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Continuous Progress on Growth

We would like to take a moment to give an overview of the

tremendous progress we have made. Prior to 1999 the

company consisted of two long-established, successful and

pioneering products: the Fine Art Auctions Database,

which had already become the industry standard for

appraising art, and the online gallery network, which had

far eclipsed art fairs in size and become the largest of its

kind. In 1999 the two businesses would become self-

sufficient. On the strength of this record the company

developed two new businesses, the art auction and the

bookstore, and raised funds in an IPO to build the compa-

ny. In the second half of 1999 the company proceeded to

build out its infrastructure, software systems and staffing

to operate on a much larger scale and invest in new prod-

ucts. In 2000, the expansion was largely in place, so expen-

diture growth ceased while revenue began growing rapidly

and product line extensions were put in place. We have

built a basis for rapidly improving results in 2001.

Sustained Recurring Revenue Growth

Our nine-month revenue reached $3.3 million in 2000, a

significant achievement and an 87% increase over 1999.

Revenue growth mirrors a similar pattern to 1999, when

three quarters of modestly rising revenue were followed by

a strong fourth quarter, with each quarter substantially

higher than the year-ago period. The revenue from our

established products, the online gallery network and data-

base subscriptions, is predictable recurring revenue. With

high renewal rates, a strong art market and a healthy cus-

tomer growth rate, we anticipate a continuation of the pat-

tern in the fourth quarter of 2000. artnet.com’s size and

impact on the art market grows every day as we increas-

ingly become the World’s Art Marketplace™.

Strong Management Focus on Results,
Loss Narrows

The artnet.com management team created strong revenue

growth in 2000 without the commensurate increase in per-

sonnel. We entered the year expecting to need staff levels

reaching 140 to execute our business plan. Instead staff

levels remained level at 106. In addition, we have reduced

the variable costs of delivering our products (Product

Support, Production and Editorial) despite higher vol-

umes, and improved the efficiency while reducing the

expenditure in sales and marketing. As a result, quarterly

operating losses have declined since Q4 1999 despite the

inclusion of several one-time costs in the latest quarter.

This management of resources and focus on results will

result in greater operating leverage in 2001 and a more

rapid path to profitability.

letter to shareholders
$



artnet.com

N I N E  M O N T H  R E P O R T, 2 0 0 0

03

The Online Gallery Network,
Jewel in the Crown

artnet.com established itself and its credibility by serving

the professional art community with a suite of products

that served the art dealer’s needs. Its products were cre-

ated by dealers for dealers.What we accomplished in 2000

was the attainment of critical mass in this network – now

over 1,100 participants – such that its growth could now

accelerate. A network is more valuable to its participants

the more other members join it. Even more important, and

a fact few people outside the professional art world under-

stand, is the high stature of the galleries that comprise our

customers. As the network’s impact on the art community

increases, its members achieve greater sales results from

being in it, and are willing to pay higher prices over time

for participating.

Arttrade.de Acquisition Opens Doors 
to Art Fairs

Effective October 1st, artnet.com acquired Arttrade.de, a

Munich-based site associated with the Munich Art Fair.

Together with the acquisition artnet.com entered into a

contract with the Munich Art Fair to feature its galleries

on the artnet.com site for the duration of the Fair in early

November. Arttrade.de will create alliances with other

prominent art fairs to promote the use of artnet.com’s

powerful art marketplace to enhance the results of dealers

connected with the fairs, thus expediting the growth of 

artnet.com’s European business. The acquisition will make

a significant contribution to the growth of the online

gallery network.Waddington Galleries, London, longstanding participant
of the gallery network

Arttrade.de opens market for art fairs
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Looking ahead – The world’s art marketplace™

We at artnet.com are developing a variety of new product

and marketing alliances with important new partners with

the objective of strengthening our position as a hub of the

art market.We are concentrating a greater critical mass of

resources for the art industry in one place, to better serve

our customers and provide leadership in transforming the

way art business is conducted.

The radical business transformations taking place around

the world will accelerate, making the opportunities ahead

for artnet.com far greater than ever before. We are en-

couraged by artnet.com’s revenue growth and look to the

future with great enthusiasm and confidence.

