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AGORA GROUP

MANAGEMENT DISCUSSION AND ANALYSIS (MD&A)

OF THE COMPANY’S RESULTS FOR THE FIRST HALF OF 2006

PRESENTED ACCORDING TO

 INTERNATIONAL FINANCIAL REPORTING STANDARDS

REVENUE PLN 589 MILLION, NET PROFIT PLN 10 MILLION, OPERATING EBITDA 
PLN 72 MILLION, OPERATING CASHFLOW PLN 72 MILLION, FREE CASH FLOW 55 MILLION 

Unless indicated otherwise, all data presented herein represent the period of January – June 2006, while comparisons refer to the same period of 2005. All data sources are presented in part IV of this MD&A.

Unless explicitly stated otherwise, advertising market data referred to herein are based on Agora’s estimates adjusted for average discount rate and are stated in current prices. Given the discount pressure and advertising time and space sell-offs, these figures may not be fully reliable and will be adjusted in the consecutive reporting periods. The estimates refer to advertising expenditures in four media (TV, print, radio and outdoor), which in case of print do not include classifieds, inserts and obituaries. The estimates are based on rate card data obtained from the following sources: AGB Polska monitoring, CR Media monitoring, EXPERT MONITOR monitoring, Agora SA monitoring, Izba Gospodarcza Reklamy Zewnetrznej monitoring.

In this MD&A Agora has corrected the advertising figures for 2005 and the previous years. The data referred to herein are based on the corrected estimates of the Company.

I. important events and FACTORS which influence THE FINANCIALS OF THE GROUP

· In the first half of 2006 revenues of the Group amounted to PLN 589 million (down 4.4% yoy). Advertising sales reached PLN 372 million, revenues from copy sales PLN 96 million and book sales PLN 80 million. 

· Advertising spending in the first half of 2006 grew by 13% yoy. 
· In the first half of 2006 Gazeta’s advertising sales were PLN 241 million and its share in the total newspaper advertising spending stood at 42%.

· In the first half of 2006, Gazeta sold on average 433 thousand copies and recorded 20.2% weekly readership reach.  
II. External and internal factors important for the development of the group 

1. EXTERNAL FACTORS
1.1. Advertising market

According to Agora’s estimates, in the first half of 2006 advertising spending in Poland in all media reached PLN 3 billion and grew by PLN 350 million yoy (13%). The largest beneficiaries of the growth was television which acconted for  50% of all advertising budgets and increased revenues by as much as 19% over last year. Healthy growth rates were recoreded by outdoor (17%) and radio (15%).  

In first half of 2006 advertisers spent only PLN 16 million more on newspapers (up 3%). Durning the same period, spending for magazines grew by 5%. 

1.2. Copy sales and readership of newspapers

On 18 April 2006 Axel Springer launched its new product - a national daily newspaper. Along with a very low cover price (PLN 1.50), which enforced Gazeta’s price reduction, the new title’s entry was accompanied by extremely intensive promotional and marketing campaign. According to Expert Monitor and Media Watch, in the period of April-June 2006, Axel Springer spent PLN 40 million on promotion of its new daily (TV, radio, press and outdoor) and was among top ten TV advertisers. During the period, copy sales of the new title were enhanced with numerous supplements for readers, such as DVD movies at the price of the daily. According to Circulation Audit Office (ZKDP), in the period of April - June 2006, average daily paid circulation of Springer’s new daily was 240 thousand copies. 

In reaction to Springer’s market approach, in April 2006, Agora made a strategic decision to reduce Gazeta’s cover price to PLN 1.50 nationwide. In addition, two months earlier, the Company launched a new offer for Gazeta’s kiosk subscribers. Agora’s market strategy effects are reflected in good results of Gazeta’s copy sales and readership figures, new competition notwithstanding. 

According to ZKDP, in January – June 2006, Gazeta sold on average 433 thousand copies. In the first half of 2006 Gazeta’s weekly readership reach was 20.2%, while that of the tabloid Fakt reached 20.9%. During the same period, Super Express had 9.5% readers, Rzeczpospolita 5.8% and Agora’s free newspaper Metro reached 8.3% audience. 

New Springer’s product, which had its debut in the readership research in May 2006, recorded 7.3% readership reach in the period of May – June 2006 (at the same time Gazeta had 20.2% readers). This result is far from the top of the list, despite intensive promotional campaigns run by the publisher.  Although May and June readership figures indicate that Gazeta and new Springer’s title have roughly similar readership profiles, the share of older readers in the readership reach of the latter is significantly higher (above 54 years of age). According to PBC, almost 44% of readers of the new daily read Gazeta Wyborcza, while only 16% Gazeta’s readers reach for the new title.  

The Company would like to underscore that the data on copy sales and readership of newspapers presented for short periods of time cannot determine any future trends. In the context of new competitive situation, particularly given the intensive promotional activities of the publishers, such analyses should be conducted  in longer, at least several-month time periods.

2. INTERNAL FACTORS
2.1. Revenues from Gazeta Wyborcza’s paid circulation 
Following the announcement of the cover price of the new Axel Springer’s product, in April 2006 Agora made a strategic decision to lower Gazeta’s cover price to PLN 1.50 across the country. Moreover, to ensure the most loyal readers an every day access to Gazeta, in February 2006, the Company launched a special promotional project for kiosk subscribers. Currently, Gazeta is available at a price of PLN 1 per issue, provided the reader buys it at a chosen point of sale.

As stated previously, the above mentioned decisions have material impact on Gazeta’s revenues from copies sold. In the second quarter of 2006, revenues from Gazeta’s paid circulation were nearly PLN 24 million lower than last year. 

2.2. Book collections

In the first half of 2006 total revenues from sales of book collections were PLN 80 million. The 29% decline in revenues over the first half of 2005 is attributed to strong sales results of the Encyclopedia series the Company run in the first half of last year. In the period of January – June 2006 Agora sold nine collections (eight series and one one-off project). The collections sold 5.7 million books (including books with DVDs/CDs). Operating profit of the business was PLN 7 million and operating margin reached 9%. 

