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Management Discussion and Analysis for the Nine Months ended September 30, 
2005 
 
FORWARD LOOKING STATEMENTS  
 This report contains statements that involve expectations, plans or intentions relating to future 
business or financial results, new features or services, or management strategies. These 
statements are forward-looking and are subject to risks and uncertainties, so actual results may 
vary materially. You can identify these forward-looking statements by words such as “may,” 
“will,” “should,” “expect,” “anticipate,” “believe,” “estimate,” “intend,” “plan” and other similar 
expressions.  The Company assumes no obligation to update any forward-looking statements.  
 
Overview 
 
About artnet 
 
artnet.com AG was incorporated under the laws of Germany in 1998.  In 1999, Management 
took the company public on the Neuer Markt of the Frankfurt Stock Exchange.  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.  On 
October 4, 2002, artnet AG left the Neuer Markt and is now listed at the Geregelter Market at the 
Frankfurt Stock Exchange.  
 
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 Price Database, a historical database with now over 2.9 
million artworks sold at auction, in an effort to bring price transparency to the art market.  Today 
the Price Database has a broad base of customers composed of major auction houses, art 
dealers, museums, insurance companies, and collectors.  In 1995, the Company transitioned the 
Price Database to the Internet and introduced a second product, the online Gallery Network, 
building and hosting websites for art dealers and galleries.  An online art trade magazine edited 
by a veteran art journalist to draw attention to the site supplemented the online Gallery Network.  
Today artnet is a critical tool, providing its member dealers with global market access, significant 
incremental revenue opportunities, and cost-effective marketing solutions. 
 
 
Impact of Foreign Currency Translation 
 
The Company’s business is primarily conducted in U.S. dollars.  Moreover, the majority of the 
Company’s operations are located in the U.S.  However, Management provides financial 
information in both U.S. dollars and euros for the convenience of financial investors worldwide.  
Because of the weakening of the U.S. dollar, euro comparisons in the adjoining financial 
statements are not indicative of actual performance. 
 
Therefore, for clarification purposes, results for categories significantly affected by the foreign 
exchange differential will be stated first in U.S. dollar terms, then in euro terms.  Currency 
translation in the statement of operations is based on the average exchange rate for the period 
ending September 30, 2005 and 2004, respectively.  For 2005, the average rate was .7910 
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euros/dollar as compared to .8163 euros/dollar in 2004, thus representing an exchange 
differential of -3%.  Currency translation for the balance sheet is based on the exchange rate at 
the end of the period.  As of September 30, 2005, the rate was .8304 euros/dollar as compared 
to .7342 at December 31, 2004, thus representing an exchange differential of 13%. 
 
Transition of group accounting to IFRS 
 
artnet prepares the consolidated financial statement in 2005 according to International Financial 
Reporting Standards (IFRS). The transition to IFRS had no material effects in comparison with 
our former accounting according to US-GAAP. 
 
Results of operations 
 
For the first nine months ended September 30, 2005 artnet greatly increased its profitability. 
artnet earned a net profit of $1,072,300 compared with $46,500 in the prior year period. The 
increase in profit was driven by revenue growth of 30 % whereas total operating costs only 
increased by 4%. The revenue growth was primarily due to an increase in sales efforts as well 
as the Company operating under favorable market conditions. Additionally, the Company 
decreased its non-cash deferred compensation by $242,000 due to the vesting of options in 
2004 related to the initial public offering in 1999. Due to the options vesting in 2004, the expense 
did not recur in 2005.  
   
Revenue 
 
Total revenue was $5,911,000 and $4,564,000 for the nine months ended September 30, 2005 
and 2004, respectively, representing an increase of $1,347,000 or 30%. The increase is 
primarily due to the Company increasing its sales efforts as well as expanding its marketing 
promotion in order raise brand recognition and awareness. In euro terms, total revenue was 
Euro 4,676,000 and Euro 3,726,000 for the nine months ended September 30, 2005 and 2004, 
respectively. 
 
Online Gallery Network revenue increased by 28% to $2,687,000 for the nine months ended 
September 30, 2005 from $2,107,000 in the same period a year ago. The revenue growth is 
primarily attributable to increased sales efforts as well as increased market recognition of the 
brand.  
 
Price Database revenue increased by 28% to $2,425,000 for the nine months ended September 
30, 2005 up from $1,893,000 in the same period a year ago. The increase is primarily 
attributable to the implementation of new subscription offerings, increased brand awareness as 
a result of various promotional efforts, as well as two new products, the imageless search and 
Market Alert. 
 