Hans Neuendorf

Chief Executive Officer
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Results of Operations 
(All Amounts in US Dollars)

Revenue

Revenue grew to $3.340 million for the first three quarters

of 2000, an increase of 87% over the $1.785 million

reached in the same period in 1999. Revenue for the third

quarter totaled $1.213 million, an increase of 82% over

the prior year period of $0.666 million and an 9%

increase over the second quarter 2000 of $1.109 million.

The strongest growth arose from our core product, the

online gallery network, where advertising revenue reached

$2.274 million for the first nine months compared to

$1.296 million in the year-ago period. Online gallery net-

work revenue for the third quarter reached $0.775 million

compared to $0.433 million a year prior and $0.779 mil-

lion in the second quarter 2000. Revenue growth rose

year-over-year from a greater number of customers and a

higher yield per customer. Revenue was level in the quarter

due to seasonality. Database subscription revenue

increased 77% to $0.702 million for the nine-month peri-

od, compared to $0.397 million in the year-ago period.

Subscriptions for the quarter reached $0.244 million, a

34% increase over the prior year and a 5% increase over

the prior quarter. Subscriptions rose due to growth in the

customer base, and a new, higher pricing structure that

was implemented in the beginning of September.

Revenue in fine art auctions reached $195,000 for the

first three quarters, compared with $49,000 in the first

three quarters of 1999 when the product was launched.

Third quarter revenue was $101,000 in 2000 compared 

with $24,000 in 1999 and $65,000 in the second quarter

2000. The increase in auction revenue was due largely to

the success of special sales featuring Picasso and Warhol,

as well as the implementation of a seller’s commission.

Auction proceeds totaled $2.2 million representing over

950 lots for the first three quarters of 2000. The average

value of sold lots rose to $2,308 compared to an average

of $2,200 for all of 1999. Revenue for fine art book sales

was $120,000 in the nine months compared with $43,000

in the year-ago period.Third quarter revenue was $45,000

compared to $27,000 in 1999 and $32,000 in the second

quarter 2000. The increase was due to increased sales of

popular items, as well as improvements made in the fulfill-

ment process.

Revenue from our Printstore, which was launched in the

beginning of the third quarter, reached $49,000 for the

quarter.

Operating Expenses

Total operating expenses were $14.961 million in the first

nine months of 2000, up from $9.825 million in the same

period last year. Operating expenses for third quarter 2000

were $5.061 million, up 40% from the year-ago quarter,

and 7% from second quarter 2000. Cash operating

expenses were $12.277 million for the first nine months of

2000, up from $6.337 million in the year-ago period. Cash

operating expenses for the quarter were $4.136 million, up

42% from the year-ago quarter, and 8% from the second

quarter of 2000. The trends in operating expenditure rela-

tive to 1999 reflect the administrative and technology sup-

port for revenue growth. In 2000 the rate of expense

growth has slowed considerably reflecting a maturation of

the infrastructure and an emphasis on cost containment.
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Product support, production and editorial expenses totaled

$3.379 million for the nine months of 2000, up from

$2.172 million in the year-ago period, reflecting the staffing

of the auction and bookstore groups for a full period and

higher technology costs. Costs in the third quarter were

$0.930 million, down 4% from the year-ago quarter and

down 13% from the second quarter of 2000 reflecting the

completion of technical projects associated with new prod-

uct development, as well as efficiencies realized from a

higher revenue base.

Sales and marketing costs for the first three quarters of

2000 increased to $3.029 million from $1.401 million in

the year-ago period reflecting the staffing of the marketing

department and its advertising and promotion efforts to

support our growth in revenue. Costs for the third quarter

were $0.530 million, down 24% from the year-ago quarter,

and down 51% over the second quarter of 2000 as a result

of the conclusion of the America Online marketing agree-

ment and the company’s shift in marketing strategy towards

the use of more direct and cost-effective campaigns.

General and administrative expense totaled $5.750 million

in the first nine months of 2000, up from $2.738 million

in the year-ago period. General and administrative expense

for the quarter was $2.605 million, up 113% from the

year-ago quarter and 57% from the second quarter of

2000. The increases over 1999 are attributable to an

expanded executive management team and administrative

support staff, and the use of outside resources to fulfill

temporary operational and administrative objectives,

specifically in our technology department. The increase

over the previous quarter includes one-time employee sev-

erance costs, temporary use of technology consultants to

complete projects, and seasonal costs related to audit,

annual report and shareholder meeting costs. These costs

are expected to decline next quarter.

