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In the first quarter of 2008, artnet posted growth of 29% in its three ex-
isting divisions on a US dollar basis. Translated into euros, the growth
rate fell to 13%, though adjusted for currency effects it still managed to
top 25%. This has prompted us to revise our 2008 forecast for revenue
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On the whole, the artnet online auctions got off to a promising start, with
Relevant stock ex- Xetra and Frankfurt the first auctions concluding in March. Revenues were generated from
changes the outset—EUR 17 thousand in March—and artnet expects them to re-
Trading segment Regulated market/Prime Stan- main on an upward curve. Initial adjustments to the empirical data col-
— lected have already been integrated into the auction process. We are
sticking to our revenue projection of EUR 323 thousand for 2008 in
Share price EUR 8.00 (Xetra; 19.05.2008 spite of the exchange rate movements. While it is impossible to make a
3.35 pm) clear forecast on the basis of this data, current data has made the nega-
52-week high EUR 13.90 tive scenario of a failure much less likely. The proper launch of the full
low EUR 6.91 version with an advertising campaign—once the auction process in the

beta version has ended—could thus give a further boost to the artnet

Number of shares 5,631,067 shares (basic) online auctions.

Market capitalization  EUR 45.0 million
Costs are continuing to develop at a high level in an attempt to intensify

Shareholder structure gg'eéfrl'i\‘neuendorf 26.0% new product development and press ahead with the establishment of
existing products on the market as well as their enhancement. This is
Schaeffer Immo- 11.3% ) . . .. .
bilien GmbH, Ham- being impeded by the subprime crisis and the struggling US economy,
burg which are putting a certain damper on revenue growth. So far, however,
Artis Capital Manage-  10.4% these factors have not had a significant impact on the art market. We
ment LLC, San Fran- have consequently lowered our forecast for revenue growth excluding
ESEQ auctions from 25% to 23% for 2009 and raised it from 20% to 23% for
Robert de Rothschild 7.3% 2010. We no longer anticipate major negative currency effects after
Oliver Schmidt 5.0% Q4/2008.
Treasury Shares 1.4%
Frem e 38.6% Summing up, Q1/2008 was characterized by the promising kick-off of
the online auctions, the accelerated development of new products, a
2006 dividend G huge negative currency effect, and a slowdown of growth to 29% on a
dollar basis.

S'G'\:‘UM FiefgarigGmbH Following 2008, which was a transition year, we are now conducting our
Zgztoz;cg.‘ ! valuation on the basis of 2009 and feel that a P/E ratio of 20 or a share
Usseldorf . . L
info@SIGNUM-Research.com price of EUR 12.60 is at least reasonable. Our DCF model indicates a

present value of EUR 12.49. This results in a current fair assessment of
EUR 12.50, compared with EUR 11.25 in our initial study.
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1. Key Events in Q1/2008

. Promising start to the artnet online auctions on February 25, 2008

. Strong sell-through rate of around 30% of all auction objects at
online auctions

. Cash flow remains positive in spite of high capital expenditure on
online auctions and development of new products

. Consolidated revenue growth adjusted for currency effects contin-
ues to top 25%

. 13 new employees hired, 127 employees in total, development of
employee revenue still negative

J First-time capitalization of staff costs of EUR 108 thousand for new
product development

. New cost breakdown, reclassification of general administrative
expenses as cost of sales

. Gallery network: 2,017 members (1,947 on December 31, 2007)

. Price database: 11,950 subscribers (11,500 on December 31,
2007)

. Expansion of gallery network and price database in the 20th and
21st-century handcrafts and design segments

2. Forecast & Outlook

. Continued improvement process of artnet online auctions initiated

J Auctions expected to generate higher income through the reduc-
tion of turnover time to 10 and later to 7 days and the levying of an
additional buyer commission of 10% (up to now, seller commission
of 10%)

J Expansion of sales will be driven forward in China and Russia, es-
pecially for the gallery network and price information
. Online marketplace for design (modern and contemporary furniture

and design objects from over 150 galleries from 75 countries) will
be introduced along the same lines as that for art