2.3. Marketing and promotion cost

In the first half of 2006 total marketing and promotion cost of the Group reached PLN 104 million and constituted ca 18% of the Group’s sales. Marketing and promotion expense of the newspaper segment amounted to PLN 95 million and grew by PLN 41 million yoy. Out of this amount PLN 14 million reflects the start-up expense of new collections and 15 million constitutes cost of production of CDs and DVDs attached to the series. 

Remaining cost reflects intensive marketing activities for Gazeta Wyborcza carried out in the context of increased competition in the newspaper market, including image campaign and promotion of the newspaper in the points of sale. 

2.4. Staff cost and headcount
In the first half of 2006, staff cost grew by over PLN 39 million yoy. This growth is attributable to non-cash cost of incentive compensation booked in the amount of PLN 21.1 million, staff cost in Nowy Dzien in the first quarter of 2006, provison for unused holidays (ca about PLN 2 million), salary increases in some areas enforced by the market situation and full method of consolidation of more radio companies.
The Group’s headcount at the end of June of 2006 was 3,604 employees and declined by 78 FTEs as compared to the first quarter of 2006. This decline mainly reflects the closure of Nowy Dzien.
3. PROSPECTS

3.1. Advertising market

In the first half of 2006 (chiefly in the second quarter of 2006), the split of advertising budgets among media differed from the Company expectations in the beginning of the year. Therefore, and taking into account the Company’s expectations with regards to the second half of the year, Agora decided to review its estimated growth rates for different advertising segments. 

According to Agora’s new estimates, spending for TV will grow faster than expected (about 15%). Outdoor and radio will deliver higher than expected growth rates as well (13% and 12%, respectively).

The Company significantly altered its estimates for the newspaper segment. According to these assumptions, in 2006 advertisers will spend only 4% more on dailies than last year. Agora’s new estimates are based 
on worse-than-expected performance rates of dailies in the second quarter of 2006, assumed weaker growth of telecom and financial advertising in the second half of 2006 and volatile and unpredictable level of spending for car advertising. The above estimates will not substantially affect the rate of growth of the total ad spend in 2006 previously presented by the Company. According to the Company’s most recent assumptions, total advertising expenditure in 2006 will increase by about 11%.
3.2. The Company’s strategic objectives in 2006

Reduction of Gazeta’s cover price enforced by the competitive entry of Springer’s daily was a strategic decision and its effects should be evaluated in a long-time perspective. The Company believes that its pricing strategy, as well as its investment in Gazeta and its promotion shall protect the newspaper’s market and financial position in the long-run. Though Gazeta’s market performance reflects the first effects of the Company’s market strategy, Agora’s decision to lower Gazeta’s cover price and continue its marketing strategy will negatively contribute to the Company’s financial results in the mid-term. Positive impact of these activities is expected in the longer term. In order to improve the financials of the Group in the mid-term, the Company must significantly enhance its operating efficiency. Undertaking such measures will be the Company’s management priority in the forthcoming months.
Irrespective of the competitive activities in the newspaper market, the Company will implement measures to grow its current business areas and to expand scale of its operations. Executing this strategy assumes investments in Agora’s leading business areas: paid and free dailies and outdoor advertising. Agora will also significantly accelerate investments in the internet area.  

The Company’s growth might be executed through either greenfield projects or economically justifiable acquisitions. 
III. financial results 

1. THE AGORA GROUP 

The consolidated financial statements of the Agora Group for the first half of 2006 include Agora SA, Agora Poligrafia Sp. z o.o., Art Marketing Syndicate SA Group (AMS Group), Agora TC and 26 subsidiary and associated companies of the radio business. Detailed list of companies of the Agora Group is presented in the note to the financial statements. 

2. PROFIT AND LOSS ACCOUNT OF THE AGORA GROUP

Tab. 1

	in PLN million
	I H 2006 
	I H 2005 
	% change yoy

	Sales
	589.1 
	615.9 
	(4.4%)

	Advertising
	372.0 
	349.9 
	6.3% 

	Copy sales
	99.8 
	119.7 
	(16.6%)

	Other
	117.3 
	146.3 
	(19.8%)

	Operating cost net, incl.:
	(576.0)
	(508.0)
	13.4% 

	Raw materials, energy and consumables
	(133.4)
	(153.5)
	(13.1%)

	D&A
	(38.1)
	(47.6)
	(20.0%)

	Staff cost (2)
	(132.5)
	(114.4)
	15.8% 

	Non-cash expense relating to share-based payments
	(21.1)
	- 
	-

	Promotion and marketing
	(103.8)
	(66.2)
	56.8% 

	Operating profit - EBIT
	13.1 
	107.9 
	(87.9%)

	Finance cost, net, incl.:
	2.0 
	3.3 
	(39.4%)

	Revenue from short-term investment
	5.3 
	7.7 
	(31.2%)

	Interest on loans and similar costs
	(3.4)
	(5.3)
	(35.8%)

	Allowance for losses on investment, net
	- 
	(0.9)
	-

	Share of results of associates
	0.1 
	(0.1)
	-

	Profit / (loss) before income tax
	15.2 
	111.1 
	(86.3%)

	Income tax expense (1)
	(6.0)
	(19.3)
	(68.9%)

	Net profit / (loss) for the period
	9.2 
	91.8 
	(90.0%)

	
	
	
	

	Attributable to:
	
	
	

	Equity holders of the parent
	9.6 
	92.6
	(89.6%)

	Minority interest
	(0.4)
	(0.8)
	(50.0%)

	
	9.2 
	91.8
	(90.0%)

	
	
	
	

	EBIT margin (EBIT/Sales)
	2.2%
	17.5%
	(15.3pp)

	EBITDA
	50.9 
	154.8
	(67.1%)

	EBITDA margin (EITDA/Sales)
	8.6%
	25.1%
	(16.5pp)

	Operating EBITDA (2)
	72.0 
	154.8
	(53.5%)

	Operating EBITDA margin (Operating EBITDA/Sales)
	12.2%
	25.1%
	(12.9pp)

	
	 
	 
	

	EBIT excluding Nowy Dzien and cost of share-based payments
	54.4 
	107.9 
	(49.6%)


(1) following changes described in note 2 of the financial statements, the comparative figures were restated.
(2) excluding non-cash cost of share-based payments.

