INTRODUCTION (consolidated)

Main activity of the Group is newspaper and periodicals edition - EKD 2212 and 2221 and advertising services EKD 7440 (press advertisement).

Presented financial statements contains data for year ending 31 December 1998 (the first consolidated financial statement of the  Group)

Consolidated financial statements were prepared based on the below described accounting principles:

   1. 
Basis for preparation of consolidated financial statements
Consolidated financial statements include all subsidiaries and associates except for those listed in explanatory note number 18, which were not consolidated according to the Decree of the Securities Commission’s president of 14 February 1995 regarding stricter from those set in the Accounting Act (art. 56 par. 1-3), criteria for companies listed on the stock exchange or seeking permission to be listed. Subsidiaries were consolidated under full method of consolidation. Associated entities were consolidated under equity method of consolidation.

In the situation when a company was acquired within the audited year, only the result of operations from the date commencing control over a subsidiary was included in consolidation. Incepted company is assumed as subsidiary when the parent company holds more than half of the voting rights or have significant impact on the entity. 

Full consolidation method assumes aggregating respective balance sheet, profit and loss account and cash flow statement items of Agora S.A. and its subsidiaries with deduction of the following items:

· value of the shares held by the parent company in its subsidiary and part of the net assets of the subsidiary as of the book value at the date of inception,

· inter-company receivables and payables,

· inter-company revenues and costs,

· profits and losses of inter-company transactions included in the consolidated assets and equity and liabilities,

· dividends paid/ received by the subsidiary to/ from the parent company.

Consolidation of the associated entities under the equity method adjust the costs of shares at the date of consolidation for share of parent company in the equity of consolidated associates.

In three related companies under consolidation, TKP S.A. group, Agora-Poligrafia Sp. z o.o. and Trans-Servis S.A. a consolidated goodwill is presented which constitutes excess of purchase price of the shares over the proportionate part of the net assets of those entities.

Consolidated financial statements of Agora S. A.  (“Group”) for the period from 1 January 1998 to 31 December 1998 includes financial statements of the following subsidiaries and associated entities:

Subsidiaries:

Agora-Poligrafia Sp. z o.o. (from 1 March 1998)


Trans-Servis S.A. (from 1 July 1998)

Associated entities:

Telewizyjna Korporacja Partycypacyjna S.A. (from 1 February 1998)

Consolidated financial statements prepared for the period 1 January 1998 till 31 December 1998 are the first consolidated financial statements prepared by the Group.

Other subsidiaries and associates listed in the explanatory note number 18 have not been included in the consolidated financial statements as they were not significant according to the Accounting Act.

   2.
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


   3. 
Consolidated goodwill

Goodwill represents the excess of the cost of an acquisition over the Company’s share of net assets of the acquired entity. Goodwill is presented as a separate position in the consolidated financial statements and amortised using the straight-line method over 5 years.

Capital reserve from consolidation represents the excess of the Company’s share of net assets over the cost of an acquisition. It is reported as a separate position under consolidated equity and written of using the straight line method over 3 years. 

   4.
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 reducing 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)

 5.
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.

 6.
Investments 

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 diminution in the value of the investment.

7.
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. Finished goods are valued 

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.

 8.
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.

 9.
Short-term securities

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

  10.
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.

11.
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 yearend. 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.

12.
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 statue.

13.
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.

  14.
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.

  15.
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.

16.  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.

17.
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.

18.
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.

19.
Extraordinary gains and losses

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

20.
Motivation plan for the company’s employees

In April 1998 Agora S.A. 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 the realisation of planned targets.

21.
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, specified in the tax regulations.

22.
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 companies create provisions for corporate income tax connected with the investment relief.

The impact of investment relief applied by Agora S.A. on the financial result of the Group is proportional to the percentage share of the Parent Company in the share capital of the Group.

   23. 
Capital restructuring

In 1998 the Group restructured its capital as follows:

a ) In January 1998 the Company was merged with Agora-Gazeta Sp. z o.o. (currently Agora S.A.), Agora-Druk Sp. z o.o., AC Radio Sp. z o.o. and 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.

