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artnet AG 
 
LETTER TO SHAREHOLDERS 
 

artnet’s revenue continued to expand in the first three months of 2004. Additional improvements 
to the website and new product launches over the next two quarters, combined with continued 
improvement in the global economic environment, should further increase revenue and       
market share. 

In the first quarter of 2004, the Company earned a positive net income for the first time since 
2001. Although we are excited about reaching this milestone, such positive results may not be 
consistently achievable in the near-term as we continue to aggressively invest in technology, 
marketing, and product development in order to accelerate revenue growth and increase long-
term Company value. Nevertheless, the Company’s results for the first quarter 2004 are a clear 
affirmation that our restructuring and corporate strategy are bearing fruit. 
 
 
Hans Neuendorf 
CEO
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artnet AG 
GROUP MANAGEMENT REPORT  

FOR THE THREE MONTHS ENDING MARCH 31, 2004 

 
Management Overview 
 
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, to bring price transparency to the art 
market.  Today the Price Database has a broad base of customers dominated by major auction 
houses, art dealers, museums, and insurance companies.  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 on its platform.  The online Gallery 
Network was supplemented by a new online art trade magazine edited by a veteran art journalist 
to draw attention to the site.  Today artnet is a critical tool, providing its member dealers with 
global market access, significant incremental revenue opportunities, and cost-effective marketing 
solutions during a contested economic period. 
 
 
Foreign Currency Effects 
 
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 over the past year, quarter to quarter 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 Operating Statements is based on the average exchange rate for     
the first three months of the year.  For the first quarter of 2004, the average rate was             
0.8010 Euros/Dollar as compared to 0.9326 Euros/Dollar in the first quarter of 2003,                      
thus representing an exchange differential of 14%.  Currency translation for the Balance Sheets is 
based on the exchange rate at the end of the period.  As of March 31, 2004, the rate was        
0.8215 Euros/Dollar; as compared to 0.7964 at December 31, 2003 thus representing an 
exchange differential of 3%. 
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Revenue 
 
Total revenue was $1,475,000 and $1,321,000 for the three months ended March 31, 2004      
and 2003, respectively, representing an increase of $154,000 or 12%. This increase in revenue 
was primarily driven by growth in the online Gallery Network and Advertising throughout            
the artnet website as described below.  In euro terms, total revenue was Euro 1,181,000 and 
Euro 1,232,000 for the three months ended March 31, 2004 and 2003, respectively. 
 
Online Gallery Network revenue increased by 9% to $641,000 in the first quarter of 2004         
from $589,000 in the first quarter of 2003.  Advertising revenue throughout the website in the form 
of banners and tiles increased by 79% to $194,000 in the first quarter 2004 from $109,000 for the 
same period last year. With the number of visits to the website exceeding 1.7 million per month 
during the period, Management’s increased focus on advertising sales resulted in a sharp 
increase in Advertising revenue. 
 
Price Database subscription revenue increased by 3% relative to the same period last year to 
$640,000 in the first quarter of 2004 from $623,000.  Implementation of advantageous pricing and 
new subscription offerings aimed at increasing market share at the expense of short-term results, 
restrained a large increase in revenue for the Price Database. 
  
 
OPERATING EXPENSES 
 
Client Service, Production, and Editorial 
 
Client Service, Production and Editorial expenses were $241,000 and $289,000 for the three 
months ended March 31, 2004 and 2003 respectively, representing a decrease of $48,000 or 
17%. This category includes all editorial-, content- and production-related costs for the online 
Gallery Network, Price Database, and artnet magazine. The primary costs consist of payroll, 
consulting fees, and customer service costs related to database production and content 
management.  Compared to the prior quarter, costs were reduced by continuing to outsource 
production activities to lower-cost regions such as India and Puerto Rico as well as managing the 
employee staff count and reducing artnet’s reliance on higher-cost local consultants. In euro 
terms, Client Service Production and Editorial expenses were Euro 193,000 and Euro 270,000 for 
the three months ended March 31, 2004 and 2003, respectively. 
 
