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DIGITAL BROSSp.A.
CONSOLIDATED FINANCIAL STATEMENTSAT JUNE 30, 2002
Amountsin thousands of Euro

ASSETS: 30/06/02 31/12/01 30/06/01
Proforma

B) Fixed Assets (net):
| - Intangible assets (net)

1) start-up and expansions costs 2.711 3.204 3.725
4) concessions, licenses, trademarks and similar rights 2214 10.634 2184
5) goodwill 616 31 34
5-bis) consolidation difference 552 1.198 1.001
6) assetsin progress and payments on account 80 31 0
7) other 165 135 165
8) accumulated 0 -5.980 -159
Total Intangible assets 6.338 9.253 6.949
Il - Tangiblefixed assets
1) landsand buildings 481 553 553
2) plant and machinery 16 100 101
3) industrial and commercial equipment 755 1.429 1.416
4) other tangible fixed assets 4 21 23
5) assets in progress and payments on account 5 0 0
6) accumul ated depreciation 0 -778 -677
Total Tangible fixed assets 1.261 1.325 1.416

[l - Financial fixed assets:
1) equity investmentsin:

a) subsidiary companies 2 0 2
2) receivables
€) other receivables 7 4 2
Total financial fixed assets 9 4 4
Total fixed assets (B) 7.608 10.582 8.369
C) Current assets::

I -Inventory
4) finished goods 14.703 13.788 14.035
Total Inventory 14.703 13.788 14.035

Il - Receivables (net):
1) trade accounts

a) due after less than one year 16.947 20.853 23.247
2) duefrom subsidiary companies

a) due after less than one year 3.715 0 11.074
3) due from subsidiary companies

a) due after less than one year 0 0 66
6) other receivables

a) due after less than one year 330 1.003 3.933

b) due after more than one year 219 302 140

Total Receivables 21.211 22.158 38.461

11 - Financial assets (current)
5) other securities 3.469 3.887 2411

Total Financial assets 3.469 3.887 2411

IV —Cash at bank and on hand
1) bank and post office accounts 2151 2551 6.035
3) cash and cash equivaents on hand 16 8 11



Total cash at bank on hand 2.167 2.559 6.047
Total current assets (C) 41.550 42.392 60.954
D) Prepayments and accrued income:
a) Accrued income and prepayments 231 347 320
Total assets (A+B+C+D) 49.389 53.321 69.642
LIABILITIESAND SHAREHOLDERS EQUITY:
A) Shareholders' equity:
| - share capita 5.160 1.625 1.614
Il - share premium reserve 36.183 39.666 39.677
IV -legd reserve 258 258 258
VIl —retained earnings (accumul ated |0sses) -19.068 -1034 -1.034
Trandation reserve 20 -151 -42
IX - Profit (loss) for the year -2.825 -17.767 -4.088
Total Shareholders' equity — Group Share 19.728 22.597 36.385
B) provisions for risks and charges
2) for taxes 175 0 0
Total Provisionsfor risks 175 0 0
C) Employee termination indemnity provision 392 334 277
D) Payables:
3) dueto banks
a) due after less than one year 16.964 17.282 20.564
b) due after more than one year 92 92 107
4) dueto other lenders
a) due after less than one year 1.015 12 12
5) payments on account
a) due after less than one year 1 18 620
6) trade accounts
a) due after less than one year 8.354 9.968 9.833
8) dueto subsidiary companies
a) due after less than one year 148 0 145
11) dueto tax authorities
a) due after less than one year 1.541 1.961 603
12) dueto social security ingtitutions
a) due after less than one year 172 205 243
13) other payables
a) due after less than one year 622 595 405
Total Payables 28.909 30.133 32.532
E) Accrued expenses and deferred income
a) Accrued expenses and deferred income 185 257 448
Total liabilities and shareholder’s equity (A+B+C+D+E) 49.389 53.321 69.642
a) Guarantees given 1.051 821 2.100
€) commitments 611 699 689
Total Memorandum Account 1.662 1.520 2.789




DIGITAL BROSSp.A.
CONSOLIDATED INCOME STATEMENT - JANUARY 01 JUNE 30 2002

Amountsin thousands of Euro 30/06/02 31/12/01  30/06/01
Proforma
A) Vaue of production
1) revenues from sales and services 21.465 42.037 14.181
2) changein working —in progress, semi-finished and finished goods 861 3.306 4.322
5) other revenues and income
a) other revenues 317 927 229
Total value of production 22.643 46.270 18.732
B) Production costs
6) raw, ancillary, consumable materials and goods for resale 15.180 24.157 13.403
7) services 4.988 15.909 4.928
8) use of third party assets/ leases and rentals 402 1.052 483
9) personnel costs:
a) wagesand salary 1.418 4.027 1.545
b) socia contrbutions 463 1.009 462
¢) employee termination indemnity provision 98 186 73
€) other costs 0 0 2
10) amortisation, depreciation and writedowns
a) amortisation of intangible assets 721 4.329 608
b) depreciation of tangible fixed assets 126 365 130
¢) other fixed assets writedowns 0 236 0
d) writedowns of current receivables and of cash and bank balances 2 29 0
12) provisionsfor risks 175 0 0
14) sundry operation charges 394 563 283
Total production cost (B) 23.967 51.864 21.917
Difference between value of productionsand productions costs (A-B) -1.325 -5.594 -3.185
C) Financia income and (charges)
16) other financia income
¢) from securities classified other currents asstes other than equity 29 12 10
investments
€) other income 25 797 810
17) interest and other financial charges
€) othersinterest and financia charges -829 -2.313 -1.227
Total financial income and (char ges) =775 -1.504 -407
E) Extraordinary income and charges
20) income
b) other income 106 34 20
21) charges
¢) other charges -733 -10.980 -586
Total extraordinary income/ (charges) -627 -10.626 -496
L oss before taxation (A-B+C+-E) -2.726  -17.724 -4.088
22) Taxation onincome for the year
Current
-99 -43 0
26) Profit (loss) for theyear -2.825  -17.767 -4.088




DIGITAL BROSSp.A.
CONSOLIDATED STATEMENT OF CASH FLOWSAT 30/06/02
(Amounts in thousands of Euro)
30/06/02  31/12/01

Opening net cash position (10,940) 1,101

Cash flow from operating activities

Net profit (loss) for the period (2,825) (17,767)
Amortisation of intangible assets 721 4,565
Depreciation of tangible fixed assets 126 366
Net changein other provisions 175 (463)
Net change in employee termination indemnity provision 58 96
SUB TOTAL B (1,745)  (13,203)
Changein net working capital

Inventory (915) (3,233)
Trade receivables 3,906 12,099
Other current receivables (3,042 4,819
Prepayments and accrued income 116 573
Trade payables (1,616) (6,297)
Other payables (294) (1,233)
Deferred income (72) 236
SUB TOTAL C. (1,918) 6,963

Cash flow from investment activities

Investmentsin intangibl e assets 2,194 (5,648)
Investmentsin tangible fixed assets (62) (261)
Investmentsin financia fixed assets 79 (240)
SUBTOTAL D. 2,211 (6,149)

Cash flow from financial activities
Share capital increases 3,546 0

SUB TOTAL E. 3,546 0

Movements on consolidated shareholders equity

Increases (Decreases) in shareholders' equity pertaining to minority 171 (140)
interests

Increases (Decreases) in tranglation reserve 0 (99)
Increases (Decreases) in other shareholders’ equity items (3,761) 587
SUB TOTAL F. (3,590) 349
Cash flow for theyear (B+C+D+E+F) (1,495)  (12,040)

Closing net cash position (A+G) (12,436)  (10,940)




DIGITAL BROSS.P.A.
EXPLANATORY NOTESTO THE CONSOLIDATED
FINANCIAL STATEMENTSAT JUNE 30, 2002

Foreword

The Digital Bros S.p.A. consolidated financial statements at June 30, 2002 have been prepared in accordance
with the requirements of Legislative Decree no 127 of April 9, 1991.

The consolidated financial statements comprise the Balance Sheet, the Income Statement and these
Explanatory Notes. They are accompanied by the Directors' Report on Group operations.

A Genera Meeting held on April 19, 2002 approved a change to the Company by-laws in order to move the
Company’s accounting year-end from December 31 to June 30 each year. As a result, the current financial
statements relate to a six-month period only, from January 1, 2002 to June 30, 2002. The Explanatory Notes
and the attached Directors Report on Operations relate to this period.

In order to make it easier to understand balance sheet items and, especially, income statement performance,
pro-forma consolidated financial statements at June 30, 2001 are provided.

Businessactivities
The Company sells and distributes video games.

The Company was listed on the New Market regulated by the Italian Stock Exchange on Octaober 20, 2000.

Reference should be made to the Directors Report on Operations for information about the operating and
financial performance during the year as well as about the different areas in which the Company operates,
significant events after the accounting year end, relations with subsidiary and associated companies and with
related parties.

Preparation method

The financial statements are in accordance with the requirements of Articles 2423 et seq. of the Civil Code.
The Explanatory Notes have been prepared pursuant to Article 2427 of the Civil Code and form an integral
part of the financial statements in terms of Article 2423. The Baance Sheet structure is as required by
Article 2424 of the Civil Code while the Income Statement follows the requirements of Article 2425.

The financia statements used for consolidation purposes were those of the individual companies approved
by the respective genera meetings, as modified in order to make them consistent with Group accounting
policies which are in line with the accounting standards issued by the Italian Accounting Profession and
those issued by the IASC.



Consolidation area

At June 30, 2002, the consolidation area included the following companies:

Name Head Curren Share % Consolid
Office cy Capital interest ation

held method

Digital Bros S.p.A. Milan  Euro 5,160,000 Parent  Line-by-
company line

Game Network On line Sir.l. Milan  Euro 84,000 100 Line-by-
line

Game Network S.p.A. Milan  Euro 1,000,000 100 Line-by-
line

Game Network Ltd. Londo GBP 1 100 Line-by-
n line

AD1Srl. (2) Milan  Euro 10,000 100 Line-by-
line

(1) Thisisanindirect investment 100% owned by Game Network Sp.A.

Game Channel S.p.A., Evolution Entertainment S.r.l. and Communications & Promotions Sr.l. were merged with the
parent company Digital Bros S.p.A. on February 26, 2002 with effect for tax and accounting purposes from January 1,
2002. Accordingly, these companies are not shown separately as belonging to the consolidation area.

The two English companies Twine Holding Ltd. and Eon Digital Entertainment Ltd. were still subsidiaries at the period
end but they have been excluded from the consolidation area because they have both gone into voluntary liquidation.

Accounting policies and consolidation method

The structure of the Balance Sheet and Income Statement is as required by Legidative Decree 127/91. The
Consolidated Financial Statements have been prepared in accordance with Article 29 of the aforementioned Decree.

The main consolidation methods and accounting policies adopted are as follows:

Financial statements prepared in foreign currencies are trandated into Euro using the temporal method (historic
exchange rates for shareholders' equity items, current exchange rate for other balance sheet items and average exchange
rates for the year for income statement items); tranglation differences arising from the use of this method are recorded in
ashareholders' equity reserve (trand ation reserve).

In preparing the consolidated financial statements at June 30, 2002, the following were eliminated:

the book value of investments in companies included in the consolidation area and the corresponding portion of
their shareholders’ equity

costs and revenues resulting from dealings between companies included in the consolidation area

receivables and payables resulting from dealings between companiesincluded in the consolidation area
income and charges resulting from transactions between companies included in the consolidation area.

The assets and liabilities of the consolidated companies have been included on aline by line basis. The full amount of
the assets and liabilities of each consolidated company has been included irrespective of the percentage interest held.

The positive consolidation difference resulting from the elimination of the cost of equity investments held by the parent
company and the corresponding value of shareholders equity have been allocated to intangible assets as they represent
the actual added value of the investments that can be recovered through future profits. Taking account of the Group’s
expectations for future profits, this difference has been amortised on a straight-line basis over ten years.

Minority interests in shareholders’ equity and the result for the year are disclosed separately in the Balance Sheet and
Income Statement.



Consolidated financial statements at December 31, 2001

The preparation method and consolidation method were consistent with those described above.

It should be noted that the consolidation area has not changed so the consolidated financial statements at December 31,
2001 are those approved by the shareholders' general meeting of April 19, 2002.

Pro-forma consolidated financial statements at June 30, 2001

In order to provide a better understanding of the economic and financial performance, pro-forma consolidated financial
statements at June 30, 2001 have been prepared.

The preparation method and consolidation method used are consistent with those used in preparing the consolidated
financial statements at June 30, 2002. They were prepared excluding from the consolidation area the assets, liabilities,
costs and revenues relating to the two English companies excluded from the consolidation area at June 30, 2002. The
various Group companies assets and liabilities towards the two English subsidiaries have been shown as receivables
due from/payables due to subsidiary or associated companies. Costs and revenues if Group companies resulting from
dealings with the English companies were not eliminated during the consolidation process.

Valuation criteria

The items reported in the financial statements have been valued based on the general prudence and accruals concepts
and on a going concern basis.

The application of the prudence concept has meant that the items making up the single asset and liability balances have
been valued individually in order to avoid netting off losses that should have been recognised and gains that should not
asthey had not been realised.

In accordance with the accruals concept, the effect of transactions and other events has been accounted for and allocated
to the period the said transactions and events relate to and not the period in which the related cash movements take
place.

The accounting standards followed are those issued by the Italian Accounting Profession (il Consiglio Nazionale dei
Dottori Commercialisti) and approved by CONSOB (the Italian Stock Exchange Commission) as a point of reference
when interpreting the Italian Civil Code. Where these accounting standards do not cover an issue, reference should be
made to those issued by the IASC (International Accounting Standard Committeg) which also comply with Italian Law.

Intangible assets

Intangible assets, apart from video game licences, are recorded at historic purchase cost, including incidental charges,
and amortised on a straight-line basis. The amortisation rates applied have not changed compared to prior years. The
amortisation charge for the period was calculated by applying the annual rate to the six-month period.

Video game licences are recorded at historic purchase cost, including incidental charges. They are amortised based on
the extent to which they are used as described below.

Start-up and expansion costs which will be of use over anumber of years have been capitalised with the approval of the
Board of Statutory Auditors. They mainly consist of costs incurred in relation to the quotation on the New Market
organised and regulated by the Italian Stock Exchange S.p.A. They are amortised on a straight-line basis over a period
of five years.

Leasehold improvements are amortised on a straight line basis over the remaining period of the relative lease
agreement.

Goodwill isamortised on a straight-line basis over ten years.



Tangible fixed assets

Tangible fixed assets are recorded at purchase cost and adjusted by means of accumulated depreciation. The
depreciation rates applied are the same as in prior years. The depreciation charge for the period was calculated by
applying the annual rate to the six-month period.

Tangible fixed assets have never been revalued.

The depreciation charged to the income statement has been determined using the maximum depreciation rates allowed
by the Italian Finance Ministry as these are felt to reflect the remaining useful lives of the assets.

The depreciation period commences the year in which an asset comes into use.

In order to arrive at afair estimate of the remaining useful lives of fixed assets, half of the normal rate is charged in the
first year an asset comesinto use.

Financial assets (current)

Securities consisting of temporary investments in open mutual investment funds have been valued at the lower of cost
and current value at year end. This method was modified during the year in order to bring into closer into line with
accounting standards. The effect of the change was to reduce pre-tax loss by around Euro 31 thousand.

Receivables and payables

Receivables are reported at estimated realisable value. The par value of receivables is brought into line with estimated
realisable value by means of a provision for bad debts. This provision is calculated taking account of general economic

conditions, conditionsin the sector and the specific situation regarding individual debtors.

