Introduction (unconsolidated)





Main activity of the company is newspapers and periodicals edition - EKD 2212 and advertising services EKD 7440 (press advertisements)


Presented financial statements contains data for the financial year ending 31 December 1998 and comparable financial data for the year ending 31 December 1997.


The financial statement for the year ending 31 December 1997 has been converted in order to provide comparability of disclosure of revenue on sales of securities. Details are presented in additional supplementary notes 16 and 17.


No qualifications were made by the entities entitled to audit the financial statements for years preceding the financial year ending 31 December 1998.


The company does not have internal entities preparing individual financial statements.





SIGNIFICANT ACCOUNTING POLICIES, METHODS OF ASSETS AND LIABILITIES VALUATION AND CALCULATION OF FINANCIAL INCOME





The financial statements have been prepared in accordance with the accounting principles and practices employed by enterprises in Poland as is required by the Accounting Act of 29 September 1994. 


1.	Intangible fixed assets


	Intangible fixed assets are valued at acquisition price or at development cost and are amortised using the straight line method over the following periods:


�
�
�
Computer software�
2-3 years�
�
Perpetual usufruct�
10 years�
�
Licences, patents and trademarks�
5 years�
�
Goodwill�
5 years�
�
Other�
5 years�
�
2.	Tangible fixed assets


Tangible fixed assets are recorded at acquisition price or at the cost of production, reconstruction or improvement. Tangible fixed assets are subject to periodical statutory revaluation in accordance with the regulations of the Ministry of Finance. The most recent revaluation was carried out on 1 January 1995.





Tangible fixed assets are depreciated using the straight-line or average declining balance methods over their estimated useful lives. Depreciation commences from the month following the month in which a fixed asset was acquired or transferred from construction in progress. Tangible fixed assets of value lower then PLN 2,500 are fully depreciated in the month following the month in which a fixed asset was acquired or transferred from construction in progress.





	The principle depreciation rates used are as follows:





Buildings and constructions�
2,5-10,0%�
�
Plant and machinery�
5,0-60,0%�
�
Vehicles�
14,0-20,0%�
�
Other�
10,0- 25,0%�
�
	Expenditure on repairs or maintenance of tangible fixed assets which do not improve or extend the useful life of the asset are expensed as incurred; significant improvements are capitalised.





Values added after the statutory revaluation were transferred to revaluation reserve (last statutory revaluation took place on 1 January 1995)





3.	Assets under construction


Assets under construction are valued at either the acquisition price or the production cost of the tangible or intangible fixed assets which will be brought into use on completion.





4.	Investments 


Investments classified as current assets are carried at the lower of cost and net realisable value.





Investments classified as long-term assets are carried at the lower of cost and net realisable value, less amounts provided for to recognise other than temporary declines in the value of the investment.





5.	Inventory


	Inventory is valued at the lower of cost or standard cost of production which approximates actual cost and net realisable value: 





Cost is based on the first-in, first-out principle and includes expenditure incurred in acquiring the inventories and bringing them to their existing condition and location. 


Net realisable value is the estimated selling price in the ordinary course of business, less the estimated costs of completion and the estimated costs necessary to make the sale.


Inventory is stated in the balance sheet net of provisions made for slow-moving or obsolete stock.





6.	Debtors, claims and creditors


	Debtors, claims and creditors denominated in Polish złoty are recorded at nominal value.  


	


Debtors, claims and creditors denominated in foreign currencies are translated to Polish złoty at the average NBP exchange rate at the transaction date unless customs documents (SAD) indicate a different rate.  Foreign currency balances are restated at the balance sheet date at the average NBP exchange rate for the respective foreign currency.  


	


The collectibility of debtors balances are assessed at the balance sheet date with provision made for specifically identified and estimated doubtful accounts.





7.	Short-term securities


Short-term securities are carried at the lower of cost and net realisable value.





8.	Cash


	Cash denominated in Polish złoty is stated at nominal value.


	Cash denominated in foreign currencies is translated to Polish złoty using the average NBP exchange rate for the respective foreign currency at the balance sheet date. Exchange differences are disclosed as financial revenue or costs.


9.	Inter-period settlements of costs and deferred income


Inter-period settlements represent prepaid costs concerning future reporting periods. Accruals consist of possible costs of a current period, that an amount or date of the liability are unknown at the year end. Deferred income represent payments received in connection with the future services and positive foreign exchange differences from valuation of assets and liabilities other than cash, shares and securities.





