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PRELIMINARY PROSPECTUS SUBJECT TO COMPLETION, DATED February 10, 2005
EUROWEB INTERNATIONAL CORP.
677,201 SHARES OF
COMMON STOCK

This prospectus relates to the public offering of an aggregate of 677,201 shares
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of common stock which may be sold from time to time by the selling stockholders
of Euroweb International Corp. named in this prospectus. These shares were
issued to the selling stockholders in connection with the acquisition of ELENDER
Business Communications Services Ltd. ("Elender") by Euroweb

Our common stock is traded on the Nasdag SmallCap Market under the symbol
"EWEB". The last reported sales price for our common stock on February 2, 2005,
was $3.37 per share.

Investing in these securities involves significant risks.
See "Risk Factors" beginning on page 4.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or determined if this
Prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.

The date of this prospectus is , 2005.

The information in this Prospectus is not complete and may be changed. This
Prospectus is included in the Registration Statement that was filed by Euroweb
International Corp. with the Securities and Exchange Commission. The selling
stockholders may not sell these securities until the registration statement
becomes effective. This Prospectus is not an offer to sell these securities and
is not soliciting an offer to buy these securities in any state where the sale
is not permitted.
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PROSPECTUS SUMMARY

The following summary highlights selected information contained in this
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prospectus. This summary does not contain all the information you should
consider before investing in the securities. Before making an investment
decision, you should read the entire prospectus carefully, including the "risk
factors" section, the financial statements and the secured convertible notes to
the financial statements.

EUROWEB INTERNATIONAL CORP.

We own and operate Internet service providers in Hungary, Romania and Slovakia
through our subsidiaries , Euroweb Hungary Rt. and Elender Rt. ("Euroweb
Hungary"), Euroweb Romania S.A. ("Euroweb Romania") and Euroweb Slovakia a.s.
("Euroweb Slovakia"). On December 16, 2004, we sold our subsidiary in the Czech
Republic (Euroweb Czech Republic spol. s.r.o. — "Euroweb Czech") for cash of
$500,000. As a part of the transaction, we also effectively forgave loans
receivable from the sold subsidiary of $400,000.

We operate in one industry segment, providing Internet access and additional
value added services to business customers. For the nine months ended September
30, 2004, we generated revenues of $25,165,601 and incurred a net loss of
$815,342. In addition, for the year ended December 31, 2003, we generated
revenues of $23,280,720 (restated) and incurred a net loss of $1,791,027
(restated to reflect the acquisition of the remaining 51% of Euroweb Hungary as
a transaction between entities under common control, and recorded in a manner
similar to a pooling-of-interest).

Our principal offices are located at 1138 Budapest, Vaci ut 141. Hungary. Our
telephone number is +36-1-8897000. We are a Delaware corporation.

The Offering

Common stock offered by selling stockholders........... 677,201, which
represents 12.7%
of our outstanding
shares of common
stock

Nasdag Smallcap Symbol... ...ttt neneeeeennnenens EWEB

The above information regarding common stock to be outstanding after the
offering is based on 5,342,533 shares of common stock outstanding as of February
2, 2005.

On June 9, 2004, we purchased 100% of the common stock of Elender Rt., a
Hungarian corporation, from Vitonas Investments Limited, a company registered in
Cyprus, Certus Kft., a Hungarian corporation and Rumed 2000 Kft., a Hungarian
corporation. Elender Rt. is an Internet service provider located in Hungary that
provides internet access to the corporate and institutional (public) sector,
including 2,300 schools in Hungary. The total purchase price paid by our company
for the acquisition of Elender was as follows:

o cash in the amount of $6,500,000 excluding transaction costs; and
o 677,201 shares of our common stock.

We are registering the 677,201 shares of our common stock issued in connection
with this transaction in this prospectus.

3

RISK FACTORS
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If you purchase shares of our common stock, you will take on a financial risk.
In deciding whether to invest, you should consider carefully the following
factors, the information contained in this prospectus and the other information
to which we have referred. If any of the following risks actually occur, our
business, financial condition or results of operations could be materially
adversely affected. In such case, the trading price of our common stock could
decline, and you may lose all or part of your investment.

Risk Related to our Business and Industry

We have incurred net losses for the prior periods and we will again incur net
losses i1if we are unable to generate sufficient revenue and control costs.