Major products and services, as well as operating revenue and cost of the Agora Group are presented in detail in part IV of this MD&A (“Operating review – major lines of business of the Agora Group”). 

Agora’s business lines operating contribution to the Group's financials is presented in the underneath table (see 2.1.). 
2.1. Financial results presented according to major lines of business of the Agora Group for the first half of 2006 
Tab. 2

	in PLN million 
	Newspapers and Internet (1)
	Magazines
	Outdoor
	Radio
	Company’s headquarters, New Business Development division
	Elimina-tions
	Total (consoli-dated)

first half of 2006

	Total sales
	452.6 
	47.1 
	72.8 
	32.3 
	-
	(15.7)
	589.1 

	% Share
	76.8%
	8.0%
	12.4%
	5.5%
	- 
	(2.7%)
	100.0%

	Total operating cost
	(443.4)
	(44.3)
	(59.8)
	(38.1)
	(5.1)
	14.7 
	(576.0)

	EBIT
	9.2 
	2.8 
	13.0 
	(5.8)
	(5.1)
	(1.0)
	13.1 

	Finance cost, net
	
	
	
	
	
	
	2.0 

	Share of results of associates
	
	
	
	
	
	
	0.1 

	Income tax expense
	
	
	
	
	
	
	(6.0)

	Net profit 
	
	
	
	
	
	
	9.2 

	
	
	
	
	
	
	
	 

	Attributable to:
	
	
	
	
	
	
	 

	Equity holders of the parent
	
	
	
	
	
	
	9.6 

	Minority interest
	
	
	
	
	
	
	(0.4)

	
	
	
	
	
	
	
	 

	EBITDA
	36.2 
	2.9 
	18.0 
	(4.3)
	(0.9)
	(1.0)
	50.9 

	Operating 
EBITDA (2)
	53.9 
	3.6 
	19.0 
	(2.9)
	(0.6)
	(1.0)
	72.0 

	CAPEX
	(4.6)
	(0.3)
	(9.4)
	(0.5)
	-
	-
	(14.8)


(1) the majority of overhead cost is included in “Newspapers and Internet” line of business.

(2) excluding non-cash cost of share-based payments.

2.2. Finance cost, net
Lower revenue from short-term investments reflects lower interest rates.

Decrease of interest on loans results from lower interest rates. In addition, in the first quarter of 2005 the Group incurred cost of the extension of the bank credit period.

3. BALANCE SHEET OF THE AGORA GROUP
Tab. 3

	in PLN million
	30/06/2006
	% change to 31/12/2005
	31/12/2005
	30/06/2005

	Non-current assets
	983.2
	(1.8%)
	1,001.2
	1,016.7

	share in balance sheet total
	64.6%
	(2.0pp)
	66.6%
	64.7%

	Current assets
	539.3
	7.3% 
	502.8
	555.3

	share in balance sheet total
	35.4%
	2.0pp 
	33.4%
	35.3%

	
	
	 
	
	

	TOTAL ASSETS
	1,522.5
	1.2% 
	1,504.0
	1,572.0

	
	
	
	
	

	Equity attributable to equity holders of the parent
	1,128.6
	0,3% 
	1,125.4
	1,201.9

	share in balance sheet total
	74.1%
	 (0.7pp)
	74.8%
	76.5%

	Minority interest
	(0.4)
	1.0 
	(0.2)
	(5.3)

	share in balance sheet total
	- 
	                          - 
	- 
	(0.3%)

	Non-current liabilities and provisions
	186.1
	(7.1%)
	200.3
	197.3

	share in balance sheet total
	12.2%
	  (1.1pp)
	13.3%
	12.5%

	Current liabilities and provisions
	208.2
	16.6% 
	178.5
	178.1

	share in balance sheet total
	13.7%
	 1.8pp 
	11.9%
	11.3%

	
	
	 
	
	

	TOTAL EQUITY AND LIABILITIES 
	1,522.5
	1.2% 
	1,504.0
	1,572.0


Following the changes described in note 2 of the financial statements, the comparative figures were restated.

3.1. Non-current assets

Lower value of non-current assets versus 31 December 2005 results mainly from the depreciation of tangible fixed assets and amortization of intangible fixed assets. 

3.2. Current assets

The change in balance of current assets versus 31 December 2005 was due to the increase of cash and short-term securities.

3.3. Non-current liabilities and provisions

The decrease of non-current liabilities versus 31 December 2005 is caused mainly by the reclassification of bank loan in the amount of PLN 17.4 million as at 30 June 2006 from non-current to current part.

3.4. Current liabilities and provisions

Increase of current liabilities and provisions over 31 December 2005 results mainly from:

· dividend liability recognized following the resolution of the General Meeting of Shareholders, 
· increase in short-term borrowings due to the re-classification of bank loan mentioned above,

· provision recognised for Nowy Dzien. 

4. CASH FLOW STATEMENT OF THE AGORA GROUP

Tab. 4

	in PLN million
	I H 2006 
	I H 2005 
	% change yoy

	Net cash from operating activities
	71.8 
	128.2 
	(44.0%)

	Net cash from investment activities
	(39.4)
	(77.7)
	(49.3%)

	Net cash from financing activities
	(3.4)
	(6.3)
	(46.0%)

	Total movement of cash and cash equivalents
	29.0 
	44.2 
	(34.4%)

	Cash and cash equivalents at the end of period
	218.7 
	271.6 
	(19.5%)


Following the changes described in note 2 of the financial statements, the comparative figures were restated.

As at 30 June 2006, the Agora Group had PLN 313.8 million in cash and in short-term monetary assets, of which PLN 218.7 million was in cash and cash equivalents and PLN 95.1 million in short-term safe and liquid monetary assets.

Considering the cash position and the available loan facility (PLN 500 million less the drawing of PLN 139.5 million), the Agora Group does not anticipate any liquidity problems with regard to its further investment plans. 

4.1. Operating activities
Net cash from operating activities declined in the first half of 2006 yoy as a result of higher marketing and promotion cost and the reduction of Gazeta’s cover price. 
4.2. Investment activities 

Lower net cash from investing activities in the first half of 2006 results from lower purchases of short-term securities (investment of free cash). In the same period of the last year the Group received also PLN 2.2 million from sale of the related company.