10.	Equity


Share capital is disclosed in nominal value of registered shares, resulting from the company’s statute and commercial register. As at 31 December 1998 share capital was PLN 44,140.5 thousand and represented 44,140,500 shares of nominal value of PLN 1 each.





Reserve capital has been created by transfers from net income, reduction of share capital with no payments and reduction of revaluation reserve connected with sale or liquidation of revalued fixed assets. The creation of reserves are in accordance with the company’s statute.


11.	Provisions


Provisions represent provisions for doubtful debtors that reduce balance of debtors. They also represent a provision for temporary difference relating to corporate income tax, caused by time difference between revenue or costs according to the accounting act and tax regulations. Positive difference is disclosed as an obligatory charge on the net income, i.e. as a provision for a corporate income tax. Negative difference is disclosed as a prepaid expense if there is a possibility of its settlement within the next financial year and the following financial years. For calculation of positive or negative difference state of settlements as at the yearend are taken into consideration.





  12.	Bank credits and loans


Bank credits and loans denominated in Polish złoty are carried at their principal amount. Bank credits and loans denominated in foreign currencies are carried at their principal amount translated to Polish złoty at the average NBP exchange rate for the respective foreign currency at the balance sheet date.





  13.	Revenues and expenses


Sales revenue comprises revenue earned (net of returns, discounts and allowances) from the provision of products or services to third parties. Revenues are recognised when the conditions of sale have been met and no significant  uncertainties remain regarding the acceptance of the goods and/or services. Sales revenues are stated net of value added tax (VAT).


	


The Company records expenses by type of expenditure/by function and prepares its profit and loss statement in the same manner.





  14.	Other operating revenue and expenses


Other operating revenue and expenses are connected with the company’s operation and have influence on the income from operating activity. They represent: revenue from the sale of fixed assets, value of resolved provisions for doubtful debts and economy risk except for provisions connected with financial risk, fines and compensations received and fixed assets received as a contribution. Other operating costs represent: value of fixed assets sold, provisions created for doubtful debts and economy risk except for provisions connected with financial risk, fines and compensations paid, contributions made and adjustments of stocks value.


15.	Financial revenue and expenses


Financial revenue and expenses represent interests resulting from bank credits and loans given and received, foreign exchange differences, commissions, revenue and expenses connected with ownership of shares and other securities including value of created and resolved provisions connected with financial risk.


16.	Foreign exchange differences


Foreign exchange differences arising from the balance sheet date restatement of cash, investments and securities are recorded as follows:


		- gains - financial income,


		- losses - financial expenses.


The excess of foreign exchange losses over gains resulting from the balance sheet date restatement of assets and liabilities (other than cash, investments and securities) denominated in a specific currency is included in financial expenses.  An excess of foreign exchange gains over losses for a particular currency is included in deferred income.


17.	Extraordinary gains and losses


Extraordinary gains and losses result from unrepeatable events that are not connected with regular company’s operation.


18.	Motivation plan for the company’s employees


In April 1998 the company introduced an incentive plan (Plan) for employees on management positions in the company and the subsidiaries. Employees included in the plan might be rewarded depending on stage of realisation of targets specified in the plan. The rewards will be paid in cash and shares. The company has created a provision for costs resulting from the plan. The amount of the provision has been calculated as an estimated amount of rewards based on realisation of planned targets.


19.	Obligatory charges


An obligatory charge is corporate income tax. The corporate income tax in 1998 amounts to 36% of gross income calculated on base of the accounting regulations and adjusted for non taxable revenue and non tax deductible expenses, as specified in the tax regulations.


20.	Investment relief


The amount of investment tax relief which is an acceleration of depreciation of tangible fixed assets reduce profit/loss before taxation for calculation of the tax base. The company creates provisions for corporate income tax connected with the investment relief.





