Letter to shareholders

As I write this letter in early April 2002 to report to you on the 2001 results and to discuss prospects for 2002, the thirteenth year of Agora’s operations, three main themes are preeminent in my mind.

One, the economy. 2001 was a very tough year; 2002 does not promise to look any brighter. As the economy slowed down last year, for the first time in our history we faced a shrinking advertising market. For our team, which honed its skills under conditions of double digit annual growth, it was a demanding learning experience; we learned as we went along. Nevertheless, both our newspaper and our local radio business outperformed the market and delivered respectable results. And Gazeta Wyborcza was the only national newspaper to grow paid circulation! Our team truly rose to the challenge and we, the Management Board, are very proud of them. 

One of the hardest tasks was forecasting sales, given growth in the first quarter, then followed by three quarters of rapidly accelerating decline. In effect, although we were much more conservative than market analysts, who saw recovery around each and every corner of last year, until late in the year we played catch-up. Advertising decline led, while our cost-containment programs lagged. Cost savings program was implemented in the second half of the year; its full benefit will be visible this year.

Meanwhile, the market panicked. Large advertisers kept sharply reducing budgets throughout the year, often canceling orders mid-campaign; many small ones simply gave up on promoting their goods and services. Media - led by TV stations, particularly public TV - offered increasingly deep discounts, often charging a fraction of rate-card prices. Most media players rode this downward rate spiral. Gazeta resisted its allure and stayed with a recession appropriate strategy, in keeping with the market position of our newspaper. We made our advertising product scarce by keeping our rates high and allowing volume to decline, thus reducing newsprint cost. In effect, we kept and, in some cases, grew our market share and we maintained a healthy margin. 

Judging by the first quarter of this year, we are in for a repeat performance –the advertising market will continue very weak, with stagnation following early decline and no rebound before the end of 2002. We built our operating plan on this assumption and, unless the situation deteriorates beyond that, we expect a very small decline in revenues, while EBITDA margin will stay on the 2001 level. 

Two, investment strategy. Early in the year, we communicated to shareholders a frame for our growth strategy. Since then, we have been immensely busy filling the deal pipeline and evaluating opportunities in Poland and in the region. To accelerate the origination process, we declared an open door policy for investment banks, with a promise of mandate for any bank which brings us an interesting deal; the policy paid off, with many mandates currently out. Much of the groundwork has been accomplished and we are pleased with the array of value building opportunities. 

Now the work is coming to fruition: we announced a transaction (purchase of 12 magazines) earlier this year; several more deals are well advanced. Funding is lined up: we have cash, we just signed a loan agreement in the amount of up to 500 million PLN, and, should it become necessary, we have significant authorized capital.

It should be kept in mind that the addition of these new businesses to our portfolio is likely to affect our 2002 financials, rendering year on year comparisons less straightforward. For example, some acquisitions might be initially dilute the operating results. After all, few media companies deliver EBITDA margins comparable to Agora’s. This is particularly true in our region, where companies are immature and require investment to realize their growth potential – but then, they are not fully valued, either. Needless to say, the acquisitions will also affect the bottom line wherever goodwill arises.

While the work of looking for deals, analyzing target operations and negotiating terms continues unabated, we are also focusing very hard on how to successfully integrate and leverage performance of these new businesses and on getting management teams in place. Going forward, these are the most important objectives for our Business Development team and for the whole organization. The proof of the pudding, after all, is not in merely buying companies, but in managing them to deliver value.

Three, the draft media law. As I write this, one of the hottest issues in Poland is the government draft of a new media law, just sent to the Parliament. The law imposes stiff cross-ownership restrictions, for example banning a national newspaper publisher from owning a terrestrial television station with national (80% of territory) coverage. It is not clear whether the draft will become the law. The bill has provoked a public uproar in Poland and censure from international human rights and press organizations, both on substance and on the secretive and hasty manner of its preparation; Poland’s President went on record warning he will not sign it.

We prefer to make our investment choices on our own, without assistance from state authorities. This is why, together with other media companies, we are working very hard to prevent the passage of the bill in its current form. We hope reason prevails over murky political ends and the controversial provisions are dropped from the bill. This would be good for both Polish democracy and Polish media.

If the law is passed, this company will be irked, but not hurt. True, certain paths to Agora’s growth  – such as buying a national TV station – will be barred, for the time being. But there are many other media segments and investment opportunities, both in Poland and in the region, abound. We have made a promise to our shareholders to grow this company and, administrative obstacles notwithstanding, we fully intend to deliver. 

Please stay tuned.

Wanda Rpaczynski

President of the Management Board

Warsaw, 12 April 2002