Advertising revenue in the form of banners and tiles increased by 41% to $799,000 for the nine 
months ended September 30, 2005 up from $565,000 for the same period a year ago. The 
increase in advertising revenue is primarily attributable to increased site traffic as well as 
enhanced search functionality on the website. 
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Operating Expenses 
 
Client Service, Production, and Editorial 
 
Client Service, Production and Editorial expenses were $1,055,000 and $829,000 for the nine 
months ended September 30, 2005 and 2004, respectively, representing an increase of 
$226,000 or 27%. This category includes all editorial, content and production-related costs for 
the online Gallery Network, Price Database, and the artnet magazines. The increase is primarily 
due to production costs related to the support of a larger number of gallery members as well as 
increased staffing in the Price Database department in order to support ongoing projects and the 
recently expanded upcoming auctions page. Additionally, Artnet has continued its investment in 
the German Magazine that went live in the fourth quarter of 2004. In euro terms, Client Service 
Production and Editorial expenses were Euro 835,000 and Euro 676,000 for the nine months 
ended September 30, 2005 and 2004, respectively. 
 
 
Selling and Marketing 
 
Selling and Marketing expenses were $828,000 and $782,000 for the nine months ended 
September 30, 2005 and 2004 respectively, representing an increase of $46,000 or 6%. This 
category includes advertising, marketing and promotional activities and salesperson salaries and 
commissions. The increase was primarily related to commission costs that increased as a result 
of the growth in sales as well as marketing costs associated with increasing brand recognition 
and brand awareness internationally. In euro terms, Selling and Marketing expenses were Euro 
655,000 and Euro 638,000 for the nine months ended September 30, 2005 and 2004, 
respectively. 
 
 
General and Administrative 
 
General and Administrative expenses were $2,542,000 and $2,380,000 for the nine months 
ended September 30, 2005 and 2004 respectively, representing an increase of $163,000 or 7%. 
This category includes executive and administrative salaries, professional fees, compliance 
costs, bad debt expense, communications costs including Internet access, and premises and 
facilities costs. The increase was primarily due to increased rental and facilities costs related to 
the Berlin office, which opened at the end of 2004, as well as costs related to network support 
and maintenance of the website. Additionally, the increase was due to renovations made to the 
New York facility. In euro terms, General and Administrative expenses were Euro 2,012,000 and 
Euro 1,943,000 for the nine months ended September 30, 2005 and 2004, respectively. 
 
 
Product Development 
 
Product Development expenses were $282,000 and $329,000 for the nine months ended 
September 30, 2005 and 2004, respectively, representing a decrease of $(47,000) or (14%). 
This category includes technology staff and consulting fees for new product conception, 
planning, and software development as well as post-implementation phases of our website 
development efforts.  Product development expenses are net of capitalization of major site and 
other product development efforts. The Company anticipates that it will continue to devote 
resources to product development in the future as it adds new features and functionality as well 
as new product lines to the site. In euro terms, Product Development expenses were Euro 
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223,000 and Euro 269,000 for the nine months ended September 30, 2005 and 2004, 
respectively. 
 
 
Non-Cash Compensation Expense 
 
Non-Cash Compensation expense was $9,000 and $251,000 for the nine months ended 
September 30, 2005 and 2004, respectively. Non-cash compensation expense in 2004 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.  The options were completely vested 
during the second quarter of 2004 and therefore all compensation expense related to these 
stock options has been recorded. Additionally, in 2004 and 2005, stock option expense was 
recorded related to the adoption of the new IFRS standards in which all stock options must be 
expensed based on their vesting period. 
 
Depreciation and Amortization 
 
Depreciation and Amortization expenses were $100,000 and $63,000 for the nine months ended 
September 30, 2005 and 2004, respectively, representing an increase of $37,000 or 59%.  
Depreciation and Amortization Expenses relate to computer equipment, software purchases, 
website development and leasehold improvements. The increase is primarily due to the website 
development and equipment purchases completed during the year 2004 and 2005. In Euro 
terms, Depreciation and Amortization expenses were Euro 79,000 and Euro 52,000 for the nine 
months ended September 30, 2005 and 2004, respectively. 
 
Non Operating Items  
 
Interest Expense 
 
Interest expense was $(28,000) and $(27,700) for the nine months ended September 30, 2005 
and 2004, respectively.  Interest expense primarily represents interest on loans due to 
shareholders. 
 