21.	Capital restructuring


In 1998 the company restructured its capital as follows:





a ) In January 1998 The Company was merged with Agora-Druk Sp. z o.o., AC Radio Sp. z o.o. oraz AC Telewizja Sp. z o.o. Share capital of the company was reduced by the write-off of 314,813 shares with a value of PLN 15,740.7 thousand and then increased to the previous value. For shares in the merged entities Agora-Holding Sp. z o.o. (previously Agora Sp. z o.o.) received 314.813 shares in the increased share capital.





b ) On 16 February 1998 the shareholders of Agora-Gazeta Sp. z o.o. (now Agora S.A.) agreed to reduce share capital by the write-off of 384,518 shares of Agora-Holding Sp. z o.o. with a value of PLN 19.234 thousand. At the same time shareholders agreed to increase share capital to the previous value by issuing 384,680 new shares, that were received by:


-  Agora-Holding Sp. z o.o. (3,284 shares ) in exchange of shares of Bank Inicjatyw Społeczno-Ekonomicznych S.A. and shares of Agora-Poligrafia Sp. z o.o. as a contribution in kind,


 	-  98 shareholders of Agora - Holding Sp. z o.o., mostly employees of Agora-Gazeta Sp. z o.o. now Agora S.A. ( 381.396 shares) in exchange of shares of Agora-Holding Sp. z o.o. as a contribution in kind.





As a result of the exchange of shares with a value of PLN 19,234.0 thousand, as described above, share capital of the company was increased by the same value.





c )  On 27 March 1998 the shareholders of Agora-Holding Sp. z o.o. decided to write-off the shares of Agora S.A.  mentioned above. Costs of the write-off of these shares with a value of PLN 19,070 was disclosed as a financial cost.





�






TRANSLATION





MANAGEMENT DISCUSSION OF 1998 AGORA RESULTS (NONCONSOLIDATED)





Accounting principles applied by Agora Group are based on provisions of Accounting Law dated September 29, 1994 and are described in detail in the annual report. In the opinion of the Management Board, these principles give an accurate and fair description of the Group’s fixed and financial assets and its operating results and profitability.


Please note, however, that the figures for 1998 are not fully comparable to those for 1997 because of capital reorganization which took place at the beginning of 1998. Whereas the 1997 figures include only Agora-Gazeta, Sp. z o. o., the legal predecessor of Agora SA, starting February 1, 1998 Agora’s figures include data from the liquidated and merged companies, Agora-Druk, AC Radio and AC TV.


Moreover, in the nonconsolidated report investments are shown at cost, without provision for material impairment of value. A detailed representation of the impact of these investments on the company's financials is shown in the consolidated report which therefore presents a more complete financial picture of the company.


FINANCIAL RESULTS


Revenue. The company’s most important product is Gazeta Wyborcza, the revenues of which represent 95% of all revenue of Agora. The other 5% of revenue is generated by small ventures and sales of products and services to affiliates. Nearly 100% of revenue comes from the Polish market; sales abroad constitute a fraction of one percent of revenue. The most important revenue positions are advertising sales and copy sales which in the aggregate account for nearly 96% of revenue.


In 1998 net revenues were 550.9 million PLN, 32.3% more than in 1997. The rapid rate of revenue growth (given average yoy inflation of 11.8%) reflected ongoing efforts to improve Gazeta Wyborcza for both readers and advertisers.


In 1998 average daily copy sales of Gazeta grew to 435,877 copies, 6.5% above year previous. Over a fourth or 27.1% of copies sold in the Warsaw market (27.4% in 1997). Most copies are sold at retail points of sale; subscriptions account for only about 10% of circulation. Revenue from copy sales was 107 million PLN,  20.1% more than in 1991 and represented 19.4% of total revenue (21.4% in 1997).


Advertising sales were 418.9 million PLN and grew 36.3% compared to 1997, thus accounting for 76.1% of total revenue (73.8% in 1997).  Total advertising space sold in Gazeta grew nearly 22% in relation to 1997. The average share of advertising pages to total pages produced was 58.4%, 1.4 percentage points more than during the preceding year. A little over half (50.4%) of all advertising revenues originated from local titles and the remainder from titles with national reach.  Share of local revenue declined from 52.8% in 1997.


In addition to ads inserted into Gazeta and other titles, in 1998 Agora generated nearly 12 million PLN of revenue from other advertising-related activities, mainly from inserting of pre-printed materials and from mobile billboards.