   
Selling and Marketing 
 
Selling and Marketing expenses were $181,000 and $195,000 for the three months ended    
March 31, 2004 and 2003 respectively, representing a decrease of $14,000 or 7%. This category 
includes advertising, marketing and promotional activities, salesperson salaries and 
commissions, and marketing staff costs.  The reduction in Selling and Marketing Expense was 
primarily due to the implementation in 2003 of a more performance-oriented sales commission 
structure that continued to have cost saving effects into the first quarter of 2004.  Management 
anticipates that as revenue increases in future periods, necessitating larger commission 
payments, and additional marketing resources are utilized to launch new products, expenses for 
this category will increase.  In euro terms, Selling and Marketing expenses were Euro 145,000 
and Euro 182,000 for the three months ended March 31, 2004 and 2003, respectively. 
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General and Administrative 
 
General and Administrative expenses were $732,000 and $760,000 for the three months ended 
March 31, 2004 and 2003 respectively, representing a decrease of $28,000 or 4%. 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 reduction in General and Administrative Expense was primarily due to decreased bad debt 
expense of $156,000. The bad debt expense is a non-cash item that relates to anticipated 
uncollectible receivables. Excluding bad debt expense, General and Administrative expenses 
would have been $768,000 and $640,000 for the three months ended March 31, 2004 and 2003, 
respectively. The increase in cash-based expenses was primarily due to additional computer 
networking and maintenance costs as well as increased professional fees related to building the 
network infrastructure. In euro terms, General and Administrative expenses were Euro 587,000 
and Euro 709,000 for the three months ended March 31, 2004 and 2003, respectively. 
 
 
Product Development 
 
Product Development expenses were $106,000 and $87,000 for the three months ended March 
31, 2004 and 2003, respectively, representing an increase of $19,000 or 21%. 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.       
Costs for this category were historically maintained under Client Service, Production, and 
Editorial. The increase for this period is reflective of Management’s emphasis on building new 
products and further developing existing products to accelerate revenue growth and reduce costs 
in the coming years.  In euro terms, Product Development expenses were Euro 85,000 and     
Euro 81,000 for the three months ended March 31, 2004 and 2003, respectively. 
 
 
Non-Cash Compensation Expense 
 
Non- Cash Compensation expense for the three months ended March 31, 2004 and 2003 was 
consistent at $189,000, respectively. Non-cash compensation expense 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. Under U.S. GAAP rule APB 25, “Accounting 
for Employee Stock Option Programs,” the difference between the strike price of the employee 
stock options and the market value of the stock at the time of the grant is to be reflected in the 
accounts over the vesting period of the options. The charge for the period ended March 31, 2004 
reflects the amounts actually vested during 2004 to employees active as of this date.  Vesting for 
these options will be completed in 2004. 
 
 
Depreciation and Amortization 
 
Depreciation and Amortization expenses were $20,000 and $70,000 for the three months ended 
March 31, 2004 and 2003, respectively, representing a decrease of $50,000 or 72%.  
Depreciation and Amortization Expenses relate to the depreciation of computer equipment, 
website development, fixed assets, and the amortization of leasehold improvements and leased 
equipment.  This decrease is primarily due to the completion of depreciation on fixed assets 
purchased in prior years as well as the lack of any significant equipment purchases in 2003      
and 2004.  In euro terms, Depreciation and Amortization expenses were Euro 16,000 and       
Euro 66,000 for the three months ended March 31, 2004 and 2003, respectively. 
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Total Operating Expenses 
 
Total Operating Expenses were $1,469,000 and $1,591,000 for the three months ended March 
31, 2004 and 2003, respectively, representing a decrease of $122,000 or 8%.  This decrease was 
primarily due to reductions in Client Service, Production, and Editorial Expenses as a result of 
continued outsourcing of production activities to lower-cost regions and reduced Depreciation and 
Amortization Expense due to decreased purchases of property and equipment.  In Euro terms, 
total Operating Expenses were Euro 1,177,000 and Euro 1,483,000 for the three months ended 
March 31, 2004 and 2003, respectively. 
 
 
Income/(Loss) from Operations 
 
Income/(Loss) from Operations before provision for income taxes were $80,000 and ($215,000) 
for the three months ended March 31, 2004 and 2003, respectively, representing an increase of 
$295,000.  This increase was primarily due to increased revenue, reductions in Client Service 
Production and editorial expenses, as well as a reduction in Depreciation and Amortization 
expenses from the year ago period.  This result marks a significant milestone for the Company:  
Management delivered on its commitment to exceed the break-even point in operating profit 
shortly after beginning its restructuring of the Company in 2001. The results are even more 
significant on an EBITDA basis:  artnet achieved a profit of $214,000 before interest, taxes,    
non-cash compensation, depreciation and amortization. In euro terms, Income/(Loss) from 
Operations were Euro 64,000 and Euro (200,000) for the three months ended March 31, 2004 
and 2003, respectively. 
 