. Development of new products in the field of price database pro-
ducts
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3. Details
3.1 artnet Online Auctions

Since February 25, suppliers have put works of art up for sale on the
artnet online auctions art trading platform. Demand is particularly strong
for graphic arts, which make up the largest segment. Photographs,
works on paper, sculptures, and paintings are also offered. The top sell-
ers so far have been works by Warhol and Murakami, two of the best-
known names worldwide in modern/contemporary art. The platform is
still in the ramp-up phase, termed "beta mode" at artnet. Improvements
are continuously being made to bidder information, contract implemen-
tation, and the layout of the platform based on the empirical data al-
ready collected. For example, the bidding process has been made more
straightforward and easier to understand, now enabling bidders to con-
tinue bidding automatically until their individual price limits are reached.

Deliveries are solicited by Sales, particularly in the gallery network. The
marketplace is advertised in the media, through advertisements in the
New York Times for example. Expenses for this have been planned in
the marketing budget, though mainly after the full version of the online
auctions goes live. The low slotting fee of USD 25 per object also en-
ables the sellers to put their objects up for auction on multiple occa-
sions provided they were not sold the first time round. In the five weeks
of the first quarter, artnet reported around 200 deliveries. According to
information provided by the company, the sell-through rate was approxi-
mately 30% and thus lies within the upper range of the expected 20%-
30%. Sales after close of auction (post-auction sales) account for
around 10% of all sales. artnet is planning to levy a buyer commission of
10% in the future in addition to the 10% seller commission. This would
double artnet's income as long as auction revenues remain largely unaf-
fected, as artnet expects. We are initially leaving our revenue estimate
of commission income from online auctions unchanged in view of nega-
tive currency effects and possibly a theoretical doubling of income from
the introduction of a 10% buyer commission.

3.2 Growth

Adjusted for currency effects, revenue growth in Q1/2008 continued to
hover above the 25% figure that artnet anticipates for the coming years.
On account of the extremely weak development of the exchange rate of
the US dollar (principal invoicing currency/80%) to the euro (reporting
currency) in this quarter, artnet recorded growth of 13% after adjust-
ment for currency effects. The subprime crisis has so far had few reper-
cussions, though they are putting a damper on growth. The competitor
Artprice.com also recorded a slowdown in growth to 11% in Q1/2008.
Consequently, we are revising our growth forecast for artnet's existing
divisions to 17% for 2008.

artnet has reclassified a number of the cost items reported under gen-
eral administrative expenses as cost of sales. These relate to informa-
tion technology and online auction costs, as well as to other costs di-
rectly allocable to the products.

The primary cost drivers are the much larger workforce and the internal
and external costs for the development of new products such as online
auctions and derivative price database products. The headcount grew by
53% compared with the same quarter in the previous year. Correspond-
ingly, revenue per employee will continue to plummet until the new prod-
ucts start to lift revenues. This was reflected in SIGNUM's lower profit
forecast for 2008. On the other hand, the company's competitive edge is
likely to expand as a result.
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L We have assumed only
i minor currency factors in
e 2009 and are now fore-
casting slightly higher
growth for 2010 excluding
the auction commissions.
At present, several weeks
before kick-off, it is still
Ed Ruscha difficult to estimate the
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Pastel which is why we are leav-
Sotheby's New York: Thursday, May 15, 2008 ing our planning un-
[Lot 248] Contemporary Art Day Auction Changed.
Sale Price: 3,961,000 US$ PREMIUM
3.3 Valuation

We are now changing our valuation to 2009. In general, valuations of
small caps worldwide have initially fallen substantially. We are making
allowance for this by cutting the fair P/E ratio for artnet from 25 to 20.
As soon as the slide in the US dollar levels off and revenue growth
exceeds 25% again (adjusted for currency effects) and the rise in staff
and other costs eases, a higher P/E valuation will seem reasonable
once more. The online auctions could trigger additional upside if they
exceed our expectations. Then, with total sales growing faster than the
current estimates of 20%, 28%, and 29% for 2008, 2009, and 2010, it
would be easy to justify raising the P/E ratio further to 30.

