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artnet AG

LETTER TO SHAREHOLDERS

It is evidence of the strength of artnet’s business model that Management was able to maintain
the same level of sales in 2002 as compared to 2001, in spite of a lack of marketing resources.
The year 2002 was marked by radical cost cutting in order to achieve a positive cash flow.

During the first quarter of 2003 we have begun using the small cash surplus generated by
operations in 2002 to once again spend on marketing and additional sales representatives. As a
result, expenditures have increased again for the first time in two years and therefore, the net
result is less favorable than in the 1st quarter of last year. This small increase in spending is the
first step out of a defensive posture of the last two years into an offensive business strategy.

Product development and marketing are the preconditions for future growth. artnet has continued
its software development effort in the face of challenging economic times. As a result of these
efforts we are now able to introduce a range of new services to the market, which, supported by a
minimum of direct marketing, should accelerate the growth in earnings. These additional
expenditures should result in additional revenue after a normal lag time of a few months.

Hans Neuendorf
CEO
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artnet AG 
 
GROUP MANAGEMENT REPORT FOR THE THREE MONTHS ENDING  

MARCH 31ST, 2003 

 
Introduction 
 
The fine art business in our principal markets, U.S. and Europe, experienced slow growth during 
the first quarter of 2003. Though the U.S. economy appears to have grown during the first 
quarter, 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 sales 
and marketing expenses in order to increase revenue under this new str ategic direction. This 
near-term increase in expenses combined with a moderate increase in revenue resulted in a less 
favorable P/L comparison with the year ago period.  
 
 
Revenue 
 
Revenue decreased overall by 14% relative to the same period last year, to a  total of Euro 
1,232,000. However, after adjusting for an 18% foreign exchange differential from 2002 to 2003, 
revenue actually increased by 3% 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, remained stable from the year -ago period, while 
revenue from artnet’s online Gallery Network increased by 6% from the year ago period to Euro 
650,000. 
 
 
Operating Expenses 
 
The number of employees increased from 42 as of March 31, 2002 to 44 as of March 31, 2003. 
Operating expenses declined from Euro 1,635,000 to Euro 1,483,000 relative to the same period 
last year. This reduction represents a decrease of Euro 15 2,000 or 9%. However, after the foreign 
exchange differential, overall costs actually increased by 8%. This increase in costs was related 
to an increase in sales and marketing personnel along with associated increases in the areas of 
general and administra tive expenses. General and administrative expenses increased to Euro 
709,000 from Euro 571,000 relative to the year ago period; however, at least 75% of this increase 
was a result of accounting changes and reclassing of expenses between the periods rather than 
an increase in expenditures.  
 
 
Net Loss 
 
Loss before taxes during the three months amounts to Euro 200,000 compared to Euro 213,000 
for the same period last year. However, after the foreign exchange differential the net loss before 
taxes actually show ed a moderate increase. The majority of this increase was the result of 
increased selling and marketing expenses along with associated increases in general and 
administrative expense. Assuming an improved world economic situation and a strengthening art 
market, Management anticipates that these planned expense increases should result in 
increased revenue, and thus, only a short term deterioration in net performance.  
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Liquidity and Capital Resources

The Company finished the period with Euro 283,000 in cash resources. Operating activities
provided Euro 22,000 compared with a use of Euro 512,000 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 88,000 was used for investment purposes compared to Euro
100,000 for the first quarter of 2002. Financing activities caused an increase in cash of Euro
32,000 while these activities reduced cash by Euro 7,000 for the same period of the prior year.

Outlook

Management anticipates that revenue growth will continue throughout 2003 aided by slowly
improving economies in the U.S. and Europe. EBITDA (earnings before income taxes,
depreciation, and amortization) for the current period showed a loss of Euro 10,000 compared
with a gain of Euro 244,000 during the same period last year. The increase in expenses – mostly
in the Sales and Marketing areas – and thus, decrease in net performance, was necessary to
maintain and grow revenue in the face of a fragile world economy. With expanding revenues,
Management expects earnings growth to resume 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 1,416,000 as of the end of the current
period through a combination of debt negotiations and payments. These payments were possible
due to the Company’s improved liquidity position as compared to the year ago period: The cash
position as of March 31, 2003 was Euro 283,000 compared to Euro 95,000 a year ago. 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 March 31, 2003 and December 31, 2002

3/31/2003 12/31/2002 3/31/2003 12/31/2002
Consolidated Consolidated Consolidated Consolidated

