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artnet AG 
 
LETTER TO SHAREHOLDERS 
 
 
During the first half of 2003 in a recovering economic environment, artnet continued to reduce 
liabilities, decrease expenditures where possible, invest in product development, and increase 
marketing and selling expenditures. As a result of the restructuring begun in 2001, artnet has had 
a positive earnings result on an EBITDA basis since 2002 – a remarkable result given the lack of 
liquidity and the need to finance all investment from internal growth and cash flow.   
 
In a major effort during the past 18 months artnet has:  
 

- Created a new central relational database offering a range of improvements such as 
increased speed and efficiency.  Moreover, the new database will facilitate new product 
development and augmentation of the current product line; 

- Simplified the pricing for the Fine Art Auctions Database and improved the sign-up 
procedure which should generate incremental revenue; 

- Changed the commission structure of sales representatives to put more emphasis on 
winning new accounts and expanding revenue;  

- Created and implemented a Client Relationship Management System to better manage 
the sales process and integrate the sales and marketing efforts among prospects and 
existing clients;  

 
 
In a move to further reduce costs and improve service, artnet is in the process of: 
 

- Outsourcing all its Information Technology needs to a data center in Berlin; 
- Implementing an online inventory management system for galleries which enables them 

to manage their own websites; 
- Completing the online gallery trading network, a private, professional platform for 

enabling communication and transaction services among galleries and dealers; 
- Redesigning and simplifying navigation throughout the site.  
 
 

With the implementation of these changes, artnet will offer a much more comprehensive and 
compelling range of services with which to build market share and to maintain its dominance in 
the industry.  Management anticipates that these changes, along with an improving global 
economy, should enhance revenue and improve the net profit performance. 
 
 
 

 
Hans Neuendorf 
CEO 
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artnet AG 
 
COMMENTS ON THE FINANCIAL STATEMENTS  
FOR THE SIX MONTHS ENDING JUNE 30TH, 2003 
 
 
Introduction 
 
The fine art business in our principal markets, U.S. and Europe, experienced slow growth during 
the first half of 2003.  Though the U.S. economy grew during the first half the major economies in 
Europe remain sluggish.  Because of these challenging markets, Management primarily focused 
on expense reduction and organizational restructuring during 2001 and 2002.  With this transition 
largely completed, Management has begun to increase selling and marketing expenses in order 
to increase revenue under this new strategic direction.  This near-term increase in expenses 
combined with a moderate increase in revenue resulted in a mixed P/L comparison with the year 
ago period:  EBITDA (earnings before interest, taxes, depreciation, and amortization) fell while 
net profit increased.  Net profit benefited from an increase in “Other Income” and a marked 
decrease in depreciation expense during the current period.  The former is a result of favorable 
negotiations with older Accounts Payable vendors, resulting in a reduction in amounts owed.   
The latter is a result of the completion of depreciation and the disposition of certain assets   
during 2002. 
 
 
Revenue 
 
Revenue decreased overall by 10% relative to the same period last year to a total of Euro 
2,484,000.  However, after adjusting for a 22% foreign exchange differential between the periods, 
revenue actually increased by 11% relative to the year ago period.  After adjusting for the foreign 
exchange differential, revenue from artnet’s Fine Art Auctions Database (FAAD), a critical tool for 
professionals across multiple disciplines, increased by 15% from the year-ago period to Euro 
1,192,000, while revenue from artnet’s online Gallery Network increased by 8% from the year ago 
period to Euro 1,292,000.  Please note that Euro 76,000 of revenue in the current period 
representing FAAD banner advertising was reclassified under FAAD revenue.  In previous 
periods this advertising revenue was recorded under online Gallery Network revenue.  After 
adjusting for this reclassification, as well as the foreign exchange differential, FAAD revenue 
increased by 7% while online Gallery Network revenue increased by 14% relative to the same 
period last year.  
 