The write-off of shares in the amount of PLN 15.740,7 thousand resulted in the rise of the Company’s reserve capital by the same value.

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 thousand was disclosed as a financial cost.


TRANSLATION

MANAGEMENT DISCUSSION OF 1998 CONSOLIDATED RESULTS OF AGORA GROUP

Accounting principles applied by Agora Group are based on provisions of Accounting Law dated Sept. 29, 1994 and are described in detail in the annual consolidated 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.

The Group’s consolidated report includes Agora SA, Agora Poligrafia sp. z o. o., Trans-Servis SA and TKP SA. Agora Poligrafia and Trans-Servis are consolidated using the consolidation method and TKP using the equity method. Other subsidiaries which are not material were excluded from consolidation.

Agora Group in its present form was created in 1998 upon capital reorganization which is described in detail in financial statements. Hence the present report is the first consolidated annual report of the Group and comparable consolidated data for the Group for 1997 are unavailable. Agora’s unconsolidated annual report presents comparable data for Agora’s main business, Gazeta Wyborcza, although, as pointed out in the management discussion of that report, the comparability is not complete due to the 1998 capital reorganization. To avoid repetition, the management discussion of consolidated results presents an abbreviated analysis of results of Agora SA and focuses instead on the performance of the Group. In addition, the consolidated report presents impact of investments in related media on financial results of the company.  For a complete picture of the company’s situation the two reports should be read in conjunction.

FINANCIAL RESULTS

Income statement

Revenues and operating expense of the Group are primarily related to the publication of Gazeta Wyborcza, i.e. to the operations of Agora SA, described in detail in the management discussion to non-consolidated annual report, and of Agora Poligrafia, sp. z o. o. Agora Poligrafia, a wholly owned subsidiary of Agora SA, is engaged in printing operations in the Special Economic Zone in Tychy.  Those operations began in 1998, after construction and start-up of the Tychy printing plant was completed. Agora Poligrafia prints Gazeta Wyborcza for Agora on printing presses leased from Agora. Printing fees paid by Agora constitute its chief revenue source and leasing fees paid to Agora its main expense item. Both of these positions are eliminated in the process of consolidation.  Since July 14, 1998, i.e. from the date on which it was acquired by Agora SA, Trans-Serwis has conducted business activities of very limited scope. Thus in effect the structure and scope of revenue and expense of Agora SA, described in non-consolidated report, well reflect the structure and scope of revenues and expense in the Group.

In 1998, the Group generated total revenue of nearly 550 million PLN and profit on sales of 164.7 million PLN, i.e. 30% of sales. Total D&A expense in the Group amounted to 18 million PLN; after deduction of this amount from the operating expense, sales margin equals 33.2%.

Profit before associates and charges was considerably lower and equaled 99.2 million PLN.  The figure reflects two extraordinary events, both stemming from the capital reorganization of the Group. One, other expense item includes a one-time payment of 34.7 million PLN to Cox Poland Investments, Inc., pursuant to strategic alliance agreement between Agora and Cox. Two, in the financial expense position the company booked 19.1 million PLN non-cash expense of redemption of shares held by Agora SA in Agora-Holding. In total, the two transactions attenuated the profit figure by 53.8 million PLN.

In  addition to publication of Gazeta Wyborcza,  the Group pursues its adopted strategy of expansion into related media, including radio and television. Unlike Gazeta Wyborcza, which operates at scale, generating substantial revenues and profits, new media ventures are still in early phases of development and, as anticipated in their respective business plans, are not yet profitable. In effect, they have negative impact on the Group’s earnings.

In 1998  the largest such impact stemmed from TKP SA which became an associate of the Group at the beginning of 1998 as a result of liquidation and merger into Agora SA of AC TV sp. z o. o.  TKP is the parent of the operator of pay TV Canal+ Polska. In August of 1997 AC TV paid 98.5 million PLN for stock in the increased capital of TKP, thus becoming a 22.47% shareholder of that company. Goodwill generated by the transaction amounted to 136.98 mln PLN. On Dec. 31, 1997 book value of the investment amounted to 68.8 million PLN, representing unamortized goodwill of 125.6 million PLN less share of net liabilities of 56.8 million PLN. On the day of the merger, i.e. Jan. 31, 1998 TKP’s book value was 63.7 million PLN.

