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artnet is a research client of Edison Investment Research Limited 

artnet is an online business in the global art sector. Its activities provide 
market transparency by selling transaction data and, via its website and 
Gallery network, facilitating communication between participants. The 
newer Auctions business adds considerable growth potential. artnet 
should benefit from the increasing shift of the market online, as well as the 
growing acceptability of art investment as an asset class. Its key assets 
are its 20+-year transaction database and its well-respected brand. 

Year end Revenue 
(€m) 

PBT* 
(€m) 

EPS* 
(c) 

DPS 
(c) 

P/E 
(x) 

Yield 
(%) 

12/12 13.5 (0.6) (10.9) 0.0 N/A N/A 
12/13e 13.0 0.1 1.6 0.0 128.1 N/A 
12/14e 13.8 1.8 21.0 0.0 9.8 N/A 
12/15e 14.9 2.5 29.0 0.0 7.1 N/A 

Note: *PBT and EPS are normalised, excluding intangible amortisation, exceptional items 
and share-based payments. 

Online increases addressable market 
artnet operates four key businesses in the online art market, based around the 
value of data generated through transactions. These are its Price Database (40% 
revenues), Galleries (36%) and Advertising (8%) activities and its online Auctions 
(16%). Through the first two, it has established a strong market presence, with a 
Gallery membership base now back on a growth tack and increasing revenues from 
its Price Database. Auctions have the greatest opportunity, as the market becomes 
more comfortable with trading higher value items online, with only around 1.8% of 
the $56bn global art market currently estimated to be transacted online. Auction 
listing price increases are raising average achieved prices, while more targeted and 
themed auctions are driving marketing efficiency, with greater numbers of potential 
bidders and higher sell-through rates. Increasing auction frequency will now drive 
revenues, with speed a major competitive advantage over traditional providers. The 
website is central to the operations and is shortly to be relaunched with greater 
functionality and ease of navigation. More extensive and engaging content will help 
build the global artnet community, giving greater leverage over the existing assets. 

Q213 back into profit 
The Q213 results showed the benefits of last year’s cost reductions starting to flow 
through, delivering a pre-tax profit of €28k against a Q113 loss of €78k and a 
dramatic turnaround from the €0.69m loss in Q212. Our model shows further 
progress in H213, regaining FY11 levels for the year, with top-line growth 
supporting our forecast in FY14 onwards. 

Valuation: Hidden assets 
Last year’s rejected and defeated bid was at €6.40 per share. Published group net 
assets are €2.4m (43c/share), but this does not reflect the full value of the revenue-
generating database. While there are no obvious quoted peers, an EV/Sales 
valuation for internet-based companies derives a price of €5.33, while a DCF on 
conservative assumptions yields a value of around €5.39.  
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Business description  

artnet is an online business offering an integrated 
range of information and transaction services in the 
fine art, design, and decorative art markets. It has 
four divisions; Price Database, Galleries, Auctions 
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Next events 

Q3 results 8 November 2013 

FY13 final results March 2014 
 

Analysts  

Fiona Orford-Williams +44 (0)20 3077 5739 

Jane Anscombe +44 (0)20 3077 5740 
 

media@edisongroup.com 
 
 

Edison profile page 
 

Media 

http://www.edisoninvestmentresearch.com/research/company/artnet


 

 

 

artnet | 8 November 2013 2 

Investment summary 

Company description: Online art market facilitator 
Founded in 1998, artnet was an early entrant into the online art market, building products that 
inform market participants of prices and trends and facilitate the flow of information across and 
within categories of participant. It has continued to develop its toolset using the cash raised at IPO 
in 1999 and the cash flow generated from its profitable businesses of the artnet Price Database 
(40% revenues) and artnet Galleries (36%), a subscription network. Advertising accounts for 8% 
revenues and the more recently established online Auctions, 16%. artnet’s major growth potential is 
in the latter, where online is building share of the overall market from its current low penetration rate 
of less than 2% of transactions by value. The group is also proprietor of the largest single 
accumulation of art market data (over eight million illustrated auction records from over 1,400 
auction houses), which it is seeking to monetise through more targeted analysis. artnet rejected and 
defeated a bid in 2012, simultaneous with a generational change in management. 