Expenses. In 1998, Agora's most significant expense items by category were raw materials and energy (37% of all operating expenses before D&A), external charges and payroll expense (each representing about 28% of operating expense before D&A). Among raw materials, the most significant position is newsprint and other kinds of paper, which accounted for 86% of material costs; other materials comprise ink, films and offset plates. Among external charges the largest positions reflect cost of production of Gazeta, including printing at supplier plants (37.1 mln in 1998), transport of newspapers (6 million PLN), premises leases (8 mln PLN) and telecommunications services (8.4 mln PLN), all shown as cost of goods sold in the income statement presented by type of activity.


In 1998 production volume grew by 26.7% compared to 1997, driven by average pagecount growth of 18.6% combined with total print runs growth of 6.8%. Increased volume translates directly into higher production costs. In consequence, cost of materials grew in 1998 to 137.1 million PLN, nearly 50% more than in 1997 (however, in 1997 some of these costs were borne by Agora-Druk).  Newsprint expense grew significantly despite the fact that the unit price grew only by 8.4%, below inflation. In 1998 the proprietary plant and others plants which print Gazeta Wyborcza and which are supplied with newsprint for that purpose by Agora, together consumed 57.7 thousand metric tons of newsprint worth 122 million PLN. Newsprint cost was 41% higher than in 1997 and represented 43% (nearly 40% in 1997) of total cost of goods sold.  Of total newspaper purchases made by Agora, 86% represents paper for newspaper printing and the remaining 14% coated paper for the Magazine. Other printing materials represent 1.4% of the total operating expense.


In 1998 the cost of printing at supplier plants grew by 34% to 37.1 million PLN and represented nearly 13% of cost of goods sold, on par with 1997. The remaining positions of cost of goods sold, which together acocunt for 44% of that position, grew by an average 23% compared to 1997.


Total payroll expense (aggregated across type of activity) grew significantly. The increase stems from the growth of the company: systematically larger scale of Gazeta and new ventures.  It also reflects Agora's compensation policy intended to make it competitive in the labor market. In 1998 cost of wages was 73.7 million PLN, 40.4% more than in 1997. Other payroll-related expense, including mandatory social security fringe, training expense and the social fund, amounted to 34.1 million PLN, 40.3% more than in 1997.


Comparative data presented below show for 1997 total employment in Agora-Gazeta, Agora-Druk, AC Radio and AC TV, consolidated pro forma. In 1998 the average FTE salary grew by 14.7%. At yearend, the company had 2549 permanent employees, as compared to 2321 at yearend 1997, with headcount growth of 9.8%. Among the staff 763 are journalist positions, 184 production jobs and 1602 other general employment. In 1997 these figures were 698, 160 and 1464, respectively.


Other expense was 17 million, no change to 1997. The key items are representation and advertising (10.5 mln PLN) and travel (4.1 million PLN). D&A expense was 17 million, 6% more than in 1997.


In the analysis of expenses by category, the total cost of goods sold in 1998 was 285.7 million PLN, 31.6% more than in 1997. Sales margin was 159.6 million PLN, 41.1% higher than in 1997.


The net of other revenue and expense, which includes other cost items, gifts and changes in provisions, in 1998 amounted to a negative 41.2 million PLN. The most important contributor was the one time payment to Cox Poland Investments, Inc. in the amount of 34.7 million PLN (equivalent of USD 10 million) made pursuant to the Strategic Alliance Agreement between Cox and Agora.


Financial revenue and costs which include primarily interest revenue and expense, results on sale of marketable securities and currency exchange differences, netted in 1998 a negative 13.8 million PLN. This amount includes 19.1 million PLN of non-cash redemption of shares held by Agora in Agora Holding, classified as financial expense.


The net result of extraordinary events, which includes primarily gains and losses on force majeur events amounted to 30.8 thousand PLN.


Financial results. The 1998 pretax profit amounted to 104.7 million PLN, 15.4% less than in the preceding year. However, it included two extraordinary items, i.e. payment of 34.7 million to Cox Poland Investments, Inc. and non-cash redemption of shares in the amount of 19.1 million PLN.  Pretax profit before these two events was 158.5 million PLN, 28% more than in 1997.


1998 tax bill was 42.3 million PLN. Effective tax rate was 40.4% with statutory rate at 36% (in 1997, 40.1% and 38%, respectively).  Non-cash redemption of shares which is classified as a financial expense but is not tax deductible served to increase tax rate paid. Net profit for the year was 62.4 million PLN. 