Table 1
artnet AG Forecast (consolidated income statement)
2006 2007 2008 2009 2010
Current Change  Current Change  Forecast Change Forecast Change Forecast
in % in% in % in%

Amounts in EUR thousand

Revenues (excl. auctions) 8,416 +30.6% 11,000 +17.0% 12,870 +23.0% 15,830 +23.0% 19,471
Online auction commission 323 1,050 2,240
Total sales 8,416 11,000 +19.9% 13,193 +27.9% 16,880 +28.6% 21,711
Cost of sales 1,719 +23.0% 2,073 +126.7% 4,700 +15.0% 5,405 +15.0% 6,216
Gross profit on sales 6,697 +33.3% 8,927 -4.9% 8,493 +35.1% 11,475 +35.0% 15,495
Sales/marketing 1,296 +32.0% 1,694 +21.0% 2,050 +20.0% 2,460 +20.0% 2,952
General administrative costs 2,960 +39.0% 4,220 -36.0% 2,700 +15.0% 3,105 +15.0% 3,571
Product development 565 +65.0% 1,066 +50.0% 1,599 +30.0% 2,079 +20.0% 2,494
Marketing costs online auctions 400 250 250
Total costs 4,821 +44.8% 6,980 -3.3% 6,749 +17.0% 7,894 +17.4% 9,267
Operating result 1,876 +3.8% 1,947 -10.4% 1,744 +105.4% 3,681 +73.9% 6,228
Net interest 37 91 100 150 200
Other income 14 75 29 33 38
EBT 1,927 +9.7% 2,113 -11.4% 1,873 +101.0% 3,765 +71.8% 6,446
Taxes (excl. deferred taxes) 107 +22.4% 131 80 120 150
Consolidated earnings 1,820 +8.9% 1,982 -9.5% 1,793 +103.3% 3,645 +73.3% 6,316
Number of shares (fully diluted) 5,703 5,741 5,750 5,800 5,850
EPS 0.32 +8.2% 0.35 -9.7% 0.31 +101.5% 0.63 +71.8% 1.08
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Table 2
Discounted cash flow model in EUR thousand 2008 2009 2010 2011 ff.
Consolidated net income 1,793 3,645 6,316 6,316
Change in working capital 200 300 300 300
Less net investments -700 -500 -300 -200
Free cash flow (FCF) 1,293 3,445 6,316 6,416
Discount factor 1.088 1.184 1.288 1.401
Terminal value 88,017
Present values FCF 1,189 2,911 4,906 62,836
Total present values (fair value) 71,841
Number of shares 5,750,000
Fair value per share 12,49

Assumptions for calculation of enterprise value

Basic interest rate (current yield) 4,29%
Market risk premium 4.50%
Beta factor 1.00
CAPM interest rate 8.79%
Terminal value growth discount 1.50%

The DCF model was adjusted to take account of the higher current bond
yield and the revised expectations for the cash flow components. The
parameters of the sensitivity analysis remained unchanged.

Table 3
Beta
in EUR per share ’ 0.8 1.0 1.5
Growth discount
1.0% 13.55 11.79 8.80
1.5% 14.49 12.49 9.18
2.0% 15.58 13.30 9.61
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Legal note
This legal note is part of this financial analysis and should certainly be taken into account when making decisions based on this
analysis or initiated by it.

