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INTRODUCTION TO THE FINANCIAL STATEMENTS

Main activities of the Agora SA (Company) are in media sector, that is mainly newspaper publishing – PKD 22.12.Z and advertising services PKD 74.40.Z (press advertisement), publishing of magazines and periodicals – PKD 22.13.Z, radio broadcasting through associates and subsidiaries and internet activities. 

Agora SA with the seat in Warsaw, Czerska 8/10 street, is registered in Commercial Court in Warsaw, register no. 59944, at the 20th Commercial Department of the National Register Court. 

Presented financial statements contain data for the year of 2003 with comparative figures for the year 2002.

Agora SA Management Board members:

        -    Wanda Rapaczynski

        -    Piotr Niemczycki

        -    Helena Łuczywo

        -    Zbigniew Bąk

Agora SA Supervisory Board members:

· Stanisław Sołtysiński

· Anna Fornalczyk

· Tomasz Sielicki

· Louis Zachary

· Sandford Schwartz

There are no entities within the Company that prepare their own financial statements.

Agora SA is a parent company and a major investor, which prepares consolidated financial statements of the Agora Group.

The financial statements of Agora SA for the year 2002 were prepared after Agora SA incorporated the company City Magazine Sp. z o.o. The incorporation has been entered into Agora SA's books by means of the acquisition method as at October 31, 2002.

The financial statements have been prepared on the assumption that the issuer is a going continue operating and there is no evidence against that assumption.

In 2003 the Company has changed the presentation of costs of intra-group transactions in the profit and loss statement as well as the presentation of impairment losses of long term assets in the cash flow statement. The comparative figures have been adequately restated. The changes have been described in additional note no. 16 to the financial statements.

There have been no qualifications to auditor’s opinions regarding Company’s financial statements and comparative data.

I. PRINCIPAL ACCOUNTING POLICIES, METHODS FOR VALUATION OF ASSETS AND LIABILITIES, MEASURING OF THE PROFIT FOR THE YEAR AND PREPARATION OF THE FINANCIAL STATEMENTS

The Company is keeping its books in accordance with provisions of Accounting Act, dated 29 September 1994 (the Law Book of 2002 no 76, item 694).

The financial statements of the Company were prepared in accordance with provisions of Accounting Act, regulations issued based on that Act and the Cabinets Decree on specific conditions for prospectus and prospectus summary, dated 16 October 2001, (Law book no 139, item. 1568 with amendments) and Polish accounting regulations.

1. 
Intangible fixed assets

Intangible fixed assets include property rights acquired by the company, except for investments, that ate treated as fixed assets with economic useful life exceeding one year. The assets are supposed to be used by the Company, and include among other items:

a) copyright and similar laws, licences, concessions,

b) patents, trademark rights,

c) know – how.

Intangible fixed assets are valued at acquisition price or at development cost and are amortised over their useful economic life periods.

Intangible fixed assets of a unit cost of less than 3,500 PLN are fully amortised in the month of acquisition or transfer from construction in progress.

Groups of intangible fixed assets of a unit cost of less than 3,500 PLN can be amortised over their useful economic life periods when it is material.
The principle amortisation rates used are as follows:

	
	

	Computer software
	14.0 – 50.0%

	Licences, patents and trademarks
	20.0%

	Goodwill
	5.0-20.0%

	Magazine titles
	5.0 – 20.0%

	Other
	20.0%


2. 
Tangible fixed assets

Tangible fixed assets include tangible assets acquired by the company, except for investments, that ate treated as fixed assets with economic useful life exceeding one year. The assets are supposed to be used by the Company, and include among other items:

a) real estate including land and perpetual usufruct of land, buildings and constructions and other real estate properties,

b) machinery, equipment, vehicles and other,

c) leasehold improvements.

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 Accounting Act dated 29 September 1994.

Assets of immaterial value are not treated as tangible fixed assets.

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 3,500 are fully depreciated in the month of acquisition or transfer from construction in progress.

Groups of intangible fixed assets of a unit cost of less than 3,500 PLN can be amortised over their useful economic life periods when it is material.

Land is not depreciated.

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.


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%

	Perpetual usufruct of land
	1.1%

	Other
	10.0- 25.0%


3. 
Assets under construction

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

Acquisition cost or purchase cost of assets under construction, tangible and intangible fixed assets includes all costs of construction, putting to use or improving of the fixed asset incurred up to the balance sheet date, including:

1) non deductible value added tax and excise tax,

2) costs of financing of the assets, including foreign exchange differences.