USD USD EURO EURO
CURRENT ASSETS

Cash and cash equivalents 304,950            340,664           282,506            325,028           
Accounts receivable-net 1,431,776         1,521,206        1,326,397         1,451,383        
Accounts receivable-related party --                       --                      --                       --                      
Prepaids and other current assets 7,442                41,560             6,894                39,652             

 
Total current assets 1,744,168         1,903,430        1,615,797      1,816,063        

 
PROPERTY AND EQUIPMENT, Net 321,011            380,183           297,385            362,733           

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

OTHER ASSETS
Intangible assets --                       --                      --                       --                      
Investment in Subsidiary --                       --                      --                       --                      
Security deposit 250,203            240,310           231,788            229,280           
Due from shareholder 271,846            183,144           251,838            174,738           
Other assets 36,144              37,004             33,484              35,306             

Total other assets 558,193            460,458           517,110            439,324           

TOTAL ASSETS 2,623,372         2,744,071        2,430,292         2,618,120        

LIABILITIES AND SHAREHOLDER'S DEFICIT

CURRENT LIABILITIES
Accounts payable 953,595            1,036,145        883,410            988,586           
Accrued expenses 575,120            588,459           532,791            561,450           
Due to shareholder 443,162            430,296           410,545            410,545           
Unearned revenue 1,569,757         1,568,343        1,454,223         1,496,356        

TOTAL LIABILITIES 3,541,634         3,623,243        3,280,969         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 (5,746,459)        (5,935,000)       (4,701,954)        (4,877,787)       
Accumulated deficit (54,281,619)      (53,639,262)     (52,789,221)      (52,110,442)     
Current losses (214,845)           (642,357)          (200,364)           (678,779)          
Accumulated Other Comprehensive Loss (2,383,317)        (2,370,531)       (2,512,727)        (2,525,398)       

TOTAL SHAREHOLDERS' DEFICIT (918,262)           (879,172)          (850,677)           (838,817)          

TOTAL LIABILITIES AND
SHAREHOLDERS' DEFICIT 2,623,372         2,744,071        2,430,292         2,618,120        
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artnet AG
CONSOLIDATED STATEMENTS OF INCOME

for the three months ended March 31, 2003 and 2002

3/31/2003 3/31/2002 3/31/2003 3/31/2002
Consolidated Consolidated Consolidated Consolidated

USD USD EURO EURO
REVENUE  

Online gallery network 697,144            654,790 650,156              746,814              
Database subscriptions 623,477            621,542 581,455              708,894              

--                         
TOTAL REVENUE 1,320,621         1,276,332              1,231,611           1,426,607           
 
OPERATING EXPENSES

Cost of goods sold - bookstore --                       -                             --                         --                         
Production support, production and editorial 376,407            386,477 351,037              440,792              
Selling and marketing 194,703            150,046 181,580              171,133              
General and administrative 760,423            500,309 709,170              570,622              
Noncash compensation expense 188,541            195,590 175,833              223,078              
Depreciation and amortization 70,456              230,568 65,707                262,972              

 
TOTAL OPERATING EXPENSES 1,590,530         1,462,990 1,483,328           1,635,242           

 
LOSS FROM OPERATIONS (269,909)           (186,658) (251,717)             (212,891)             

INTEREST EXPENSE - Net (8,160)               (13) (7,610)                 (15)                      

INTEREST INCOME 3,916                29 3,652                  33                       

OTHER INCOME 59,308              0 55,311                --                         

LOSS FROM CONTINUING OPERATIONS BEFORE
    PROVISION FOR  INCOME TAXES (214,845)           (186,642) (200,364)             (212,873)             

 
INCOME TAX PROVISION --                       (2,038) --                         (2,324)                 

LOSS FROM CONTINUING OPERATIONS (214,845)           (188,680) (200,364)             (215,197)             

DISCONTINUED OPERATIONS 
Income from bookstore operations, net of 

income tax benefit of $0 --                       2,849 --                         3,249                  

NET LOSS (214,845)           (185,831) (200,364)             (211,948)             

Net Loss Per Share Attributable to Common Shareholders:
Loss From Continuing Operations (0.04)                 (0.03)                      (0.04)                   (0.04)                   
Income from Bookstore Operation --                       -                         --                         -                      
Net Loss (Basic and Diluted) (0.04)                 (0.03)                      (0.04)                   (0.04)                   

Weighted Average Common and Common Equivalent 
Shares Outstanding:
Basic and Diluted 5,631,067         5,610,522 5,631,067           5,610,522           
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artnet AG
CONSOLIDATED STATEMENTS OF CASH FLOWS

for the three months ended March 31, 2003 and 2002

3/31/2003 3/31/2002 3/31/2003 3/31/2002
Consolidated Consolidated Consolidated Consolidated