In 1998, due to investment in a digital offer, TKP sufferred higher than expected operating losses. The value of the investment in the Group’s books was reduced to zero as a result of pro-rata take-up of net losses in TKP in the amount of 36.1 million PLN and amortization of goodwill in the amount of 27.64 million PLN. The total negative impact on the Group’s consolidated net profit amounted to 63.7 million. Since the book value was thus reduced to zero, TKP  will have no further impact on earnings, provided no need arises to convert the loan made to TKP into equity.

The Group also pursues radio investments. It has direct or indirect involvement in ten local radio stations and one superregional station. In 1998 the total advertising revenues earned by the stations amounted to 12.5 million PLN. This amount is equal to 2.3% of the Agora’s revenues and 4% of its total assets and means that currently the stations do not have material effect on the Group’s results and can be omitted from consolidation. However, the radio business is an important element of the Group’s strategy. The group continues to financially support the stations, primarily in the form of loans for working capital necessary until stations reach profitability. In connection with its radio activities, specifically with Inforadio (TOK FM), the Group made a 5.4 million PLN provision which is included in the financial expense position in the income statement.

The one-time cash payment to Cox, combined with several non-cash expense positions associated with either the capital reorganization of the Group or its investment in other media, reduced the Group’s after-tax earnings to a negative 7.4 million PLN. Cash flow from operations in 1998, after the 34.7 million PLN payment to Cox Poland Investments, Inc., amounted to 93.3 million PLN.

Balance sheet

Since no 1997 comparables for the Group are available, our discussion analyzes the key differences between this report and the non-consolidated annual figures, for which comparative data are provided. In general, two factors cause the differences: inclusion in the consolidated report of impacts and provisions for investments in other media (radio and TV) and elimination of  items from the nonconsolidated balance sheet upon consolidation of Agora Poligrafia and Trans-Serwis.

Total consolidated assets for the end of 1998 were 417.6 million PLN, while nonconsolidated balance sheet shows total assets of 523.7 million. The key differences include the 98.5 million PLN reduction in the book value of TKP, 5.4 million PLN provision for the radio business and, finally, the elimination from the balance sheet of shares in Poligrafia and Trans-Serwis with total book value of 16 million PLN and commercial paper of Poligrafia in the amount of 36 million PLN.

Consolidated shareholders’ equity at year end stood at 166.9 mln PLN, compared to 271.5 million PLN in the non-consolidated report. The difference arises from the aggregate 98.5 million PLN write-down of TKP’s book value in 1997 and 1998 which affects retained earnings and other reserves.

ADDITIONAL INFORMATION

Changes in capital structure and investments. The Group was created at the beginning of 1998. At the beginning, it consisted of Agora , Agora Poligrafia, TKP and nine radio companies. Of the last, six, including KKK FM, Elita, Radio Trefl, Jazz FM IM 40 and O’le, were operating radio stations, one (Inforadio) was in a start-up phase and two (Wawel and LRR) had pending license applications.

During the year the group acquired two more stations (Karolina and City), made an investment in a company designed to provide radio and advertising services (Radio Services Bureau), while LRR was granted a broadcasting license and launched a new station broadcasting as POP FM. These investments in shares or stock of radio companies were made as part of the Group’s strategy to build a strong radio group.

Detailed information about radio investments are provided in Note 4 to consolidated financial statements, while capital reorganization is described in point 23 of the introduction to the statements.

In July 1998 Agora SA acquired 100% of stock of Trans-Service. The Group also includes 84 shares of  BISE (Bank of Social and Economic Initiatives SA), with book value of 42 thousand PLN, which were contributed to Agora by Agora Holding.

All investments were financed from profits.