Balance sheet. In 1998, long-term assets represented 73% of total assets, up from 37% in 1997. Intangible assets increased by 14 million PLN (including goodwill arising from liquidation and merger of companies of 3.2 million, perpetual usufruct of land rights of 3.7 million and software licenses of 6.7 million). Fixed assets grew by 122 million PLN. The growth was driven primarily by purchase of printing equipment for the Warsaw and Tychy plants (the latter being leased by Agora to Agora Poligrafia) in the amount of 90 million PLN, purchase of land in Białołęka for 8 million PLN and 20 million PLN growth in premises which includes transfer of Agora-Druk's building to Agora's balance sheet (13 million PLN), as well as leasehold improvements and purchase of building in Łódź.


Financial long term assets (shares and long-term loans made) grew by 147 million. Of these 123 million represented assets of merged companies, while the remainder represents purchases of shares and loans made to affiliates.


Short term assets declined from 63% to 23% of total assets, driven by reduction in short term assets and corresponding increase in long term assets of 28 million PLN. The amount representing marketable securities declined by 48 million as a result of elimination of commercial paper of AC TV and AC Radio pursuant to capital reorganization.


The decline in shareholders' equity from 67% to 52% and the increase in liabilities from 29% to 44% resulted from bridge financing from Credit Suisse. Detailed information regarding the company's debt is presented in Note 18 to annual financial report.


ADDITIONAL INFORMATION


Significant contracts and dependence on suppliers and clients. As a part of its operating activities, the company enters into many agreements and contracts. The most significant are contracts to purchase newsprint and paper,  to buy printing services, distribution contracts and agreements for sale of advertising lineage with advertising agencies.


Except for the distribution agreement with RUCH SA, the value of none of these represents more than 10% of annual revenue of the company. RUCH is Gazeta's main distributor, although its share of the total Gazeta circulation is systematically declining. In 1998, 56.2% of all copies of Gazeta were sold via RUCH, down from 60% in 1997. The value of copies of Gazeta sold via RUCH reached 58 million PLN in 1998, or about 10.5% of total revenues of the company (in 1997, the figures were 49 million PLN and 11.8% of revenues, respectively).


In 1998 Agora finalized an agreement with its shareholder, Cox Poland Investments, Inc., pursuant to which it paid Cox 10 million USD in exchange for Cox' undertaking not to enter into activities in competition with the company in Poland for the period of five years and to allow Agora to participate in its potential Polish and European ventures.


Agora SA as a shareholder in TKP extended security in respect of bank loan to TKP in the amount of DEM 129.4 million, comprising, among other, all shares in TKP held by the company. Agora's liability is pro rata to its percentage ownership in the capital of TKP.


TKP is involved in an arbitration dispute with @Entertainment. If the result of the arbitration is adverse to TKP, the shareholders may become liable for damages of up to USD 10 million, pro rata, should TKP fail to pay said damages.


Investments. Pursuant to capital reorganization on March 31, 1998 AC TV, AC Radio and Agora-Druk were liquidated and merged into Agora and all assets of the merged companies were transferred to Agora. In effect, Agora became the owner of 22.5% of shares of TKP, the owner of pay TV channel Canal+ Polska and of shares in 9 radio companies. Among them six were broadcasting radio programs, one (Inforadio) was in a start-up phase (it was launched in March)and two had license applications pending.


During 1998 the company acquired stakes in two more radio companies and became a shareholder in  Biuro Obsługi Radiowej Sp. z o.o. which provides radio, TV and advertising services. LRR, a wholly owned radio subsidiary, received a license and started broadcasting a program under the name 103.4 POP FM.


The company and its respective partners financed the radio stations via loans (loans outstanding at year end 1998 were 7.3 million PLN) and by buying commercial paper issued by the stations (the amount of commercial paper on the books of the company at Dec. 31, 1998 was 1.3 million PLN). The repayment dates on these financings are defined by their respective agreements, with the latest repayment by 2005. Detailed information concerning the loans is presented in Additional Explanatory Note 7 to financial statements.


In addition, in 1998 the company made a loan of the equivalent of USD 1 million to TKP.