 
Operating Expenses 
 
The number of employees remained the same relative to the same period last year at 41 as of 
June 30, 2003.  Operating expenses declined from Euro 3,191,000 to Euro 2,877,000 relative to 
the same period last year.  This reduction represents a decrease of Euro 314,000 or 10%.  
However, after the foreign exchange differential, overall costs actually increased by 10%.  This 
increase in costs was related to an increase in sales and marketing personnel along with 
associated increases in the areas of general and administrative expenses. Selling and marketing 
expenses increased to Euro 364,000 from Euro 287,000 relative to the year ago period.  In 
addition, Euro 125,000 of the increase in general and administrative expense for the first half of 
2003 was related to an agreement regarding CEO compensation effective as of January 1, 2003.  
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Net Loss 
 
Loss before taxes during the six months amounts to Euro 230,000 compared to Euro 345,000 for 
the same period last year.  Even after the foreign exchange differential the net loss before taxes 
decreased from the year ago period.  The majority of this decrease is a result of increased Other 
Income and decreased depreciation.  Management anticipates that continued growth and 
productivity of its selling and marketing resources coupled with an improving world economic 
situation and a strengthening art market should result in increased revenue, and thus, growth in 
net profit over the long term. 
 
 
Liquidity and Capital Resources 
 
The Company finished the period with Euro 336,000 in cash resources.  Operating activities 
provided Euro 54,000 compared with a use of Euro 306,000 in the year ago period.  However, 
this comparison is largely irrelevant given the differences in accounting for foreign exchange 
effects on cash between the periods.  Euro 46,000 was used for investment purposes compared 
to Euro 69,000 for the first half of 2002.  Financing activities had positive foreign exchange effects 
that almost netted completely with unfavorable effects on cash. 
 
 
Outlook 
 
Net loss before taxes decreased from the year ago period.  Management anticipates that revenue 
growth will continue throughout 2003 aided by improving economies in the U.S. and Europe and 
increased expenditures in the areas of selling and marketing.  During the current period, these 
additional expenditures were more than offset by increased Other Income and decreased 
depreciation, thus resulting in a favorable comparison with the same period last year.  This 
positive performance is the continuation of the restructuring begun in 2001 -- artnet has produced 
a profit on an EBITDA basis since 2002.  With continued focus on selling and marketing 
resources, coupled with an improving global economy, Management expects to increase 
revenue, and thus, increase earnings in future periods.  
  
The major concern for 2003 remains the relatively low liquidity of the firm and the high amount of 
debt in the form of Accounts Payable.  However, it should be noted that Management’s success 
in reducing Accounts Payable and Accrued Expenses continues.  These liabilities decreased from 
a total of Euro 1,550,000 as of the end of last year to Euro 1,135,000 as of the end of the current 
period through a combination of debt negotiations and payments.  Along with new product 
introductions and revenue enhancement, debt reduction and liquidity will continue to be major 
priorities of Management throughout the remainder of 2003. 
 



artnet AG
CONSOLIDATED BALANCE SHEETS

As of June 30, 2003 and December 31, 2002

6/30/2003 12/31/2002 6/30/2003 12/31/2002
Consolidated Consolidated Consolidated Consolidated

USD USD EURO EURO
CURRENT ASSETS

Cash and cash equivalents 384,563           340,664            336,339           325,028          
Accounts receivable-net 1,030,716        1,521,206         901,464           1,451,383       
Accounts receivable-related party --                      --                      --                      --                    
Prepaids and other current assets 7,276               41,560              6,364               39,652            

 
Total current assets 1,422,555        1,903,430         1,244,167      1,816,063       

 
PROPERTY AND EQUIPMENT, Net 218,953           380,183            191,496           362,733          

LEASED PROPERTY UNDER CAPITAL 
LEASES - NET --                      --                      --                      --                    

OTHER ASSETS
Intangible assets --                      --                      --                      --                    
Investment in Subsidiary --                      --                      --                      --                    
Security deposit 250,203           240,310            218,828           229,280          
Due from shareholder 226,234           183,144            197,864           174,738          
Other assets 64,889             37,004              56,752             35,306            