Non-cash compensation of $1.693 million recorded during

the first nine months of 2000 reflects the pro rata vesting

of stock options associated with the company’s employee

stock option plan. This is down from $2.989 million in the

year-ago period in which the company had its initial public

offering. The expense for the quarter was $0.564 million,

the same as for the first and second quarters of 2000.

Depreciation and amortization was $0.991 million for the

nine-month period, up from $0.499 million in the prior

year resulting from the company’s continued investment in

computer hardware, software and leasehold improvements.

At September 30, 2000 employees totaled 106.

Net Loss 

Loss from operations was $11.620 million in the first

three quarters of 2000, compared with $8.040 million in

the first three quarters of 1999 when the company oper-

ated on a much smaller scale for the first half of the year.

Operating loss in the third quarter of 2000 increased by

$0.223 million over the second quarter. Operating loss in

the third quarter of 2000 was $0.895 million greater than

in the third quarter of 1999.

After interest income, other income, income tax provision

and minority interest, net loss for the nine-month period of

2000 was $12.788 million compared to $7.498 million for

the year-ago period. Net loss for the third quarter of 2000

was $4.338 million compared to $4.411 million for the sec-

ond quarter and $2.818 million for the year-ago quarter.
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Net loss for the third quarter decreased by $0.073 million

over the second quarter.

Liquidity and Capital Resources

The company finished the period with $4.179 million in

cash resources compared to $16.477 million at December

31, 1999. Operating activities used $9.774 million in the

nine-month period compared to $4.870 million in the year-

ago period. Investing activities (hardware purchases, web-

site development, and furniture and fixtures) used $1.585

million compared to $1.951 million in the year-ago period.

There were no major cash flows from financing activities

during the first three quarters of 2000, while financing

activities provided $26.489 million in the same period in

1999, primarily from the initial public offering in the sec-

ond quarter of 1999.

In the third quarter of 2000, operating activities used

$0.370 million more cash than the second quarter, and

investing activities used $0.383 million less cash than the

second quarter. Total cash used in the quarter was $4.680

million. The company anticipates that it has sufficient liq-

uidity to fund operations into 2001.

Outlook

artnet.com continues to pursue a strategy of expansion in

all product areas in 2000, with a major focus on serving the

professional segment of the art market. Initiatives include

expansion of the sales force addressing professional cus-

tomers, expansion of product offerings to serve their needs,

strategic alliances, and focused direct marketing and pro-

motional campaigns. In the fourth quarter artnet.com

acquired Arttrade.de to expand its marketing efforts to

European art fairs, and other cooperations are expected.
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10.26.00. Guests at the Independent Curators International’s 25th Anniversary Gala in New York

bid in an online benefit auction sponsored by artnet.com. Business leaders and socialites competed

against people logging on from around the world. This is part of a series of successful artnet.com
online events to raise its profile in important audiences.
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artnet.com AG
CONSOLIDATED BALANCE SHEET
(ACCORDING TO US GAAP) UNAUDITED

Sept. 30, 2000 Dec. 31, 1999 Sept. 30, 2000 Dec. 31, 1999
USD USD EUR EUR

Current Assets

Cash $4,178,610 $16,476,725 €4,728,546 €16,398,126

Other Current Assets 2,089,444 943,050 2,363,703 938,551

Deferred Tax Asset 438,834 1,755,335 496,418 1,746,961

Total Current Assets 6,706,888 19,175,110 7,588,667 19,083,638 

Property & Equipment, Net 3,319,992 2,812,794 3,755,651 2,799,376

Security Deposits 238,321 151,336 269,593 150,614

Total Assets $10,265,201  $22,139,240  €11,613,911  €22,033,628

Liabilities

Current Liabilities $2,412,091 $2,320,477 €2,728,775 €2,309,408

Capital Leases (non-current) 14,120 25,892 15,973 25,768

Total Liabilities $2,426,211  $2,346,369 €2,744,748 €2,335,176 

Stockholders’ Equity 7,838,990 19,792,871 8,869,163 19,698,452

Total Liabilities & Equity $10,265,201 $22,139,240 €11,613,911 €22,033,628 
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artnet.com AG
CONSOLIDATED STATEMENT OF OPERATIONS
(ACCORDING TO US GAAP) UNAUDITED