Capital investments. Total capital expenditures of the Group in 1998 amounted to 140 mln PLN.  They were primarily investments made by Agora SA, described in the discussion of non-consolidated figures and investments made by Agora Poligrafia in connection with the printing project. The share of debt financing of the total value of capital expenditures was 10.6%.

Related party transactions. Detailed information is provided in Additional Explanatory Note 9 to the consolidated statements.

Financing. The Group’s activities (with the exception of TKP) are financed primarily from operations.  In 1998 the Group’s cash generated from operations was 93.3 million PLN and was used for investments. The figures representing the Group’s indebtedness as of Dec. 31, 1998 are identical to those in the nonconsolidated statement. Short-term bank debt stood at 112.4 million PLN and the amount was subsequently significantly reduced in April 1999 when Agora repaid DEM 35 million of bridge facility from Credit Suisse from proceeds from the public offering. The 11.2 million USD loan from RCB falls due in December 1999. Long term debt amounted to 63.1 million PLN and represents an exchangeable loan extended in 1997 by Cox Poland Investments, Inc. to AC TV to partially finance the investment in TKP.  After the liquidation and merger of AC TV the loan became a liability of Agora SA. The intention of the parties is to exchange the liability for TKP stock. At year end 1998 cash stood at 7 million PLN and marketable securities at 11.4 million PLN.  Note that the corresponding figure in the nonconsolidated statements is 47.6 million PLN since it includes commercial paper issued by subsidiaries, chiefly Poligrafia.

Liquidity ratio at year-end 1998 was .6 owing to capital expenditures borne by the company, mainly printing-related. These expenditures resulted in depletion of cash and short-term securities and an increase in short-term debt.

During 1998 the group did not encounter any difficulties in meeting its financial obligations and does not anticipate such problems in the foreseeable future. In addition to net proceeds from public offering in the amount of over 350 million PLN, continued liquidity is assured by a 150 million PLN loan agreement signed by Agora on March 12, 1999 which provides for drawdowns on the facility until end of February 2001.

The loans made by Agora to the radio stations in the Group must be repaid no later than year end 2005.

Significant agreements and shareholding structure. These topics are addressed in the discussion of nonconsolidated financial statements.

FUTURE STRATEGY 

Growth of Gazeta Wyborcza is the Group’s number 1 priority. Today, Gazeta generates virtually all of the Group’s revenues and profits. Most of the Group’s human and financial resources are dedicated to maintaining and growing Gazeta’s market position. A majority of the staff employed by the Group works in Gazeta-related jobs and most of capital expenditures are indented to secure future growth of the newspaper. These include primarily investments into printing infrastructure: new printing plant in Pi³a, expansion of the Agora Poligrafia plant in Tychy, financed largely by Agora via commercial paper and purchase of printing equipment to be leased to Agora Poligrafia, and finally the expansion of the Agora Warsaw plant in the new location in Bia³o³êka. In the next three years these projects will consume about 400 million PLN. In addition, the decision to construct a new premises facility in Warsaw was to a large extent motivated by the desire to improve the effectiveness of Gazeta’s operations.

Factors which affect Gazeta’s operations and its financial results were addressed in the discussion of nonconsolidated annual results. In the opinion of the Management Board, in the future Gazeta will be able to grow advertising revenues and operating profits thanks to the growth of advertising market, an effective readership and advertising strategy, as well as capital projects which will secure technical and organizational capabilities necessary for growth.

The second priority of the Group is continued expansion into other, related media activities. The group made investments in radio and intends to gradually increase its radio commitments. Implementation of this plan and how successful it will be will largely depend, as in the case of Gazeta, on the economic growth in Poland and attendant growth of the advertising market. An additional important factor is regulation and the future shape of the broadcasting law which may create new opportunities as well as present new threats in the form of increased competition. This is why in 1999 the Group’s objective is to expand and solidify the market position of Agora’s radio stations based on a disciplined methodology of formatting, advertising sales and management. We saw the first results of this strategy in 1998 when Agora’s radio stations won  an over 5% share of national audience in the target segment. Growing the number of stations and systematic implementation of our approach will give the Group a base from which it will be able to effectively compete for local radio market in Poland. 