USD USD EURO EURO
CASH FLOWS FROM OPERATING ACTIVITIES

 Net loss (214,845)               (185,831)          (200,364)              (211,948)           

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

Loss on abandonment of property and equipment --                    --                         --                       
Depreciation and amortization 70,456            230,568           65,707                 262,972             
Provision for doubtful accounts 288,483          --                     266,731               --                       
Non-cash compensation 188,541          195,590           175,833               223,078             

Changes in operating assets and liabilities:
Accounts receivable (199,053)         (278,075)          (141,745)              (346,508)           
Prepaid and other current assets 34,118            33,550             32,758                 37,500              
Security deposits (9,893)             --                     (2,508)                  (3,956)               
Other assets 860                 (35,897)            1,822                   (43,457)             
Accounts payable (82,550)           (301,647)          (105,176)              (296,119)           
Accrued expenses (13,339)           (284,119)          (28,659)                (309,892)           
Unearned revenue 1,414                    131,479           (42,133)                176,600             

 TOTAL ADJUSTMENTS 279,037                (308,551)          222,630               (299,782)           
 

NET CASH PROVIDED BY (USED IN)

  OPERATING ACTIVITIES 64,192                  (494,382)          22,266                 (511,730)           

 
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of property and equipment                  (11,284) (19,313)            (10,453)                (22,027)             
Purchase of Intangible Assets                            -- (68,630)            --                         (78,275)             
Notes receivable, advance (88,702)                 --                     (77,100)                --                       

NET CASH USED IN 
  INVESTING ACTIVITIES (99,986)                 (87,943)            (87,553)                (100,302)           

CASH FLOWS FROM FINANCING ACTIVITIES
Principal payment of capital lease obligations --                       --                     --                         102                   
Loans from shareholders 12,866               --                     --                         (7,190)               
Change in foreign currency translation adjustment (13,040)              --                     31,966                 --                       
Proceeds from sale of common stock --                       --                     --                         --                       

 

NET CASH PROVIDED BY (USED IN)

  FINANCING ACTIVITIES (174)                      --                     31,966                 (7,088)               

Effects of exchange rate changes on cash 254           519,298           (9,201)                  550,578             

NET INCREASE (DECREASE) IN CASH
  AND CASH EQUIVALENTS (35,714)                 (63,027)            (42,522)                (68,542)             

 

CASH – Beginning 340,664                146,662           325,028               163,931             

 

CASH – Ending 304,950                83,635             282,506               95,389              
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artnet AG
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (USD)

for the periods ended March 31, 2003 and December 31, 2002
Accumulated

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)           (976,501)     

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)           (879,172)     

Net Loss (214,845)           (214,845)     
Other comprehensive loss:
Foreign Currency Translation  --   --   --   --   --   --  (12,786)                (12,786)       

Comprehensive Loss (227,631)     
Deferred Compensation  --   --   --   --  188,541            --   --  188,541      

BALANCE - March 31, 2003 5,631,067  5,941,512 56,222,097    (455,631)     (5,746,459)      (54,496,464)      (2,383,317)           (918,262)     

Common Stock
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artnet AG

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (EURO)

for the periods ended March 31, 2003 and December 31, 2002

Accumulated
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 --                  --                   --                         --                    --                            (200,364)                --                              (200,364)         
Other comprehensive loss:
Foreign Currency Translation --                  --                   --                         --                    --                            --                            12,671                     12,671            

Comprehensive Loss --                  --                   --                         --                    --                            --                            --                              (187,693)         
Issuance of common stock --                  --                   --                         --                    --                            --                              -                  
Issuance of treasury stock --                    --                            --                              -                  
Deferred compensation --                  --                   --                         --                    175,833                 --                            --                              175,833          

BALANCE - March 31, 2003 5,631,067    5,631,067     54,170,003          (447,481)        (4,701,954)             (52,989,585)           (2,512,727)               (850,677)         
--                 --                        --                  175,833                (200,364)               12,671                   (11,860)         

Common Stock
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artnet AG

Stock and Option Holdings of Management Board and Supervisory Board Members

March 31, March 31, March 31, March 31,
2002 2002 2003 2003

Shares Options
Average Option 
Exercise Price Shares Options

Average Option 
Exercise Price

Board of Directors and
Companies 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
Supervisory Board and
Companies related to
Board Members
Klaus-Jochen 0 39,557 4.87 0 39,557 4.87
Schaeffer
Schaeffer 600,000 0 600,000 0
Immobilien GmbH

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