Payables are reported at nominal value.

Inventory

Finished goods are recorded at the lower of purchase cost and market value. Cost is determined using the specific cost
method.

Licences to produce video games have been reclassified to intangible assets as that heading is considered more
appropriate given the long-term nature of the contracts that have been entered into.

Empl oyee termination indemnity provision

This represents the actual liability owing to employees under applicable legislation and collective labour agreements,
taking account of all forms of ongoing remuneration.

Prepayments and accrued income, accrued expenses and deferred income

These amounts are calculated in order to allocate the costs and revenues relating to two or more accounting periods to
the correct period in accordance with the accrual's concept.

Accrued income and expenses relate to income and expenses relating to the year which will be received or paid the
following year. Meanwhile, prepayments and deferred income relate to costs paid and income received during the year
but which relate to future periods.



Costs and revenues

Costs, charges, revenues and income are accounted for based on the accruals concept. Revenues from the sale of goods
are recognised when ownership changes hands; this normally takes place upon delivery or despatch of the goods.
Revenues and income, costs and charges are recorded net of returns, bonuses, discounts and allowances. They are aso
shown net of taxes relating to the sale of goods and the supply of services.

Deferred taxation

Deferred tax assets and liabilities are calculated based on the tax rate applying in the year in which the tax effect is
expected to materialise. Deferred tax assets are shown under “Other receivables’. They are only recognised where it is
reasonably likely that they will be recovered.

Taxes on income

Taxes on income are calculated based on existing tax law. The estimated liability is recorded under “ Amounts due to
tax authorities’.

Trandation method for amounts expressed in foreign currency

Receivables and payables denominated in non-Euro zone currencies are accounted for using the historic exchange rates

in force at the transaction date. They are adjusted at year end to bring them into line with year end rates. Exchange
differences are accounted for by means of a specific provision for unrealised exchange losses where a net loss emerges.

Extraordinary income and charges

Extraordinary income and charges relate to transactions not forming part of ordinary operating
activities.

Risks, commitments and guarantees

Commitments and guarantees are disclosed in the memorandum accounts. The amounts reported reflect the Company’s
commitment at the balance sheet date.

Reconciliation between net loss and shareholders' equity of parent company and consolidated net loss and shareholders
equity

Amountsin Euro thousands Shareholders L ossfor year
equity
Shareholders equity and net lossreported in the financial 25,450 (1,486)

statements of the parent company
Elimination of book value of equity investments:

Negative difference between book value and pro quota net equity (1,775) 0
of subsidiaries
Differencesin profit reserves as aresult of prior year results (3,299) 0
- consolidation difference 581
- results reported by subsidiaries (1,400) (1,400)
Elimination of effects of transactions between subsidiary
companies:
- amortisation of consolidation difference 0 (29)
Amortisation of goodwill on transfers between subsidiary 0 90
companies
Changein trand ation reserve 171 0
Shareholders equity and lossfor the year - Group 19,728 (2,825)

10



I nformation about the balance sheet

Intangible assets

At year end, intangible assets were analysed as follows:

Euro thousands 30.06.2002 31.12.2001
Start-up and expansion costs 2,711 3,204
Concessions, licences, trademarks and similar rights 2,214 10,634
Goodwill 616 31
Consolidation difference 552 1,198
Assetsin progress and payments on account 80 31
Other 165 135
Accumulated amortisation — licences 0 (5,980)
Total intangible assets - net 6,338 9,253

The main movements on the single balances in the six months ended June 30, 2002 were as follows:

Euro thousands Start-upand Concessio  Goodwill Consolidation — Assetsin Other Totd

expansion ns, difference progress

costs licences

Balance at 3,204 4,654 31 1,198 31 135 9,253
31.12.2001
Increases during 44 421 0 0 66 56 587
period
Decreases during 0 (2,764) 0 0 (17) 0 (2,781
period )
Reclassification 0 (17) 617 (617) 0 17 0
Amortisation (536) (80) (32 (29) 0 4 (721
Balance at 2,711 2,214 616 552 80 165 6,338
30.06.2002

The decrease in “Licences’ follows the exclusion of English subsidiaries EON Ltd and Twine Ltd from the
consolidation area. The Euro 421 thousand increase in licences entirely relates to the purchase of the licence to the on

line game Myth of Soma.

The year-end consolidation difference of Euro 552 thousand represents the difference between the purchase cost of the
English subsidiary Game Network Ltd and the related net equity at the acquisition date.

As aresult of the merger of Game Channel S.p.A. with Digital Bros S.p.A., the consolidation difference of Euro 617
thousand reported in the consolidated financial statements at December 31, 2001 and resulting from the difference
between the acquisition cost of the investment and the related net equity at the acquisition date has been reclassified to

goodwill.
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Tangible fixed assets

Tangible fixed assets at June 30, 2002 were analysed as follows:

Euro thousands 30/06/02 31/12/01
Land and buildings 553 553
Plant and machinery 98 100
Industrial and commercia equipment 1,386 1,429
Other tangible fixed assets 30 21
Total tangible fixed assets 2,067 2,103
At the period end, accumulated depreciation was as follows:

Euro thousands 30/06/02 31/12/01
Land and buildings 72 68
Plant and machinery 82 80
Industrial and commercia equipment 631 614
Other tangible fixed assets 21 16
Total accumulated depreciation 806 778

Movements on tangible fixed assets were as follows:

Euro thousands Landand Plant and Industrial and  Other  Total

buildings machinery commercial  fixed
equipment  assets

Balance at 31.12.2001 485 20 815 5 1,325

Increases during period 3 0 62 8 73

Decreases during 0 4 (7 0 (12)

period

Utilisation of 0 0 0 0 0

accumulated

depreciation

Depreciation charge for (7 0 (115) 4 (126)

year

Balance at 30.06.2002 481 16 755 9 1,261

The main additions during the year regarded investments in industrial and commercial equipment. Specifically, these

included the purchase of serversfor on-line gaming activities and new office automation equipment.

Financial fixed assets

Financial fixed assets amount to Euro 9 thousand compared to Euro 4 thousand at the end of 2001. The Euro 5
thousand increase is the result of Euro 3 thousand of additional guarantee deposits and to the exclusion of English
subsidiaries Twin Holdings Ltd and Eon Digital Entertainment Ltd from the consolidation area (Euro 2 thousand).



Provisions for risks and charges

“Provisions for risks and charges’ include the accrual to the tax provision made in relation to the findings of the tax
authorities with regard to the year ended December 31, 1998. The amount of the tax provision was determined based on
the estimated amount of the tax liability to be assessed. It amounts to Euro 175 thousand and was entirely provided
during the period.

Empl oyee ter mination indemnity provision

Movements on this provision may be analysed as follows:

Euro thousands 30.06.02
Provision at December 31, 2001 334
Payments to leavers (40)
Accrued for the period 98
Employee termination indemnity provision at June 30, 392
2002

Changes in the provision related to amounts paid out to staff leaving the Company and to the provision for the period
under applicable legidation.

Long-termreceivables

Long-term receivables may be analysed as follows:

Euro thousands 30.06.02
Due from tax authorities 4
Deferred tax assets — IRPEG 100
Due from publishers 115
Receivables due after morethan a 219
year

Long-term payables may be analysed as follows:

Euro thousands 30.06.02
Long-term loans 92
Payables due after morethan a year 92

Thisliability relates to a mortgage loan arranged to fund the purchase of areal estate property by Digital Bros. S.p.A. It
is due after lessthan five years.

The above balance represents the amount due after more than ayear.
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Prepayments and accrued income

At June 30, 2002, prepayments were analysed as follows:

Euro thousands 30.06.2002 31.12.2001
Telephone charges 3 4
Satellite link costs 95 84
Leasing costs 54 68
Insurance 36 15
Contract costs 30 49
Maintenance costs 13 3
Licence costs 0 102
Other prepayments 0 8
Total prepayments 0 333
Other accrued income 0 14
Total prepaymentsand accrued 231 347
income

Accrued expenses and deferred income

The total period end balance of Euro 185 thousand, Euro 72 thousand lower than the balance of Euro 257 thousand at

December 31, 2001, consisted of accrued agents' commission.

There was no deferred income.

Memor andum accounts

Memorandum accounts may be analysed as follows:

Euro thousands 30.06.2002 31.12.2001
Sureties issued to third parties 276 46
Mortgages issued to third parties 775 775
Finance lease commitments 611 699
Total 1,662 1,520

Mortgages issued to third parties relates entirely to the loan contract entered into by the parent company with Monte del

Paschi di Sienain relation to the property in Via Labus 15/3, Milan.

“Finance lease commitments” includes outstanding finance lease instalments.

14



They may be analysed in more detail as follows:

Euro thousands 30.06.02
Internet servers 91
Equipment 484
Other 36
Total 611

Financial income and charges

Financial income

Financial income may be analysed as follows:

Euro thousands 30.06.02
Interest on securities 29
Bank interest income 25
Total financial income 54

Financial charges may be analysed asfollows:

Euro thousands 30.06.02
Bank interest and charges 600
Factoring interest and charges 96
Other interest payable 58
Exchange losses 75
Total financial charges 829

Extraordinary income and charges

Extraordinary income may be analysed as follows:

Euro thousands 30.06.02
Non-existent liabilities 76
Other unaccrued prior year income 10
Over accrual of costs 20
Total extraordinary income 106

“Non-existent liabilities” arose as aresult of settlements reached with suppliers.

Extraordinary charges may be analysed as follows:

Euro thousands 30.06.02
Adjustment to prior year revenues 694
Non-existent receivables 39
Total extraordinary charges 733

Extraordinary charges essentially relate to the return by clients of products totalling Euro 690 thousand sold during the
previous year.
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Shareholders' equity

Movements on shareholders' equity during the year are set out in the following table:

Euro thousands 31/12/2001 Allocati Translation  Other Share Lossfor 30/06/20
on of difference  moveme capital period 02
loss nts increase ended
June 30,
2002

Share capital 1,625 3,535 5,160
Share premium reserve 39,666 (3,483) 36,183
Legal reserve 258 258
Retained earnings / (1,034) (17,767) (267) (19,068)
(accumulated 10sses)
Translation reserve (151) 171 20
Lossfor the period (27,767) 17,767 (2,825) (2,825)
Total shareholders equity — 22,597 0 171 (267) 52  (2,825) 19,728
Group
Capital and reserves — minority
interests
Profit (Loss) —minority
interests
Total consolidated 22,597 0 171 (267) 52 19,729

shareholders equity

At June 30, 2002, wholly subscribed and paid up share capital amounted to Euro 5,160,000 and consisted of 12,900,000
shareswith anominal value of Euro 0.40 each.

Operations involving shares and shareholders’ equity in the period ended June 30, 2002 may be summarised as follows:

On February 26, 2002, an Extraordinary General Meeting approved a paid share capital increase of Euro 52,000
involving the issue of 400,000 new shares with a par value of Euro 0.13 each to the minority shareholder, holding a
33% interest, of Game Channel S.p.A., acompany absorbed by Digital Bros Sp.A.;

On April 19, 2002, an Extraordinary General Meeting approved a free share capital increase of Euro 3,483,000 by
allocating that amount from the Share Premium Reserve to Share Capital and increasing the par value of each share
from Euro 0.13 to Euro 0.40.

There are no dividend-bearing shares, convertible bonds or other forms of securities.
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Employees

During the period ended June 30, 2002, the average number of employees (i.e. the average of month end employee
numbers) and the number of employees at period end was as follows:

Category Averageno of Period end no

employees  of employees

Managers 5 4

Office workers 76 79

Manual workers and 5 4
apprentices

Total 86 87

Directors and statutory auditors emoluments

Pursuant to the CONSOB regulation which implemented Legislative Decree no 58 of February 24, 1998, the following
table contains details of the emoluments paid to members of the Board of Directors and the Board of Statutory Auditors.
At the balance sheet date, there were no General Directorsin terms of Article 2396 of the Civil Code.

Name Position Period of officein  Emoluments Other Other
2002 emoluments emoluments
(1) (2
Board of Directors

Abramo Galante Chairman and Managing |From 01.01.2002 to 90,151 0 0
Director 30.06.2002

Raffagle Galante Managing Director From 01.01.2002 to 90,742 0 0
30.06.2002

Lidia Florean Director From 01.01.2002 to 40,694 0 0
30.06.2002

John Burns Director From 01.01.2002 to 0 0 395,498
16.01.2002

Davide Galante Director From 01.01.2002 to 0 0 0
30.06.2002

Sem Bruno Moioli Director From 01.01.2001 to 0 72,350 0
30.06.2002

Bruno Soresina Director From 01.01.2002 to 24,270 0 0
30.06.2002

Dario Treves Director From 01.01.2002 to 0 28,352 0
30.06.2002

Sergio Treves Director From 01.01.2002 to 0 0 0
30.06.2002

Board of Statutory Auditors

Franco Gadlini Chairman From 01.01.2002 to 0 0 0
30.06.2002

Franco Tarantola Statutory Auditor From 01.01.2002 to 0 0 0
30.06.2002

Piergiorgio Picozzi Statutory Auditor From 01.01.2002 to 0 0 0
30.06.2002

Pietro Ottone Substitute Statutory From 01.01.2002 to 0 0 0
Auditor 30.06.2002

Maurizio Picciotto Substitute Statutory From 01.01.2002 to 0 0 0
Auditor 30.06.2002

(1) Other emoluments from Digital Bros S.p.A.

(2) Other emoluments from subsidiary companies.
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Pursuant to CONSOB resolution no 1971/99, details of stock options allocated to the Directors are provided bel ow:

SHARESALLOTTED OR
SHARE ALLOTMENT RIGHTSOR OPTIONS | OPTIONSEXERCISED
I SSUED DURING THE PERIOD DURING THE PERIOD
Shares
dlotte
Shares allotted Purchase or subscription Sv ithou %ﬁor
without payment option rights " option riahts
payme
nt
No of Priceat L No of
No of sharesthat| which Pe”(?d n shares ,
shares . which No of Option
Surname and that ma Allotmen | may be option rights shares purchase exer cise
Name Y| tdate purchased | rights 9 dor :
be or mav be may be | allotted subscribe price
allotted . Y D€ | exercised
subscribed| exer cised d
Florean Lidia 0 7,500 16€, (1) 0 0 0
Burns John 0 15,000 166 (1) 0 0 0
Moioli Sem 0 15,000 16€f (1) 0 0 0
Soresina Bruno 0 3,500 16€, (1) 0 0 0
Treves Dario 0 7,500, 16€] (1) 0 0 0
Treves Sergio 0 3,500 16€ (1 0 0 0

(1) The Stock Option plan approved by the Extraordinary General Meeting held on April 19, 2000 will run for
four years. The option rights granted by the plan may be exercised as from April 1 of each year as follows:
5% in 2001, 20% in 2002, 35% in 2003, 40% in 2004. Once they have matured options may be exercised at
any time before August 31, 2004.

Investments held by directors and statutory auditors

Company in No of shares No of shares
Nameand ) .p y No of shares| No of shares | held at end
which investment | held at end of
surname ) . purchased sold of current
ished previous year
year
Abramo Digital Bros S.p.A. 4,813,136 0 0 4,813,136
Raffacle Digital Bros S.p.A. 4,813,136 0 0 4,813,136
Davide Digital Bros S.p.A. 283,728 65,000 (95,000) 253,728
John Burns (1) | Twine Ltd. 33,25% 0 0 33,25%
Sem Moioli Game Channel 165,000 0 165,000 0
Sem  Moidli | Digital Bros S.p.A. 0 400,000 0 400,000

We declare that the financia statements, comprising the Balance Sheet, Income Statement and Explanatory Notes, are
consistent with the accounting records which are maintained in accordance with the law. They provide a true and fair
view of the balance sheet and financial position and of the result for the period.