Sensitivities: Mainly economic and competitive 
The markets for fine and decorative arts are truly global. Volumes and prices are directly affected 
by the economic conditions in the main trading economies, with the presence and absence of the 
Chinese a particularly pertinent indicator. artnet’s business is also international and therefore there 
are currency sensitivities to the results. As with many other B2B and B2C sectors, there is a shift to 
online trading after initial resistance and speed of adoption, particularly in the auction sector, will 
influence the financial outcome for artnet’s business. The group’s operating technology needs to be 
robust and secure to maintain client confidence. The market landscape is highly competitive and 
other start-ups are likely, although they will be unable to replicate the historic data. Fraud and 
reputational issues are also a sectoral risk. Changes to the company’s Articles after last year’s 
corporate action make further hostile bid activity unlikely. Threatened legal action post the bid has 
not materialised. 

Valuation: Considerable discount 
The current share price of just over €2 and forecast 2014 PE of 9.8x is at a considerable discount to 
both a very broad group of internet peers (as there are no direct comparators quoted on the main 
stock markets worldwide) and to a valuation reached by a DCF. Based on a 2.7x TTM EV/Sales for 
a broad group with peers with internet-based businesses, both e-commerce and services, an 
equivalent valuation would be around €5.33 for the peer group and €5.39 for a DCF on 
conservative assumptions. Last year’s rejected and defeated bid was at €6.40.  

Financials: Coming back into profit 
artnet is moving back into profit after a period of restructuring. The company quantified the ongoing 
annualised savings as being of the order of €1.8m which will be partially reflected in the FY13 
results and fully reflected in FY14. The operating leverage around the break-even point is obviously 
marked and our financial forecast makes conservative assumptions. The group has managed the 
transition with a net cash-positive position at the end of each reporting period. The underlying Price 
Database and Galleries businesses are profitable and cash generative, while the Auctions business 
has been in the development stage. Now that the major investment phase of building and 
developing the business portfolio is substantially complete, the major lever to be pressed or lifted is 
that for the sales and marketing budget – an important element in differentiating and promoting the 
business in a crowded market. The group should nevertheless now be cash positive. 
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Company description: Facilitating the art market  

artnet has four business strands, all of which are digitally based and inform users of the art markets 
through the use of data and newsflow. The use of the web to share data is helping to democratise 
the market, easing access and facilitating fair transaction values. While there has been 
considerable resistance in some quarters, both from market professionals and reluctance on the 
part of consumers, levels of trust are starting to grow and online transactions are building their 
market share. Positioning and reputation are crucial, both in the trade and in the retail segments. 

The company was founded in 1998, taking over US-based Artnet Worldwide Corporation, which 
dated back to 1989. The latter had moved to an online business model in the mid-90s, making it 
one of the pioneers in this field. artnet listed at €49 per share on the Neuer Markt of the Frankfurt 
Stock Exchange in 1999, raising $49m/€42m in the IPO, giving it a market capitalisation at that 
point of $275m/€233m. As of 2007, artnet is now listed in the Prime Standard of the Frankfurt Stock 
Exchange. 

The four business strands comprise the Price Database, Galleries, Advertising and Auctions, 
revenues split as below. 

Exhibit 1: Geographic breakdown of FY13e revenues Exhibit 2: Divisional breakdown of FY13e revenues 

  
Source: Company accounts, Edison Investment Research Source: Company accounts, Edison Investment Research 

The original business was the artnet ArtPrice Database, a product that sought to increase 
international transparency in the art market by compiling the sales records of auction houses 
worldwide, allowing comparability globally, with records dating back to 1985. Access to this online 
resource is sold on a subscription basis. Initially focused on fine art and design, the database was 
extended to include decorative art in 2009. In 1995, an additional facility was introduced in artnet 
Galleries, which created an international network of galleries, allowing dealers and buyers to get 
sight of prices and a feel for trends and increasing the galleries’ reach in the global market. This 
product is also provided on a subscription basis and represents 36% of group revenues. 

Along with revenues derived from advertising receipts, the group now also comprises artnet 
Auctions, the newest income stream and the one with the most potential for growth longer term. 
This was set up in 2008 and is yet to break into profit. The history and prospects of each area are 
discussed in more detail below.  