 
Asset Position, Liquidity and Capital Resources 
 

The Company generated cash from operating activities of $35,000 and $64,000 for the three 
months ended March 31, 2004 and 2003, respectively.  The decrease was driven by a reduction 
in Accounts Payable and Accrued Expenses as the Company continues to strive towards 
reducing its obligations to third party vendors.  Additionally, the Company used net cash provided 
by operating activities to fund Product Development costs in an effort to increase the site 
functionality, and thus, revenue. 

The net cash flows used for investing activities were $65,000 and $100,000 for the three months 
ended March 31, 2004 and 2003, respectively.  The net cash flows used for financing activities 
were $13,000 and $0 for the three months ended March 31, 2004 and 2003, respectively, and 
related primarily to loan repayment as well as foreign currency translation adjustments. 
 
 
Outlook 
 

The Company expects that continued growth in revenues during 2004 will result primarily from 
increased Advertising and growth in the online Gallery Network, with Price Database subscription 
revenue increasing toward the second half of the year. The expected growth in Price Database 
subscription revenue is based on accelerating activity in the global art market and the 
development of the single, pay-per-search option.  This option is designed for non- professional 
users who do not want to commit to the monthly subscription that is primarily targeted to our 
professional customer base.  The single search will make the Price Database more accessible to 
a larger audience and is anticipated to increase market share and revenue for this product. 
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The Company expects to continue its investments in the areas of international Selling               
and Marketing resources, Product Development, and various corporate infrastructure areas.      
The Company believes these investments are necessary to support the long-term demands of its 
growing business.  Though Management considers results for the current period – Income from 
Operations of $80,000 and EBITDA including non-cash compensation of $214,000 – extremely 
positive, it must be noted that future results may not always equal or exceed the positive 
performance presented during the current period. Increasing demands on the Company’s working 
capital from the investments described above may restrain near-to mid-term future results. 
 
While the Company’s relatively low liquidity and high amount of debt in the form of Accounts 
Payable and Accrued Expenses are still concerns, Management has demonstrated marked 
success in reducing these risks by taking Accounts Payable and Accrued Expenses from a total 
of $2,723,000 as of the end of 2001 to $1,098,000 as of the first quarter of 2004, a reduction of 
60%, through a combination of debt negotiations, payments, and selective write-offs of previously 
billed amounts. With the introduction of new products, additional selling and marketing resources, 
and continued focus on revenue enhancement, Management continues to strive towards financial 
improvement in 2004. 
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artnet AG 
CONSOLIDATED BALANCE SHEETS 
 
As of March 31, 2004 and December 31, 2003         

         
  3/31/2004  12/31/2003  3/31/2004  12/31/2003 
  Consolidated  Consolidated  Consolidated  Consolidated 
  USD   USD   EURO   EURO 

CURRENT ASSETS        
Cash and cash equivalents               280,154             324,467                230,144            258,395 
Accounts receivable-net               705,619             664,890                579,659            529,497 
Prepaids and other current assets                 98,487               86,761                  80,906              69,094 

     
Total current assets  1,084,260           1,076,118  890,709            856,986 

      
PROPERTY AND EQUIPMENT, Net                 90,347               95,905                  74,219              76,376 
     
OTHER ASSETS     

Intangible assets                 62,663               52,110                  51,477              41,499 
Security deposit               250,202             250,202                205,538            199,253 
Due from shareholder               344,982             304,786                283,399            242,722 
     

Total other assets               657,847             607,098                540,414            483,474 
     

TOTAL ASSETS            1,832,454           1,779,121             1,505,342         1,416,836 
     
LIABILITIES AND SHAREHOLDER'S DEFICIT     
     
CURRENT LIABILITIES     

Accounts payable               614,519             712,214                504,821            567,187 
Accrued expenses                483,147             564,682                396,901            449,695 
Due to shareholder               508,930             540,672                418,081            430,574 
Unearned revenue               918,626             940,518                754,642            748,999 
     