For and on behalf of the Board of Directors
The Chairman

(Abramo Galante)
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Directors report on the operations of the Digital Bros Group

During the six months from January 1, 2002 to June 30, 2002, the Group assumed its current form with the completion

of the restructuring process of equity investments that began last year. On February 26, 2002, wholly owned
subsidiaries Evolution Entertainment S.r.l. and Communications & Promotions Sr.l. were absorbed by the parent

company as was 67% owned subsidiary Game Channel S.p.A.; this took place with effect from January 1, 2002. The
remaining equity investments were not subject to purchases, subscriptions and/or disposals with the result that the
period end situation may be analysed asfollows:

Company acquired or

% of shares or

% of shares

% of sharesor

% of shares or

founded guotas held at end|or quotas| quotas guotas held at end
of previous year acquired subscribed of current year

Twine Holdings Ltd. 66.75% 0% 0% 66.75%
EON Digital 100% 0% 0% 100%
Entertainment Ltd. (1)

Game Network On 100% 0% 0% 100%
LineSur.l.

Game Network Ltd. 100% 0% 0% 100%
Game Network Sp.A. 100% 0% 0% 100%
Ad1Srl (2) 100% 0% 0% 100%

Q) Investment owned indirectly through subsidiary Twine Holdings Ltd

(2)

At June 30, 2002, the subsidiary companies were as follows:

Game Network On Line Sr.l. - conducts on-line gaming activities. These consist of offering gamers access, upon payment

Investment held indirectly through subsidiary Game Network S.p.A.

of asubscription, to on-line games run on its server and only available on Internet.
Game Network S.p.A. - broadcasts and produces digital television programmes..
Game Network Ltd. - broadcasts and produces digital television programmes for the UK market.

AD1 Sr.l. - operates as an advertising agency. Its activities include the sale of advertising space on the Game Network

digital TV channel and on the web sites of third party clients. Its share capital is 100% owned by Game Network S.p.A.

Twine Holding Ltd. and Eon Digital Entertainment Ltd — are involved in international publishing activities. The share
capital is 100% owned by Twine Holdings Ltd. The two English companies have now gone into voluntary liquidation and

have, therefore, been excluded from the consolidation area
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The Group’s business activities

Distribution and co-publishing of video gamesin Italy

The main activities of the Digital Bros Group are carried out by parent company Digital Bros S.p.A. They consist of the
localisation of video games for the Italian market and their subsequent distribution in Italy. Using the Halifax brand
name, Digital Bros S.p.A. distributes the products of the international video games publishers which it has exclusive
rightsto represent in Italy.

Localisation or co-publishing involves making language and cultural changes to video games to adapt them to the
Italian market as well as the trandation into Italian of the original game manuals and the dubbing of any voices used in
the game. The localisation process is carried out by Digital Bros and the video game publishers working closely
together.

Video game publishing

Since 2001 the Group has involved in international video game publishing through its two English subsidiaries Twine
Holdings Ltd. (“Twine”) and EON Digital Entertainment (“EON"). This activity involves acquiring video game
development rights on a selective basis and then launching them on the market through the international distribution
network. The length of the contracts agreed with the developers and the geographical areas covered vary from one
contract to another.

The poor performance of the international market together with the losses made by the UK subsidiaries led to adecision
to cover the companies’ losses and to transfer international publishing activities to Italy. This activity will be launched
again during the first half of the next financial year and will be carried out by the Digital Bros department which
handled licences held for Italy only. The English companies which conducted this business in prior years have been
placed into voluntary liquidation and excluded from the consolidation area.

Digital Theme TV

Through its subsidiaries Game Network S.p.A. and Game Network Ltd, the Digital Bros Group manages the Game
Network satellite TV channel which broadcasts programmes dedicated to the video games world 24 hours a day. The
programmes include talk-shows, previews, news, etc.

The signal is broadcast to continental Europe by the Eutelsat satellite and by the Astra Satellite in the United Kingdom.
The programmes can be seen unscrambled by anyone with suitable reception equipment and a satellite dish pointed
towards the correct satellite.

During the six months ended June 30, 2002, an agreement was signed with UK company Celcast which enables viewers
to interact with other viewers by sending “SMS’ messages which are shown live on screen. This technological
partnership represents the first step towards a genuine interactive digital TV channel

AD1 Sr.l. acts as advertising concessionaire for Game Network S.p.A., Game Network on line Sr.l. and for severd
publications and well known Internet web sites.

In the first half of 2002, Game Network produced almost all of the programmes broadcast in two recording studios
located in Via Labus, Milan and in Via del Guerino, Bergamo.
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On-line Gaming

This business enables PC owner gamers to connect to one of the Group’s servers and play on-line with other gamers
connected to the same server. The Group currently has exclusive rights in Europe to two games, “Legend of Mir” and
“Myth of Soma’, two MMORPG (Massive Multiplayer Online Role Playing Games). These are role playing games
where the player selects a character which livesin a virtual world and interacts with other players in the same virtua
world

Thisis asubscription service and payment is possible by several methods: prepaid cards, credit card and purchase of the
video game in a store including a prepaid period. The system used to manage this high number of small payments was
developed in-house and can aso be used for the Group’s e-commerce and for tele-sales made through the Game
Network TV channel.

Current technology - narrow-band and games consoles that do not permit Internet access — does not exploit the potential
of on-line gaming and require video games to be purchased in atangible format (CD ROM). The Internet access offered
by the new generation of games consoles (Playstation2 and the forthcoming Nintendo Gamecube and Microsoft Xbox)
together with the increased availability of broadband access will enable gamers to use on-line services to a greater
extent in the near future and will see the sector expand rapidly in Italy and el sewhere.

Analysis of operating performance

The Group’ s turnover for the six months ended June 30, 2002 amounted to Euro 21,465 thousand, 51% more than the Euro
14,181 thousand reported in the pro-forma consolidated income statement for the first six months of 2001.

The consolidated net loss of Euro 2,825 thousand compares with a pro-forma consolidated loss for the first six months of
2001 of Euro 4,088 thousand, an improvement of Euro 1,263 thousand.

The parent company’s loss of Euro 1,485 thousand was entirely due to the fact that the period was only six months long and
should be considered in the light to the seasonal trends that traditionally affect the video games sector. The Company
generates much of its turnover in the final quarter of the calendar year as consumers are readier to make purchases in the
winter months and, especialy, in the run up to Christmas. Also, publishers tend to launch well-known, highly successful
games in that period.

The additional losses amost entirely related to the two subsidiaries operating in the digital theme TV sector, Game Network
S.p.A. and Game Network Ltd, which generated losses totalling Euro 1,299 thousand.

Analysis of revenues

Asin the previous year, revenues were largely generated by the distribution of video gamesin Italy under the Halifax label.
The revenues generated may be analysed as follows:

Euro thousands 30/06/02| 31/12/01| 30/06/01|Differenc %

e

2002/200

1
Distribution of video games for 16,987 27,602] 10,056 6,931 69%
consoles
Distribution of video games for PC 1,632 6,101 2,735 (1,103)| -40%
Distribution of accessories 1,891 222 51 1,840 n.s.
Total distribution revenues—Italy 20,510 33925 12842 7,668  60%
International video game publishing 0 6,050 0 0 n.s.
Digital TV 321 169 24 297 n.s.
On line gaming revenues 421 329 0 421 n.s.
Advertising revenues 195 277 100, 95 95%
Revenues from exchange of goods 13 1,215 1,215 (1,202 n.s.
Other products and services 5 72 0 5 n.s.
Total revenuesfrom sales 21,465 42,037 14,181 7,284 51%
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Revenues increased by 51% in the first half of 2002 compared to the same period in 2001. This was due, in particular, to a
60% increase in revenues from the distribution of productsin Italy.

If we set aside revenues from the exchange of goods which amounted to Euro 1,215 thousand in the first half of 2001 and to
only Euro 13 thousand in the first half of 2002, the increase in consolidated revenuesin the first half of 2002 over pro-forma
consolidated revenues in the first half of 2001 is 65%, an increase from Euro 12,966 thousand in 2001 to Euro 21,452
thousand in 2002.

Revenues from the distribution of video games for consoles

The phase of stagnation that the market went through in the previous two years now appears to have been left behind.
Thefirst half of 2002 saw Microsoft and Nintendo launch two new gaming platforms/consoles, the Microsoft Xbox and
the Nintendo GameCube, respectively. The launch of these products completes the phase of transition from 64 bit to
128 hit consoles.

The entry of new competitors onto the market (Microsoft) and the launch of a new console by one of the best
established players (Nintendo) resulted in a “console war” with hardware prices faling below previously announced
levels right from the launch date and further reductions expected in the near future. The price war in the hardware sector
means that these consoles penetrate a larger number of families and the larger user base has, as a direct result, an
increase in software units sold. The initial signs are already apparent. Indeed, the Company’s revenues from the
distribution of video games for consoles in Italy increased by 69% from Euro 10,056 thousand in the first half of 2001
to Euro 16,987 thousand in the first half of 2002.

Digital Bros' main activity is the distribution of video games for consoles and it will benefit from the healthy state
of this sector of the market in the second half of 2002, as well.

In order to provide an understanding of future developments and of what has happened so far, it is interesting to
compare sales by console type in the six months ended June 30, 2002 with similar figures for the entire year ended
December 31, 2001, together with average selling pricesin each period.

Euro thousands 30/06/02 31/12/01 % weight
Units| Turnover Units| Turnover 2002 2001
Sega Dreamcast 1,146 6 9,145 188 0% 1%
Nintendo Gameboy 29,582 552 146,824 2,584 3% 9%
Nintendo Gameboy 23,687 884| 53,781 1,962 5% 7%
Advance
Nintendo 64 0 0 40,045 293 0% 1%
Sony Playstation 122,666 1,783 502,926 9,280, 11% 34%
Sony Playstation 2 284,655 11,951 346,609 13,294 70% 48%
Game Cube 25,548 1,117 0 0 7% 0%
X-Box 15,027 694 0 0 1% 0%
Total Distribution for 502,311 16,987|1,099,330, 27,601| 100% 100%
Consoles
Amountsin Euro 30/06/02 31/12/01 Change
Average Price | Average Price %
Nintendo Gameboy 18.7 17.6 6%
Nintendo Gameboy Advance 37.3 36.5 2%
Sony Playstation 14.5 18.5 -22%
Sony Playstation 2 42 384 9%
Game Cube 437 0 n.g
X-box 46.2 0 n.s
Total Distribution for Consoles 33.8 25.1 35%
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The launch of the new Microsoft Xbox and Nintendo GameCube platforms did not have a mgjor impact on total sales
revenues for the first half of 2002. Sales of products for these consoles represented 11% of the total — 7% for GameCube
software and 4% for Xbox software.

Microsoft only launched the Xbox in March while Nintendo's GameCube was launched in May. As a result, they will
represent more than 10% of total sales revenuesin the first six months of the financial year ending June 30, 2003.

During the six months ended June 30, 2002, the most significant source of revenues was the sale of video games for the
Sony Playstation2 console which represented 70% of total revenues from the distribution of products for consoles and 56%
of total consolidated sales revenues. Despite the aforementioned seasonal factors, it should be noted that the 284,655 units
were sold in thefirst half of 2002, 82% of the total units sold throughout the whole of 2001.

The success of the Playstation 2 — it is thought that more than 500,000 of these consoles are now in use in Italy — together
with the launch of games developed specifically for it e.g. “Metal Gear Solid 2" distributed by Digital Brosin the first half
of 2002 has enabled an increase in average selling price from Euro 38.4 in 2001 to Euro 42 in the first half of 2002.

The Nintendo GameBoy Advance handheld console continues to penetrate the market in alinear manner, typical of the life
cycle enjoyed by its predecessor the Game Boy Color which was much longer than the life cycle of gaming platforms that
require to be attached to a TV. The percentage weight of revenues from sales of software for this platform fell from 7% in
2001 to 5% in thefirst half of 2002. Thiswas largely the result of the success of the Playstation 2 rather than of a slowdown
in sales of products for the GameBoy Advance. In actual fact, the number of software units sold in thefirst half of 2002 was
almost 50% of the total number of units sold in the whole of 2001. Bearing in mind the peak pre-Christmas period, it is
reasonable to expect a clear increase in the number of units sold in this sector in 2002 as awhole.

Thefirst half of 2002 saw the gradual slowdown of sales of software for the two consoles that led the market in its previous
cycle from 1997 to 2001, the Sony Playstation and the Nintendo GameBoy Color. Compared to the year ended December
31, 2001, as a percentage of total sales revenues, sales of software for these consoles fell from 34% to 11% and from 9% to
3%, respectively.

Revenues from distribution of products for PC

Thefirst half of 2002 saw salesin this sector fall by 40% compared to the same period in 2001 from Euro 2,735 thousand to
Euro 1,632 thousand. The decrease is due to the fact that the sector has reached maturity and has recorded negative growth
for several years now. The cannibalisation of software for the new consoles should also be bornein mind. Thishasled to a
gradua improvement in gaming performance.

Revenues from the sal e of accessories and hardware

The strong growth in this area is due to the sub-distribution agreement in Italy signed by Digital Bros and Nintendo Europe.
Historically, the Company had never been involved to a significant extent in the hardware sales area for strategic reasons.
The distribution agreement for the Nintendo GameCube and other consoles together with Nintendo software offers the
Group the chance to increase market penetration through hardware and software sales but also givesit a presence in the toy
retail distribution channel which has traditionally been more closely associated with Nintendo.

Other revenues from sales and services

Revenues from activities other than the distribution of productsin Italy represented 4% of total consolidated revenuesin the
first half of 2002.

Revenues from the international publishing of video games amounted to zero during the period. They were aso eliminated
from the previous period following the exclusion of the UK subsidiaries from the consolidation area.

Digital TV revenues almost doubled in the first half of 2002 compared to the full twelve months of 2001 — they increased
from Euro 169 thousand in 2001 to Euro 321 thousand in the first half of 2002. The bulk of revenuesin this sector relates to
prize competitions organised by UK subsidiary Game Network Ltd. The first half of the year did not benefit — except to a
minor degree — from the agreement signed in May 2002 with Cellcast for the broadcasting of SMS messages. This
agreement will eventually provide guaranteed minimum annual revenues of Euro 540 thousand.

In the first half of 2002, revenues from on-line gaming activities amounted to Euro 421 thousand. This sector was affected
by the delay with which “Myth of Soma’ — the second game that Digital Bros has exclusive rights to for the European
market — entered the commercia phase. The game has only been on sale since April. “Legend of Mir” was launched
commercialy in September 2001 and it generated Euro 285 thousand of revenuesin the first half of 2002. It will provide an
even more significant contribution towards consolidated turnover following the market launch of the new release of the
game.

The most significant change in other revenue items relates to the decrease in revenues from the exchange of goods: these
revenues decreased from Euro 1,215 thousand in the first half of 2001 to Euro 13 thousand in the first half of 2002. The
revenues recorded in the first half of 2001 related to a contract agreed with the previous advertising agent and were of little
interest to the Group asthey did not generate significant margins.
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Geographical analysis of revenues
Revenues may be analysed by geographical area as follows:

Euro thousands

Revenuesin Italy 20,750
Revenues outside Italy 715
Total Revenues 21,465

Revenues outside Italy were generated by UK subsidiary Game Network Ltd in relation to the prize competitions organised
and by Game Network on Line Sr.l. through the sale of subscriptionsto on-line games.