Other Income, net 
 
Other Income, net, was $4,500 and $133,300 for the nine months ended September 30, 2005 
and 2004, respectively, representing a decrease of $128,800.  In 2004, other income, net, 
consisted primarily of write-offs and settlements related to prior year accruals. 
 
Asset Position, Liquidity and Capital Resources 
 
The Company increased its positive net cash flows from operating activities from $ 321,000 in 
2004 to $ 804,000 in 2005. The net cash flows used for investing activities were $232,000 and 
$256,000 for the nine months ended September 30, 2005 and 2004, respectively. The investing 
activities related primarily to purchases of leasehold improvements, computer equipment and 
website development.  The net cash flows used for financing activities were $32,000 and 
$(107,000) for the nine months ended September 30, 2005 and 2004, respectively, and related 
primarily to loan repayments as well as foreign currency translation adjustments. 

Because of the positive operating cash flows the cash resources of artnet increased from 
$393,000 as at December 31, 2004, to $989,000 as at September 30, 2005. 
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Other information 
 
As of September 30, 2005, the company had 46 full time employees as compared to 42 in the 
prior year period.  
 
The employees of artnet held 219,250 stock options as of September 30, 2005, of which 
172,750 were exercisable. Of these 219,250 stock options the management of Artnet Worldwide 
Corp. held 150,000 as of September 30, 2005, of which 128,500 were exercisable. 
 
artnet held 78,081 treasury shares of stock representing 1.4% of the common stock as of 
September 30, 2005 and December 31, 2004. 
 
Outlook 
The Company expects continued growth in revenues for the remainder of 2005. The growth is 
anticipated to result from increased advertising and online Gallery Network revenue. 
Additionally, Price Database growth is expected to result from the Company’s ongoing 
promotional efforts. The Company also anticipates growth from its two new products Market 
Alert and the Imageless Price Database search.  

The Company expects to continue its investment in the business as well as strive for cost and 
operational efficiencies in order achieve its long-term growth objectives.  The Company 
anticipates continued investment in the areas of Product Development, Selling and Marketing 
and corporate infrastructure. The Company believes these investments are necessary to support 
the long-term demands of its growing business.  
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artnet AG 
CONSOLIDATED BALANCE SHEETS 
As of September 30, 2005 and December 31, 2004 

 9/30/2005  12/31/2004  9/30/2005  12/31/2004 
 Consolidated  Consolidated  Consolidated  Consolidated
 USD  USD  EURO  EURO 

CURRENT ASSETS   
 Cash and cash equivalents 989,276 392,510  821,495     288,165 
 Accounts receivable-net 593,336 698,134    492,706    512,542 
 Prepaids and other current assets 210,450 104,469  174,758    76,696 

    

 Total current assets 1,793,062 1,195,113 1,488,959    877,403 
    
PROPERTY AND EQUIPMENT, Net 202,811 132,430    168,414    97,225 

   
OTHER ASSETS   

 Intangible assets 118,218 94,016   98,168      69,023 
 Security deposit 185,202 185,202   153,792     135,968 
 Due from shareholder 209,499 171,511   173,968     125,917 
   

Total other assets 512,919 450,729  425,928   330,908 
   

TOTAL ASSETS 2,508,792 1,778,272   2,083,301     1,305,536 
   
LIABILITIES AND SHAREHOLDER'S DEFICIT   
   
CURRENT LIABILITIES   

 Accounts payable 646,756 930,638 537,066    683,240 
 Accrued expenses  600,181 702,487  498,390     515,738 
 Due to shareholder 389,115  532,001 323,121    390,574 
 Unearned revenue 1,061,956 1,052,008  881,848   772,343 
   

 TOTAL LIABILITIES 2,698,008 3,217,134 2,240,425   2,361,895 
   
SHAREHOLDERS' DEFICIT   

 Common stock 5,941,512 5,941,512 5,631,067   5,631,067 
 Treasury stock  (269,241)  (269,241)  (264,425)   (264,425)
 Additional paid-in capital 51,325,484 51,316,497  50,187,682   50,180,573 
 Accumulated deficit (55,819,980) (55,175,190) (54,122,681)  (53,604,303)
 Current income/(loss) 1,072,338  (644,790)   848,041    (518,378)
 Foreign currency translation 

 adjustment  (2,439,329)  (2,607,650)  (2,436,808)  (2,480,893)
   
 TOTAL SHAREHOLDERS' 