4.3. Financing activities 

In the first half of 2006 net cash from financing activities included primarily interest and dividend. In the same period of the previous year the Group incurred cost of the extension of the bank credit period.

5. SELECTED FINANCIAL RATIOS [4]

Tab. 5

	 
	I H 2006 
	I H 2005 
	% change

yoy

	
	
	
	

	Profitability ratios
	
	
	

	Net profit margin
	1.6% 
	15.0% 
	(13.4pp)

	Gross profit margin
	41.1% 
	45.6% 
	(4.5pp)

	Return on equity
	1.7% 
	15.8% 
	(14.1pp)

	
	
	
	

	Efficiency ratios
	
	
	

	Inventory turnover
	9 days
	8 days
	12.5% 

	Debtors days
	63 days
	56 days
	12.5% 

	Creditors days
	43 days
	30 days
	43.3% 

	 
	
	 
	 

	Liquidity ratio
	
	
	

	Current ratio
	2.6 
	3.1 
	(16.1%)

	
	
	
	

	Financing ratios
	
	
	

	Gearing ratio (1)
	- 
	- 
	 - 

	Interest cover
	4.0 
	23.4 
	(82.9%)

	Free cash flow interest cover
	16.7 
	24.7 
	(32.4%)


(1) as at 30 June 2006 and 30 June 2005 the Group had net cash position.

Definitions of financial ratios [4] are presented at the end of part IV of this MD&A ("Operating review – major lines of business of the Agora Group").
IV. OPERATING REVIEW - MAJOR LINES OF BUSINESS OF THE AGORA GROUP

IV.A. NEWSPAPERS AND INTERNET

Tab. 6

	in PLN million
	I H 2006 
	I H 2005 
	% change

 yoy

	Total sales
	452.6 
	485.6 
	(6.8%)

	Copy sales
	74.0 
	97.5 
	(24.1%)

	incl. Gazeta Wyborcza
	68.8 
	97.4 
	(29.4%)

	Advertising revenue
	257.6 
	243.0 
	6.0% 

	incl. Gazeta Wyborcza 
	241.0 
	232.6 
	3.6% 

	Book collections
	79.8 
	112.0 
	(28.8%)

	Other revenue
	41.2 
	33.1 
	24.6% 

	
	
	
	

	Total operating cost, including
	(443.4)
	(378.0)
	17.3% 

	Raw materials, energy, consumables and printing services
	(152.2)
	(159.7)
	(4.7%)

	Staff cost (1)
	(100.2)
	(86.1)
	16.4% 

	Non-cash expense relating to share-based payments
	(17.7)
	- 
	- 

	D&A
	(27.0)
	(32.0)
	(15.6%)

	Promotion and marketing (2) (3) 
	(94.8)
	(53.5)
	77.2% 

	EBIT
	9.2 
	107.6 
	(91.4%)

	EBIT margin
	2.0%
	22.2%
	(20.2pp)

	EBITDA
	36.2 
	139.6 
	(74.1%)

	EBITDA margin
	8.0%
	28.7%
	(20.7pp)

	Operating EBITDA (1)
	53.9 
	139.6 
	(61.4%)

	Operating EBITDA margin
	11.9%
	28.7%
	(16.8pp)


(1) excluding non-cash cost of share-based payments.

(2) the amounts do not include the total cost of cross-promotion of Agora’s different media (only the direct variable cost of campaigns carried out on advertising panels) if such promotion is executed without prior reservation on space which was not sold to external clients. 

(3) figures include start-up cost of new publishing projects (free-of-charge volume and initial high promotion cost in media).
(4)
the majority of overhead cost is included in “Newspapers and Internet” line of business.
1. GAZETA WYBORCZA 

1.1. Revenue

1.1.1. Copy sales

In the first half of 2006, average paid circulation of Gazeta Wyborcza fell by 7% yoy to 433 thousand. The decrease stems from the very high base. Last year Gazeta’s sales were boosted by the newsflow on the passing of the Pope, extremely popular series Nasz Papiez (Pope Chronicles) and the publishing series Gazeta Wyborcza Encyclopedia.
On 14 April 2006, Agora reduced Gazeta Wyborcza’s cover price to PLN 1.5 nationwide. Gazeta continued its successful project for kiosk subscribers, which ensures most loyal readers an easy access to the paper. 
1.1.2. Advertising sales

In the first half of 2006, Gazeta’s net advertising revenue (including display advertising, classifieds and inserts) increased by 3.6%. 

In the first half of 2006, Gazeta’s share in display advertising in national, Warsaw and local dailies (including paid and free newspapers) stood at about 42% and was up 1pp as compared to last year.

Gazeta’s share in national display advertising was about 45% and declined by 3pp yoy. Please note that in the second quarter of last year Gazeta had a record share in the national advertising market. This was due to increased demand for newspaper advertising (particularly in Gazeta) after the one-week advertising break in April 2005 and consecutive budgets shifts among media. In addition, in the first half of 2006, the market witnessed an increased competition from free dailies (including Agora’s Metro), as well as the launching of two new dailies – Nowy Dzien and Dziennik.
In the first half of 2006 Gazeta Wyborcza’s share in Warsaw display advertising market (excluding classifieds, inserts and obituaries) decreased by ca 2pp yoy. Agora’s share in this market reached 70%. Gazeta Wyborcza increased its share by ca 2pp in local display advertising market (outside Warsaw).
In the first half of 2006, share of ad pages in the total pagecount of Gazeta amounted to ca 45%, while the average number of ad pages published daily in all local and national editions amounted to ca 296.
1.1.3. Book collections