Legal note/disclaimer

This financial analysis was prepared by SIGNUM Research GmbH. It contains select information and does not claim to be complete.
The analysis is based on generally accessible information ("Information"), which are regarded as being reliable. However, SIGNUM
Research GmbH has not checked the Information to ensure that it is correct or complete, and expressly does not assume any liability
for the Information being correct or complete. Any incomplete or incorrect Information do not make SIGNUM Research GmbH liable
for damage of any kind, direct or indirect damage and/or consequential damage. In particular, SIGNUM Research GmbH does not
assume any liability for the statements, forecasts or other details regarding the company studied, its competition or market, underly-
ing statutory conditions, etc. included in this analysis. The preparation and creation of this analysis are subject to the laws of the
Federal Republic of Germany. Disseminating this study to other jurisdictions can be restricted by the laws or other legal provisions
which apply there. Persons domiciled outside the Federal Republic of Germany who obtain possession of this analysis must obtain
their own information on any such restrictions which may apply to them, and must follow these restrictions. Although the analysis has
been carefully prepared, errors, imprecise or incomplete information or misestimates cannot be excluded. SIGNUM Research GmbH,
its shareholders, employees and freelance employees are not liable at all for the correctness or completeness of the statements,
estimates, recommendations or conclusions that are derived from the Information included in this analysis. This analysis is neither
an offer nor an instruction to issue an offer to buy or sell a security. Private investors domiciled in the Federal Republic of Germany
who become aware of the contents of this analysis, should check with their advisor prior to making any investment decision, whether
the recommendation included in this analysis is suitable for them with regard to their investment objectives and financial situation,
and whether the opinions expressed in the analysis are shared. The opinions included in this analysis can be changed at any time
without prior notice. All rights reserved.

Copyright

This analysis including all of its parts is protected by copyright. Any use outside the boundaries of the copyright act is not permitted
without our written permission, and may be penalized. This applies in particular to duplications, translations, microfilming, storage
and processing in electronic media for the entire contents or parts thereof.

Main sources of information

The main sources of information for the preparation of this analysis are publications in German and foreign media, such as informa-
tion services, the business press, professional literature, published statistics, ratings agencies and publications by the analyzed com-
panies/issuers.

Analysis prepared by:

Marcus Suhling (business administration graduate), Analyst
Responsible company: SIGNUM Research GmbH, Dusseldorf.
Layout: Michele Anne Zeh, CH-Windisch

Investment recommendation

Buy: We expect the price of these shares to increase by 15% or more in the coming 12 months

Hold: We expect the price of these shares to fluctuate but only to change slightly in the coming 12 months
Sell: We expect the price of these shares to fall by 15% or more in the coming 12 months

N/A: We have not made a recommendation for these shares

Overview of our analysis results for these shares in the past 12 months

First analysis on February 25, 2008, Analysis Result: BUY EUR 11.25
Follow-up study on May 26, 2008, Analysis Result: BUY EUR 12.50
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The following possible conflicts of interest are to be taken into account for this financial analysis. They can result with the following
companies named in the analysis:

Company: artnet AG Numbers concerned: 3, 7

1. SIGNUM Research GmbH and/or an affiliated company directly or indirectly hold an interest of at least 1% in the share capital of
the respective issuer

2. SIGNUM Research GmbH and/or an affiliated company directly or indirectly hold an net short position of at least 1% in the share
capital of the respective issuer

3. The financial analysis for this company was prepared by SIGNUM Research GmbH at the issuer's request or at the request of
one of this company's related parties

4. Within the past twelve months, SIGNUM Research GmbH and/or an affiliated company were involved in managing a syndicate
for an issue as part of a public offer of financial instruments that are the subject of this analysis or for which their issuer is the
subject of this analysis

5. SIGNUM Research GmbH and/or an affiliated company have performed investment banking services or IR-related services for a
fee for the issuer discussed

6. The analysis was made accessible to the issuer prior to being disseminated or published, and was then changed

7. The author of this financial analysis or one of their employees directly hold securities in this company or derivatives based on
these securities

8. A member of the management or an employee of SIGNUM Research GmbH and/or a subsidiary are members of this company's
Managing/Supervisory Board

9. SIGNUM Research GmbH and/or an affiliated company expect or aim to receive payment from this company in the next three
months for investment banking services or IR-related services

Responsible supervisory authority By accepting this document, the recipient accepts the binding nature of the

. above restrictions.
Bundesanstalt fur

Finanzdienstleistungaufsicht (BaFin)
Lurgiallee 12
60439 Frankfurt

Credits
SIGNUM Research GmbH
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40507 Dusseldorf
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