Analysis of costs
Purchases of raw, ancillary and consumable materials and goods for resale

Asthe revenues trend shows, the Digital Bros' main activities during the period were the distribution of video gamesin Italy
and international publishing. These are both primarily commercial activities and, as a result, “purchases of raw materials
and goods for resale” are high. These purchases consist amost entirely of goods for resae.

The following table provides further information about purchases, showing them as a percentage of revenues from
publishing and distribution activities together with comparatives for 2001:

Euro thousands 30/06/02 31/12/01

Distribution of video gamesin Italy 20,510 33,925
International video game publishing 0 6,050

Total revenuesfrom sale of video games 20,510, 100% 39,975 100%
(a)

Purchases (15,180) (24,157)

Change in Inventory 861 3,306

Total cost of goods sold (b) (14,319)| -70% (20,851) -52%
Value Added (a)-(b) 6,191 30% 19,124 48%

The significant decreasein Vaue Added as a percentage of total revenuesis dueto two factors:
the extraordinary policy in relation to the return of goods adopted in 2001 involved the recording of related losses

under extraordinary charges while related gains were recorded under changes in inventory and had a significant impact

on Vaue Added.

The publishing activities performed by the Group in 2001 generated much higher margins at value added level than
those generated by the distribution of video gamesin Italy which generate a value added percentage of around 30% on

average.
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Services

Euro thousands 30.06.2002| 31.12.2001| 30.06.01| Difference %
Advertising, marketing , trade fairs and exhibitions 734 5,833 1,655 (921)| -56%
Commission and incidental charges 425 806 374 51 14%
Transport and freight costs 340 380 294 46| 16%
Distribution costs 99 209 42 57| 136%
Insurance 64 181 75 (11)| -15%
Professional advisors, freelance staff, lawyers and 190 1,346 540 (350)| -65%
notaries

Postage and telephone 109 1,163 194 (85)| -44%
Travel and subsistence costs 82 930 221 (139)| -63%
Entertainment 19 44 16 3

Sundry utilities 17 59 24 @)
Temporary staff costs 82 175 40 42
Maintenance costs 73 144 71 2
Directors’ fees 341 703 374 (33 -%
Statutory auditors' fees 26 58 25 1

Other general and administrative costs 579 269 322 257 65%
Servicessub-total 3,180 12,300 4,267 (1,087)| -26%
Satellite link 835 1,356 540 295/ 55%
Television programmes 0 218 121 (121)
Licences 974 2,036 0 (974)

Total cost of services 4,989 15,910 4,928 61 1%

In order to compare total service costs with those recorded in the first half of 2001, we had to calculate a sub-total of service
costs which excludes:

- licenceswhich, in the first half of 2001, were included under “purchases of raw materials, etc.” whereas they were,
more appropriately, classified under service costs with effect from the financial statements for the year ended
December 31, 2001.
the cost of the satellite link as thisis not suitable for comparison given that the first half of 2001 benefits from the
fact that the second satellite link with Astraonly came into operation with effect from April 2001
television programmes which were not purchased in 2002.

FoIIOW| ng the above reclassifications, consolidated service costs decreased by Euro 1,097 thousand from Euro 4,267
thousand in the first half of 2001 to Euro 3,180 thousand in the first half of 2002, a reduction of 26%.

The decrease was largely due to the cost cutting measures introduced by management with effect from September 2001 and
is especially clear in severa areas such as advertising and marketing costs which decreased by Euro 921 thousand (-56%
compared to the first six months of 2001); this is countered by increases of Euro 257 thousand in “Other genera and
administrative costs’, Euro 350 thousand in “ Consultancy and external staff costs’ (-65% compared to the first half of 2001)
and Euro 139 thousand in travel and subsistence costs (-63% compared to the first six months of 2001).

Meanwhile, there were natural increases in those service costs that are directly related to sales volumes such as commission
and incidental charges, transport and freight costs and distribution costs. These three items increased by atotal of Euro 154
thousand, representing a 22% increase which, compared with the 60% increase in revenues from distribution activities,
shows that significant advantages were obtained in this area

The increase in satellite link costs relates to the activities undertaken by subsidiary Game Network. The increase is due to
the fact that the Astra satellite signal was used for a shorter period in the previous year.

The increase in “Licences’ relates to the royalties paid to Disney Interactive under the co-publishing and distribution
agreement signed by Digital Bros on October 1, 2000 and renewed in 2002. Unlike other Italian and international licences
which are capitalised under intangible assets, licences under this contract have been charged directly to the income
statement as the contract lasts for less than twelve months.
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Per sonnel costs

Euro thousands 30.06.2002 31.12.01) 30.06.01| Difference %
Wages and salaries 1,418 4,027 1,545 (127 -8%
Social contributions 463 1,009 462 1 0%
Employee termination indemnity 98 136 73 25 34%
Other 0 0 2 (2

Total personnel costs 1,979 5,222 2,082 (103)] -5%
Average number of employees 86 111 91 5)| -5%
Average annual cost per employee 46 47 46 0 0%

The average annual cost per employee in the first half of 2002 was not significant different from that for the first half of
2001. The 5% reduction in total personnel costsis due to a decreasein the average number of Group employees.

Accrual to provisionsfor risksand charges
This amount has been provided by Digital Brosin respect of contingent tax liabilities.

Investments and working capital
Changes in the video games market during the period, the important corporate operations that took place and investmentsin
licencesto publish video games all had a significant impact on the equity structure during the year.

Investments
Further information about investments can be found in the explanatory notes to the consolidated financial statements.

Net working capital

In order to show the net working capital trend more clearly and explain the factors that have led to the significant decrease
in net working capital, the following table compares balance sheet figures at June 30, 2002 with pro-forma consolidated
balance sheet figures from last year:

Euro thousands 30/06/02 31/12/01] 30/06/01|Difference

Inventory 14,703 13,788 14,035 668
Trade receivables 16,947 20,853 23,247 (6,300)
Other receivables 330 1,003 3,933 (3,603)
Prepayments and accrued income 231 347 320 (89)
Trade payables (8,354) (9,968) (9,833) 1,479
Other payables (2,336) (2,779) (1,871) (465)
Deferred income (185) (257) (448) 263
Total Net Working Capital 21,336 22,987 29,383 (8,047)

Net working capital has fallen because current assets have decreased by more than current liabilities. The overall decreasein
consolidated net working capital isthe result of several factors:

The stagnant state of the video games distribution market in Italy last year had a significant impact and led the
Company to adopt an extraordinary policy regarding returns from certain customers. This policy has meant that trade
receivables have decreased by Euro 6,300 thousand compared to June 30, 2001 despite a significant increase in sales
revenuesin thefirst half of 2002.

The fall in other receivables is the result of a decrease in advances to suppliers and relates to the fees paid to Ing
Barings at the time of the listing on the New Market which were still included under this heading at June 30, 2001.

Meanwhile:

The decrease in trade payables related to the fact that the June 30, 2001 balance included amounts due to Ing Barings as
described above.

Considering the above, any attempt to calculate average days sales or purchases outstanding would lead to a somewhat
distorted result.

Net working capital is expected to increase as a result of the growth in Group revenues anticipated for the second half of
2002.

26



Net financial position

At June 30, 2002, the net financia position was negative by Euro 12,435 thousand. This was almost unchanged compared

to the net financial position at the end of the first half of 2001.

Euro thousands 30/06/02 31/12/01 30/06/01| Differenc
e

Other securities 3,469 3,887 2,411 1,058
Bank and post office 2,151 2,551 6,035  (3,884)
accounts

Dueto other lenders (1,015) (12 (12 (1,003)
Cash on hand 16 8 11 5
Due to banks (17,056) (17,374) (20,671) 3,615
Net financial position (12,435) (10,940) (12,226) (209)

Significant subsequent events

On July 28, 2002, a bond loan of Euro 4 million convertible into Digital Bros ordinary shares was issued. The bond loan
was entirely subscribed by Société Generale and provides for a minimum conversion price of Euro 3 per share; this figure

shall be revised on aquarterly basisin relation to the market share price.
The bond |oan shall have athree year duration and is remunerated at a fixed rate of 6.5%.

Business outlook

The sales recovery seen in the first half of 2002 together with the positive market performance in July and August 2002
— traditionally the worst months in terms of sales revenues — plus the positive impact of the contract signed with
Nintendo lead us to believe that, in line with the strategic plan approved by the Board of Directors on October 1, 2001,
revenues in the distribution sector in 2002 will exceed Euro 60 million. This represents 100% growth on the period just

ended.

With regard to profitability, the cost saving measures already taken as well as measures to reduce fixed costs by using
outsourcing in order to bring down the break-even point will make the Income Statement structure more flexible. We
believe that anet profit at EBIT level isadistinct possibility.
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Information about compliance with the recommendations contained in the Self-regulatory Code for listed
companies pursuant to Section 1A.2.12 of the New Market Regulations

As the parent company, prior to its admission to listing on the New Market, Digital Bros S.p.A. adopted the Self-regulatory
Code for listed companies. This completed the regulatory and self-regulatory framework introduced by Legidative Decree
no 58 of February 24, 1998 and adopted by CONSOB through regulation no 11971 of May 14, 1999 as subsequently
amended.
We would like to highlight the following principles contained in the Code which have already been implemented: statutory
provisions aiming to ensure the presence on the Board of Statutory Auditors of at least one member elected by minority
shareholders; the presence of non-executive directors, including independent directors, on the Board of Directors; the
appointment of an Internal Control Committee and of a Remuneration Committee for managing directors and for directors
with specific responsihilities; the creation of a specific body to maintain shareholder relations; the introduction of a system
of variable remuneration (stock option plan) for directors and employees and the adoption of general meeting rules.
On the whole, the Company’s Corporate Governance situation is in line with the recommendations and rules contained in
the Self-regulatory Code and is based on organisational procedures, the most important of which include:
The Board of Directors meets eight times ayear. At these meetings it discusses the performance of the various sectors
of the business, actua quarterly results, strategic plans and the main operations as presented by the executive directors.
The current Board of Directors has eight members, two of whom, the Chairman and the Managing Director, have
executive powers
The Chairman and the Managing Director constantly put operations with a major impact on the profitability, net equity
and financial position before the Board of Directors for its approval. Thisis despite the fact that their executive powers
arevery far reaching
The Board has set up two sub-committees. The Internal Control Committee consisting of two external non-executive
directors ( Bruno Soresina and Sergio Treves) and the Remuneration Committee consisting of three non-executive
directors (Davide Galante, Lidia Florean and Dario Treves)
An Investor Relations structure operates under the responsibility of the Chairman. It is run by a manager and its role
includes the maintenance of relations with ingtitutional investors. It also ensures that requirements regarding the
communication to the market of price sensitive information are met in accordance with existing regulations. It pays
attention to problems regarding the symmetrical distribution of information.

Dealings with related parties

Pursuant to CONSOB Communications DAC/RM/97001574 of February 20, 1997 and DAC/98015375 of February 27,
1998, we note, as required by Art. 2359 of the Italian Civil Code and International Accounting Standard (IAS) no 24
“Related Party Disclosures’, that relations with Digital Bros Group companies relate to direct and indirect subsidiaries with
which trade and financial relations are maintained at normal market conditions. At June 30, 2002, these relations were
summarised asfollows:

Euro thousands Receivables Payables
Receivables/ (Payables) Eon/Twine 3,715 148
Receivables/ (Payables) Nopay 3,151 0

No costs or revenues regarding related parties were recorded during the period.

The only dealings between Group companies and related parties other than subsidiaries are regulated by the contracts signed
in July 2000 by Digital Bros S.p.A. and Communications & Promations S.r.l. (now absorbed by Digital Bros) on the one
hand and Nopay S.r.l. on the other. The agreement provided that the Group companies billed Nopay S.r.l. costs incurred in
respect of telephone traffic, the use of broad band, the use of equipment and the cost of personnel used in respect of the
development and maintenance of the nopay.it web site. Nopay S.r.l. pays the Company the amount of costs incurred and
documented plus 5%.

Resear ch and development activities
The Group did not undertake any research and development activities.
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Secondary Group Offices
During the period, the Group operated from the following offices:

Company L ocation Activities

Digital Bros S.p.A. Via Bisceglie 71/73 Building B — Milan Offices, workshops, warehouse
Game Network S.p.A. Via Labus 15/3 — Milan Offices, production

AdlSr.l. Via Labus 15/3 — Milan Offices

Game Network on line Sr.l. |Via Bisceglie 71/73 Building B — Milan Offices

Game Network Ltd. 66, Wigmore Street, London — United Kingdom |Offices

Equity investments held by directors and statutory auditors

Pursuant to CONSOB Resolution 11971/99 as subsequently modified, we set out below alist of the equity investments
held by the directors. The statutory auditors do not hold any investmentsin the Company.

Name and Company No of shares| No of shares|No of shares| No of shares
surname invetment held | held at end of | purchased |sold held at end
in previous of current
. accounting
accguntlng period
period
Abramo Digital Bros S.p.A. 4,813,136 0 0 4,813,136
Galante
Raffaele Digital Bros Sp.A. 4,813,136 0 0 4,813,136
Galante
Davide Digital Bros Sp.A. 283,728 65,000 (95,000) 253,728
Galante
John Burns (1) | Twine Ltd. 33.25% 0 0 33.25%
Sem Moioli Game Channel 165,000 165,000 0
SpA.
Sem Moioli Digital Bros Sp.A. 0 400,000 0 400,000

(1) Director until January 16, 2002
(2) Effect of absorption of Game Channel S.p.A. by Digital Bros S.p.A. as approved by Extraordinary General
Meeting on February 26, 2002

For and on behalf of the Board of Directors
The Chairman
(Abramo Galante)
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DIGITAL BROSSp.A.