Tab. 7
	
	I Q 2005
	II Q 2005
	III Q 2005
	IV Q 2005
	I Q 2006
	II Q 2006

	Revenue from book collections
	63.0
	49.0
	15.2
	53.6
	51.7
	28.1


In the first half of 2006 the Company run nine publishing projects – eight collections and a one one-off publication.
In February 2006 Agora started a new collection of booklets and DVDs with movies of all times.
In the second quarter of 2006, the Company completed sales of five projects launched in 2005 and 2006. In the beginning of April, Agora concluded sales of two series: travel books and The Anthology of Budka Suflera 1974-2005. In mid May, Agora sold the final volume of the Great Composers collection and at the end of June, the final fairy tales volume hit the news stands. In April, the Company also completed sales of the book: We have been with him, memoirs of the readers on their last meeting with John Paul II. 
In the second quarter of 2006 Agora introduced three new projects. At the end of April, Agora released the 25 volume rock’n’roll music collection Stars, idols, hits, recommended jointly by Gazeta Wyborcza and Golden Oldies radio. Every Friday, a new volume of the series is available at PLN 17.90 plus the price of the newspaper. At the end of May, 16-volume Illustrated Encyclopedia for the Whole Family started. The series is on sale at PLN 19.90 plus the price of Gazeta Wyborcza. 
In May, the Company started a six-volume collection, The Decades. The books of the collection offer a unique account of Poland's postwar history presented by historians and Gazeta’s journalists. The collection is enhanced by the archive recordings with professor Jerzy Eisler’s commentaries. The last volume of the series was published in June.
1.1.4. Other revenues

In the first half of 2006 the Group recorded a 29.2% growth in sales of printing services. This was caused by increased sales levels to both new and existing clients. 
1.2. Cost of production of Gazeta Wyborcza (newsprint and printing services) 

Tab. 8

	Cost of production of Gazeta Wyborcza

in PLN million
	I H 2006 
	I H 2005 
	% change yoy

	Fixed cost, incl.
	28.1 
	32.2 
	(12.7%)

	D&A
	13.8 
	18.9 
	(27.0%)

	Variable cost, incl.
	73.2 
	64.1 
	14.2% 

	newsprint
	58.8 
	52.9 
	11.1% 

	TOTAL fixed and variable cost
	101.3 
	96.3 
	5.2% 


The decrease of fixed cost of Gazeta Wyborcza’s production in the first half of 2006 results mainly from increased share of other Agora’s titles and third-party publications in the total fixed production cost. Also, the depreciation cost decreased due to review of the depreciation rates.

1.2.1. Newsprint and printing services

The change of newsprint cost and cost of printing services in the first half of 2006 was mainly affected by change in newsprint quality of Gazeta Telewizyjna (TV Guide) and the shift of its production to external printing plants.

2. FREE PRESS 

Metro is the largest free daily newspaper distributed in Poland (from Monday to Friday). In the first half of 2006, Metro strengthened its readership position. During the period, the newspaper had 2.5 million readers weekly, which is almost 1.5 times more than last year. Readership of Metropol was about 1.4 million and of Rzeczpospolita 1.7 million. In the cities over 500 thousand inhabitants (important advertising and readership markets) Metro’s readership stood at 28.5%, while Fakt had 21.9% readers. Gazeta, which is number one in readership rankings in large cities as for national daily newspapers, had 36.4% reach. In the first half of 2006, total revenues of Metro were up PLN 4.2 million and totaled PLN 9 million. During the same period Metro reached 1.8% share in the newspaper display advertising market. 

In March 2006, in Media Trendy contest Metro was awarded the title of the “Daily of the Year”. In April 2006, during the GrandFront 2005 ceremony organized by the Chamber of Press Publishers, the front cover of Metro received a distinction in the category of “national dailies”. 
3. NOWY DZIEN
In the first half of 2006 Nowy Dzien depressed the results of the Newspapers and Internet line of business by PLN 20.2 million.
4. INTERNET [5]
In June 2006 the portal’s reach among Polish internet users was 37.5%. The number of users of Gazeta.pl increased by 62.1% to 4.7 million as compared to last year. In June 2006 the number of page views from the territory of Poland amounted to 338.3 million (20.2% more than last year).

In the first half of 2006 Gazeta.pl reported positive EBITDA. Advertising revenues saw a healthy growth rates, 36.5% over last year (excluding classifieds). 
Gazeta.pl’s thematic services were very popular with users. According to Megapanel PBI/Gemius, Agora’s Home and Housing service was the third most frequently visited portal in Construction and real estate category, while our Job service was ranked the second among recruitment services. In June 2006, Gazeta.pl was the fourth most popular news service in the Polish internet. Gazeta.pl’s community was also ranked second. 
IV.B. THE MAGAZINES

In the first half of 2006, the top titles of the group sold more copies than last year. Average copy sales of the monthly Dziecko reached 105 thousand copies and were over 23.4% higher than last year. Avanti, Cztery Katy and Ladny Dom recorded 12.4%, 19.8% and 28.9% growth rates. Copy sales results of Logo are promising as well. In March, the magazine changed into a monthly. In the first half of 2006 its paid circulation amounted to 68 thousand copies.
In March 2006 in Media Trendy contest, a monthly Avanti won the title “the magazine of the year” and a quarterly Logo was named “the debut of the year”.

In May 2006 Agora ceased publication of the monthly Magazyn Wysokie Obroty. The decision was made in the context of continued stagnation in new car sales and decreased level of spending for car advertising in automotive monthlies. 
Tab. 9

	in PLN million
	I H 2006 
	I H 2005 
	% change yoy

	Total sales, including
	47.1 
	45.7 
	3.1% 

	Copy sales
	21.5 
	22.3 
	(3.6%)

	Advertising revenue
	25.5 
	23.3 
	9.4% 

	
	
	
	

	Total operating cost, including
	(44.3)
	(44.0)
	0.7% 

	Raw materials, energy, consumables and printing services
	(16.3)
	(16.4)
	(0.6%)

	Staff cost (1)
	(9.9)
	(9.2)
	7.6% 

	Non-cash expense relating to share-based payments
	(0.7)
	- 
	- 

	D&A
	(0.1)
	(0.1)
	-  

	Promotion and marketing (2)
	(14.0)
	(14.8)
	(5.4%)

	EBIT
	2.8 
	1.7 
	64.7% 

	EBIT margin
	5.9% 
	3.7%
	2.2pp 

	EBITDA
	2.9 
	1.8 
	61.1% 

	EBITDA margin
	6.2%
	3.9%
	2.3pp 

	Operating EBITDA (1)
	3.6 
	1.8 
	100.0% 

	Operating EBITDA margin
	7.6%
	3.9%
	3.7pp


(1) excluding non-cash cost of share-based payments.