As a part of the capital reorganization, on February 16, 1998 Agora-Holding contributed to the company its shares in Agora Poligrafia which, pursuant to the requirements of the Special Economic Zone in Tychy had to remain a separate company, and a small packet of shares in BISE. Agora Poligrafia is implementing a portion of the printing project of the Company and to fund the expense it issues commercial paper which is bought by Agora. The total amount of Agora Poligrafia paper held by Agora at December 31, 1998 was 36.2 million PLN.


On July 14, 1998 Agora SA purchased 368,000 shares representing 100% of stock of Trans-Serwis SA for the aggregate amount of 15.4 million PLN. Trans Serwis holds the right of perpetual usufruct on premises located at Czerska street in Warsaw. Since the moment of this purchase, the scope of the Trans-Serwis business activities has been limited.


Capital expenditures. In 1998 the company made capital investments related to the expansion of its printing infrastructure. They included printing presses and other equipment for plants in Warsaw, Piła and Białołęka and those intended for Agora Poligrafia as well as purchases of land in Białołęka and Piła, for the total of 90 million PLN. This amount represented 72% of all capital expenditures. In 1997 capital expenditures related to printing  (presses and other equipment for Warsaw and for Agora Poligrafia) represented about 60% of the total capex.  


In 1998 major capex related to information and telecommunications technology amounted to 17 million PLN and constituted another 14% of all capital expenditures. In addition, the company paid 2.6 million PLN for a building in Łódź for a further .7 million PLN for its improvement; it also improved premises it leases for the editorial and advertising offices.


All capital expenditures, with the exception of the purchase of printing presses were financed from operations. Installments for the presses were financed from drawdowns on loans. The total amount spent on capex in 1998 was 124.4 million, of which 109.6 million came from operations and 14.8 million from bank loans. Comparable figures for 1997 were 56.3, 41.4 and 14.9 million PLN.


Related party transactions. Value of several transactions between the company and its related entities exceeded the amount of 500,000 Euro. Details concerning these transactions may be found in the Additional Explanatory Note 7 to financial statements.


Financing. The company's activities are funded largely from operations. In 1998 cash from operating activities was 95.2 million PLN and was used chiefly for capital projects. Total 1998 capital expenditures, including completed investments in tangible and intangible assets as well as projects in progress, amounted to 124.4 million PLN (compared to 56.3 million PLN in 1997). Only a fraction of those, primarily fixed assets related to printing, were funded by external financing. The company's long term debt at year end stood at 63.1 million PLN and short term bank debt at 112.4 million. At year end the company held 7 million PLN in cash and 47.6 million PLN in marketable securities.


Year end liquidity ratio stood at 0.8, reflecting high level of capital expenditures, particularly into printing infrastructure, which, compared to 1997, led to a reduction in cash and marketable securities and an increase in short term debt.


In 1998 the company did not encounter problems in meeting its financial obligation and does not anticipate such problems in the future. Bridge financing from Credit Suisse, on which the company drew DEM 35 million, was repaid in full from proceeds from the IPO in April 1999. The RCB loan in the amount of USD 11.2 million is due and payable in December 1999. In the first quarter of 1999 the company completed a public offering of its stock and obtained net proceeds of about 360 million PLN. As an additional liquidity assurance, on March 12, 1999 the company signed a 150 million PLN loan agreement; Agora may draw on the loan until end of February 2001. In combination with cash from operations and proceeds from the IPO the loan fully secures the implementation of the three-year capital investment plan. Expansion of printing infrastructure, construction of Warsaw premises and continued implementation of computer systems are the key components of the plan for which over the next three year the company will spend the total of 580 million PLN.  


Factors and unusual events which affect results. In 1998, in preparation to the IPO, the company underwent a major capital reorganization. These changes are described in detail in point 21 of the description of accounting principles in the introduction to the annual report. The reorganization caused several significant changes. One, because of liquidation and merger of AC TV, Agora-Druk and AC Radio, the results of 1998 are not fully comparable to the 1997 figures due to elimination of expense, revenue and balance sheet positions and shifting to the Agora balance sheet positions from the balance sheets of the merged companies.  Two, present annual report reflects two unusual events which had significant impact on 1998 profits, i.e. one time payment of 34.7 million PLN to Cox Poland Investments, Inc. pursuant to Strategic Alliance Agreement and non-cash redemption of Agora's shares in Agora-Holding in the amount of 19.1 million PLN, included in financial expense position. Three, in 1998 the company implemented incentive plans for management and outstanding employees pursuant to which payroll expense includes a 1.5 million PLN provision for the payment of the cash element of these plans.