Corporate activity coincident with new phase 
During 2012, artnet was subject to a hostile bid from Luxembourg-based Redline Capital 
Management, citing insufficient progress being made in driving the group back towards profit. 
Redline, chaired by Russian billionaire Vladimir Evtushenkov, with the founder of Skate’s Art 
Market, Sergey Skaterschikov, also then on the board, had first indicated that it was considering 
bidding in June. It had built up a stake of 9.1% and was joined in the approach by Weng Fine Art, 
which had also accumulated 4.03% of the company. Coincident with the initial approach, artnet 
announced that Hans Neuendorf, the founder and CEO and then owner of 26% of the group, would 
be stepping down (although continuing to advise the company as a consultant). His son, Jacob 
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Pabst, took over as CEO on 1 July 2012. His first actions were to close the loss-making artnet 
magazine and Paris office. The formal approach was priced at €6.40, a 33% premium to the then 
market price, but did not reach the 56% target set for success, having been voted down with 
management counter-arguing that the price did not reflect the underlying value inherent in the 
business. Redline has since been selling down its equity stake and now holds 3.73%. No further 
developments have resulted from indications of potential legal actions threatened at the time of the 
bid regarding changes to the company’s Articles, which considerably reduces the chances of 
success of any future hostile bid. 

Global art market data services 
The group employed around 107 full-time employees, eight part-time employees and nine 
sales/other consultants as at 30 June 2013, most of whom are based in New York, the largest of the 
group operations. This is a notable reduction on the previous year, when the equivalent numbers 
were 122, 14 and 11. artnet has subsidiaries in the UK and in France, but, as mentioned above, the 
Paris office was shut last year. The UK office provides sales and client support for its domestic 
market. As shown below, the US market accounted for the largest percentage of group revenues in 
FY12. The group has been looking to expand its reach in the Far East, with the Chinese art market 
now recovering after a sharp setback itself following something of a bubble. With an online-driven 
business model, having local physical presence is less important than having local reputation. 
Investment in the marketing function in order to build brand awareness is a clear group priority. 

Divisional descriptions 
artnet Price Database is the largest source of revenue and is subscribed to by a broad range of 
interested parties, ranging from dealers, auctioneers and valuers, private collectors, as well as 
interested ‘third parties’ such as the IRS and the FBI. It consists of over eight million auction 
records from more than 1,400 auction houses globally, with records dating back to 1985 in the fine 
art and decorative art categories. While other sources of data are available in the market (see 
Exhibit 7 below for the main players in each category), artnet purports to have the most 
comprehensive archive. 

Exhibit 3: artnet Price Database record and forecasts 

 
Source: Company accounts, Edison Investment Research 

Building the subscription base is clearly a matter of improving the marketing, but there is also 
considerable scope for analysing and presenting the data in ways that deliver greater value to its 
consumers. Two derivative products are currently offered; artnet Market Alert and artnet Analytics. 
The former is a straightforward option for subscribers to be alerted by email if particular artists’ 
works are coming up for auction or are offered for sale within the gallery network or via the artnet 
Auction site. The latter was launched in May 2012 and offers a series of indices of segmented 
elements of the art market, by style, geography, era etc as demanded by the users. Given the 
length of time that the main database has been running, trends and cycles in very specific 
segments of the market can be compared against others or against other financial indices unrelated 
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to the art market. The launch and build-up phases of this latter product in particular have taken 
some marketing focus away from pushing the core product, but it is now reported to be building 
some momentum. With such a wealth of available resource, there is ample scope for developing 
new tools for leveraging the data, but the group will need to scope such projects thoroughly to 
ensure they are financially viable and justify the development costs. 

Our divisional forecasts show a broadly flat year from the division in revenue terms, but with 
margins starting to rebuild following the achieved price increases (two over two years) for the main 
subscription product. Revenue should start to move ahead more strongly in FY14 and FY15. 

Exhibit 4: artnet Galleries record and forecasts 

 
Source: Company accounts, Edison Investment Research 

artnet Galleries constitutes a network of 1,700 member galleries and auction houses across over 
60 countries, enabling them to increase their reach and client bases, as well as keep tabs on 
market trends. The group also offers a specific product to auction houses through its Partnership, 
which enables the latter to link their own lots listed online with those listed on the artnet site, also 
referencing upcoming sales, and thereby driving traffic to the auction house’s own site. Over recent 
years, the membership had trended down, with the impact of the financial recession in key markets 
hitting the sector hard. However, artnet was also losing market share as rival networks launched, 
but more recently this trend has halted and started to reverse. Galleries that had left artnet for other 
networks have returned, citing the better performance, even if the marketing and client interfaces of 
others might have been superior. Improving on these fronts is a key focus for turning around the 
performance of the division and driving the top line, as is up and cross-selling to the existing 
customer base. 