Total other assets 541,326           460,458            473,444           439,324          

TOTAL ASSETS 2,182,834        2,744,071         1,909,107         2,618,120       

LIABILITIES AND SHAREHOLDER'S DEFICIT

CURRENT LIABILITIES
Accounts payable 843,111           1,036,145         737,385           988,586          
Accrued expenses 454,096           588,459            397,152           561,450          
Due to shareholder 469,409           430,296            410,545           410,545          
Unearned revenue 1,243,976        1,568,343         1,087,981         1,496,356       
Current portion of obligations under capital leases --                      --                      --                      --                    

Total Current Liabilities 3,010,592        3,623,243         2,633,063         3,456,937       
OTHER LIABILITIES

Advances from Parent --                      --                      --                      --                    
LONG TERM LIABILITIES

TOTAL LIABILITIES 3,010,592        3,623,243         2,633,063         3,456,937       

SHAREHOLDERS' DEFICIT

Common stock 5,941,512        5,941,512         5,631,067         5,631,067       
Common stock --                      --                      --                      --                    
Treasury stock (455,631)          (455,631)           (447,481)          (447,481)         
Additional paid-in capital 56,222,097      56,222,097       54,170,003       54,170,003     
Deferred compensation (5,557,918)       (5,935,000)        (4,535,883)       (4,877,787)      
Accumulated deficit (54,281,619)     (53,639,262)      (52,789,221)     (52,110,442)    
Current (loss) income (253,465)          (642,357)           (229,819)          (678,779)         
Accumulated other comprehensive loss (2,442,734)       (2,370,531)        (2,522,622)       (2,525,398)      

TOTAL SHAREHOLDERS' DEFICIT (827,758)          (879,172)           (723,956)          (838,817)         

TOTAL LIABILITIES AND
SHAREHOLDERS' DEFICIT 2,182,834        2,744,071         1,909,107         2,618,120       
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artnet AG
CONSOLIDATED STATEMENTS OF INCOME

    For the Six Months ended June 30, 2003 and 2002 For the Three Months ended June 30, 2003 and 2002

6/30/2003 6/30/2002 6/30/2003 6/30/2002
Consolidated Consolidated Consolidated Consolidated 2nd Qtr./2003 2nd Qtr./2002 2nd Qtr./2003 2nd Qtr./2002

USD USD EURO EURO USD USD EURO EURO
REVENUE  

Online gallery network 1,424,804      1,320,444     1,291,884     1,471,991     727,660       665,654        641,728       725,177       
Database subscriptions 1,314,446      1,145,071     1,191,821     1,276,491     690,969       523,529        610,366       567,597       

TOTAL REVENUE 2,739,250      2,465,515     2,483,705     2,748,482     1,418,629    1,189,183     1,252,094    1,292,774    
 
OPERATING EXPENSES

Cost of goods sold - bookstore --                   --                   --                   --                  --                  --                  --                  --                  
Production support, production and editorial 721,324         695,506 654,032        775,329        344,917       309,029        302,995       334,537       
Selling and marketing 401,080         257,604 363,663        287,169        206,377       107,558        182,083       116,036       
General and administrative 1,487,189      1,056,236 1,348,449     1,177,460     726,766       555,927        639,279       606,838       
Noncash compensation expense 377,082         391,180 341,904        436,076        188,541       195,590        166,071       212,998       
Depreciation and amortization 186,147         461,754 168,781        514,750        115,691       231,186        103,074       251,778       

 
TOTAL OPERATING EXPENSES 3,172,822      2,862,280     2,876,829     3,190,784     1,582,292    1,399,290     1,393,502    1,522,187    

 
LOSS FROM OPERATIONS (433,572)        (396,765) (393,124)       (442,302) (163,663) (210,107) (141,408) (229,413)

INTEREST EXPENSE (8,696)            (18) (7,885)           (20)               (536)             (5)                  (275)             (5)                 