Transactions with members of the company governing bodies. Detailed information is provided in Additional Explanatory Notes 10 and 11 of the financial statements.


GROWTH OF THE COMPANY


Further growth of the company is contingent on the continued improvement of market and financial results of Gazeta Wyborcza, the company's main business. Gazeta's growth depends, in turn, on several important factors.


One, political and economic situation in Poland. Growth of GDP and declining inflation lead to better financial position of individual households and companies and thus to more advertising spending. Consumers' optimism and confidence, which depend on both economic and non-economic factors, lead to growth in consumption which translates directly into growth of advertising spending. The company benefits in two ways: the advertising market grows and consumers are more interested in Gazeta's thematic supplements. The company anticipates further growth of the advertising market in 1999. We estimate that the rate of growth will slow down due to weaker GDP growth; however, pension fund reform and increased competition in such market segments as telecommunications and financial services will generate new advertising budgets, masking the secular decline in the rate of growth.


Two, world newsprint and paper prices.  Newsprint and paper account for about a third of the company's cost base and changes in unit prices have a direct impact on Gazeta's profit margins. Historically, newsprint prices are cyclical and high price cycles affect adversely all publishers. 1998 witnessed relatively low newsprint prices (the last high price phase of the cycle took place in 1994-1996) and the company anticipates that in 1999 the real (euro-denominated) prices will remain stable. In 2000 the industry expectation is for about 5% increase in unit price.


Three, currency exchange rates. The company generates revenues in Polish zloty. Production materials, and most importantly newsprint, are contracted mostly in euro, as are deliveries of equipment for the printing plants. Significant and long lasting weakening of the zloty could have a negative impact on operating profits by causing an increase in the zloty newsprint expense. Weak zloty could also lead to an increase in actual expenditure for capital projects, although in this case the company is somewhat protected by dollar deposits of IPO proceeds.


Four, operating effectiveness and safety. The national-local structure of Gazeta and the multiplicity of zoned supplements mean hugely complex daily process of Gazeta's preparation and production. This process requires careful planning, disciplined management systems and effective work organization. The company constantly searches for way to improve effectiveness and reliability of key production processes via automation and implementation of modern technologies for pre-press, printing, advertising sales, and distribution of Gazeta, as well as of financial planning and management and communications between various operating units and branches of the company.


Five, production technology and capacity. Provision of sufficient production capacity and modern color capabilities is a condition sine qua non for leveraging Gazeta's growth opportunities and thus the company's investment priority.


Six, and perhaps most important, the team. In the ten years of its existence the company has hired and trained extremely valuable staff. Maintaining their job satisfaction and loyalty to the company and their further professional growth are key goals of the company. To this end, the company has implemented several programs which broaden stockholding among company's employees, including incentive plans for managers and non-executive star performers and an employee stock purchase program.


Strategy for future growth


The company's key priority is to maintain and grow its leadership position in the Polish media market and to grow revenues, margins and cash from operations.


High circulation levels are a cornerstone of this strategy. To achieve it, the company plans to continue improving readership and advertising offers, to consistently implement advertising and pricing strategy and to leverage the unique national-local market approach to attract the broadest possible audience and advertising franchise. In addition, the company intends to further diversify its activities into other, related media. In the opinion of the Management Board, based on financial results achieved heretofore and the dynamic development of the advertising market, the company has a solid chance for continued growth.


The company continues its approach to circulation promotion by focusing on less expensive and very effective method of cooperating with other media, primarily radio, to promote "scoops", i.e. content which appeals to readers. On days when such materials appear,  the company experiences 5 - 10% increases in copy sales. Carefully controlled copy pricing strategy designed to increase readership share and continued improvements of Gazeta on individual days of the week both serve the goal of high circulation.  As an element of this strategy, in April 1999 we offered our readers a new title, Wysokie Obcasy, moved TV Guide to Friday and the Magazine which has a strong market position to Thursday.


Important aspect of growing advertising revenue, in addition to thematic diversification on both national and local level, consist of annually fixed advertising rates and systematically growing share of Gazeta's color ad pages.