We assume that the improvement in gallery numbers is sustained over coming months and that 
some progress is made in delivering better margins, with operating leverage starting to kick in and 
with an increasing range of products on offer.  

artnet Advertising is offered across the website and particularly in the monthly newsletter 
disseminated to the industry around the world to over 250,000 recipients. The drop off in revenues 
in FY12 reflects the closing of the artnet Magazine in July of that year. While the revenues and 
profits generated from advertising are effectively a side-product of the core activities, the return can 
be improved by more active management and by the improved functionality of the new website. 
The core artnet brand provides a good springboard for international luxury brands to reach a large 
and targeted audience. 
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Exhibit 5: artnet Advertising record and forecasts 

 
Source: Company accounts, Edison Investment Research 

The newest activity is in a way the most interesting. artnet Auctions undoubtedly presents an 
element of threat to some of the core customer base, so its presentation to the market is key; 
maximising arguments on extending reach while reassuring their customers that their client base 
will not be cannibalised. There had been a tendency to believe that the buyers and sellers would be 
reluctant to adopt online auctions, on the grounds that they would want physical access to examine 
lots on which they were bidding, but this has not proved an issue for many participants, particularly 
when offset by the ease and speed of the process. 

Exhibit 6: artnet Auctions record and forecasts 

 
Source: Company accounts, Edison Investment Research 

While the appetite has undoubtedly been growing for online auction capability, the way that artnet’s 
activities in the space had initially developed was not delivering a satisfactory return. The site was 
busy, but over-weighted towards low-value lots and a small number of active buyers. Over recent 
months, management has therefore reoriented the business with a view to driving up the gross and 
net margins. This has been implemented through two key changes to the fee structure: 

1. Abolishing the seller’s fee for lots valued in excess of $10k. 
2. Instigating a $150 listing fee for lower-value lots. 

This is already having a marked effect on average sales prices, with volume benefits also starting to 
come through. 

Driving marketing capabilities 
The group has now completed the major phase of re-examining and re-positioning the product suite 
and the programme of technical upgrading to the platform and the website is in progress over the 
next few months. The relaunch of the first phase of website enhancements will be over the next few 
weeks, with Phase II scheduled for 2014. The changes will incorporate considerable internal 
changes to the architecture, which will facilitate better search and internal organisation, paving the 
way for easier and more efficient data manipulation and analysis in monetisable formats. 
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Having a more robust and user-friendly interface, with an aesthetic that sits comfortably with the 
client base is increasingly important, given that the market has become so crowded. artnet has first-
mover advantage in many of its business streams, but only delivering product and service at least 
in line with expectations when others are competing for share will ensure that market-leading 
positions are maintained. It is clear that other players have used their marketing skills (and the 
benefit of private owners’ deep pockets) to achieve a more prominent market presence than the 
scale of their activities and reach justify. It is also clear that artnet’s marketing has not been either 
as adept or as well-resourced as it perhaps should have been. Concentrating on this element will 
help drive traffic to the site, and the improvements to the site design should help conversion of 
traffic to customers and enable the trade participants, the collectors, the galleries and the auction 
houses to improve their own communication and conversion and increase the amount of business 
that they do, in turn bolstering artnet’s revenues. 

Generational change 
The art trade is peppered with high-profile individuals, often wealthy collectors, with vocal opinions 
on their own industry structures and trends. For many participants in the broader art market, artnet 
was effectively synonymous with Hans Neuendorf, who stepped down last summer, as referred to 
above. He has since been providing consultancy services to the group (the terms of which 
arrangement have not been disclosed). Jacob Pabst, his son, took the reins as chairman and CEO, 
having joined the group in 2000. He has since been responsible for driving the technological 
aspects of the company, eg product design including the launches of artnet Auctions and artnet 
Analytics. Jacob is the sole member of the management board, but is supported by seven VPs; 
divisional and functional. The supervisory board consists of chairman John Hushon (US), a lawyer 
by background, with extensive management experience in the oil industry; Hans Neuendorf, the 
founder appointed on 10 June 2013; and Piroschka Dossi, a Ukrainian author, critic and curator 
specialising in the conjunction of the art market and finance, appointed in August 2013. 