 DEFICIT  (189,216) (1,438,862)  (157,124)   (1,056,359)
   
 TOTAL LIABILITIES AND   
 SHAREHOLDERS' DEFICIT 2,508,792 1,778,272   2,083,301    1,305,536 
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artnet AG 

CONSOLIDATED STATEMENTS OF OPERATIONS 

   For the Nine Months ended September 30, 2005 and 2004  For the Three Months ended September 30, 2005 and 2004 
  9/30/2005  9/30/2004 9/30/2005 9/30/2004 9/30/2005 9/30/2004 9/30/2005 9/30/2004 
  Consolidated  Consolidated Consolidated Consolidated Consolidated Consolidated Consolidated Consolidated 
  USD  USD EURO EURO USD USD EURO EURO 
REVENUE      

 Online Gallery Network   2,686,908 2,106,935 2,125,432 1,719,828  929,298  758,792  735,105 619,379  
 Price Database  2,424,716 1,892,857 1,918,030  1,545,081  843,366  649,972 667,130 530,553  
 Advertising  799,241 564,660  632,226 460,915   300,685 188,534 237,852 153,894  
    

TOTAL REVENUE  5,910,865 4,564,452 4,675,688  3,725,825  2,073,349 1,597,298 1,640,087 1,303,826  
OPERATING EXPENSES    

 Client Service, Production 
 and Editorial  1,055,305 828,760  834,781 676,492   348,519 336,850 275,690 274,961  

 Selling and Marketing  827,587 782,051 654,649 638,365  290,888 311,544 230,102  254,305  
 General and Administrative   2,542,664 2,379,984 2,011,544 1,942,921  898,444 799,828 710,699   652,876  
 Product Development  282,119 329,441 223,165 268,913   118,070 110,607  93,397 90,285  
 Noncash Compensation 

 Expense  8,987 251,388  7,109   204,987    3,548 --  2,807   --  
 Depreciation and 

 Amortization  99,904 63,367 79,027 51,725  35,863  21,756 28,369 17,759  
TOTAL OPERATING 
EXPENSES  4,816,566 4,634,991 3,810,275  3,783,403  1,695,332  1,580,585 1,341,064  1,290,186  
     

INCOME FROM OPERATIONS  1,094,299  (70,539)  865,413  (57,578) 378,017 16,713  299,023  13,640  
    
INTEREST EXPENSE    (27,950)  (27,671)  (22,109)  (22,587)  (7,832)  (9,175)  (6,195)  (7,489) 
INTEREST INCOME  1,473 11,463 1,165 9,356  (24) 5,306  (19)  4,331  
OTHER INCOME  4,516 133,294 3,572  108,804  1,074 22,856 850  18,657  

 INCOME FROM 
 OPERATIONS     

 BEFORE PROVISION 
 FOR  INCOME TAXES   1,072,338 46,547 848,041 37,995  371,235 35,700  293,659 29,139  
INCOME TAX PROVISION  -- -- -- --   -- -- -- --  

 NET  INCOME  1,072,338 46,547 848,041  37,995  371,235  35,700 293,659 29,139  
Net Income Per Share 
Attributable to Common 
Shareholders:    
Net Income (Basic and Diluted)  0.19 0.01  0.15   0.01  0.07   0.01   0.05   0.01  

Weighted Average Common and 
Common Equivalent     
Shares Outstanding:    
Basic   5,552,986 5,482,867 5,552,986 5,482,867  5,552,986 5,482,867   5,552,986 5,482,867  

Diluted  5,595,986 5,482,867  5,595,986 5,482,867  5,595,986 5,482,867  5,595,986   5,482,867  
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artnet AG 
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (USD) 

For the Periods Ended September 30, 2005 and December 31, 2004 
   
 Common Stock Additional    Foreign  
 Shares  Paid-in Treasury Deferred Accumulated Currency  
 Issued Amount Capital Stock Compensation Deficit Translation Total 
   
   
BALANCE - DECEMBER 31, 2003 5,631,067  5,941,512  56,222,097  (455,631)   (5,166,738)  (55,033,533)  (2,486,672)  (978,965) 
   

 Net (Loss)   (644,790)  (644,790) 
 Foreign Currency Translation    (120,978)  (120,978) 
 Sale of Treasury stock  186,390   (131,907)  54,483  
 Non-cash Compensation  9,750   251,388   (9,750) 251,388  