The company plans its activities for each fiscal year based on a detailed annual budget. The planning department prepares monthly actuals and maintains cost discipline. All budget variances are analyzed monthly and reforecasted figures issued based on the analysis. Thus the company is able to maintain a current watch on its operating results and progress of capital projects and is in a position to instantly implement emergency plans, if required.


After the capital reorganization  which took place in 1998 the company's organizational structure changed as well. Each of the seven divisions, i.e. Editorial, Publishing, Printing, Finance, Development, Technology, and Admin/HR works with clearly delineated tasks and accountability rules. Such structure significantly facilitates the budgeting, variance analysis and forecasting processes.


The Management Board believes that to maintain its competitive edge and the ability to innovate, the company must keep investing in technology.  Gazeta's production is fully automated, Gazeta's branches and all its printing plants are connected by a modern telecommunications network, and since 1996 the company is in the process of implementing an MIS system MRPII Promix/Ross (Rennaissance/Ross) which comprises financial, distribution and production modules. The system has been so far implemented in four domains of the company's activities and five more are currently in progress, including general ledger.


In 1999 the company started implementation of an improved HR/payroll system as well as new data bases which collect data and information generated in other systems operating in the company. These will enable the company to receive current daily reports on copy and advertising sales. The computer systems described above provide timely and reliable management information which serves to improve management discipline and control, as well as long-term planning.


GOVERNING BODIES OF THE COMPANY


On March 11, 1999 the Extraordinary Meeting of Shareholders passed a resolution to transform Agora Sp. z o. o. into a joint stock company and elected new governing bodies of the company. New, three-member Management Board was appointed for two years, composed of Wanda Rapaczynski, Helena Łuczywo and Piotr Niemczycki. The Supervisory Board, composed of Henryka Bochniarz (President), Stanisław Sołtysiński, Wojciech Kostrzewa, Tomasz Sielicki and Dean Eisner was appointed for one year.


As of December 31, 1998 members of the company governing bodies owned the company's stock as follows:


	Wanda Rapaczynski:	1 287 150 series B shares with aggregate par value of 1 287 150 PLN


	Helena Łuczywo:	1 287 150 series B shares with aggregate par value of 1 287 150 PLN


	Piotr Niemczycki:	1 761 100 series B shares with aggregate par value of 1 761 100 PLN


Members of the governing bodies do not own stock or shares in other companies which are part of the Agora Group nor did they purchase shares of Agora SA in the IPO.


STOCKHOLDERS AND AGREEMENTS WHICH MAY AFFECT FUTURE SHAREHOLDING STRUCTURE


Detailed description of the ownership structure for December 31, 1998 and for the date of preparation of the annual report appears in Note 11 and Additional Explanatory Note 13 to the financial statements.


Agreements with affect future structure of ownership:


1)	B Share Lock-up Agreement between brokerage house Dom Maklerski BIG-BG, Agora-Holding and 96 key employees on 29 December, 1998


96 key employees holding 18,865,900 series B shares agreed not to dispose and/or encumber series B shares held by them on the following terms and conditions: after 1 July, 2000 each of them will be entitled to sell not more than 20% of series B shares held by such shareholder and after 1 July of each subsequent calendar year the number of shares which such shareholder will be entitled to sell will increase by an additional 10 per cent. of the total number of series B shares held by each such shareholder.


2)	D Share Lock-up Agreement signed by and among brokerage house Dom Maklerski BIG-BG, Agora-Holding and employees on 28 January 1999


According to the terms of the agreement any transfer or encumbrance of 2,178,761 series D shares will be restricted until 1 July, 2000.


3)	Preliminary Understanding dated 19 June, 1999 between Agora-Holding and Agora


Agora and Agora-Holding committed to agree details of transfer of 88,264 series D shares to the employees of Agora for the purposes of Agora's employee incentive plans. The transferred shares will be locked-up for two years.


4)	Preliminary Understanding dated 28 May, 1999 between Agora-Holding and Agora


The companies agreed to enter into a final agreement providing for the rules of disposition of 90% of the Agora's series B shares by Agora-Holding to the employees of the Agora who agree to transfer restrictions similar to those applying with respect to series B shares described in the point 1) above.





Warsaw, May 6, 1999





Wanda Rapaczynski, President of the Management Board


Piotr Niemczycki, Vice President of the Management Board


Helena Łuczywo, Member of the Management Board