Online share building 

The scale of the international art market is easy to overlook. The HIscox/ArtTactic Report 2013 set 
the global value at $56bn, while the Deloitte ArtTactic Art & Finance Report 2013 points out that 
overall auction sales of art by Sotheby’s and Christie’s alone accounted for $6.6bn in 2012, a rise of 
5.9%. The traditional art market brokers work between private collectors and galleries/museums, 
with commercial galleries and brokers as intermediaries. Over recent years, works of art have 
increasingly been seen as an investable asset class in their own right, with wealthy individuals and 
organisations seeking to diversify their broader investment portfolios to include these categories. 
This has both stimulated the market, which has become increasingly global, and shown the 
weaknesses of the traditional art trading mechanisms. As with other non-financial assets, the 
expanded investor base of market participants is generally articulate and demanding, but still needs 
the experience and expertise that rest in the traditional channels. In a changing trading 
environment, it is a perfectly natural response for the longer-standing players to seek to protect 
their positioning by keeping their IP internal. However, the demands from newer participants for 
transparency in their dealings and for data and insight to inform their decision making are strident, 
and concessions and changes in working practices already made mean the genie is clearly out of 
the bottle. There is therefore a significant opportunity for data-literate companies and organisations 
to fill the information gap. 

Cluttered market landscape  
The number of companies operating in the online art space has proliferated over the last few years 
as the cost of entry has fallen, with (reputedly) over 300 currently. However, many have not had the 
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financial and/or management resource to build the content and systems to fulfil their original 
intentions. Hiscox estimates that in 2012 the proportion of the art market conducted online had 
risen to 1.6% – equivalent to an $870m market in its own right. Its report also concludes that the 
growth trend is now well established and should accumulate to a CAGR of 19% over the five years 
to 2017, valuing the online art market at $2.1bn at that point. Below is Deloitte ArtTactic’s summary 
of the industry as it currently stands. 

Exhibit 7: Broad strands of online art business 
 Available services Description Significant Suppliers 
Data Auction data 

Primary market data 
Subscription access to historic data. 
Pricing data for online sales. 

Artprice; artnet; Artvalue; Mutualart; Artinfo 
Online galleries, e-commerce platforms 

Market analysis tools Auction indices 
 
Artist reputation rankings 
Market sentiment indices 

Art market analysis/comparison to financial markets. 
 
Artist information/ranking based on public exposure. 
Subscription access to sentiment data. 

Mei & Moses (artasanasset.com); artnet; Artprice; 
Tutela Capital; AMR 
Artfacts.net; ArtTactic 
ArtTactic; Artprice 

Market information Digital print news 
Art news online 

Limited access to print newspaper articles. 
Online-only art market information. 

Art Trade Gazette; The Art Newspaper Online 
Art Daily; Artinfo; Art Market Monitor 

Online sales Live bidding 
Online auctions 
Online sales 
 
Online marketplaces 

Bid in real time while watching live videostream. 
Dedicated online auctions. 
Websites acting as broker between customers and 
galleries (often curated). 
Online portal and marketplace for transactions. 

Christie’s LIVE; Sotheby’s Bid Now; Live Auctioneers 
artnet Auctions; SafronArt 
Artspace; Artsy; Paddle8; s[edition]; VIP Art Fair; 
Artfinder; Exhibition A  
1st Dibs; EBay; ArtViatic; The COMPANY; 
Expertissim 

Education Online art business 
education 
Museum apps 

Online courses in art business and finance. 
 
Educational tools often to accompany a specific 
museum or exhibition. 

Sotheby’s Institute of Art 
 
MoMA; Louvre; Tate, etc 

Social platforms Social media Audience building and communication with current 
and potential customers. 

ArtStack; artween.com; artrise.com; 
artists2artists.net; Facebook; Twitter; Artsy 

Source: Deloitte Luxembourg & ArtTactic Art & Finance Report 2013 

Corporate activism abounds 
As the art market increasingly evolves as an investable asset class, the financial performance of 
companies involved is increasingly under the spotlight. Last year artnet itself fought off a bid from 
activist shareholders who wanted to see a faster return to growth and profitability. Sotheby’s is 
currently at the centre of a debate with two hedge funds seeking to influence more aggressive 
utilisation of the balance sheet. Christie’s, which was listed in London in 1973, was taken private by 
Francois Pinault for $1.2bn in 1999. In 2010, there were market rumours that Qatari investors were 
interested in buying the group, but all has gone quiet again on this front. 

