally obliged to prepare consolidated financial statements in accordance with
the accounting regulations set out in the German Commercial Code (Handelsgesetzbuch) ("HGB").
HGB, section 292a offers an exemption from this obligation if consolidated financial statements are
prepared and published in accordance with  an internationally accepted accounting principle (e.g.,
U.S. GAAP).  To make use of this exemption, the Company is required to describe the significant
differences between the accounting methods applied and German accounting methods.

German HGB accounting rules ("German GAAP") and U.S. GAAP are based on fundamentally
different perspectives.  While accounting under German GAAP emphasizes the principles of
prudence and creditor protection, providing all relevant information to investors in order to facilitate
future investment decision-making is a primary emphasis of U.S. GAAP.

Deferred Taxes
Under German GAAP, deferred tax assets are not recorded for net operating losses.  Under U.S.
GAAP, deferred tax assets are recorded for net operating losses and a valuation allowance is
established when it is more likely than not that deferred tax assets will not be realized.

Goodwill and Intangible Assets
According to German GAAP, goodwill and intangible assets acquired in business combinations are
capitalized and subject to amortization and imipairment testing.  According to SFAS 142, goodwill
and intangible assets with an indefinite life acquired in business combinations are only subject to
impairment testing but not amortization.

Treasury Stock
Under German GAAP, treasury stock is considered a marketable security and is valued at the lower
of cost or market at the balance sheet date.  Unrealized and realized losses and realized gains are
included in earnings.  Under U.S. GAAP, treasury stock is recorded at cost in shareholder's equity.
Changes in value, whether realized or unrealized, are not recognized.
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The Supervisory Board, which did not form any
separate committees, oversaw the functioning 
of the Management Board regarding the tasks
imposed on it by law and the Articles of
Association, and determined that Management
conducted itself appropriately during the 
fiscal year . The Supervisory Board held 
four formal meetings and several informal 
ones over the course of the year. During the 
year, the Supervisory Board was also provided
with detailed information on the status of the
company, the course of business and on the
business policies in written and oral reports and
through meetings with the Management Board.
This information formed the basis on which the
management of the company was monitored. 

The Annual Financial Statements of artnet AG
and the related Consolidated Financial
Statements drawn up by the Management 
Board for the fiscal year , together with 
the management report and the group
management report, have been audited by
PROFUNDA Treuhand GmbH, Hamburg. 
The auditors issued an unqualified opinion 
that both the Consolidated Financial Statements
and the Annual Financial Statements of artnet

AG give a true and fair view of the net assets,
financial position, results of operations and cash
flows of the Company as well as artnet AG as a
single entity for the business year in accordance
with US-GAAP and German GAAP, respectively.
However, their opinion is followed by an
explanatory paragraph explaining the substantial
doubt about the Group's ability to continue 
as a going concern due to low liquidity and 
the relatively high amount of debt and the 
need to generate sufficient cash flows from
operations in the future. The Supervisory 
Board agrees with the auditors. In spite of
improved cost management, the Company 
will need growth in revenue in order to stabilize
its economic situation. 

The annual financial statements for the holding
company artnet AG and the consolidated 
entity drawn up by the Management Board 
for the fiscal year , together with the related
management reports, have been submitted to 
the Supervisory Board for examination. The
auditors, after completing the audit of the
annual financial statements for , attended
the meeting of the Supervisory Board and
reported on their audit. The supervisory 
board concurs with the results of the audit.

The supervisory board examined the Annual
Financial Statements and the Consolidated
Financial Statements of artnet AG and the
related management reports and found no
objections. The Supervisory Board gave its
consent to the Management Board's Annual
Financial Statements in the version audited 
by PROFUNDA Treuhand GmbH, Hamburg,
by a resolution adopted May , . Thereby,
the Annual Financial Statements  are
formally approved. The Consolidated Financial
Statements for the fiscal year  are also
formally approved by the Supervisory Board. 

The Supervisory Board expresses its thanks 
to the Management Board and all employees 
for the successful work they have carried out 
in the past year.

Hamburg, . May 

John Hushon
Chairman of the Supervisory Board
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Investor Relations

Investor information and copies of financial
reports can be found at www.artnet.com/ir. 
Investor inquiries can be e-mailed to
ajahnke@artnet.com or mailed to one of 
the office addresses.
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