FINANCIAL STATEMENTSAT JUNE 30, 2002

Amountsin Euro

ASSETS 30/06/02  31/12/01  30/06/01
| - Intangible assets (net)
1) start-up and expansions costs 2.684.124 3.185.234 4.243.876
4) concessions, licenses, trademarks and similar rights 1.830.060 2.005.911 2.048.788
5) goodwill 1.356.669 0 0
0
6) assetsin progress and payments on account 85.107 19.444 0
7) other 63.938 88.182 169.070
8) accumulated (454.308)  (442.946)  (599.090)
Total Intangible assets 5.565.590 4.855.825 5.862.644
Il - Tangiblefixed assets
1) landsand buildings 553.048 553.047 500.759
2) plant and machinery 84.604
86.774 16.422
3) industrial and commercia equipment 943.433
866.996 736.152
4) other tangible fixed assets 21.839
21.227 12.822
6) accumulated depreciation (677.051) (600.053) (87.798)
Tota Tangible Assets 925.877 927.991 1.178.357
11 - Financial fixed assets:
1) equity investmentsin:
a) subsidiary companies 2.640.011 2.109.433 1.331.789
2) receivables
d) other receivables
b) due after more than one year
2.685 1.885 1.885
Total financial fixed assets 2.642.696 2.111.318 1.333.674
Total fixed assets (B) 9.134.163 7.895.134 8.374.675
C) Current assets::
I - Inventory
4) finished goods 14.682.011 13.298.817 13.517.697
Total Inventory 14.682.011 13.298.817 13.517.697
Il - Receivables (net):
1) trade accounts
a) due after less than one year 15.536.181 17.961.169 20.388.121
2) duefrom subsidiary companies
a) due after less than one year 7.003.382 7.357.377 14.155.271
5) other receivables
a) due after less than one year 103.832 177.663  3.429.282
b) due after more than one year 219.110 301.606 140.354
Total Receivables 22.862.505 25.797.815 38.113.028
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Il - Financial assets (current)

5) other securities

3.468.608 3.836.300 2.360.035
Total Financial assets 3.468.608 3.836.300 2.360.035
IV —Cash at bank and on hand
1) bank and post office accounts 2125663 2.142.060 5.605.301
3) cash and cash equivaents on hand 10.810 1.841 4.639
Total cash at bank on hand 2.136.473 2.143.901 5.609.940
Total current assets (C) 43.149.597 45.076.833 59.600.700
D) Prepayments and accrued income:
a) Accrued income and prepayments 113.979 221.817 286.859
Total assets (A+B+C+D) 52.397.739 53.193.785 68.262.234
PASSIVO:
LIABILITIES AND SHAREHOLDERS EQUITY:
A) Shareholders equity:
| - share capita 5.160.000 1.625.000 1.613.928
[l - share premium reserve 36.183.142 39.666.142 39.677.214
IV - legal reserve 258.228 258.228 258.228
VIl —retained earnings (accumul ated | osses) 14.665.101 (1.034.356) (1.034.356
IX - Profit (loss) for the year
(1.485.978) (13.630.744) (1.938.428)
Total Shareholders equity — Group Share 25.450.291 26.884.270 38.531.586
B) provisions for risks and charges
2) for taxes
174.809 0 0
C) Employee termination indemnity provision
D) Payables:
3) dueto banks
a) due after less than one year 16.940.109 17.046.421 20.159.077
b) due after more than one year 91.761 91.761 107.392
4) dueto other lenders
a) due after less than one year 1.015.027 0 0
6) trade accounts
a) due after less than one year 5754930 6.047.585 7.561.823
8) dueto subsidiary companies
a) due after less than one year 270.549 300.109 254.560
11) dueto tax authorities
a) due after less than one year 1.503.408 1.718.193 490.047
12) due to socia security institutions
a) due after less than one year 136.017 146.801 208.449
13) other payables
a) due after less than one year 551.779 433.313 271.406
Total Payables 26.263.580 25.784.182 29.052.754
E) Accrued expenses and deferred income
a) Accrued expenses and deferred income 173.387 257.404 447.806
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Total liabilities and shareholder’s equity (A+B+C+D+E) 52.397.739

53.193.785 68.262.234

Memorandum account

Sureties 276.604 46481 1.325.228
Mortgages 774.685 774.685 774.685
Pledged securities 0 0 0
L eased Assets 397.431 423.139 689.228
Total M emorandum accounts 1.448.720 1.244.305 2.789.141

DIGITAL BROSSp.A.

INCOME STATEMENTSFROM JANUARY 01 TO JUNE
302002

Amountsin Euro

INCOME STATEMENT: 30/06/02
A) Value of production
1) revenues from sales and services 20.529.323

2) change in inventory of work-in progress, semi-finished and
finished goods

31/12/01  30/06/01

33.903.196 12.737.660

839.329  4.093.865 4.312.745
3) change in job order work in progress
5) other revenues and income
b) other revenues 648.125 1.345.379 645.371
Total value productions 22.016.777 39.342.440 17.695.776
B) Production costs
6) raw materials and consumables and goods for sale 15.157.018 22.334.514 13.434.797
7) services 3.682.101 9.224.199 2.651.116
8) use of third party assets/ leases and rentals 334.042 641901  326.042
9) personnel costs:
a) wagesand salaries 1.084.793 1.972.651 1.014.820
b) socia contributions 352.886 678.959  342.849
c) employee termination indemnity 76.869 140.114 57.598
€) other personnel costs 283 3.374 206
10) amortisation, deprciation
a) amortisation of intangible assets 649.199 1.214.125  599.262
b) depreciation of tangible fixed assets 74.303 158.937 87.611
c) fixed assets writedowns 0 235.504 0
12) provisionsfor risks 174.809 0 0
14) sundry operating costs 432.411 497.448  239.119
Total Production costs (B) 22.018.714 37.101.726 18.753.420
Differ ence between value of production and production costs (1.937) 2.240.714 (1.057.644)
(A-B)
C) Financial income and (charges)
16) other financial income
¢) from securities classified as current assets other than equity 28.554 10.433 8.588
investments
d) income other than above
d) other income 25.310 795.350  809.369
17) interest and other financial charges
d) other interest and financial charges (827.340) (2.203.469) (1.223.498)

Total financial income and (char ges) (773.476)

(1.397.685) (405.541)
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E) Extraordinary income
20) income
b) other income
21) charges
¢) other charges

105.938 343.323 34.172

(729.051) (14.777.381) (554.414)

Total extraordinary income and char ges (net)

(623.113) (14.434.058) (520.242)

L oss before Taxation (A-B+C+-E)

(1.398.526) (13.591.029) (1.983.427)

22) Taxation on income for the year
current

(87.452)  (39.715) 0

26) Net lossfor the year

(1.485.978) (13.630.744) (1.983.427)




DIGITAL BROSSp.A.

FINANCIAL STATEMENTSAT JUNE 30, 2002

Amountsin Euro

ASSETS 30/06/02  31/12/01  30/06/01
| - Intangible assets (net)
1) start-up and expansions costs 2.684.124 3.185.234 4.243.876
4) concessions, licenses, trademarks and similar rights 1.830.060 2.005.911 2.048.788
5) goodwill 1.356.669 0 0
0
6) assetsin progress and payments on account 85.107 19.444 0
7) other 63.938 88.182 169.070
8) accumulated (454.308)  (442.946)  (599.090)
Total Intangible assets 5.565.590 4.855.825 5.862.644
Il - Tangiblefixed assets
1) landsand buildings 553.048 553.047 500.759
2) plant and machinery 84.604
86.774 16.422
3) industrial and commercia equipment 943.433
866.996 736.152
4) other tangible fixed assets 21.839
21.227 12.822
6) accumulated depreciation (677.051) (600.053) (87.798)
Tota Tangible Assets 925.877 927.991 1.178.357
11 - Financial fixed assets:
1) equity investmentsin:
a) subsidiary companies 2.640.011 2.109.433 1.331.789
2) receivables
d) other receivables
b) due after more than one year
2.685 1.885 1.885
Total financial fixed assets 2.642.696 2.111.318 1.333.674
Total fixed assets (B) 9.134.163 7.895.134 8.374.675
C) Current assets::
I - Inventory
4) finished goods 14.682.011 13.298.817 13.517.697
Total Inventory 14.682.011 13.298.817 13.517.697
Il - Receivables (net):
1) trade accounts
a) due after less than one year 15.536.181 17.961.169 20.388.121
2) duefrom subsidiary companies
a) due after less than one year 7.003.382 7.357.377 14.155.271
5) other receivables
a) due after less than one year 103.832 177.663  3.429.282
b) due after more than one year 219.110 301.606 140.354
Total Receivables 22.862.505 25.797.815 38.113.028




Il - Financial assets (current)

5) other securities

3.468.608 3.836.300 2.360.035
Total Financial assets 3.468.608 3.836.300 2.360.035
IV —Cash at bank and on hand
1) bank and post office accounts 2125663 2.142.060 5.605.301
3) cash and cash equivaents on hand 10.810 1.841 4.639
Total cash at bank on hand 2.136.473 2.143.901  5.609.940
Total current assets (C) 43.149.597 45.076.833 59.600.700
D) Prepayments and accrued income:
a) Accrued income and prepayments 113.979 221.817 286.859
Total assets (A+B+C+D) 52.397.739 53.193.785 68.262.234
PASSIVO:
LIABILITIES AND SHAREHOLDERS EQUITY:
B) Shareholders equity:
| - share capita 5.160.000 1.625.000 1.613.928
[I - share premium reserve 36.183.142 39.666.142 39.677.214
IV - legal reserve 258.228 258.228 258.228
VIl —retained earnings (accumul ated |osses) 14.665.101 (1.034.356) (1.034.356
IX - Profit (loss) for the year
(1.485.978) (13.630.744) (1.938.428)
Total Shareholders' equity — Group Share 25.450.291 26.884.270 38.531.586
B) provisions for risks and charges
2) for taxes
174.809 0 0
C) Employee termination indemnity provision
D) Payables:
3) dueto banks
a) due after less than one year 16.940.109 17.046.421 20.159.077
b) due after more than one year 91.761 91.761 107.392
4) dueto other lenders
a) due after less than one year 1.015.027 0 0
6) trade accounts
a) due after less than one year 5754930 6.047.585 7.561.823
8) dueto subsidiary companies
a) due after less than one year 270.549 300.109 254.560
11) dueto tax authorities
a) due after less than one year 1.503.408 1.718.193 490.047
12) due to socia security institutions
a) due after less than one year 136.017 146.801 208.449
13) other payables
a) due after less than one year 551.779 433.313 271.406
Total Payables 26.263.580 25.784.182 29.052.754




E) Accrued expenses and deferred income

a) Accrued expenses and deferred income 173.387 257.404 447.806
Total liabilities and shareholder’s equity (A+B+C+D+E) 52.397.739 53.193.785 68.262.234
Memorandum account
Sureties 276.604 46481 1.325.228
Mortgages 774.685 774.685 774.685
Pledged securities 0 0 0
L eased Assets 397.431 423.139 689.228
Total Memorandum accounts 1.448.720 1.244.305 2.789.141
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DIGITAL BROSSp.A.

INCOME STATEMENTSFROM JANUARY 01 TO JUNE
30 2002

Amountsin Euro

INCOME STATEMENT: 30/06/02 31/12/01 30/06/01
A) Value of production
1) revenues from sales and services 20.529.323  33.903.196 12.737.660
2) changein inventory of work-in progress, semi-finished and
finished goods
839.329  4.093.865 4.312.745
3) change in job order work in progress
5) other revenues and income
b) other revenues 648.125 1.345.379 645.371
Total value productions 22.016.777  39.342.440 17.695.776
B) Production costs
6) raw materials and consumables and goods for sale 15.157.018 22.334.514 13.434.797
7) services 3.682.101 9.224.199 2.651.116
8) use of third party assets/ leases and rentals 334.042 641.901 326.042
9) personnel costs :
a) wages and salaries 1.084.793 1.972.651 1.014.820
b) socid contributions 352.886 678.959 342.849
¢) employee termination indemnity 76.869 140.114 57.598
€) other personnel costs 283 3.374 206
10) amortisation, deprciation
a) amortisation of intangible assets 649.199 1.214.125 599.262
b) depreciation of tangible fixed assets 74.303 158.937 87.611
c) fixed assets writedowns 0 235.504 0
12) provisionsfor risks 174.809 0 0
14) sundry operating costs 432.411 497.448 239.119
Total Production costs (B) 22.018.714 37.101.726 18.753.420
Difference between value of production and production costs (1.937) 2.240.714 (1.057.644)
(A-B)
C) Financia income and (charges)
16) other financial income
c) from securities classified as current assets other than equity 28.554 10.433 8.588
investments
d) income other than above
d) other income 25.310 795.350 809.369
17) interest and other financia charges
d) other interest and financial charges (827.340) (2.203.469) (1.223.498)
Total financial income and (char ges) (773.476) (1.397.685) (405.541)
E) Extraordinary income
20) income
b) other income 105.938 343.323 34.172
21) charges
c) other charges (729.051) (14.777.381)  (554.414)
Total extraordinary income and char ges (net) (623.113) (14.434.058) (520.242)
L oss before Taxation (A-B+C+-E) (1.398.526) (13.591.029) (1.983.427)
22) Taxation on income for the year
current (87.452) (39.715) 0
26) Net lossfor the year (1.485.978) (13.630.744) (1.983.427)
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DIGITAL BROSSp.A.
STATEMENT OF CASH FLOWS at June 30, 2002

(Amounts in thousands of Euro) 30/06/02 31/12/01
Opening net cash position (11,158) 1,072
Cash flow from operating activities

Net income (loss) for year (1,486) (13,631)
Amortisation of intangible assets 649 1,450
Depreciation of tangible fixed assets 74 159
Net decrease (increase) in other provisions 175 0
Net increase in employee termination indemnity provision 67 70
SUBTOTAL B (521) (11,952)
Change in net working capital

Inventory (1,383) (4,094)
Trade receivables 2,425 7,697
Intercompany receivables 682 1,324
Other current receivables 7 4,468
Other receivables 83 0
Prepayments and accrued income 108 62
Trade payables (293) (6,422)
Intercompany payables (358) (977)
Other payables (111) (734)
Accrued expenses and deferred income (84) 253
SUBTOTAL C 1,146 1,578
Cash flow from investment activities

Investments in intangible assets (1,359) (875)
Investments in tangible fixed assets (7D) 35
Investments in financia fixed assets (531) (1,016)
SUBTOTAL D (1,961) (1,856)
Cash flow from finance activities

Share capital increases 53 0
SUBTOTAL E 53 0
Distribution of profits 0 0
Cash flow for the period (B+C+D+E+F) (1,283) (12,230)
Closing net cash position (A+G) (12,441) (11,158)




DIGITAL BROSSp.A.

EXPLANATORY NOTESTO THE FINANCIAL STATEMENTSAT 30/06/02

Foreword

A General Meeting held on April 19, 2002 approved a change to the Company by-laws in order to move the Company’s
accounting year-end from December 31 to June 30 each year. As a result, the current financial statements relate to a six-
month period only, from January 1, 2002 to June 30, 2002. The Explanatory Notes and the attached Directors Report on
Operations relate to this period.

In order to make it easier to understand balance sheet items and, especially, income statement performance, information
from the interim financial statements at June 30, 2001, as approved by the Board of Directors on August 29, 2001, is
provided.

The financial statements at June 30, 2002 have been prepared in accordance with the requirements of Article 2423 et
seg. of the Civil Code.

Business activities

The Company sells and distributes video games on the Italian market.
The Company was listed on the New Market regulated by the Italian Stock Exchange on October 20, 2000.

Reference should be made to the Directors’ Report on Operations for information about the operating and financia
performance during the year as well as about the different areas in which the Company operates, significant events after
the accounting year end, relations with subsidiary and associated companies and with related parties.

Preparation method

The financial statements are in accordance with the requirements of Articles 2423 et seq. of the Civil Code. The
Explanatory Notes have been prepared pursuant to Article 2427 of the Civil Code and form an integral part of the financial
statements in terms of Article 2423. The Balance Sheet structure is as required by Article 2424 of the Civil Code while the
Income Statement follows the requirements of Article 2425.

Valuation criteria

The valuation criteria used in preparing the financial statements for the year ended June 30, 2002 are consistent with those
used to prepare the previous year's financial statements. Valuation criteria have been applied on a consistent basis.

Each balance has been valued taking account of the prudence and accruals concepts on a going concern basis.

The application of the prudence concept has meant that the items making up the single asset and liability balances have been
valued individually in order to avoid netting off losses that should have been recognised gains that should not as they had
not been realised.

In accordance with the accruals concept, the effect of transactions and other events has been accounted for and allocated to
the period the said transactions and events relate to and not the period in which the related cash movements take place.

It is essentia that valuation criteria are applied on a consistent basis from year to year in order to ensure that the financial
statements of the company for different years may be compared with one another.

The accounting standards followed are those issued by the Italian Accounting Profession (il Consiglio Nazionale dei Dottori
Commercialisti) and approved by CONSOB (the Italian Stock Exchange Commission) as a point of reference when
interpreting the Italian Civil Code. Where these accounting standards do not cover an issue, reference should be made to
those issued by the IASC (International Accounting Standard Committeg) which also comply with Italian Law.
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Fixed assets
Intangible assets

Intangible assets apart from video game licences are recorded at historic purchase cost, including incidental charges, and are
shown net of accumulated amortisation.