Nine Months Ended September 30, 2000 1999 2000 1999 
USD USD EUR EUR

Revenue:

Advertising $2,273,861 $1,296,000 €2,572,241 €1,206,000

Subscription 702,045 397,000 794,168 369,000 

Auction 195,068 49,000 220,665 46,000

Bookstore 120,296 43,000 136,081 40,000

Printstore 49,050 -   55,486 -   

Total Revenue 3,340,320 1,785,000 3,778,641 1,661,000

Operating expenses:

Bookstore Cost of Goods Sold 78,662 26,000 88,984 24,000 

Printstore Cost of Goods Sold 40,190 -   45,464 -   

Product Support, Production 

and Editorial 3,378,973 2,172,000 3,822,368 2,021,000

Selling and Marketing 3,029,363 1,401,000 3,426,881 1,304,000

General and Administrative 5,750,115 2,738,000 6,504,655 2,548,000

Non-cash Compensation Expense 1,692,855 2,989,000 1,914,994 2,781,000

Depreciation and Amortization 990,681 499,000 1,120,680 464,000

Total Operating Expenses 14,960,839 9,825,000 16,924,026 9,142,000 

Loss from Operations (11,620,519) (8,040,000) (13,145,385) (7,481,000)

Interest Income – Net 188,595 196,000 213,343 182,000

Other (Expenses) Income (38,320) 5,000 (43,348) 4,000

Loss From Operations Before 
Provision for Income Taxes (11,470,244) (7,839,000) (12,975,390) (7,295,000)

Income Tax Provision (1,318,108) -   (1,491,072) -   

Loss From Operations Before 
Minority Interest (12,788,352) (7,839,000) (14,466,462) (7,295,000)

Minority Interest in Net Loss -   341,000 -   320,000 

Net Loss ($12,788,352) ($7,498,000) (€14,466,462) (€6,975,000)

Net Loss Per Share Attributable to

Common Shareholders: ($2.72) ($1.83) (€3.07) (€1.70)

Weighted Average Common Shares: 4,708,672 4,098,000 4,708,672 4,098,000 
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artnet.com AG
CONSOLIDATED STATEMENT OF CASH FLOWS
(ACCORDING TO US GAAP) UNAUDITED

For the Nine Months Ended September 30, 2000 1999 2000 1999 
USD USD EUR EUR

Operating Activities:

Net Loss ($12,788,352) ($7,498,000) (€14,466,462) (€6,975,000)

Depreciation and Amortization 990,681 499,000 1,120,680 464,000 

Deferred Tax Provision 1,316,501 -   1,491,072 -   

Provision for Doubtful Accounts 57,000 -   64,480 -   

Non-cash Compensation Related 
to Stock Options 1,692,855 2,989,000 1,914,994 2,781,000

Minority Interest -   (341,000) -   (320,000)

Changes in Operating Assets and Liabilities:

Accounts Receivable (1,056,662) (396,000) (1,274,793) (389,000)

Other Current Assets (146,732) (195,000) (214,839) (185,000)

Accounts Payable 1,043,233 482,000 1,299,023 480,000 

Accrued Expenses (882,231) (38,000) (812,813) (5,000)

Unearned Revenue -   (372,000) -   (317,000)

Net Cash Used in Operating Activities (9,773,707) (4,870,000) (10,878,658) (4,466,000)

Investing Activities:

Security Deposits (86,985) (95,000) (118,980) (94,000)

Purchase of treasury stock -   (400,000) -   (383,000)

Purchases of Fixed Assets (1,497,879) (1,456,000) (2,076,954) (1,527,000)

Net Cash Used in Investing 
Activities (1,584,864) (1,951,000) (2,195,934) (2,004,000)

Financing Activities:

Principal Payments on Capital Leases (81,160) (74,000) (76,636) (52,000)

Proceeds from Sale of Common Stock 241,332   26,079,000 273,000 24,637,000 

Repayments/Loans to Shareholders -   484,000 -   415,000 

Net Cash Provided by Financing Activities 160,172 26,489,000 196,364 25,000,000 

Effects of Exchange Rate 
Changes on Cash (1,099,716) 153,000 1,208,648 32,000 

Change in Cash (12,298,115) 19,821,000 (11,669,580) 18,562,000 

Cash at Beginning of Period 16,476,725 1,285,000 16,398,126 1,244,000 

Cash at End of Period $ 4,178,610 $ 21,106,000 €4,728,546 €19,806,000 
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artnet.com AG