(2) the amounts do not include the total cost of cross-promotion of Agora’s different media (only the direct variable cost of campaigns carried out on advertising panels) if such promotion is executed without prior reservation on space which was not sold to external clients

1. REVENUE
1.1. Copy sales

Tab. 10

	 
	I H 2006 
	I H 2005 
	% change yoy

	Average copy sales 
(in thousand of copies)
	1,076.2 
	1,031.2 
	4.4%


The decrease of revenue from copy sales in the first half of 2006 reflects Agora’s market strategy which assumed the reduction of cover prices of Poradnik Domowy, Cztery Katy and Magazyn Wysokie Obroty (former Auto+).
1.2. Advertising sales

Increase in ad sales reflects the growth of the market, higher attractiveness of Agora’s titles to the readers and change of publishing frequency of the magazine Logo.
In the first half of 2006, magazines reached 5.8% share in the magazine advertising market (0.2 pp up yoy).
2. COST
Increase in staff cost results mainly from changing Logo’s publishing frequency (bigger magazine team).

IV.C. OUTDOOR (AMS GROUP)

In the first half of 2006, estimated share of AMS in the outdoor advertising market (excluding advertising described in the footnote no 1, beneath the below table [6]) stood at 26.5% (2.6pp down yoy). 

Tab. 11

	in PLN million
	I H 2006 
	I H 2005 
	% change
 yoy

	Total sales, including: (1) 
	72.8 
	68.3 
	6.6% 

	Advertising revenue
	72.6 
	68.2 
	6.5% 

	
	
	
	

	Total operating cost, including:
	(59.8)
	(60.0)
	(0.3%)

	Execution of campaigns
	(13.1)
	(10.7)
	22.4% 

	Maintenance cost
	(27.6)
	(27.4)
	0.7% 

	Staff cost (2)
	(8.4)
	(8.3)
	1.2% 

	Non-cash expense relating to share-based payments
	(1.0)
	- 
	- 

	Promotion and marketing
	(3.4)
	(1.8)
	88.9% 

	D&A
	(5.3)
	(8.9)
	(40.4%)

	Other operating revenue /(cost) net
	2.0 
	2.5 
	(20.0%)

	EBIT
	13.0 
	8.3 
	56.6% 

	EBIT margin
	17.9% 
	12.2%
	5.7pp 

	EBITDA
	18.0 
	16.4 
	9.8% 

	EBITDA margin
	24.7% 
	24.0%
	0.7pp 

	Operating EBITDA (2)
	19.0 
	16.4 
	15.9% 

	Operating EBITDA margin
	26.1% 
	24.0% 
	2.1pp 

	Number of advertising faces (3)
	24,414 
	23,658 
	3.2% 


(1) the amounts do not include the revenue and direct and variable costs of cross-promotion of Agora’s other media on AMS panels if such promotion was executed without prior reservation on space which was not sold to external clients. 

(2) excluding non-cash cost of share-based payments.

(3) excluding advertising panels of Akcent Media Sp. z o.o. installed on petrol stations, small panels at bus shelters and advertising surface on buses and trams.
1. Revenue
After weaker performance in the first quarter, in the second quarter of 2006 AMS noted a significant rise in ad sales. During the period, spending for outdoor accelerated due to increased demand for frontlight 18 square meter panels, as well as large format panels.

In reaction to market changes, AMS launched new advertising product – wall-mounted frontlight panels (50 and 100 square meters) and entered a new market segment of large format panels (over 100 square meters) on the walls of buildings. 

2. COST

The increase of cost of execution of campaigns in the first half of 2006 is a consequence of the introduction of new types of products (bus advertising and large format panels in the centers of the cities), as well as increased level of print services offered to the clients.

Growth of promotion and marketing cost in the first half of 2006 stems from the increase in the number of social-marketing campaigns. 

Decrease of depreciation and amortization cost in the first half of 2006 is a consequence of change of amortization rates for large format panels.

3. IMPORTANT EVENTS

For many years now, AMS has been executing its market strategy to build rich and the widest advertising outdoor offer for its clients. Based on the agreement with Universum Promotion Group, on 1 September 2006, AMS expanded its offer by a number of large format panels installed on the nets on city buildings. New panels will have more than 100 square meters in size. The agreement ensures AMS’s development in this new, attractive outdoor advertising segment.  

IV.D. RADIO 

Agora’s radio group consists of 18 Golden Oldies (Zlote Przeboje) radio stations, six rock radio stations (Radio Roxy FM) and a superregional news radio TOK FM broadcasting in nine cities. Grupa Radiowa Agory includes a few local stations which play in different formats. 

1. LOCAL RADIO STATIONS
In May 2005 Agora’s radio group underwent organizational changes - the Agora’s Radio Division was transferred to Grupa Radiowa Agory Sp. z o.o. These changes aimed at consolidating radio operations in one entity and concentration of radio activities on development of two formats: Zlote Przeboje (Golden Oldies) and new Roxy FM.

In the beginning of 2006 Zlote Przeboje extended its reach to Bialystok and Walbrzych. After only six months the group became market leader in its target group in these two cities [7]. The cost of Zlote Przeboje extension, as well as introduction of a new brand, Roxy FM depressed operating results of the segment in the first two quarters of 2006.
In the first quarter of 2006 Radio Lokalne Zielona Gora Sp. z o.o. was sold because it did not match the product strategy of the Group.
The data presented below is the sum of financials of local radio stations and Radio Division consolidated pro forma. The data below excludes the financials of TOK FM, described separately in point 2.

Tab. 12

	in PLN million
	I H 2006 
	I H 2005 
	% change yoy

	Total sales, including:
	31.4 
	26.4 
	18.9% 

	Advertising revenue (1) (4)
	29.9 
	25.2 
	18.7% 

	
	
	
	

	Total operating cost, including:
	(36.2)
	(28.1)
	28.8% 

	Staff cost (2)
	(13.3)
	(12.5)
	6.4% 

	Non-cash expense relating to share-based payments
	(1.4)
	- 
	- 

	Licenses, rental and telecommunication costs
	(3.9)
	(4.0)
	(2.5%)

	D&A
	(1.4)
	(1.4)
	-  

	Promotion and marketing (3) (4)
	(9.5)
	(5.9)
	61.0% 

	EBIT
	(4.8)
	(1.7)
	(182.4%)

	EBIT margin
	(15.3%)
	(6.4%)
	(8.9pp)

	EBITDA
	(3.4)
	(0.3)
	(1,033.3%)

	EBITDA margin
	(10.8%)
	(1.1%)
	(9.7pp)

	Operating EBITDA (2)
	(2.0)
	(0.3)
	(566.7%)

	Operating EBITDA margin
	(6.4%)
	(1.1%)
	(5.3pp)


(1) barter sales from Agora SA constituted 12.5% of advertising revenue in the period of January-June 2006 (9.3% in the first half 2005). 