Video game licences are recorded at historic purchase cost, including incidental charges, and shown net of accumulated
amortisation. Amortisation is calculated based on the actual use of the licence. The degree of use of the licence is
determined based on the ratio of units produced to units sold during the period covered by the contract.

Start-up and expansion costs which will be of use over a number of years have been capitalised with the approval of the
Board of Statutory Auditors. They are amortised on a straight-line basis over a period of five years.

The merger deficit, recorded under “Goodwill” with the approval of the Board of Statutory Auditors, is being amortised
over ten years.

L easehold improvements are amortised on a straight line basis over the remaining period of the relative lease
agreement.

Other intangible assets are amortised on a straight-line basis over five years.
Tangible fixed assets

Tangible fixed assets are recorded at purchase cost, including incidental charges, and adjusted by means of accumulated
depreciation. They have never been revalued.

The depreciation charged to the income statement has been determined based on the utilisation and estimated life of the
fixed assets. It has been calculated considering the remaining useful life of the assets using the following rates of
depreciation. The rates shown below remain unchanged since the previous year and half of these ratesis applied in the
year in which an asset first comes into use:

land and buildings: 3%
plant and machinery: 15%
equipment: 7.5% - 20%
other fixed assets: 25%

Financial assets (current)

Securities consisting of temporary investments in open mutual investment funds have been valued at the lower of cost and
current value at year end. The vauation method was modified during the period in order to bring it into line with
accounting standards. The effect of the change was to reduce pre-tax loss by around Euro 31 thousand.

Receivables and payables

Receivables are reported at estimated realisable value. The par value of receivablesis brought into line with estimated
realisable value by means of aprovision for bad debts. This provision is calculated taking account of general economic
conditions, conditionsin the sector and the specific situation regarding individual debtors.

Payables are shown at nominal value.

I nventory

Finished goods are recorded at the lower of purchase cost and market value. Cost is determined using the actual cost
method.

Licences to produce video games have been recorded as intangible assets as that heading is considered appropriate given the
long-term nature of the contracts that have been entered into.



Equity investments

Equity investmentsin subsidiary companies that the company intends to hold for some time are recorded at purchase or
subscription cost as adjusted, where necessary, to take account of permanent losses of value.

Equity investments recorded as financial fixed assets represent long-term, strategic investments.

Tax provision

The tax provision reflects probabl e tax liabilities whose amount or due date are uncertain. It includes liabilities relating
to likely tax assessments or ongoing disputes as valued based on an estimate of the liability.

Employee termination indemnity provision

This represents the actual liability owing to employees under applicable legisiation and collective labour agreements,
taking account of all forms of continuous remuneration.

Prepayments and accrued income, accrued expenses and deferred income

These amounts are calculated in order to allocate the costs and revenues relating to two or more accounting periods to
the correct period in accordance with the accrual's concept.

Accrued income and expenses regard income and expenses relating to the year which will be received or paid the following

year. Meanwhile, prepayments and deferred income relate to costs paid and income received during the year but which
relate to future periods.

Revenues and costs

Costs, charges, revenues and income are accounted for based on the accruals concept. Revenues from the sale of goods
are recognised when ownership changes hands; this normally takes place upon delivery or despatch of the goods.
Revenues and income, costs and charges are recorded net of returns, bonuses, discounts and allowances. They are aso
shown net of taxes relating to the sale of goods and the supply of services.

Deferred taxation

Deferred tax assets and liabilities are calculated based on the tax rate applying in the year in which the tax effect is
expected to materialise. Deferred tax assets are shown under “ Other receivables’. They are only recognised whereit is
reasonably likely that they will be recovered.

Taxeson income

Taxes on income are calculated based on existing tax law. The estimated liability is recorded under “ Amounts due to
tax authorities’.

Trandation method used for amounts expressed in foreign currency

Receivables and payables denominated in non-Euro zone currencies are accounted for using the historic exchange rates
in force at the transaction date. They are adjusted at year end to bring them into line with year end rates. Exchange
differences are accounted for by means of a specific provision for unrealised exchange losses where a net [oss emerges.
Extraordinary income and charges

Extraordinary income and charges do not form part of ordinary operating activities.

Risks, commitments and guarantees
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Commitments and guarantees are disclosed in the memorandum accounts. The amounts reported reflect the Company’s
commitment at the balance sheet date.

ASSETS
B)Fixed assets

I. Intangible assets

Amountsin Euro

Baance at June 30, 2002 5,565,590
Balance at December 31, 2001 4,855,825
Total Increase 709,765

Movements on | ntangible Assets

Tho  Start-upand  Goodwill Concessions Other Assetsin  Total Intangible

Expansion , licences, progress Assets
Costs trademar

ks&

similar
gg(l) zince at December 31, 3,185 0 1,563 88 19 4,856
Increases during period 32 1,429 4 66 1,531
Writedowns during period (172) (172)
Qerﬂgrglsﬂlon chargefor (533) (72) (15) (28) (648)
Balance at June 30, 2002 2,684 1,357 1,376 64 85 5,566

The amortisation charged in respect of intangible assets relates to a six-month period. Half of annual amortisation rates
have been applied.

“Start-up and expansion costs’ have been capitalised with the approva of the Board of Statutory Auditors. They include
costs capitalised in 2000 in relation to the Company’s quotation on the New Market regulated by the Italian Stock
Exchange. The increase for the period consists of notary fees regarding extraordinary operations as follows:. the merger of
Game Channel S.p.A., Evolution Entertainment S.r.l. and Communications & Promotions Sir.l. into Digital Bros S.p.A. and
costs incurred in relation to a free share capital increase effected by increasing the nominal value per share from Euro 0.13
to Euro 0.40 as approved by an Extraordinary General Meeting of April 19, 2002.

“Goodwill” consists of a merger deficit resulting from the aforementioned merger by incorporation that took place on
February 26, 2002.

Video game licences are recorded at historic purchase cost, including incidental charges. They are shown net of
accumulated amortisation. Amortisation is calculated in relation to the actual use of the licences. Actual use of the licences
is determined based on the ratio between units produced and units sold during the contractually agreed period

“Other intangible assets” mainly consists of leasehold improvements which are amortised on a straight-line basis over
the remaining period of the related lease contracts.

Thefinancial statements do not include any capitalised research, development and advertising costs..
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I1. Tangible fixed assets

Amountsin Euro

Tangible Fixed Assets at June 30, 2002 925,877
Tangible Fixed Assets at December 31, 2001 927,991
Total Decrease (2,114)

Movements on Tangible Fixed Assets

Movements during the year on tangible fixed assets are shown below:

Thou Land and Plant and Industrial Other Total
buildings machinery and fixed
COMmMEr Ci assets
al
equipment
Balance at December 553 87 867 21 1,528
31, 2001
Increases during period 76 1 77
Decreases (2) (2
Balance at June 30, 553 85 943 22 1,603
2002

Changes in accumulated depreciation are shown below:

Thou Landand Plantand Industrial Other Total
buildings machiner and fixed
y commercial  assets
equipment
Balance at December 65 76 443 16 600
31, 2001
Depreciation 7 2 66 2 77
Disposals and write- Q) D
offs
Balance at June 30, 72 78 509 18 677
2002

The increase for the period relates to investments in industrial and commercial equipment. Specifically, the Company
acquired servers to improve its Internet connectivity and office automation equipment as part of routine replacement of
hardware.

Tangible fixed assets are shown at purchase cost, including direct incidental charges. Depreciation is charged on a
straight-line basis applying the rates shown earlier in these Explanatory Notes. The rates used are felt to reflect the
remaining useful life of the assets and their deterioration over time. The depreciation charge for the six-month period
was determined by applying half of the respective annual depreciation rates.



I11. Financial fixed assets

Amountsin Euro

Baance at June 30, 2002 2,642,696
Balance at December 31, 2001 2,111,318
Total Increase 531,378

The balance includes guarantee deposits totalling Euro 3 thousand. The remaining Euro 2,640 thousand consists of equity
investmentsin subsidiary companies. Equity investmentsin subsidiary companies may be analysed as follows:

Thousands of Euro

Game Network On Line Srr.l. 500
Twine Holdings Ltd. 2
Game Network S.p.A. 1,820
Game Network Ltd. 318
Total Equity Investmentsin Subsidiary Companies 2,640

The information about subsidiary companies required by Article 2427 (5) of the Italian Civil Codeis set out below:

Game Network On LineSr .l Amounts in Euro Thousands
Registered Office Milan
Quota Capital 84
Loss for period ended June 30, (51)

Quotaholders' equity 33
Percentage interest held 100%
Book value 500

The subsidiary was founded on December 20, 2000. It is believed that the loss can be recovered in subsequent years

Twine Holdings L td. Amounts in Euro Thousands
Registered Office London
Share Capital 1
Result for period ended June 30, 0
Shareholders' equity 8
Percentage interest held 66.75%
Book value 2

Subsidiary Twinw Holdings Ltd. holds a 100% stake in English company Eon Digital Entertainment Ltd.

Game Network S.p.A. Amounts in Euro Thousands
Registered Office Milan
Share Capita 1,000
Loss for period ended June 30, (1,199)




Shareholders' equity (199)
Percentage interest held 100%
Book value 1,820

The loss for the year was due to costs incurred in relation to the start-up of corporate activities. The vauation of the
investment has been maintained at cost as the subsidiary’ s losses are not believed to be of a permanent nature.

Game Network Ltd. Amounts in Euro Thousands
Registered Office London
Share Capital (1,657)
Loss for period ended June 30, (162)
Shareholders' equity (1,819)
Percentage interest held 100%
Book value 318

The loss for the period is the result of costs regarding the start-up of the company’s activities. The vauation of the
investment has been maintained at cost as the subsidiary’ slosses are not considered to be of a permanent nature.

C)Current assets

I. Inventory

Amountsin Euro

Baance at June 30, 2002 14,682,011
Balance at December 31, 2001 13,298,817
Total Increase 1,383,194

The increase may be analysed as follows:

Amounts in Euro

Increase in finished goods inventory 1,164,314
Total Increase 1,164,314

Finished goods consist of stocks of titles sold on hand at year end.

I1. Receivables

Amountsin Euro

Baance at June 30, 2002 22,862,505
Balance at December 31, 2001 25,797,815
Total Decrease (2,935,310)

The balance may be analysed by due date as follows:



Euro Tt Due after less  Due after Due after Total
than ayear morethan morethan Receivables
a year 5years

Trade accounts 15,536 15,536
Due from subsidiary compan 7,004 7,004
Other receivables 104 219 323
Balance at June 30, 2002 22,644 219 0 22,863

The trade receivables balance is subject to the seasonal factors that also affect sales revenues.

At June 30, 2002, the Company had insured receivables totalling around Euro 4.7 million and factored receivables
amounting to Euro 1.3 million.

All of the balances factored and insured relate to invoices that have not yet been collected.

Thetotal costsincurred in relation to these operations amount to around Euro 30 thousand.

The par value of receivables has been brought into line with estimated realisable value by means of a provision for doubtful
accounts. During the period, the provision increased by Euro 33 thousand in relation to the merger with Evolution
Entertainment.

“ Amounts due from subsidiary companies’ include trade and financial receivables.

“Other receivables’ may be analysed as follows:

Euro thousands
IRPEG paid on account 12
IRAP paid on account 61
Advancesto suppliers 24
Deferred tax assets — IRPEG 88
Due from publishers 115
Due from INAIL (socia security institution) 14
Due from tax authorities — withholding taxes suffered 5
Other receivables 4
Total other receivables 323

The financial statements do not include any receivables due after more than five years.

I11. Financial assets (current)

Amountsin Euro

Baance at June 30, 2002 3,468,608
Balance at December 31, 2001 3,836,300
Total Decrease (367,692)

The decrease relates to the temporary employment of funds in open ended mutual funds concentrating on bonds and short-
term bonds. The full balance has been offered as security for borrowing facilities and short-term sureties .



V. Cash at bank and on hand

Amountsin Euro

Baance at June 30, 2002 2,136,473
Balance at December 31, 2001 2,143,901
Total Decrease (7,428)

This balance includes cash on hand and positive bank current account balances at year end.

D) Prepayments and accrued income

Amountsin Euro

Baance at June 30, 2002 113,979
Balance at December 31, 2001 221,817
Total Decrease (107.838)

These items reflect income and charges which relate to periods other than that in which they are paid or recorded. They
relate to two or more accounting periods.

There is no accrued income so the entire balance consists of prepaid expenses. It may be analysed as follows:

Euro thousands

Telephone 1

Insurance 32

Leasing instalments

38

Contract costs 30

Maintenance costs 13

Total prepayments 114

LIABILITIESAND SHAREHOLDERS EQUITY
A)Shareholders equity
Euro thousands 31.12.01 Allocation Share Lossfor 30.06.200
of 2001 capital 2002 2
profits increase

Share Capital 1,625 3,535 5,160
Share Premium Reserve 39,666 (3,483) 36,183
Legal Reserve 259 259
Retained earnings (accumul ated (1,035) (13,631) (14,665)
|osses)
Profit (Loss) for the period (13,631) 13,631 (1,486)  (1,486)
Total Shareholders Equity 26,884 0 52 (1,486) 25,450

At June 30, 2002, wholly subscribed and paid up share capital amounted to Euro 5,160,000 and consisted of 12,900,000
shareswith anominal value of Euro 0.40 each.
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Operations involving shares and shareholders' equity in the period ended June 30, 2002 may be summarised as follows:

- On February 26, 2002, an Extraordinary General Meeting approved a paid share capital increase of Euro 52,000 involving
the issue of 400,000 new shares with a par value of Euro 0.13 each to the minority shareholder, holding a 33% interest, of
Game Channel S.p.A., acompany absorbed by Digital Bros S.p.A.;

- On April 19, 2002, an Extraordinary General Meeting approved a free share capital increase of Euro 3,483,000 by
alocating that amount from the Share Premium Reserve to Share Capital and increasing the par value of each share from
Euro 0.13 to Euro 0.40.

As aresult of the above operations, as at June 30, 2002, the Company’ s Share Capital was as follows:

Type Number of Par Value
Shares

Ordinary shares 12,900,000 0.4

Subscribed during year 400,000 0.4

There are no dividend-bearing shares, convertible bonds or other forms of securities.

B) Provisionsfor risksand charges

Amounts in Euro

Baance at June 30, 2002 174,809
Balance at December 31, 2001 0
Total Increase 174,809

“Provisions for risks and charges’ represents an accrual to the tax provision considered necessary in respect of the findings
of the tax authoritiesin relation to the year from January 1, 1998 to December 31, 1998. The amount of the tax provision
was determined based on the estimated amount of the tax liability to be assessed.

The balance was provided in full during the period.

C)Employee termination indemnity provision

Amounts in Euro

Baance at June 30, 2002 335,672
Balance at December 31, 2001 267,928
Total Increase 67,744

Theincrease in the employee termination indemnity provision during the period may be analysed as follows:

Euro thousands
Employee termination indemnity provision at December 31, 2001 268
Paid to leavers (33)
Balances transferred from subsidiaries absorbed during period 24
Provision for the period 77
Employee termination indemnity provision at June 30, 2002 336




Employees

During the period ended June 30, 2002, the average number of employees (i.e. the average of month end employee
numbers) and the number of employees at period end was as follows:

Category Averageno of Period end no

employees  of employees
Managers 3 3
Office workers 58 61
Manual workers and apprentices 2 2
Total 63 66

D)Payables

Amounts in Euro

Baance at June 30, 2002 26,263,580
Balance at December 31, 2001 25,784,182
Total Increase 479,398

Payables are shown at nominal value. They are analysed by due date below:

Eurott Due after less Dueafter Due after Total
than ayear morethan morethan Pavables
Due to banks 16,940 92 17,032
Trade accounts 5,755 5,755
Due to other lenders 1,015 1,015
Due to subsidiary companies 271 271
Due to tax authorities 1,503 1,503
Due to social SecL 136 136
institutions
Other payables 552 552
Balance at June 30, 2002 26,172 92 0 26,264

“ Amounts due to banks after less than ayear” include bank current account overdrafts, loans and long-term |oan instalments
due after less than ayear.