TOTAL LIABILITIES            2,525,222           2,758,086             2,074,445         2,196,455 
     
SHAREHOLDERS' DEFICIT     
     

Common stock            5,941,512           5,941,512             5,631,067         5,631,067 
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   (4,978,197)         (5,166,738)           (4,048,139)       (4,199,158)

Accumulated deficit  (55,033,533)    (54,281,619)  (53,453,409)    (52,789,221)
Current income/(loss)                 80,357            (751,914)                  64,365           (664,188)
Foreign currency translation adjustment         (2,469,373)          (2,486,672)           (2,485,509)        (2,480,641)

     
TOTAL SHAREHOLDERS' DEFICIT            (692,768)            (978,965)              (569,103)           (779,619)

     
TOTAL LIABILITIES AND     

SHAREHOLDERS' DEFICIT            1,832,454           1,779,121             1,505,342         1,416,836 
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artnet AG 
CONSOLIDATED STATEMENTS OF OPERATIONS 
 
For the Three Months ended March 31, 2004 and 2003 
 
  3/31/2004  3/31/2003  3/31/2004  3/31/2003 
  Consolidated  Consolidated  Consolidated  Consolidated 
  USD   USD   EURO   EURO 
REVENUE           

Online Gallery Network          640,907          588,545            513,360          548,877 

Price Database            639,752          623,477            512,435          581,454 

Advertising            194,225           108,600            155,572          101,280 
      
TOTAL REVENUE         1,474,884        1,320,621         1,181,367       1,231,611 
       
OPERATING EXPENSES      

Client Service, Production and Editorial            240,878          289,095            192,941          269,610 
Selling and Marketing            181,005          194,703            144,983          181,580 
General and Administrative             732,375          760,423            586,625          709,170 
Product Development            106,406            87,313              85,230            81,428 
Noncash Compensation Expense            188,541          188,541            151,019          175,833 
Depreciation and Amortization              20,040            70,456              16,052            65,707 

       
TOTAL OPERATING EXPENSES         1,469,246        1,590,530         1,176,850       1,483,328 

       

INCOME/(LOSS) FROM OPERATIONS                5,639         (269,909)                4,517         (251,717) 
      
INTEREST EXPENSE               (9,422)            (8,160)              (7,547)           (7,610) 
         

INTEREST INCOME                3,951              3,916                3,164             3,652 
      

OTHER INCOME              80,189            59,308              64,231            55,311 
      
INCOME/(LOSS) FROM OPERATIONS       

  BEFORE PROVISION FOR  INCOME TAXES              80,357         (214,845)             64,365         (200,364) 
       
INCOME TAX PROVISION                      --                    --                       --                   -- 
      

NET  INCOME/ (LOSS)              80,357         (214,845)              64,365         (200,364) 
         
Net Income/(Loss) Per Share Attributable to 
Common Shareholders:         

Net Income/(Loss) (Basic and Diluted)                  0.01               (0.04)                  0.01              (0.04) 
         
Weighted Average Common and Common 
Equivalent Shares Outstanding:         
Basic and Diluted         5,478,387        5,478,387           5,478,387        5,478,387  
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artnet AG 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
 
For the Three Months Ended March 31, 2004 and 2003 

       
3/31/2004  3/31/2003  3/31/2004  3/31/2003 

Consolidated  Consolidated  Consolidated  Consolidated 
USD   USD   EURO   EURO 

CASH FLOWS FROM OPERATING ACTIVITIES        
 Net Income/(loss)             80,357      (214,845)           64,365         (200,364)

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

Depreciation and amortization 20,040         70,456         16,052             65,707 
Provision for doubtful accounts (35,601)   119,729         (28,516)           101,465 
Non-cash compensation 188,541      188,541       151,019     175,833 

Changes in operating assets and liabilities:                        -- 
Accounts receivable (5,128)      (30,299)         (21,646)            23,521 
Prepaid and other current assets (11,726)        34,118      (11,812)       32,758 
Security deposits        --        (9,893)         (6,285)        (2,508) 
Other assets        --              860                    --               1,822 
Accounts payable (97,695)      (82,550)        (62,366) (105,176) 
Accrued expenses  (81,535)       (13,339)        (52,794)           (28,659) 
Unearned revenue          (21,892)           1,414              5,643           (42,133) 