(2) excluding non-cash cost of share-based payments.

(3) the amounts do not include the total cost of cross-promotion of Agora’s different media (only the direct variable cost of campaigns carried out on advertising panels) if such promotion is executed without prior reservation on space which was not sold to external clients

(4) due to transfer of Radio Division to Grupa Radiowa Agory financial data for previous year was restated.

Market share of Agora's local radio stations group in the first half of 2006

Tab. 13

	Cumulative:
	 Share in the 
radio advertising  
	 Share in the local radio advertising 
	 Audience share [7] (1) 

	2006
	10.3%
	30.4%
	10.3%

	2005
	10.8%
	32.5%
	10.6%


(1) in 2006 new stations in Bialystok and Walbrzych were excluded.

In the first half of 2006 total radio market grew by 15%, with local radios leading the growth (18%). National stations increased ad sales by 12%.

2. SUPERREGIONAL RADIO TOK FM
In the period of January-June 2006 TOK FM achieved 3.5% share in the Warsaw audience market as compared to 2.5% in 2005. In all cities of TOK FM operations, its audience share amounts to 2.6% (1.6% in the same period of the previous year).

In the first half of 2006, revenue of the station reached PLN 2.0 million (increase by 65.6% as compared to the same period of the previous year), EBITDA was a negative of PLN 1.0 million (a negative of PLN 1.9 million for the first half of 2005) and the net loss amounted to PLN 2.3 million (a negative of PLN 5.5 million for the first half of 2005).
NOTES
[1]Operating EBITDA = EBITDA + non-cash expense relating to share-based payments.

[2] The Group’s net profit refers to “net profit attributable to equity holders of the parent”.

[3] The data on the number of copies sold of daily newspapers is derived from the National Circulation Audit Office (ZKDP).The term "copy sales" used in this MD&A is consistent with the sales declarations of publishers to the National Circulation Audit Office. Number of copies sold of Gazeta Wyborcza for June 2006 based on Agora’s data.
Data on dailies readership are based on PBC General research carried out by SMG/KRC A Millward Brown Company on a random, nationwide sample of Poles over 15 years of age. Weekly readership index was used - percentage of respondents reading at least one edition of the title within 7 days of the week. Size of the samples: nationwide PBC General for January - June 2005 n = 18,017; January - June 2006 n = 21,376; May – June 2006 
n = 7,949, in the cities over 500 th. habitants in the period January - June 2006 n = 2,534.
[4] Definition of ratios:
	Net profit margin=
	Net profit (loss) attributable to equity holders of the parent

	
	Sales of finished products, merchandise and materials

	
	

	Gross profit margin=
	Profit (loss) on sales

	
	Sales of finished products, merchandise and materials 

	
	

	Return on equity=
	Net profit (loss) attributable to equity holders of the parent

	
	(Equity attributable to equity holders of the parent at the beginning of the period +Equity attributable to equity holders of the parent at the end of the period) / 2 / (2 for half-yearly) 

	
	

	Debtors days=
	(Trade receivables gross at the beginning of the period + Trade receivables gross at the end of the period) / 2

	
	Sales of finished products, merchandise and materials / no. of days

	
	

	Creditors days=
	(Trade creditors at the beginning of the period + Trade creditors at the end of the period) / 2

	
	Cost of sales / no. of days

	
	

	Inventory turnover=
	(Inventories at the beginning of the period + Inventories at the end of the period) / 2

	
	Cost of sales / no. of days

	
	

	Current ratio =
	Current Assets

	
	Current liabilities

	
	

	Gearing ratio=
	Current and non-current liabilities from loans – cash and cash equivalents – highly liquid short-term monetary assets

	
	Total equity and liabilities

	
	

	Interest cover=
	Operating profit / (loss)

	
	Interest charge

	
	

	Free cash flow interest cover=
	Free cash flow

	
	Interest charge


[5] Portal reach, real users and page views on the basis of MegaPanel PBI/Gemius for June 2006 and cover internet users age 7 years and above, connecting to internets from the territory of Poland.

[6] Source: report on sales of outdoor companies prepared by Izba Gospodarcza Reklamy Zewnętrznej (IGRZ) which include: AMS SA., Cityboard Media, Clear Channel Poland, Stroeer Out of Home Media, News Outdoor Poland, Gigaboard Polska, Mini Media/Publiprox, Business Consulting and a new member – CAM Media. The report is prepared on the basis of financial data provided by member companies of IGRZ. 
[7] Audience market data referred herein are based on Radio Track surveys, carried out by SMG/KRC A Millward Brown Company (all places, all days and all quarters of an hour of listening) for local radio stations: in the cities of Agora’s radio stations broadcasting and in the age group of 15+, from January to June (sample: 232,156); for TOK FM: in Warsaw from January to June and in the age group of 15+ (sample: 32,598); for TOK FM: from January to June and in cities of broadcasting and in the age group of 15+ (sample: 170,189); for Roxy FM: in cities of broadcasting and in the age group of 20-35 from January to June 2006 (47,057), for Zlote Przeboje: in Walbrzych and Bialystok  in cities of broadcasting and from January to June and in the age group of 30-50 (sample for Walbrzych: 2,102,  for Bialystok: 5,003). 

V. MANAGEMENT BOARD’S REPRESENTATIONS

1. Representation concerning accounting policies

Management Board of Agora confirms that, to the best knowledge, consolidated half-yearly financial statements together with comparative figures, have been prepared according to all applicable accounting standards and give a true and fair view of the state of affairs of the Group at the end of the first half of the year and of the profit or loss of the Group for the period then ended.

Management Discussion and Analysis shows true view of the state of affairs of the Group, including evaluation of risks and uncertainties.