Sensitivities 

The art market is complex and has many participants, all with differing business models and not all 
being run as truly commercial enterprises. As developments are still in their relative infancy, there 
will continue to be a lot of start-ups, potentially disrupting the status quo, but conversely this may 
provide opportunities to expand and adopt new ideas and form strategic partnerships with other 
participants. 

The speed of adoption of online versus traditional will be a key sensitivity, mostly outside artnet’s 
control. Alongside more general economic trends and those in specific countries or markets, such 
as the presence or absence of the Chinese buyers in the market, these introduce a considerable 
element of uncertainty into the likely speed of growth of the group. 

For any online business, systems integrity and security are crucial, particularly when dealing with 
high-value transactions and items. The upgraded IT provides an element of comfort on this front. 
Specific to the art market (and similar investment markets such as Fine Wine), there are perennial 
issues regarding fakes, fraudulent activity and money laundering, all of which constitute a 
reputational risk, as well as a commercial risk. 
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The group has a global client base, but the bulk of the activity is carried out in US dollars, with the 
euro also an important trading currency and sterling also relevant. The majority of the group’s 
assets are also in US dollars, providing a degree of natural hedge. Changes to the company’s 
Articles made last year make further hostile bid approaches unlikely, given the founder’s substantial 
shareholding of 26.5%. Legal action that had been threatened at the time of the bid’s defeat has not 
materialised. 

Valuation 

artnet is just establishing profitability and therefore trying to premise a valuation on current financial 
returns is problematic. The potential speed of build through 2014 adds a high degree of operational 
gearing, making reliance on a traditional earnings or EV/EBITDA multiple metric unreliable. The 
group’s quoted net assets of €2.4m are equivalent to 43c per share, with fixed assets incorporating 
computer equipment, fixtures, leasehold improvements, website and software development and a 
€1.4m deferred tax asset. While the investment in software and IP is reflected in the balance sheet, 
accounting rules preclude the inclusion of the financial value of the data, which forms a key asset to 
the business and is responsible for generating considerable revenues – the equivalent to a backlist 
in a publishing concern, which might be valued on the basis of lists changing hands. 

Quoted peers form poor comparators 
In terms of quoted peers, there are no international directly comparable businesses. While there are 
elements of similarity with the business models of globally established auction houses such as 
Christie’s and Sotheby’s, we would argue that their market valuations are not truly based on their 
trading performance, but on corporate issues exaggerated by a lack of liquidity in the shares. For 
the broader base of companies operating online, a good valuation proxy is the Software Equity 
Group’s Internet Index, which for Q313 shows companies on an average value of 2.7x EV/Revenue 
multiple. Within this, commerce companies are trading at a considerable discount at 1.1x sales, 
while services companies trade at a premium at 4.3x. Given this disparity, using the sector average 
seems a reasonable position to take.  

Applying the 2.7x multiple to artnet’s trailing 12-month revenue figure of €3.04m gives an EV of 
€35.2m, equivalent to a share price of €6.27. We believe that some discount is appropriate, given 
the lack of market familiarity with the investment story and limited liquidity in the stock, as well as 
the changes to the Articles made last year, which limit the likelihood of a further bid. Applying a 15% 
discount still gives us an implied share price of €5.33, a considerable premium to the current share 
price of €1.97. 

DCF gives higher implied value 
Exhibit 8: DCF scenario analysis 

  Growth 2016-2019 

W
AC

C 

 10% 15% 20% 25% 30% 
8.0% 5.80 6.60 7.48 8.43 9.48 
9.0% 4.93 5.60 6.34 7.15 8.03 

10.0% 4.28 4.86 5.49 6.19 6.95 
11.0% 3.77 4.28 4.83 5.44 6.10 
12.0% 3.36 3.81 4.30 4.84 5.43 
13.0% 3.03 3.43 3.87 4.35 4.88 

Source: Edison Investment Research 

We show here a range of values for WACC and medium-term growth scenarios to derive a 
valuation range. On our internally calculated WACC of 9.2% (using the group’s Beta of 1.10) and 
assuming that the group tracks medium-term market forecasts for the growth of the online art 
market of 19%, the implied share price would be €6.34. As above, we would also attribute a liquidity 
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discount of 15%, giving a value per share of €5.39. On the same WACC, the current share price is 
implying that revenues will start to reverse by about 40% pa from 2017. 