The Group made an investment in the past into pay television. In 1998, because of competition with @Entertainment and digital offer, the risk of this investment has significantly altered. The original business plan designed for analog TV was increased by expenses and investment expenditures related to a digital offer which resulted in the necessity of further funding for TKP.  Agora is not participating in the funding and hence its share in TKP was diluted in 1998 from 22.47% to 20% and then again in April 1999 down to 17.9%. The decision not to participate in financing of TKP is based on the analysis of Agora’s investment priorities, mainly infrastructural. However, representatives of Agora actively participate in the governing bodies of TKP, specifically in articulating and implementing  its competitive and external financing strategy.

The Group’s objective is to further expand its business, first and foremost in Poland.  Given its operating profits, proceeds from the IPO and the recent loan agreement, the group has the ability to invest in new ventures, whether via acquisition or by building new businesses de novo. The Group systematically analyzes the market and submitted proposals for strategic fit and potential scale and profitability. In addition, the Group seeded a number of small internal ventures in the areas of advertising, provision of data and information and internet.  Their objective is to test a given line of business and identify candidates for further expansion. For the next three years, the Group earmarked 58 million PLN for expansion-related investments. This amount includes solely the already identified opportunities.  The Group has sufficient liquidity and debt capacity to commit additional funds to new investment opportunities as they materialize.

However, the growth must proceed in a systematic and gradual way, without undue risk to the largest and most profitable activities. That is why in the next 3-5 years the Management Board anticipates Gazeta’s continued domination in the structure of the Group’s revenues, expenses and profits. After we cross the midpoint of the next decade, other ventures will begin to have a significant impact in the Group’s portfolio.

Warsaw, May 6, 1999

Wanda Rapaczynski, President of the Management Board
Piotr Niemczycki, Vice President of the Management Board
Helena Luczywo, Member of the Management Board

TRANSLATION

TO THE SHAREHOLDERS OF AGORA SA

1998 was a year of change for Agora. On April 1, 1998 the company changed its legal form from a limited to a joint stock company and its shareholders elected a new, five-member Supervisory Board. The transformation was preceded by a period of intensive preparation and fundamental changes in the capital and organizational structure of the company. To make them possible, we restructured the agreement with our strategic investor, Cox Poland Investments, Inc.  Perhaps the most important element of change was programs to broaden staff ownership of the company. We designed a stock purchase plan aimed at the majority of our employees and introduced stock incentive plans for managers and top-performing non-management employees. This will ensure that while moving ahead, staff objectives will be aligned with those of investors.

On May 8, 1998 the shareholders voted to make Agora a public company. The vote marked the completion of reorganization and we began preparations for the initial public offering.  Since we were planning for a simultaneous public offering of stock in Warsaw and of GDRs in London, the process was fairly challenging. We also went through a period of uncertainty caused by the August crash in Russia and the subsequent downturn in world capital markets. We postponed the offer and restarted work in January 1999.

Our IPO met with lively interest from retail and institutional investors, the latter both in Poland and abroad. Ultimately, Agora’s stock was more than ten times oversubscribed, despite the fact that it was priced at the top of the range. Public trading began at the Warsaw Stock Exchange on April 20, 1999; the GDRs have been trading in London since February 23, 1999.

Although preparation for the IPO claimed significant management time, Gazeta Wyborcza was our number one priority throughout the year as always, as documented by its market and financial results. Gazeta further strengthened its leadership position in the daily newspaper market. On an average publication day in 1998 we sold 436,000 copies of Gazeta, 6.5% more than in 1997, a second consecutive growth year. Today, when circulation of world newspapers is systematically shrinking, we view this result as a great success, well deserved and hard-earned through the joint efforts of our editorial, circulation and advertising departments.