 Unearned deferred compensation    (4,915,350) --   4,915,350     -- 
   
BALANCE - DECEMBER 31, 2004 5,631,067   5,941,512   51,316,497    (269,241)  -- (55,819,980)  (2,607,650) (1,438,862) 

   
Net Income   1,072,338  1,072,338  
Foreign Currency Translation   168,321 168,321  

Non-cash Compensation   8,987  8,987  
           
BALANCE - September 30, 2005 5,631,067  5,941,512   51,325,484  (269,241)   --  (54,747,642)  (2,439,329)  (189,216) 

   
 



 10

 

artnet AG 
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (EURO) 

For the Periods Ended September 30, 2005 and December 31, 2004 
         

 Common Stock Additional    Foreign  
 Shares  Paid-in Treasury Deferred Accumulated Currency  
 Issued Amount Capital Stock Compensation Deficit Translation Total 
   
BALANCE - DECEMBER 31, 2003 5,631,067 5,631,067 54,170,003  (447,481)  (4,199,158)  (53,453,409)  (2,480,641)  (779,619) 

   
 Net (Loss)   (518,378)  (518,378) 
 Foreign Currency Translation  (252)  (252) 
 Sale of Treasury Stock 183,056  (143,056) 40,000  
 Non-cash Compensation 7,838  201,890  (7,838)  201,890  

Unearned deferred compensation   (3,997,268)    3,997,268    --  
   
BALANCE - DECEMBER 31, 2004 5,631,067 5,631,067  50,180,573  (264,425) -- (54,122,681)  (2,480,893) (1,056,359) 

   
Net Income  848,041 848,041  
Foreign Currency Translation  44,085  44,085  
Non-cash Compensation 7,109  7,109  
           
BALANCE - September 30, 2005 5,631,067  5,631,067 50,187,682 (264,425)  -- (53,274,640)  (2,436,808) (157,124) 
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artnet AG 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

For the Nine Months Ended September 30, 2005 and 2004 
9/30/2005 9/30/2004 9/30/2005 9/30/2004 

 Consolidated Consolidated Consolidated Consolidated
 USD USD EURO EURO 
CASH FLOWS FROM OPERATING ACTIVITIES   

Net Income 1,072,338 46,547  848,041 37,995 
Adjustments to reconcile net income to net   
cash provided by (used in) operating activities:   

Depreciation and amortization 99,904 63,367  79,027 51,725 
Provision for doubtful accounts 49,192  (35,601)  38,912  (29,060)
Non-cash compensation 8,987 251,388  7,109 204,987 

Changes in operating assets and liabilities:   -- 
Accounts receivable 55,606 64,353   (19,076) 42,420 
Prepaid and other current assets  (105,981) (52,847)   (98,062)  (44,177)
Security deposits -- 65,000   (17,824) 48,988 
Accounts payable  (283,882)  (124,002)   (162,680)  (89,935)
Accrued expenses   (102,306) 104,899   (17,348) 94,283 
Deferred Revenue 9,948  (62,192)  109,505  (36,360)

 TOTAL ADJUSTMENTS  (268,532) 274,365   (80,437) 242,871 
 NET CASH PROVIDED BY    
   OPERATING ACTIVITIES 803,806 320,912  767,604 280,866 

    
CASH FLOWS FROM INVESTING ACTIVITIES   

Purchase of property and equipment  (129,487)  (35,512)   (102,428)  (30,438)
Purchase of intangible assets  (65,000)  (57,335)   (51,417)  (47,424)

Receivables from shareholder, advance  (37,988)  (163,519)   (31,545)  (137,242)
NET CASH USED IN    
INVESTING ACTIVITIES  (232,475)  (256,366)   (185,390)  (215,104)

   
CASH FLOWS FROM FINANCING ACTIVITIES   

Loan Payments to Shareholders  (86,705)  (46,194)   (67,453)  (37,480)
Change in foreign currency translation 

adjustment 118,505  (60,474)   (13,920)  (76,109)
NET CASH (USED IN) PROVIDED BY   
FINANCING ACTIVITIES 31,800  (106,668)   (81,373)  (113,589)

Effects of exchange rate changes on cash  (6,365)  (4,154)  32,489 15,145 
NET (DECREASE)/INCREASE IN CASH   
AND CASH EQUIVALENTS 596,766  (46,276)  533,330  (32,682)

CASH – Beginning 392,510 324,467  288,165 258,395 

CASH – Ending 989,276 278,191  821,495 225,713 
 