4. 
Investments in subsidiaries, associates and other

Shares, additional capital contributions and long term securities are carried at cost, less amounts recognised impairment losses, which are recognised as described in note 10.

Impairment losses are charged to financial costs.

5. 
Inventory

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

The cost of inventories is assigned by using individual costs in case of printing-ink and first-in, first-out basis in case of other materials, goods for resale and finished goods.

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.

In the balance sheet inventory is stated net of provisions made for slow moving or obsolete stock.

6. 
Debtors, claims and payables
Debtors and claims at the balance sheet date are valued at amounts due, with application of a prudence concept.

The Company provides for receivables in dispute, doubtful debts including also all debts overdue for at least 3 months, except for those resulting from barter sales. The provisions are charged to the other operating or financial cost depending on the nature of the amount that was provided for.

Debtors balances at the balance sheet are stated net of provisions for doubtful debts.

Payables at the balance sheet date are valued at amounts due, with application of a prudence concept.

Receipt of receivables or payment of liabilities made in foreign currencies is translated to PLN using the exchange rate of the bank which provides the service to the Company.

Financial liabilities, that are to be settled by providing other than monetary assets or exchanged for financial instruments, are stated at fair value.

7. 
Originated loans

Loans originated by the Company are financial assets created by the Company providing money, goods, or services to a debtor, other than those created with the intent to be sold in the short-term. Loans originated by the Company comprise loans provided to subsidiaries, associate entities, other non-consolidated entities and buy and sell back treasury bonds. Originated loans are carried at amortized cost, less impairment losses recognised. Accrued interest is included in net profit or loss for the period in which it arises. The Company instantly recognises impairment losses for all interest accrued on loans given. 

8. 
Trading instruments

Trading instruments are those that the Company principally holds for the purpose of short-term profit taking. Subsequent to initial recognition (at which date trading instruments are stated at cost), all trading instruments are measured at fair value.

9. 
Derivative financial instruments

At 31 December 2003 the Company was a party to contracts that contained derivative financial instruments embedded into rental and other contracts denominated in foreign currencies. Upon acquisition of such financial instruments the Company assesses whether the economic characteristics of the embedded derivative instrument are clearly and closely related to the economic characteristics of the financial instrument ("host contract") and whether the financial instrument that embodies both the embedded derivative instrument and the host contract is currently measured at fair value with changes in fair value reported in earnings, and whether a separate instrument with the same terms as the embedded instrument would meet the definition of a derivative instrument. If the embedded derivative instrument is determined not to be clearly and closely related to the host contract and the embedded derivative instrument would qualify as a derivative instrument, the embedded derivative instrument is separated from the host contract and valued at fair value with changes recorded in earnings.

Derivative financial instruments are recognized initially at cost. Subsequent to initial recognition, derivative financial instruments are stated at fair value. The Company does not apply hedge accounting and any gain or loss relating to the change in the fair value of the derivative financial instrument is recognized in the income statement.

10. 
Impairment losses of assets

At each balance sheet date all assets, excluding inventory, financial instruments, short term investments, deferred tax assets, assets of employee benefits for which other measurement methods are applied should be tested for impairment.

Assessment whether there is any identification that an asset may be impaired is performed in accordance with provision of the IAS 36 “Impairment of assets” and IAS 39 “Financial instruments: recognition and measurement”.

Impairment loss is recognised when there is a significant probability that the asset controlled by the Company will not generate future economic benefits in the amount at least equal to its carrying value.

In that situation an impairment loss is recognised that will reduce the carrying value of an asset to its net realisable value, or when the realisable value does not exist to its fair value, which is estimated in another way. The fair value is assumed to be a present value of discounted future economic benefits which will be generated by the assets.

Impairment losses are charged to costs in the income statement adequate to the nature of the impaired assets.

The Company at each balance sheet date reviews recognised impairment losses whether there is any indication showing that same of the recognised impairment losses should be reversed. 

If the recognised impairment loss should be reversed and the increased carrying amount of an asset due to a reversal in an impairment loss should not exceed the carrying amount that would have been determined had no impairment loss been recognised for the asset in prior years.