Advertising revenues grew as well. In 1998 we sold 420 million PLN worth of ads, 36.4% more than in 1997. The unique national-local structure of Gazeta Wyborcza and its supplements enables us to offer advertisers both a national and local range. These two markets are of comparable importance to Gazeta: local markets generate 50.4% of advertising revenues, while the national market contributes the rest. We estimate (alas, precise market statistics are not available) that in 1998 Gazeta commanded a 9% share of the total advertising expenditure in the Polish media and a 39% share of advertising spending for daily newspapers.

In our view, we owe the growth of advertising revenue to three key factors. One, economic growth in Poland. Two, the largest professional network of well trained and well motivated sales representatives in Poland. Three, what we offer: flexible market reach, a whole gamut of thematic supplements, and color ads. Although we contend with a temporary slowing of economic growth, we expect that advertising spending will be buoyed by the new pension funds and increasing competition in telecommunications and financial services, and the advertising market will continue to grow.

Expanded production capacity is essential to capitalize on market growth and to convert it into increased revenues. In 1998 we completed construction of a new printing plant in the Special Economic Zone in Tychy and expansion of the Warsaw plant. We also decided to make significant further investments in printing infrastructure.  By the end of 2000 we will build a new plant in Piła, expand Tychy and the Warsaw plant (in a new location: Białołęka borough). The plants will be equipped with state-of-the art printing presses from Koenig & Bauer, as well as mailroom and inserting equipment. This investment program will cost about 400 million PLN in the years 1999-2001. It will deliver significant benefits: an improved advertising package thanks to increased color capability and the removal of constraints on Gazeta’s page-count and of other technical barriers.

At the same time we made a long overdue decision to construct new premises for the company. Today Agora's 1,300 Warsaw employees work in seven different, often remote, buildings.  Such dispersion hinders efficiency, and in a daily newspaper every minute counts.  The construction of the new building will start in the spring of 2000. By the end of 2001 all departments of Gazeta and Agora should again work under one roof.

In the midst of so many exciting developments, we have not lost sight of our second strategic priority, expansion into related media. The number of local radio stations in the Agora group grew from five at the beginning of the year to ten by December.  Our market strategy led to a rapid growth in listners. In the second half of 1998, the stations commanded a 5.1% share of the total Polish radio audience in our target group (people aged 25-45 in cities over 100,000). This is a very good result given that over 200 stations operate in Poland, powerful commercial and public stations with national and regional broadcast ranges among them.  More good news: our local stations which broadcast in large cities are breaking even fairly quickly.

Inforadio (now broadcasting as TOK FM) in which Agora holds a minority share, was launched in the spring of 1988.  This is the first attempt in Poland at the news/talk format that is breaking all popularity records in the US. This format is more challenging in implementation than the standard music programming and requires more time to build an audience share. However, it is well worth the effort as news/talk stations have significant revenue potential.

Our investment in TKP, parent company of the operator of Canal+, took an unexpected turn. In 1998 Wizja TV, US @Entertainment's digital package, entered the market. Despite intense negotiations, a joint venture of Wizja TV and Canal+ did not materialize and soon thereafter Canal+ started offering its own digital bouquet, Cyfra+. Expenditures associated with a digital offering exceed the scope of our capital commitment to television. Hence our decision not to contribute further funding to TKP and, if necessary, to allow our stake to be diluted. We would like to state very clearly that this does not signify our withdrawal from the project. On the contrary, today, when Cyfra+ and Wizja TV battle for the future digital market in Poland, Agora’s representatives in the governing bodies of TKP actively participate in articulating its strategy and support the implementation.

On May 8, 1999 Gazeta Wyborcza and Agora will celebrate their tenth birthday. On this festive occasion, after a successful IPO, excellent 1998 market and operating results, with most of 2,400-plus employees participating in the ownership of the company, with capital projects guaranteeing future growth of our flagship, Gazeta Wyborcza, well under way, first and foremost we would like to warmly thank our readers, advertisers and staff for a successful first decade. Our shareholders who stand with us on the threshold of the second decade of Agora and Gazeta Wyborcza, we thank for their confidence and promise that we will do our best to ensure that our common enterprise will be our shared success.