Financials 

Moving back into profit 
 The investment phase of building a sustainable business model is now complete with a broad 

portfolio of services and products to address the opportunities presented by the online art 
market. The reduced cost of ongoing product development, even if partly offset by higher sales 
and marketing expenditure, should benefit margins from the current financial year. Our model 
also demonstrates the effect of the pricing changes. The increases for the Price Database 
subscriptions should help lift margins from the current level of sub-4% back to 20% by FY16, 
near to the FY10 level of 22%. Better control of costs supports the recovery of Gallery margin, 
while we envisage the Auctions business delivering its maiden profit in the current financial 
year. The financial record and performance for each sector is shown graphically on pages 4-6 
above. 

 The generational change in management heralded a more proactive approach to managing 
costs, particularly with the closure of the magazine. This had a strong profile in the market and 
was something of a masthead product and the decision to close led to much market 
commentary, not all favourable. However, the operation had been running at a loss for some 
time. Alongside the closure of the Paris office, artnet quantified the ongoing annualised cost 
reduction at around €1.8m. 

Exhibit 9: Group divisional growth 

 
Source: Company accounts, Edison 

Cash flow should now pick up 
In this new phase, with reduced capital spend requirements, the other demands on cash will 
principally involve the funding of working capital as the business scales up. It is possible that the 
ensuing cash may be used for acquisition purposes should suitable opportunities arise or to fund 
strategic joint ventures. At some stage, a dividend will undoubtedly be considered. 

Balance sheet remains cash positive 
artnet has managed this transformational stage of its corporate development with a net cash 
position at each reporting period end. The working capital position has been reinforced by a 
shareholder loan of €500k from Hans Neuendorf’s Galeries Neuendorf, owner of 26.45% of the 
equity. As the profits begin to flow through, the group’s net position will naturally strengthen and this 
loan can be repaid. The net asset value of €2.4m includes fixed assets, including computer 
equipment, fixtures, leasehold improvements, website and software development and a €1.4m 
deferred tax asset. 
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Exhibit 10: Financial summary 
 