Note to the Financial Statements

Recently Issued Accounting Pronouncements

The US Securities and Exchange Commission (“SEC”) released a staff accounting bulletin (“SAB

101”) recommending an interpretation of US GAAP regarding recognition of revenue, which affects

how artnet.com recognizes advertising revenue of its online gallery network. Currently, advertising

revenues are billed and recognized when the customer’s web page has been developed by artnet.com

and is published on artnet.com’s web site.  

The management of artnet.com is evaluating the relevance of SAB101 to the company and the poten-

tial impact on the company’s financial position and results of operations. If it is determined that the

new guidelines are applicable, the company will implement them as early as the fourth quarter of

2000. If implemented, the change would be presented retroactively beginning with the first quarter

of 2000 and results for each quarter of 2000 would be restated. 

In general, the effect of SAB101 would be the delay in recognition of portions of advertising revenue

over the terms of the numerous online gallery network contracts, which are mostly on an annual basis.

Costs of providing the service will not be allocated and occur almost entirely when the web page is

first provided. The effect on advertising revenue recognized during 2000 would be to defer portions

of revenue covering those online gallery network contracts with terms that occur in 2001. While this

benefits future periods, net loss will increase in 2000 resulting from this delay of revenue recognition

without the delay of recording related costs. However, there will be no change on the timing of the

cash transactions associated with the online gallery network contracts, which highlights the need for

readers of the company’s financial statements to focus equally on the statement of cash flows as the

statement of operations. 

Specifically for the nine months ended September 30, 2000, total revenue currently reported of $3.34

million would decrease by an estimated $1.396 million that would be deferred to the remaining quar-

ter of 2000 and to 2001. In addition, a total of approximately $0.743 million previously recognized

and reported in 1999 would be brought forward to the nine months of 2000. The net effect on rev-

enue would be a decrease of $0.653 million for the nine months ended September 30, 2000.  This net

decrease in revenue would be greater if the company were required to make the first adjustment

(deferral of 2000 revenue until 2001) without the second adjustment (restatement of 1999 revenue

to conform to the new presentation). 

We are disclosing this information to provide readers the opportunity to evaluate the impact of the

proposed changes on the company’s operating results.
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Operations Data:

Revenue

Online gallery network advertising

Database subscriptions

Auction 

Bookstore

Printstore

Total 

Operating Expenses

Bookstore Cost of Goods Sold

Printstore Cost of Goods Sold

Product Support, Production and Editorial

Selling and Marketing

General and Administrative

Non-cash Compensation

Depreciation and Amortization

Total 

Loss from Operations

Net Loss

Number of Employees At Quarter End:

Cash Flow Data:

Net cash used in operating activities

Net cash used in investing activities

Net cash provided (used) 

by financing activities

artnet.com AG
SUMMARY OF KEY FINANCIAL
DATA USD (000s)

% ∆ % ∆ % ∆
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INVESTOR RELATIONS

Investor information and copies of financial re-

ports can be found at www.artnet.com/ir and at 

www.neuer-markt.de. Investor inquiries can be

emailed to gschalkwyk@artnet.com or mailed to 

one of the office addresses.

STOCK INFORMATION

artnet.com AG Common Stock is traded on the

Frankfurt Stock Exchange’s Neuer Markt under the

symbol “AYD.” Daily stock prices and volume infor-

mation can be found at www.neuer-markt.de. Ad hoc

notices of important corporate developments are post-

ed at www.exchange.de in German and English as pre-

scribed by Neuer Markt regulations.

SECURITY IDENTIFICATION CODE

WKN: 690 950

INTERNATIONAL SECURITY CODE

ISIN: DE 000 690 950 0

OFFICES

FRANKFURT OFFICE:

Schillerstrasse 3

60313 Frankfurt/Main

PH: +49-69-91 30 12 0

FX: +49-69-91 30 12 79

NEW YORK OFFICE:

61 Broadway, 23rd Floor

New York, NY 10006

PH: +1-212-497-9700

FX: +1-212-497-9707

artnet.com