Reversal on an impairment loss should be recognised in the income statement as other operating income or financial income depending of a nature of the asset for which the loss is reversed.

11. 
Equity

Share capital is disclosed in nominal value of registered shares, resulting from the Company’s statute and commercial register. The share capital is PLN 56,757,525 and represented 56,757,525 shares of nominal value of PLN 1 each.

Share premium is a reserve capital from Agora’s IPO in 1999 and is presented net of the IPO’s costs decreased by the tax shield on the costs.

Reserve capital has been created by transfers from net income, reduction of share capital with no payments, reduction of revaluation reserve connected with sale or liquidation of revalued fixed assets and share premium. The creation of reserves is in accordance with the statues of the Company.

Costs of the share issue relating to the creation of a joint stock company or increasing of the share capital decrease the reserve capital up to the value of a difference between the value of the share issue and the nominal value of shares issued, any surplus costs are charged to financial costs.

12. 
Provisions

Provisions are set for liabilities that exist at the balance sheet date, of uncertain timing or amount, especially for: 

· losses on operations, including losses on guarantees given, losses resulting from ongoing court proceedings,

· future liabilities resulting from restructuring programme, if in accordance with other regulations the Company is required to carry out the restructuring programme or binding agreements regarding restructuring have been set, or in other ways the Company has a constructive obligation to restructure that it cannot realistically withdraw from the restructuring, additionally existing restructuring plans allow to reliably measure the liabilities of restructuring.

Provisions shall be included in other operating or financial costs or in extraordinary losses, respectively, depending on the circumstances such future liabilities refer to.

Where the risk for which reserves have been created diminishes or ceases to exist, the amount of the unused reserves shall be added, respectively, to other operating or financial revenues or extraordinary profits as on the date they proved unnecessary.

Provisions are not recognised for future operating losses.

13. 
Inter-period settlements of costs and deferred income

Costs and revenues according to the accruals and matching concepts are deferred and apportioned in time.

Costs concerning future reporting periods are deferred and apportioned in time as prepayments (e.g. insurance costs) in a way that a portion of these costs is charged to appropriate accounting period, if it is material. 

Accruals are reported in the amount of probable liabilities relating to the current reporting period and resulting in particular from costs of the accounting period, among other from:

· outstanding vacation days – in the amount of estimated salary to be paid to individuals when they take the outstanding days off,

· incentive plans for management and high performing employees - in the amount of the cash bonus that will be paid to the beneficiates of the plan,

· other costs that should be charged to the accounting period, that result from benefits delivered to the Company that will be invoiced and paid for in the future, when the amount of the liability can be measured reliably, e.g. salaries for a period, other operating costs that are usually invoiced with a delay, e.g. telecommunication costs.

Prepayments and accrued expenses may be absorbed on the time basis or on the basis of the amount of service.

If the contractual value of financial assets received is lower than the related liability (payable), which also refers to securities issued by an entity, the difference shall be charged to prepayments which shall be absorbed to financial costs in equal instalments throughout the period of the liability applying the amortised cost method.

Liabilities recognised as accrued expenses in prior periods shall be deducted from the costs of the reporting period in which it was proved that such liabilities did not arise or that their amount is lower.

The deferred income account kept under the principle of prudence, shall, in particular, include:

1) the equivalent of sums paid by or due from contracting parties and relating to benefits to be provided in following reporting periods;

2) cash means received for the purpose of financing the acquisition or production of fixed assets, including fixed assets under construction or development projects if they do not increase the Company's own capital (funds) under separate statutory law. The amounts included in the amounts of revenues shown as deferred income shall gradually increase other operating revenues in parallel to depreciation or amortization write-offs taken from fixed assets or costs of development projects financed from those sources;

3) negative goodwill resulting from a merger or incorporation of other companies.

14. 
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). Revenues and matching them costs are recognised on the accrual basis regardless the actual payment date.

15. 
Other operating revenue and expenses

Other operating revenue and expenses are connected with the Company’s operations and have influence on the profit on operating activities. Revenues represent, among others: 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, among others: 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.

16. 
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 value adjustments of shares and other short term investments, including value of created and resolved provisions connected with financial risk, also interest received, realised results on short-term investments.