2. Representation concerning election of the Company’s auditor

Management Board of Agora confirms that the Company’s auditor have been elected according to applicable rules and that the company reviewing Agora’s accounts and chartered accountants engaged in the review of Agora met objectives to present an objective and independent report.

VI. additional information

VI.A. INFORMATION CONCERNING SIGNIFICANT CONTRACTS

In the first half of 2006 the Company has not executed any significant contracts.

VI.b. changes in capital affiliations of the issuer with other entities

· In the current report published on 17 January 2006, in connection with the current report no. 90/2005 dated 3 November 2005, the Company informed that the conditions precedent to the conditional sale agreement of share capital have been met. On 16 January 2006, Radio Lokalne Zielona Gora received the information that the Chairperson of the National Broadcasting Council (KRRiTV) granted the consent to Radio Lokalne Zielona Gora to dispose all its shares to Region Sp. z o.o. and to change the licence for broadcasting of radio program via the change of the broadcast program name from Radio Blue 101.7 FM for RMF MAXXX, and also via the change of the program formula for the one agreed by the parties.
· In the current report published on 8 February 2006, the Company informed of acquiring shares in the company under the business name Tres Sp. z o.o., with its seat in Sieradz (hereinafter referred to as "Tres"), the broadcaster of the radio program Zlote Przeboje 101.3 FM. Before the transaction Agora held 48.5% of the share capital of Tres. As the result of the transaction between Agora and three individuals - shareholders of Tres, Agora acquired shares constituting a 51.5% stake of the share capital of Tres. As the result Agora owns 100 % of the share capital of Tres (202 shares), entitling Agora to exercise 100% of voting rights at the Annual General Meeting of Shareholders.
In the proces of capital restructuring in Grupa Radiowa Agory Sp. z o.o., a subsidiary of Agora SA, the following transactions were executed

· In the current report published on 27 January 2006, in relation to the current report no. 107/2005 dated 2 December 2005, the Company informed that it has been notified that on 20 January 2006, the Warsaw District Court registered the increase of the share capital of Grupa Radiowa Agory Sp. z o.o. (GRA), the subsidiary company of Agora SA. The increase of capital by PLN 5,378,000 was conducted by constituting new 
10,756 shares at the nominal value of PLN 500 each by means of in-kind contribution in 10 radio companies (for details see current report no. 107/2005 from 2 December 2005). After the registration, the share capital 
of GRA amounts to PLN 10,404,000 and is divided into 20,808 shares at the nominal value of PLN 500 each, entitling to 20,808 votes at the General Shareholders Meeting of Grupa Radiowa Agory Sp. z o.o.
· In the current report published on 26 April 2006 the Company informed of: disposal by Agora of  shares in Elita Sp. z o.o., Klakson Sp. z o.o., Twoje Radio Sp. z o.o. and  City Radio Sp. z o.o.. The share disposal agreement was executed between Agora and Grupa Radiowa Agory Sp. z o.o. on 25 April 2006. 

VI.C. other supplementary information

1. Remuneration, bonuses and other benefits paid, due or potentially due to members of Management and Supervisory Board 
Information on remuneration is disclosed in note 24 and 25 of the financial statements.

2. Changes in ownership of shares and rights to shares by Management Board members in the first half of 2006 and until the date of publication of the report
Changes in ownership of shares by the Management Board members resulting from disposal of shares are depicted in the table below:

Tab. 14

	a. shares
	As at 30 June 2006
	decrease
	increase
	As at 31December 2005

	Wanda Rapaczynski
	1,301,857
	0
	0
	1,301,857

	Piotr Niemczycki
	1,548,372
	0
	0
	1,548,372

	Zbigniew Bak
	130,850
	0
	0
	130,850

	Jaroslaw Szalinski
	9,218
	0
	0
	9,218


	b. rights to shares
	As at 30 June 2006
	decrease
	increase
	As at 31December 2005

	Wanda Rapaczynski
	0
	0
	0
	0

	Piotr Niemczycki
	0
	0
	0
	0

	Zbigniew Bak
	0
	0
	0
	0

	Jarosław Szalinski
	0
	0
	0
	0


The members of the Management Board participate in the incentive plan described in the note 25 of the financial statements.

3. Changes in ownership of shares by Supervisory Board members in the first half of 2006 

Tab. 15

	
	As at 30 June 2006
	increase
	decrease
	As at 31December 2005

	Tomasz Sielicki
	33
	0
	0
	33

	Stanisław Soltysinski(1)
	-
	-
	-
	-

	Louis Zachary
	0
	0
	0
	0

	Sanford Schwartz 
	0
	0
	0
	0

	Slawomir Sikora
	0
	0
	0
	0

	Bruce Rabb
	0
	0
	0
	0

	Andrzej Szlezak
	0
	0
	0
	0


(1) Stanislaw Soltysinski invests in a „blind trust” fund.
(2) Bruce Rabb is a member of Agora’s Supervisory Board since 26 June 2006.

(3  Andrzej Szlezak is the Chairman of Agora’s Supervisory Board since 27 June 2006.

4. Shareholders entitled to exercise over 5% of total voting rights at the General Meeting of Shareholders, either directly or through affiliates as of the date of publication of the report

To the best of the Company’s knowledge as of the day of publication of the report for the first half of 2006, the following shareholders are entitled to exercise over 5% of voting rights at the General Meeting of Shareholders in the Company:

Tab. 16

	
	no. of shares
	% of share capital
	no. of votes
	% of voting rights

	Agora-Holding Sp. z o.o.
	10,200,748
	18.0%
	27,327,148
	37.0%

	Julius Baer Investment Management LLC
	3,941,331
	6.9%
	3,794,001
	5.1%


Warsaw, 26 September 2006

	Wanda Rapaczynski – President of the Management Board
	*........................................................



	Piotr Niemczycki – Deputy President of the Management Board
	Signed on the Polish original


	Zbigniew Bak – Deputy President of the Management Board
	Signed on the Polish original


	Jaroslaw Szalinski – Member of the Management Board
	Signed on the Polish original



* For justified reasons Wanda Rapaczynski could not sign MD&A. Wanda Rapaczynski has been outside Poland since 21 September 2006 to the date of the MD&A.
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