INTEREST INCOME 8,192             2,946 7,428            3,284            4,276           2,917            3,776           3,251           

OTHER INCOME 180,611         84,715          163,762        94,438          121,303       84,715          108,451       94,438         

(LOSS) INCOME FROM CONTINUING OPERATIONS 
    BEFORE PROVISION FOR  INCOME TAXES (253,465)        (309,122) (229,819)       (344,600)      (38,620)        (122,480)       (29,456)        (131,729)      

 
INCOME TAX PROVISION --                   (2,039)           --                   (2,273)          --                  (1)                  --                  51                

(LOSS) INCOME FROM CONTINUING OPERATIONS (253,465)        (311,161) (229,819)       (346,873)      (38,620)        (122,481)       (29,456)        (131,678)      

DISCONTINUED OPERATIONS 
Income from bookstore operations, net of 

income tax benefit of $0 --                   2,243            --                   2,500            --                  (606)              --                  (749)             

NET (LOSS) INCOME (253,465)        (308,918)       (229,819)       (344,373)      (38,620)        (123,087)       (29,456)        (132,427)      

Net Loss Per Share Attributable to Common 
Shareholders:
Loss From Continuing Operations (0.05)              (0.06)             (0.04)             (0.06)
Income From Discontinued Operations --                   --                   --                   --                  
Net Loss (Basic and Diluted) (0.05)              (0.06)             (0.04)             (0.06)            

Weighted Average Common and Common Equivalent 
Shares Outstanding:
Basic and Diluted 5,631,067      5,611,633     5,631,067     5,611,633     
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artnet AG
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Six Months Ended June 30, 2003 and 2002

6/30/2003 6/30/2002 6/30/2003 6/30/2002
Consolidated Consolidated Consolidated Consolidated

USD USD EURO EURO
CASH FLOWS FROM OPERATING ACTIVITIES

 Net loss              (253,465) (308,918)          (229,819)           (344,373)          

Adjustments to reconcile net loss  to net
    cash provided by (used in) operating activities:

Loss on abandonment of property and equipment --                  --                      25,048               --                      
Depreciation and amortization 186,147        461,754           168,781             514,750           
Provision for doubtful accounts 143,543        --                      125,543             --                      
Non-cash compensation 377,082        391,180           341,904             436,076           

Changes in operating assets and liabilities:
Accounts receivable 346,947        (345,698)          424,376             (385,374)          
Prepaid and other current assets 34,284          2,241               33,288               2,498               
Security deposits (9,893)           48,442             10,452               54,002             
Other assets (27,885)         (23,337)            (21,446)             (26,015)            
Accounts payable (193,034)       (425,625)          (251,201)           (474,474)          
Accrued expenses (134,363)       (452,910)          (164,298)           (504,891)          
Unearned revenue (324,367)             378,723           (408,375)           422,189           

 TOTAL ADJUSTMENTS 398,461              34,770             284,072             38,761             
 

NET CASH PROVIDED BY (USED IN)
  OPERATING ACTIVITIES 144,996              (274,148)          54,253               (305,612)          

 
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of property and equipment                (24,917) (5,387)              (22,592)             (6,005)              
Proceeds from sale of property and equipment                          -- 13,456             --                       15,000             
Purchase of intangible assets (70,214)            (78,272)            
Notes receivable, advance (43,090)            --                      (23,126)             --                      

NET CASH USED IN 
  INVESTING ACTIVITIES (68,007)               (62,145)            (45,718)             (69,277)            

CASH FLOWS FROM FINANCING ACTIVITIES
Principal payment of capital lease obligations --                     (12)                   --                       (13)                   
Loans from shareholders --                     (1,894)              --                       (2,111)              
Change in foreign currency translation adjustment (33,843)            --                      28,586               
Proceeds from sale of common stock --                     --                      --                       --                      
 