17. 
Foreign exchange differences

The Company applies the following foreign exchange translation provisions to items denominated in foreign currencies at the balance sheet date:

1) assets (excluding the shares in subordinate entities valuated according to the ownership title method ) - at the purchasing rate used by the bank whose services are used by the Company as on that date, though not higher than the average rate determined for a given currency by the National Bank of Poland as on the said date,

2) liabilities - at the selling rate used by the bank whose services are used by the Company as on that date, though not lower than the average rate determined for a given currency by the National Bank of Poland as on the said date.

Business transactions denominated in foreign currencies shall be translated in books as on the date they are performed applying the exchange rate:

- the purchasing or selling rate of the bank whose services are used by the Company - in case of foreign currency sales or purchase transactions, as well as of the debt or liability payment transactions;

- the average rate specified for a given currency by the National Bank of Poland as on the transaction date, unless a customs declaration or other document binding for the Company indicates another rate - in the case of other transactions.

If assets and liabilities are denominated in currencies for which rates are not specified by the bank whose services are used by the Company or by the National Bank of Poland, the rates of such currencies shall be determined in relation to a reference currency indicated by the Company, whose rate is specified by the National Bank of Poland.

Foreign exchange differences arising from the balance sheet date translation of assets and liabilities denominated in foreign currencies and settlement of foreign currency receivables or payables, as well as selling foreign currencies are charged to net financial revenues or costs. The netting of realised and unrealised foreign exchange differences is done only for the purposes of presentation in the financial statements of these differences.

Differences in exchange rates referring to long-term investments denominated in foreign currencies and relating to the valuation at the balance sheet date thereof shall be calculated as follows:

- foreign exchange gains that increase the long-term investments are charged to the revaluation reserve,

- foreign exchange gains are charged to income up to the amount of foreign exchange losses previously recognised as costs for a specified investment,

- foreign exchange losses that decrease the value of the investment that previously was revalued, decrease revaluation reserve up to the amount that was previously posted to that reserve, in other cases they are charged to financial costs.

Exchange differences, relating to other assets and liabilities denominated in foreign currencies and resulting from the valuation thereof as on the date of such valuation or from the payment of debts and liabilities in foreign currencies as well as on the date of the currency sales, shall respectively be included in revenues or financial costs and, in substantiated cases, to the product manufacturing cost or goods acquisition price , as well as to the acquisition price or construction cost of the fixed assets, the fixed assets under construction or intangible assets.

18. 
Extraordinary gains and losses

Extraordinary gains and losses result from unrepeatable events that are not connected with regular Company’s operation.
19.
Obligatory charges to the profit or loss

An obligatory charge to the gross profit is represented by current corporate income tax and deferred income tax. Tax charge in the income statement consists of current and deferred tax expense.

Current tax expense is calculated in accordance with the tax low. The deferred tax charged to the income statement is the difference between the opening and closing balances of the deferred tax liability or asset. Deferred tax liabilities or assets which arose on transactions that are posted to equity, are also posted to equity. Deferred tax asset is calculated as a sum of amounts that will be deducted from future taxes payable, resulting from negative timing differences that will lower the future tax base as well as carried forward deductible tax losses. Prudence concept is applied in assessing the above amounts.

Deferred tax provision is calculated as amounts that will be payable as future taxes, resulting from positive timing differences that will increase the future tax base. 

The deferred tax assets and provisions are calculated using the corporate income tax rate ruling in the year when the tax becomes payable.

20.
Investment relief

The fixed assets under the investment relief are depreciated using the rates set in the Company’s depreciation plan. The depreciation of the finished assets under the scheme is not tax allowed cost up to the amount of an investment relief taken. The amount of investment tax relief which is an acceleration of depreciation of tangible fixed assets reduce profit/loss before taxation for calculation of the tax base. The Company creates provisions for corporate income tax connected with the investment relief.

21.
Presentation of financial information 

Agora SA prepares the financial statements in a scope provided by adequate laws for public companies. The Company prepares calculative income statement, costs by type of expenditure are presented in an additional explanatory note in the semi annual and annual financial statements.

Cash flow statement is prepared in indirect form.

Agora SA is a parent company of a Capital Group of Agora SA which is preparing consolidated financial statements according to Polish accounting regulations and International Financial Reporting Standards (IFRS).