  €m 2010 2011 2012 2013e 2014e 2015e 
31-December   IFRS IFRS IFRS IFRS IFRS IFRS 
PROFIT & LOSS          
Revenue     13.67 13.25 13.49 13.04 13.83 14.89 
Cost of Sales   (5.92) (5.14) (6.01) (4.90) (4.98) (5.28) 
Gross Profit   7.75 8.11 7.47 8.14 8.85 9.61 
EBITDA     0.81 1.48 (0.16) 0.53 2.20 2.86 
Operating Profit (before amort. and except.) 0.39 1.11 (0.50) 0.18 1.85 2.51 
Intangible Amortisation   (0.42) (0.21) (0.15) (0.15) (0.15) (0.15) 
Exceptionals   0.00 (0.12) (0.63) 0.00 0.00 0.00 
Other   0.00 0.00 (0.03) 0.00 0.00 0.00 
Operating Profit   (0.03) 0.78 (1.32) 0.03 1.70 2.36 
Net Interest   (0.07) (0.02) (0.04) (0.03) (0.03) (0.00) 
Profit Before Tax (norm)     0.32 1.09 (0.55) 0.15 1.82 2.51 
Profit Before Tax (IFRS)     (0.10) 0.76 (1.37) (0.00) 1.67 2.36 
Tax   (0.42) (0.40) (0.02) (0.05) (0.65) (0.90) 
Profit After Tax (norm)   (0.10) 0.53 (0.60) 0.09 1.17 1.61 
Profit After Tax (FRS 3)   (0.52) 0.36 (1.39) (0.05) 1.02 1.46 
         Average Number of Shares Outstanding (m)  5.55 5.55 5.55 5.55 5.55 5.55 
EPS - normalised (p)     (1.8) 9.5 (10.9) 1.6 21.0 29.0 
EPS - normalised fully diluted (p)     (1.8) 9.5 (10.9) 1.6 21.0 29.0 
EPS - (IFRS) (p)     (9.3) 6.5 (25.0) (0.9) 18.3 26.3 
Dividend per share (p)   0.0 0.0 0.0 0.0 0.0 0.0 
         Gross Margin (%)   57% 61% 55% 62% 64% 65% 
EBITDA Margin (%)   6% 11% -1% 4% 16% 19% 
Operating Margin (before GW and except.) (%)  3% 8% -4% 1% 13% 17% 
         BALANCE SHEET         
Fixed Assets     2.83 3.86 3.77 4.08 4.00 4.13 
Intangible Assets   0.77 1.29 1.00 1.29 1.16 1.24 
Tangible Assets   1.83 2.08 2.48 2.50 2.55 2.60 
Investments   0.23 0.49 0.29 0.29 0.29 0.29 
Current Assets     4.28 3.58 2.23 2.69 3.51 5.40 
Stocks   0.00 0.00 0.00 0.00 0.00 0.00 
Debtors   1.13 0.94 0.92 0.85 0.86 0.88 
Cash   2.70 2.11 0.75 1.41 2.80 4.59 
Other   0.45 0.52 0.56 0.43 (-0.15) (-0.06) 
Current Liabilities     (2.70) (2.63) (3.07) (3.42) (3.10) (3.33) 
Creditors   (2.55) (2.53) (2.85) (2.69) (2.87) (3.11) 
Short term borrowings   (0.15) (0.10) (0.23) (0.73) (0.23) (0.23) 
Long Term Liabilities     (0.10) (0.05) (0.57) (0.49) (0.71) (0.71) 
Long term borrowings   (0.10) (0.05) (0.37) (0.21) (0.71) (0.71) 
Other long term liabilities   0.00 0.00 (0.20) (0.27) 0.00 0.00 
Net Assets     4.31 4.75 2.37 2.86 3.70 5.48 
         CASH FLOW         
Operating Cash Flow     0.47 0.47 (0.46) 0.43 2.37 3.00 
Net Interest    (0.01) (0.02) (0.04) (0.03) (0.03) (0.00) 
Tax   (0.04) (0.05) (0.02) (0.04) (0.59) (0.81) 
Capex   (0.17) (0.86) (0.68) (0.40) (0.40) (0.40) 
Acquisitions/disposals   0.00 0.00 (0.68) 0.00 0.00 0.00 
Equity Financing   0.03 (0.13) 0.01 0.35 0.00 0.00 
Dividends   0.00 0.00 0.00 0.00 0.00 0.00 
Net Cash Flow   0.28 (0.59) (1.87) 0.30 1.36 1.79 
Opening net debt/(cash)     (2.04) (2.45) (1.96) (0.16) (0.47) (1.86) 
HP finance leases initiated   0.00 0.00 0.00 0.00 0.00 0.00 
Other   0.13 0.10 0.07 0.01 0.04 0.00 
Closing net debt/(cash)     (2.45) (1.96) (0.16) (0.47) (1.86) (3.65) 
Source: Company accounts, Edison Investment Research 
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Contact details Revenue by geography 
Oranienstraße 164 
10969 Berlin 
Germany 
+49 (0) 30 20 91 78 0 
www.artnet.com  

 

CAGR metrics Profitability metrics Balance sheet metrics Sensitivities evaluation 
EPS 11-15e 32.1% 
EPS 13-15e 310.5% 
EBITDA 11-15e 17.8% 
EBITDA 13-15e 131.7% 
Sales 11-15e 3.0% 
Sales 13-15e 6.9% 
 

ROCE 14e 35.9% 
Avg ROCE 11-15e 19.9% 
ROE 14e 31.5% 
Gross margin 14e 64.0% 
Operating margin 14e 13.4% 
Gr mgn / Op mgn 14e 4.8x 
 

Gearing 14e N/A 
Interest cover 14e N/A 
CA/CL 14e 1.1 
Stock days 14e N/A 
Debtor days 14e 23 
Creditor days 14e 76 
 

Litigation/regulatory  
Pensions  
Currency  
Stock overhang  
Interest rates  
Oil/commodity prices  
 

 

Management team  
Chairman & CEO: Jacob Pabst Chairman of Supervisory Board: John Hushon 
Jacob Pabst, son of the founder, Hans Neuendorf, took the reins as chairman 
and CEO, having joined the group in 2000. He has since been responsible for 
driving the technological aspects of the company, eg product design including 
the launches of artnet Auctions and artnet Analytics. 

John Hushon (US), a lawyer by background, has extensive management 
experience, mostly in the oil industry. 

  
 

Principal shareholders (%) 
Galerie Neuendorf 26.45 
Robert de Rothschild 7.33 
Schaeffer Immobilien 6.17 
Artis Capital Management 4.47 
Redline Capital Management 3.73 
  
 

 

Companies named in this report 
Sotheby’s (NYSE:BID)  
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