“ Amounts due to banks after more than ayear” include long-term loan instalments due after more than ayear. Theloanin
guestion is guaranteed by a mortgage on the real estate property owned by the Company and is repayable after less than five
years.

“Trade payables’ includes trade accounts payable and the accrual for goods received not invoiced.
“ Amounts due to subsidiary companies’ include trade payables and financia payables.

“Amounts due to tax authorities’ include VAT payable and amounts deducted at source from employee salaries and
freelance staff remuneration yet to be paid over to the authorities.

“Amounts due to social security institutions” are due after less than ayear and may be analysed as follows:
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Euro thousands

Due to supplementary pension funds 12
Dueto INPS 106
Dueto INAIL 8
Dueto ENASARCO 10
Total amounts due to social security institutions 136

“Other payables’ are due after less than ayear. They consist entirely of accrued holiday pay and thirteenth and fourteenth
months' salary accruals.

E) Accrued expenses and deferred income

Amounts in Euro

Baance at June 30, 2002 173,387
Balance at December 31, 2001 257,404
Total Decrease (84,017)

These items reflect income and expenses which relate to a period other than that in which they are paid or recorded.
They relate to two or more accounting periods.

Thereis no deferred income. The entire balance consists of accrued expenses.

Euro thousands

Accrued commission 173
Total accrued expenses 173

Memor andum accounts

Memorandum accounts may be analysed as follows:

Euro thousands

Sureties issued to third parties 277
Real securities given to third parties 775
Finance |ease commitments 397
M emor andum accounts 1,449

“Real securities’ entirely relates to the mortgage on the real estate property in ViaLabus, 15/3, Milan issued in relation
to along-term loan from Monte dei Paschi di Siena.

“Finance lease commitments’ consist of amounts to fall due under finance lease agreements. They may be analysed as
follows:



Euro thousands

Servers and Internet equipment 91

Other fixed assets 306

Finance lease commitments 397
INCOME STATEMENT

A)Value of production

Amounts in Euro

Balance at June 30, 2002 22,016,777
Balance at December 31, 2001 39,342,440
Balance at June 30, 2001 17,695,776
Total Increase June 30, 2002 — June 30, 4,321,001
2001

The main reasons for the increase in value of production are set out in the Report of the Board of Directors on Operations.

Amountsin Euro 30.06.02 31.1201 30.06.01 Change

Revenues from sales and services 20,529,323 33,903,196 12,737,660 7,791,663
Changein inventory of finished goods 839,329 4,093,865 4,312,745 (3,473,416)
Other revenues and income 648,125 1,345,379 645,371 2,754
Total value of production 22,016,777 39,342,440 17,695,776 4,321,001

B) Production costs

Amounts in Euro

Balance at June 30, 2002 22,018,714
Balance at December 31, 2001 37,101,726
Balance at June 30, 2001 18,753,420
Total Increase June 30, 2002 — June 30, 3,265,294
2001

The increase may be analysed as follows:
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Amountsin Euro 30.06.02 31.12.01 30.06.01 Change

Raw materials and goods 15,157 22,335 13435 1,722
Services 3682 9224 2651 1,031
Use of third party assets/ Leases and rentals 334 642 326 8
Wages and salaries 1,085 1,973 1,015 70
Social contributions 353 679 343 10
Employee termination indemnity 77 140 57 20
Other personnel costs 0 3 0 0
Amortisation of intangible assets 650 1,214 599 51
Depreciation of tangible fixed assets 74 159 88 (14)
Other writedowns 0 236 0 0
Provisionsfor risks 175 0 0 175
Sundry operating charges 432 497 239 193
Total production costs 22,019 37,102 18,753 3,266

Analysis of the mainitemsis contained in the Directors' Report on Operations.

C)Financial income and charges

Financial income may be analysed as follows:

Euro thousands
Interest on securities 29
Bank interest income 25
Total financial income 54

Financial charges may be analysed asfollows:

Euro thousands
Bank interest and charges 598
Factoring interest and charges 96
Other interest payable 58
Exchange losses 75
Total financial charges 827

Extraordinary income and charges

Extraordinary income may be analysed as follows:



Euro thousands

Non-existent liabilities 76
Other unaccrued prior year income 10
Over accrual of costs 20
Total extraordinary income 106

“Non-existent liabilities” arose as aresult of settlements reached with suppliers.

Extraordinary charges may be analysed as follows:

Euro thousands
Adjustment to prior year revenues 690
Non-existent receivables 39
Total extraordinary charges 729

Extraordinary charges essentially relate to the return by clients of products totalling Euro 690 thousand sold during the
previous year.

Taxes on income

Amounts in Euro

Balance at June 30, 2002 87,452
Balance at December 31, 2001 39,715
Balance at June 30, 2001 0
Total Increase June 30, 2002 — June 30, 87,452
2001

Theincrease in taxes on income may be analysed as follows:

Amountsin Euro thousands 30.06.02 31.12.01 30.06.01 Change
IRAP 87 40 0 N/A
Deferred tax — IRPEG 0 0 0
0
Total taxes on income 87 40 0 N/A

Directors and statutory auditors' emoluments

Pursuant to the CONSOB regulation which implemented L egislative Decree no 58 of February 24, 1998, the following
table contains details of the emoluments paid to members of the Board of Directors and the Board of Statutory Auditors.
At the balance sheet date, there were no General Directorsin terms of Article 2396 of the Civil Code.



Name Position Period of officein  Emoluments Other Other
2002 emoluments  emoluments (2)
(1)
Board of Directors
Abramo Galante Chairman and Managing |From 01.01.2002 to 90,151 0 0
Director 30.06.2002
Raffagle Galante Managing Director From 01.01.2002 to 90,742 0 0
30.06.2002
LidiaFlorean Director From 01.01.2002 to 40,694 0 0
30.06.2002
John Burns Director From 01.01.2002 0 0 395,498
t016.01.2002
Davide Galante Director From 01.01.2002 to 0 0 0
30.06.2002
Sem Bruno Moiali Director From 01.01.2002 to 0 72,350 0
30.06.2002
Bruno Soresina Director From 01.01.2002 to 24,270 0 0
30.06.2002
Dario Treves Director From 01.01.2002 to 0 28,352 0
30.06.2002
Sergio Treves Director From 01.01.2002 to 0 0 0
30.06.2002
Board of Statutory Auditors
Franco Gadini Chairman From 01.01.2002 to 0 0 0
30.06.2002
Franco Tarantola Statutory Auditor From 01.01.2002 to 0 0 0
30.06.2002
Piergiorgio Picozzi Statutory Auditor From 01.01.2002 to 0 0 0
30.06.2002
Pietro Ottone Substitute Statutory From 01.01.2002 to 0 0 0
Auditor 30.06.2002
Maurizio Picciotto Substitute Statutory From 01.01.2002 to 0 0 0
Auditor 30.06.2002
(3) Other emoluments from Digital Bros Sp.A.
(4) Other emoluments from subsidiary companies.
Pursuant to CONSOB resolution no 1971/99, details of stock options allocated to the Directors are provided below:
SHARESALLOTTED OR
SHARE ALLOTMENT RIGHTSOR OPTIONSISSUED OPTIONS EXERCISED DURING
DURING THE PERIOD THE PERIOD
Shares
Shares_allotted without o allotted Purchase __or
Purchase or subscription option rights ) subscription
lpayment without .
option rights
ment
No of No of shares Pvrvlt::iit?t o _ No of _
sharesthat| Allotment that may be option Pe_rlod in which No of shares shares Option
Name and surname purchased | . rights may be purchased | exercise
e may be date rights may . allotted .
allotted or be exercised or price
subscribed : subscribed
exer cised
Florean Lidia 0 7,500 16€ (D) 0 0 0
Burns John 0 15,000 16€ (] 0 0 0
Moioli Sem 0 15,000 16€ (] 0 0 0
Soresina Bruno 0 3,500 16€ (1) 0 0 0
Treves Dario 0 7,500 16€ (1) 0 0 0
Treves Sergio 0 3,500 16€ (1) 0 0 0

@

The Stock Option plan approved by the Extraordinary General Meeting held on April 19, 2000 will run for four years. The option

rights granted by the plan may be exercised as from April 1 of each year as follows: 5% in 2001, 20% in 2002, 35% in 2003, 40% in
2004. Once they have matured options may be exercised at any time before August 31, 2004.
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In accordance with disclosure requirements, we provide below alist of equity investments held by the Directors. No
shares are held by the members of the Board of Statutory Auditors.

Nameand Company in which Noof sharesheld No of shares No of shares No of shares

surname investment is held at end of previous purchased sold held at end of

year current year
Abramo Galante | Digital Bros S.p.A. 4,813,136 0 0 4,813,136
Raffagle Galante | Digital Bros S.p.A. 4,813,136 0 0 4,813,136
Davide Galante Digital BrosS.p.A. 283,728 65,000 (95,000) 253,728
John Burns (1) Twine Ltd. 33.25% 0 0 33.25%
Sem Moioli Game Channel Sp.A. 165,000 0 165,000 0
Sem Moioli (2) Digital BrosS.p.A. 0 400,000 0 400,000

(2) Director until January 16, 2002
(2) The result of the absorption of Game Channel Sp.A. by Digital Bros S.p.A. as approved by Extraordinary General Meeting of
February 26, 2002.

The Board of Directors of the company will remain in office until the approval of the financial statements. The Board
of Statutory Auditors have been appointed until the same date.

We declare that the financial statements, comprising the Balance Sheet, Income Statement and Explanatory Notes, are
consistent with the accounting records which are maintained in accordance with the law. They provide atrue and fair
view of the balance sheet and financial position and of the result for the period.

For and on behalf of the Board of Directors
The Chairman
(Abramo Galante)
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Directors Report on the Operations of Digital BrosS.p.A.

This report on operations relates to the financial statements of Digital Bros S.p.A. for the period ended June
30, 2002.

Revenues from sales and services amounted to Euro 20,529 thousand.

Theloss for the period ended June 30, 2002 was around Euro 1,486 thousand.

On February 26, 2002, the Company absorbed its 100% owned subsidiaries Evolution Entertainment S.r.l.
and Communications & Promotions Sir.| and its 67% owned subsidiary Game Channel S.p.A. with effect for
tax and statutory reporting purposes from January 1, 2002. Digital Bros has continued to operate in the UK
Digita Television market through subsidiary Game Network Ltd. and in the Italian advertising market
through AD1Sr.l..

Details of the amounts reported in the financial statements are provided in the Explanatory Notes to the
Financial Statements. In thisreport, we only consider those items that affected operating activities.

Video game distribution and co-publishing in Italy

Digital Bros S.p.A.’s main business is the localisation of video games for the Italian market and their subsequent
distribution in Italy. Using the Halifax brand name, Digital Bros S.p.A. distributes the products of the international
video games publishers which it has exclusive rights to represent in Italy.

Localisation or co-publishing involves making language and cultural changes to video games to adapt them
to the Italian market as well as the trandlation into Italian of the original game manuals and the dubbing of
any voices used in the game. The localisation process is carried out by Digital Bros and the video game
publishers working closely together.

Analysis of I ncome Statement performance

Digital Bros recorded sales revenues of around Euro 20,529 thousand in the first relf of 2002, a 61%
increase on the Euro 12,738 thousand recorded in the first half of 2001.

The net loss for the period of Euro 1,486 thousand compares with anet loss of Euro 1,983 thousand for the first
half of 2001, representing an improvement of Euro 497 thousand.

The loss was amost entirely brought about by the reduced length of the accounting period — only six months —
and the fact that traditional seasonal factors that affect sales in the video games sector came into play. The
Company records much of its turnover in the final quarter of the calendar year because consumers are more
ready to buy video games in the winter months and as Christmas presents. Another factor is the launch of well
known and/or highly successful video game titles by publishersin the fina quarter of the year.

Revenue performance

As last year, the bulk of the Company’s revenues were generated by the distribution of video games in Italy
under the Halifax label. The following table contains an analysis of revenues by category:



Euro thousands 30/06/02| 31/12/01| 30/06/01)ifference %
2002/2001
Distribution of video games for consoles 16,987| 27,602 10,056 6,931 69%
Distribution of video gamesfor PC 1,632 5,992 2,639 (1,007)| (38)%
Distribution of accessories 1,891 309 51 1,840
Total Distribution of Products- Italy 20,510, 33,903 12,733 7,777, 61%
Revenues from subsidiary companies 19 0 5 14) 280%
Total revenuesfrom sales 20,529| 33,903 12,738 7,791 61%

Revenues increased by 61% in the first half of 2002 compared to the same period of 2001. Thiswas the result of
asimilar increase in revenues from the distribution of productsin Italy.

Revenues from distribution of video games for consoles

The phase of stagnation that the market went through in the previous two years now appears to have been left
behind. The first half of 2002 saw Microsoft and Nintendo launch two new gaming platforms/consoles, the
Microsoft Xbox and the Nintendo GameCube, respectively. The launch of these products completes the phase of
transition from 64 bit to 128 bit consoles.

The entry of new competitors onto the market (Microsoft) and the launch of a new console by one of the best
established players (Nintendo) resulted in a “console war” with hardware prices faling below previously
announced levels right from the launch date and further reductions expected in the near future. The price war in
the hardware sector means that these consoles penetrate a larger number of families and the larger user base has, as
adirect result, an increase in software units sold. The initial signs are already apparent. Indeed, the Company’s
revenues from the distribution of video games for consoles in Italy increased by 69% from Euro 10,056 thousand
inthefirst half of 2001 to Euro 16,987 thousand in the first half of 2002.

Digital Bros' main activity is the distribution of video games for consoles and it will benefit from the healthy state
of this sector of the market in the second half of 2002, as well.

In order to provide an understanding of future developments and of what has happened so far, it is interesting to
compare sales by console type in the six months ended June 30, 2002 with similar figures for the entire year ended
December 31, 2001, together with average selling prices in each period.

Euroth 30/06/02 31/12/01 % weight
Units Turnover Units Turnover 2002 2001
Sega Dreamcast 1,146 6 9,145 188 0% 1%
Nintendo Gameboy 29,582 552 146,824 2,584 3% 9%
Nintendo Gameboy Advance | 23,687 884| 53,781 1,962 5% 7%
Nintendo 64 0 O 40,045 293 0% 1%
Sony Playstation 122,666 1,783 502,926 9,280 11% 34%
Sony Playstation 2 284,655 11,951 346,609 13,294 70% 48%
Game Cube 25,548 1,117 0 0 7% 0%
X-Box 15,027 694 0 0 4% 0%
Total Distribution for 502,312] 17,001|1,099,330, 27,601| 100% 100%
Consoles
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Amountsin Euro 30/06/02 31/12/01 Change

Average Price| Average Price %

Nintendo Gameboy 18.7 17.6 6%
Nintendo Gameboy Advance 37.3 36.5 2%
Sony Playstation 14.5 18.5 -22%
Sony Playstation 2 42 384 9%
Game Cube 43.7 0 n.g
X-box 46.2 0 n.s
Total Distribution for Consoles 33.8 25.1 35%

The launch of the new Microsoft Xbox and Nintendo GameCube platforms did not have a major impact on total sales
revenues for the first half of 2002. Sales of products for these consoles represented 11% of the total — 7% for
GameCube software and 4% for Xbox software.