II. SELECTED FINANCIAL DATA FOR CURRENT AND  PREVIOUS YEAR AND RULES FOR CONVERTING THEM INTO EURO

	EXCHANGE RATES USED TO TRANSLATE PLN INTO EURO
	

	
	
	
	
	

	Year
	Average exchange rate 
	Minimal exchange rate
	Maximum exchange rate
	Year end exchange rate

	2003
	4.4268
	3.9773
	4.7170
	4.7170

	2002
	3.8599
	3.5015
	4.2116
	4.0202


	 
	 
	 thousand PLN
	thousand EURO

	 
SELECTED FINANCIAL DATA
	 
	 
	year 2003
	year 2002
	year 2003
	 year 2002 

	I.  Net sales of merchandise and finished products
	 
	 
	752,473  
	741,846  
	169,981  
	192,193  

	II. Profit on operating activities
	 
	 
	3,800  
	65,475  
	858  
	16,963  

	III. Profit before taxation
	 
	 
	 
	(4,169)
	92,128  
	(942)
	23,868  

	IV. Net profit (loss)
	 
	 
	 
	7,802  
	72,619  
	1,762  
	18,814  

	V. Net cash flow from operating activities
	 
	 
	97,631   
	172,947  
	22,055  
	44,806  

	VI. Cash flow from investment activities
	 
	 
	(52,400)
	(398,260)
	(11,837)
	(103,179)

	VII. Cash flow from financing activities
	 
	 
	(9,411)
	135,270  
	(2,126)
	35,045  

	VIII. Total net cash flows
	 
	 
	 
	35,820  
	(90,043)
	8,092  
	(23,328)

	IX. Total assets
	 
	 
	 
	1,299,965  
	1,321,209  
	275,591  
	328,643  

	X. Liabilities and provisions for liabilities
	 
	 
	261,171  
	290,216  
	55,368  
	72,189  

	XI. Long-term liabilities
	 
	 
	 
	139,500  
	139,522  
	29,574  
	34,705  

	XII. Short-term liabilities
	 
	 
	 
	65,527  
	80,215  
	13,892  
	19,953  

	XIII. Equity
	 
	 
	 
	1,038,794  
	1,030,993  
	220,223  
	256,453  

	XIV. Share capital
	 
	 
	 
	56,758  
	56,758  
	12,033  
	14,118  

	XV. Number of shares
	 
	 
	 
	56,757,525  
	56,757,525  
	56,757,525  
	56,757,525  

	XVI. Net profit per ordinary share (w PLN /  EUR)
	 
	 
	0.14  
	1.28  
	0.03  
	0.33  

	XVII. Diluted profit / (loss) after taxation per ordinary share (w PLN / EUR)
	- 
	- 
	- 
	- 

	XVIII Book value per share (w PLN / EUR) 
	 
	 
	18.30  
	18.16 
	3.88  
	4.52 

	XIX. Diluted book value per share (w PLN / EUR) 
	 
	 
	- 
	- 
	- 
	-    

	XX. Declared dividend per one share (w PLN / EUR)
	 
	- 
	- 
	- 
	- 


Selected financial data for the current year and comparative figures for the previous year were converted in the following way:

1. balance sheet figures were converted using the average exchange rate published by the National Bank of Poland for the last day of the year,

2. figures of income statement and cash flow statement were converted using the arithmetical average of average exchange rates published by the National Bank of Poland for the last day of every month of the year.

III. SIGNIFICANT DIFFERENCES BETWEEN THE PRESENTED FINANCIAL STATEMENTS PREPARED UNDER THE POLISH ACCOUNTING ACT (PAA) AND FINANCIAL STATEMENTS UNDER THE INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS)

Since under IFRS Agora SA is obliged to prepare consolidated financial statements only, below are presented differences in accounting methods and policies adopted by the Company under the PAA in comparison to the IFRS, applicable to Company’s operations:

1. In the IFRS financial statements computer software is disclosed as tangible fixed assets while under PAA it is classified as intangible fixed assets.

2. In the IFRS financial statements goodwill amortisation is presented in “operating costs”, whereas in PAA financial statements in “goodwill amortisation from subordinated entities”. Consequently the EBIT figures differ in both financial statements. In PAA financial statements EBIT does not include this charge; in IFRS financial statements EBIT is decreased by this charge.

There are no other material differences between accounting methods and policies adopted by the Company under the PAA in comparison to IFRS, applicable to Company’s operations.
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