 
NET CASH PROVIDED BY (USED IN)
  FINANCING ACTIVITIES (33,843)               (1,905)              28,586               (2,124)              

Effects of exchange rate changes on cash 753         561,232           (25,810)             625,645           

NET INCREASE (DECREASE) IN CASH
  AND CASH EQUIVALENTS 43,899                223,034           11,311               248,632           

 
CASH – Beginning 340,664              147,054           325,028             163,931           
 
CASH – Ending 384,563              370,088           336,339             412,563           
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artnet AG
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (USD)

For the Six Months Ended June 30, 2003 and the year ended December 31, 2002

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

BALANCE - JANUARY 1, 2002 5,610,522        5,923,484     56,222,097    (735,971)       (6,703,262)         (53,426,366)   (2,256,483)          (976,502)       

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

Foreign Currency Translation --                     --                   --                   --                  --                        --                   (114,048)             (114,048)       
Comprehensive Loss --                     --                   --                   --                  --                        --                   --                        (756,405)       
Issuance of Common Stock 20,545             18,028          --                   --                  --                        --                   --                        18,028           
Issuance of Common Stock --                     --                   --                   280,340        --                        (212,896)        --                        67,444           
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)          (879,173)       

Comprehensive Loss
Net Loss --                     --                   --                   --                  --                        (253,465)        --                        (253,465)       
Foreign Currency Translation --                     --                   --                   --                  --                        --                   (72,203)               (72,203)         

Other Comprehensive Loss --                     --                   --                   --                  --                        --                   --                        (325,668)       
Deferred Compensation --                     --                   --                   --                  377,082             --                   --                        377,082         

BALANCE - JUNE 30, 2003 5,631,067        5,941,512     56,222,097    (455,631)       (5,557,918)         (54,535,084)   (2,442,734)          (827,758)       

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

For the Six Months Ended June 30, 2003 and the Year Ended December 31, 2002
(According to US GAAP) Unaudited  

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

BALANCE - JANUARY 1, 2002 5,610,522     5,610,522    54,170,003   (722,807)       (5,689,609)      (51,899,464)        (2,560,120)       (1,091,475)     

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

Foreign Currency Translation --                  --                 --                   --                  --                    --                        34,722             34,722           
Comprehensive Loss (644,057)        
Issuance of common stock 20,545          20,545         --                   --                  --                    --                        --                      20,545           
Issuance of treasury stock --                  --                 --                   275,326        --                    (210,978)             --                      64,348           
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)        

Net Loss --                  --                 --                   --                  --                    (229,819)             --                      (229,819)        
Other Comprehensive Loss

Foreign Currency Translation --                  --                 --                   --                  --                    --                        2,776               2,776             
Comprehensive Loss --                  --                 --                   --                  --                    --                        --                      (227,043)        
Issuance of common stock --                  --                 --                   --                  --                    --                        --                      -                 
Deferred compensation --                  --                 --                   --                  341,904          --                        --                      341,904         

BALANCE - JUNE 30, 2003 5,631,067     5,631,067    54,170,003   (447,481)       (4,535,883)      (53,019,040)        (2,522,622)       (723,956)        

Common Stock
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artnet AG
Stock and Option Holdings of Management Board and Supervisory Board Members

June 30, June 30, June 30, June 30,
2002 2002 2003 2003

Shares Options
Average Option 
Exercise Price Shares Options

Average Option 
Exercise Price

Board of Directors and
Companies / Persons
related to Board Members
Hans 0 161,502 3.68 0 161,502 3.68
Neuendorf
Galerie 1,456,185 0 1,456,185 0
Neuendorf AG
Spouse 0 0 18,000
and Children 0
Supervisory Board and
Companies / Persons 
related to Board Members
Klaus-Jochen 0 39,557 4.87 8,000 39,557 4.87
Schaeffer
Schaeffer 600,000 0 600,000 0
Immobilien GmbH
Spouse 0 0 68,000
and Children 0

Total 2,056,185 201,059 2,150,185 201,059
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