  
 TOTAL ADJUSTMENTS          (44,997)      279,037          (10,705)          222,630 

  
NET CASH PROVIDED BY  

 

OPERATING ACTIVITIES            35,360          64,192           53,660            22,266 
     
CASH FLOWS FROM INVESTING ACTIVITIES    

Purchase of property and equipment           (7,889)           (11,284)            (6,319)           (10,453)
Purchase of intangible assets          (17,146)                       --          (13,734)                      --
Receivables from shareholder, advance       (40,196)      (88,702)         (40,677)         (77,100)  

  
NET CASH USED IN  
INVESTING ACTIVITIES        (65,231)     (99,986)          (60,730)         (87,553)

CASH FLOWS FROM FINANCING ACTIVITIES  
Loans from shareholders   (15,208)         12,866           (12,493)                    --
Change in foreign currency translation adjustment           2,461     (13,040)          (16,839)            31,966 

  
               NET CASH (USED IN) PROVIDED BY  

FINANCING ACTIVITIES       (12,747)           (174)          (29,332)            31,966 
 
Effects of exchange rate changes on cash          (1,696)     254              8,151             (9,201)

 
NET DECREASE  IN CASH 
 AND CASH EQUIVALENTS         (44,313) (35,714)     (28,251)    (42,522)

    
CASH – Beginning         324,467         340,664           258,395            325,028 
    
CASH – Ending         280,154         304,950           230,144            282,506 
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artnet AG 
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (USD) 
 
For the Three Months Ended March 31, 2004 and December 31, 2003 
 
       Accumulated   
 Common Stock Additional    Other    
 Shares  Paid-in Treasury Deferred Accumulated Comprehensive   
 Issued Amount Capital Stock Compensation Deficit Loss Total  
          
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)                  --                 --                    --                   --                    --          (751,914)                       --         (751,914)  
Other Comprehensive Loss          
Foreign Currency Translation                  --                 --                    --                   --                    --                     --           (116,141)        (116,141)  

Comprehensive Loss                  --                 --                    --                   --                    --                     --                        --        (868,055)  

Deferred Compensation                  --                 --                    --                  --              768,262                     --                        --           768,262   
          
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 Income                  --                 --                    --                   --                    --                80,357                        --             80,357   
Other Comprehensive Loss          
Foreign Currency Translation                  --                 --                    --                   --                    --                     --                   17,299             17,299   

Comprehensive Loss                  --                 --                    --                   --                    --                     --                        --             97,656   

Deferred Compensation                  --                 --                    --                   --              188,541                     --                        --           188,541   
          
BALANCE - MARCH 31, 2004       5,631,067      5,941,512        56,222,097         (455,631)        (4,978,197)     (54,953,176)            (2,469,373)        (692,768)  
          
 



 12 

artnet AG 
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' DEFICIENCY (EURO) 
 
For the Three Months Ended March 31, 2004 and December 31, 2003    (According to US GAAP) 
 
 Common Stock Additional    Other   
 Shares  Paid-in Treasury Deferred Accumulated Comprehensive   

 Issued Amount Capital Stock Compensation Deficit Loss Total 
         
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)                     --                     --                      --                    --                            --             (664,188)                              --         (664,188) 
Other Comprehensive Loss         

Foreign Currency Translation                     --                     --                      --                    --                            --                         --                     44,757             44,757 
Comprehensive Loss                  --                  --                  --                   --                        --                      --                  --         (619,431) 

Deferred compensation                     --                     --                      --                    --                 678,629                         --                               --          678,629  
         
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 Income                     --                     --                      --                    --                            --                 64,365                              --             64,365 
Other Comprehensive Loss         

Foreign Currency Translation                     --                       --                    --                            --                         --                      (4,868)             (4,868) 
Comprehensive Loss                  --                  --                  --                   --                        --                      --                  --             59,497 

Deferred compensation                     --                     --                      --                    --                 151,019                         --                               --          151,019  
         
BALANCE - MARCH 31, 2004     5,631,067       5,631,067     54,170,003         (447,481)           (4,048,139)        (53,389,044)             (2,485,509)         (569,103) 
         
 