Microsoft only launched the Xbox in March while Nintendo’s GameCube was launched in May. Asaresult, they will
represent more than 10% of total sales revenuesin the first six months of the financial year ending June 30, 2003.
During the six months ended June 30, 2002, the most significant source of revenues was the sale of video games for
the Sony Playstation2 console which represented 70% of total revenues from the distribution of products for consoles
and 56% of total sales revenues. Despite the af orementioned seasonal factors, it should be noted that the 284,655 units
were sold in the first half of 2002, 82% of the total units sold throughout the whole of 2001.

The success of the Playstation 2 — it is thought that more than 500,000 of these consoles are now in usein Italy —
together with the launch of games developed specifically for it e.g. “Metal Gear Solid 2" distributed by Digital Brosin
the first half of 2002 has enabled an increase in average selling price from Euro 38.4 in 2001 to Euro 42 in the first
half of 2002.

The Nintendo GameBoy Advance handheld console continues to penetrate the market in a linear manner, typical of
the life cycle enjoyed by its predecessor the Game Boy Color which was much longer than the life cycle of gaming
platforms that require to be attached to a TV. The percentage weight of revenues from sales of software for this
platform fell from 7% in 2001 to 5% in the first half of 2002. This was largely the result of the success of the
Playstation 2 rather than of a slowdown in sales of products for the GameBoy Advance. In actua fact, the number of
software units sold in the first half of 2002 was almost 50% of the total number of units sold in the whole of 2001.
Bearing in mind the peak pre-Christmas period, it is reasonable to expect a clear increase in the number of units sold
in this sector in 2002 as awhole.

The first half of 2002 saw the gradual slowdown of sales of software for the two consoles that led the market in its
previous cycle from 1997 to 2001, the Sony Playstation and the Nintendo GameBoy Color. Compared to the year
ended December 31, 2001, as a percentage of total sales revenues, sales of software for these consoles fell from 34%
to 11% and from 9% to 3%, respectively.

Revenues from distribution of products for PC

The first half of 2002 saw sales in this sector fall by 40% compared to the same period in 2001 from Euro 2,735
thousand to Euro 1,632 thousand. The decrease is due to the fact that the sector has reached maturity and has
recorded negative growth for several years now. The cannibalisation of software for the new consoles should aso be
bornein mind. Thishasled to agradua improvement in gaming performance.

Revenues from the sale of accessories and hardware

The strong growth in this area is due to the sub-distribution agreement in Italy signed by Digital Bros and Nintendo
Europe. Historically, the Company had never been involved to a significant extent in the hardware sales area for
strategic reasons. The distribution agreement for the Nintendo GameCube and other consoles together with Nintendo
software offers the Group the chance to increase market penetration through hardware and software sales but aso
gives it a presence in the toy retail distribution channel which has traditionally been more closely associated with
Nintendo.

Geographical analysis of revenues

Any geographical analysis of sales revenues offers little as the parent company’ s entire sales revenues are generated in
Italy.



Costs

Purchases of raw, ancillary and consumable materials and goodsfor resale

As the revenues trend shows, the Digital Bros' main activity during the period was the distribution of video gamesin
Italy. Thisisacommercia activity and, as aresult, “ purchases of raw materials and goods for resale” are high. These
purchases consist almost entirely of goods for resale.

The following table provides further information about purchases, showing them as a percentage of revenues from
publishing and distribution activities together with comparatives for 2001

Euro thousands 30/06/02 31/12/01
Total revenuesfrom the sale of video games | 20,529, 100% 33,903 100%
(a)
Purchases (15,157) (22,335)
Changein Inventory 839 4,094
Total cost of goods sold (b) (14,318)| -70% (18,241) -54%
Value Added (a)-(b) 6,211 30% 15,662 46%

The significant decrease in Value Added as a percentage of total revenuesis due to the extraordinary policy in relation
to the return of goods adopted in 2001. This involved the recording of related losses under extraordinary charges
while related gains were recorded under changesin inventory and had a significant impact on Value Added.

Services

Euro thousands 30.06.2002B1.12.2001| 30.06.2001 Diff %
Advertising, marketing , trade fairs and 725 1,800 452 273 60%
exhibitions

Commission and incidental charges 425 779 348 77 22%
Transport and freight costs 318 674 292 26 9%
Distribution costs 1 4 31 (30)| (97%)
Insurance 58 130 66 8) (12%)
Professional advisors, freelance staff, lawyers 250 759 355 (105)|  (30%)
and notaries

Postage and tel ephone 187 1,137 186 1 1%
Travel and subsistence costs 80 242 97 (17)] (18%)
Entertainment 19 25 9 100 111%
Sundry utilities 13 29 16 (3)] (19%)
Temporary staff costs 67 125 40 27 68%
Maintenance costs 67 113 60 7 12%
Directors fees 341 703 374 (33) (9%)
Statutory auditors’ fees 22 44 18 4 22%
Other general and administrative costs 283 624, 307 (24) (8%)
Ser vices sub-total 2,856 7,188 2,651 205 8%
Licences 826 2,036 0 826 0
Total services 3,682 9,224 2,651 1,031 39%

In order to compare total service costs with those recorded in the first half of 2001, we had to calculate a sub-total of service
costs which excludes licences. In the first half of 2001, licences were included under “purchases of raw materias, etc.”
while they were, more appropriately, classified under service costs as from the financial statements for the year ended
December 31, 2001.
Asaresult of the reclassification, service costs increased by Euro 205 thousand from Euro 2,651 thousand in the first half of
2001 to Euro 2,856 thousand in the corresponding period in 2002.
The increase was entirely due to the fact that Digital Bros S.p.A. incurred certain costs (e.g. freelance consultancy costs,
postage and telephone) which were then recharged to other Group companies.
Naturally, those service costs that are directly related to sales volumes have increased i.e. advertising, marketing, commission
and incidental charges, transport and freight costs and distribution costs. These items increased by atotal of Euro 340
thousand, a 30% increase on total costsincurred in the six months ended June 30, 2001. This increase is much lower than the
60% increase in revenues from distribution activities showing that the Company has obtained significant benefits in this area.
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The increase in “Licences’ relates to the royalties paid to Disney Interactive under the co-publishing and distribution
agreement signed by Digital Bros on October 1, 2000 and renewed in 2002. Unlike other Italian and international licences
which are capitalised under intangible assets, licences under this contract have been charged directly to the income statement
asthe contract lasts for less than twelve months.

Per sonnel costs

Euro thoug 30.06.2002 31.12.01] 30.06.01] Difference %
Wages and salaries 1,085 1,973 1,015 70 7%
Socia contributions 353 679 343 10 3%
Employee termination indemnity 77 140 58 19 33%
provision
Other 0 3 0 0 0%
Total personnel costs 1,515 2,795 1,416 99 7%
Average no of employees 63 67 67 4 (6)%
Average annual cost per 48 42 42 6 14%
employee

The higher average cost per employee isthe result of standard salary increases.

Accrual to provisonsfor risksand charges
This amount has been provided in respect of contingent tax liabilities.

I nvestments and wor king capital
Changes in the video games market during the period, the important corporate operations that took place and investmentsin
licencesto publish video games all had a significant impact on the equity structure during the year.

Investments
Further information about investments can be found in the explanatory notes to the financial statements.

Net working capital

In order to show the net working capital trend more clearly and explain the factors that have led to the significant
decrease in net working capital, the following table compares balance sheet figures at June 30, 2002 with prior
year figures:

Euro thousands 30/06/02 31/12/01 30/06/01| Diff.

Inventory 14,682 13,299 13,518 1,164
Trade receivables 15,536 17,961 20,388 (4,852
Other receivables 103 178 3429  (3,326)
Prepayments and accrued income 114 222 287 a73)
Trade payables (5,755) (6,048) (7,562) 1,807
Other payables (2,191) (2,298) (970) (1,221)
Accrued expenses (a73) (257) (448) 275
Total Net Working Capital 22,316 23,057 28,642  (6,326)

Net working capital has fallen because current assets have decreased by more than current liabilities. The overall decreasein
consolidated net working capital isthe result of several factors:

The stagnant state of the video games distribution market in Italy last year had a significant impact and led the
Company to adopt an extraordinary policy regarding returns from certain customers. This policy has meant that trade
receivables have decreased by Euro 6,300 thousand compared to June 30, 2001 despite a significant increase in sales
revenuesin the first half of 2002.

The fall in other receivables is the result of a decrease in advances to suppliers and relates to the fees paid to Ing
Barings at the time of the listing on the New Market which were still included under this heading at June 30, 2001.

Meanwhile:



The decrease in trade payables related to the fact that the June 30, 2001 balance included amounts due to Ing

Barings as described above.

Considering the above, any attempt to calculate average days sales or purchases outstanding would lead to a

somewhat distorted result.

Net working capital is expected to increase as a result of the growth in Group revenues anticipated for the second half of

2002.
Net financial position

At June 30, 2002, the net financial position was negative by Euro 12,441 thousand. This compared to a negative net
financial position of Euro 12,296 thousand at December 31, 2001.

Euro thousands 30/06/02 31/12/01 30/06/01| Differenc
e

Other securities 3,469 3,836 2,360 1,109
Bank and post office 2,126 2,142 5,605 (3,479
accounts

Due to other lenders (1,015) 0 0 (1,015
Cash on hand 11 2 5 6
Due to banks (17,032) (17,038) (20,266) 3,234
Net financial position (12,441) (11,058) (12,296) (145)

Significant subsequent events

On July 28, 2002, a bond loan of Euro 4 million convertible into Digital Bros ordinary shares was issued. The bond loan
was entirely subscribed by Société Generale and provides for a minimum conversion price of Euro 3 per share; this figure
shall be revised on aquarterly basisin relation to the market share price.

The bond |oan shall have athree year duration and is remunerated at a fixed rate of 6.5%.

Business outlook

The sales recovery seen in the first half of 2002 together with the positive market performance in July and August 2002
— traditionally the worst months in terms of sales revenues — plus the positive impact of the contract signed with
Nintendo lead us to believe that, in line with the strategic plan approved by the Board of Directors on October 1, 2001,
revenuesin the distribution sector in 2002 will exceed Euro 60 million. This represents 100% growth on the period just
ended.

With regard to profitability, the cost saving measures already taken as well as measures to reduce fixed costs by using
outsourcing in order to bring down the break-even point will make the Income Statement structure more flexible. We
believe that net profit at EBIT level isadistinct possibility.

Information about compliance with the recommendations contained in the Self-regulatory Code for listed
companies pursuant to Section 1A.2.12 of the New Market Regulations

As the parent company, prior to its admission to listing on the New Market, Digital Bros S.p.A. adopted the Self-regulatory
Code for listed companies. This completed the regulatory and self-regulatory framework introduced by Legidative Decree
no 58 of February 24, 1998 and adopted by CONSOB through regulation no 11971 of May 14, 1999 as subsequently
amended.
We would like to highlight the following principles contained in the Code which have already been implemented: statutory
provisions aiming to ensure the presence on the Board of Statutory Auditors of at least one member elected by minority
shareholders; the presence of non-executive directors, including independent directors, on the Board of Directors; the
appointment of an Internal Control Committee and of a Remuneration Committee for managing directors and for directors
with specific responsihilities; the creation of a specific body to maintain shareholder relations; the introduction of a system
of variable remuneration (stock option plan) for directors and employees and the adoption of general meeting rules.
On the whole, the Company’s Corporate Governance situation is in line with the recommendations and rules contained in
the Self-regulatory Code and is based on organisational procedures, the most important of which include:
The Board of Directors meets eight times ayear. At these meetings it discusses the performance of the various sectors
of the business, actual quarterly results, strategic plans and the main operations as presented by the executive directors
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The current Board of Directors has eight members, two of whom, the Chairman and the Managing Director, have
executive powers

The Chairman and the Managing Director constantly put operations with a major impact on the profitability, net equity
and financial position before the Board of Directors for its approval. Thisis despite the fact that their executive powers
arevery far reaching

The Board has set up two sub-committees. The Internal Control Committee consisting of two external non-executive
directors ( Bruno Soresina and Sergio Treves) and the Remuneration Committee consisting of three non-executive
directors (Davide Galante, Lidia Florean and Dario Treves)

An Investor Relations structure operates under the responsibility of the Chairman. It is run by a manager and its role
includes the maintenance of relations with ingtitutional investors. It also ensures that requirements regarding the
communication to the market of price sensitive information are met in accordance with existing regulations. It pays
attention to problems regarding the symmetrical distribution of information.

Dealings with related parties

Pursuant to CONSOB Communications DAC/RM/97001574 of February 20, 1997 and DAC/98015375 of February 27,
1998, we note, as required by Art. 2359 of the Italian Civil Code and International Accounting Standard (IAS) no 24
“Related Party Disclosures’, that relations with Digital Bros Group companies relate to direct and indirect subsidiaries with
which trade and financial relations are maintained at normal market conditions. At June 30, 2002, these relations were
summarised asfollows:

Euro thousands
Related Parties

Receivables/(Payables) Eon/Twine 3,715 (148)
Receivables/(Payables) Nopay 3,151 0
Receivables/(Payables) Game Network 1,076 0
Sp.A.

Receivables/(Payables) Game Network Ltd 1,174 0
Receivables/(Payables) AD1 1 0
Receivables/(Payables) Game Network On 1,037 (32
LineSur.l.

(Costs)/Revenues Game network S.p.A. 0 162
(Costs)/Revenues Game network On Line 10 191
(Costs)/Revenues AD1 0 1

No costs or revenues regarding related parties were recorded during the period.

The only dealings between Group companies and related parties other than subsidiaries are regulated by the contracts signed
in July 2000 by Digital Bros S.p.A. and Communications & Promotions S.r.l. (now absorbed by Digital Bros) on the one
hand and Nopay S.r.l. on the other. The agreement provided that the Group companies billed Nopay S.r.l. costs incurred in
respect of telephone traffic, the use of broad band, the use of equipment and the cost of personnel used in respect of the
development and maintenance of the nopay.it web site. Nopay S.r.l. pays the Company the amount of costs incurred and
documented plus 5%.

Research and development activities
The Company was not involved in any research and development activities.

Secondary offices

During the period, the Company operated from the following premises:

Company L ocation Activities
Digital Bros S.p.A. Via Bisceglie 71/73 Building B - Milan| Offices, workshops,
warehouse
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Equity investments held by the directors and statutory auditors

Pursuant to CONSOB Resolution 11971/99 as subsequently modified, we set out below alist of the equity investments
held by the directors. The statutory auditors do not hold any investments in the Company.

Name and | Company investment | No of shares held | No of shares|No of shares|No of shares
surname held in at end of previous | purchased sold held at end of
accounting period current
accounting
period
Abramo Galante | Digital Bros S.p.A. 4,813,136 0 0 4,813,136
Raffagle Galante | Digital Bros S.p.A. 4,813,136 0 0 4,813,136
Davide Galante Digital BrosS.p.A. 283,728 65,000 (95,000) 253,728
John Burns (1) Twine Ltd. 33.25% 0 0 33.25%
Sem Moioli Game Channel Sp.A. 165,000 165,000 0
Sem Moioli Digital Bros S.p.A. 0 400,000 0 400,000

(3) Director until January 16, 2002
(4) Effect of absorption of Game Channel Sp.A. by Digital Bros Sp.A. as approved by Extraordinary General
Meeting on February 26, 2002.

For and on behalf of the Board of Directors
The Chairman
(Abramo Galante)