We incurred net losses of $815,342 for the nine months ended September 30, 2004,
$1,791,027 for the year ended December 31, 2003 (restated) and $6,703,027 for
the year ended December 31, 2002 (restated). We may not achieve profitability on
a quarterly or annual basis in the future. If revenues grow more slowly than we
anticipate or if operating expenses exceed our expectations or cannot be
adjusted accordingly, we will continue to incur losses. Our future performance
is dependent upon the successful development and marketing of our services and
products, about which there is no assurance. Any future success that we might
enjoy will depend upon many factors, including factors out of our control or
which cannot be predicted at this time. These factors may include changes in or
increased levels of competition, including the entry of additional competitors
and increased success by existing competitors, changes in general economic
conditions, increases in operating costs, including costs of supplies, personnel
and equipment, reduced margins caused by competitive pressures and other
factors. These conditions may have a materially adverse effect upon us or may
force us to reduce or curtail operations.

We could incur material additional expenses, which could reduce our gross
margins or increase operating losses, 1f the Internet service industry becomes
subject to additional regulations.

The Internet service industry is not currently subject to direct regulation
other than regulation applicable to businesses generally. However, changes in
the regulatory environment relating to the telecommunications, Internet and
media industries could have an effect on our business, which may be materially
adverse to our interests. Additionally, legislative proposals from
international, federal, state and foreign governmental bodies in the areas of
content regulation, intellectual property, privacy rights and tax issues, could
impose additional regulations and obligations upon all online service and
content providers, which may be materially adverse to our interests. We cannot
predict the likelihood that any such legislation be introduced, nor the
financial impact, if any, of the resulting regulation.

Moreover, the applicability to persons engaged in Internet commerce of existing
laws governing issues such as intellectual property ownership, libel and
personal privacy is uncertain. Recent events relating to the use of online
services for certain activities has increased public focus and could lead to
increased pressure on foreign and national legislatures to impose regulations on
online service providers. The law relating to the liability of entities
conducting business over the Internet for information carried on, or
disseminated through, their systems is currently unsettled and has been the
subject of several recent private lawsuits. In the event that a similar action
be initiated against us, costs incurred as a result of such actions could have a
material adverse effect on the business of our company.

Our future success is dependent, in part, on the performance and continued
service of our Chief Executive Officer and our ability to attract additional
qualified personnel. If we are unable to do so our results from operations may
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be negatively impacted.

Our success will be dependent on the personal efforts of Csaba Toro, Chief
Executive Officer. The loss of the services of Mr. Toro could have a material
adverse effect on our business and prospects. We do not have and do not intend
to obtain "key-man" insurance on the life of any of our officers. The success of
our company is largely dependent upon our ability to hire and retain additional
qualified management, marketing, technical, financial and other personnel.
Competition for qualified personnel is intense, and there can be no assurance
that we will be able to hire or retain additional qualified management. The
inability to attract and retain qualified management and other personnel will
have a material adverse effect on our company as our key personnel are critical
to our overall management as well as the development of our technology, our
culture and our strategic direction.

Our wholly owned subsidiary, Euroweb Romania, is highly dependent on one
customer, Pantel Rt. ("Pantel"), which is owned by KPN Telecom B.V. If Pantel
were to terminate our relationship, our results from operations would be
materially impacted. In 2004, KPN Telecom B.V. announced that it had signed an
agreement to divest its interest in Pantel Rt.

The majority owner of Pantel Rt. is KPN Telecom B.V., which also owns 38.11% of
our common stock. Such ownership has strengthened the commercial relationship
between the two companies, which has resulted in a high level of dependency in
the case of Euroweb Romania. Approximately 85% of total sales of Euroweb Romania
are directly or indirectly dependent upon the relationship with Pantel Rt. In
addition, in February 2004 a Service Contract was entered between Euroweb
Hungary and its subsidiaries and Pantel Rt., whereby Euroweb Hungary agreed to
buy services from Pantel Rt. on an annual basis of HUF 600,000,000
(approximately $3 million) plus value added tax during the three following
years. In the event that the Euroweb Hungary does not satisfy this annual
commitment, it is required to pay to Pantel Rt. a penalty equal to 25% of the
annual commitment less any services purchased. We have agreed to guarantee the
payment of the annual commitment. Further, we have also agreed to guarantee a
loan in the amount of HUF 245,000,000 (approximately $ 1.2 million) plus
interest payable by a Euroweb Hungary subsidiary to Pantel Rt. Despite the fact
that co-operation is based on arm's length agreements, disagreements between the
management of Pantel Rt. and our company, or an effective change of ownership in
one or both companies, may result in the loss of the Pantel Rt. related revenues
and their significant margin or the services provided by Pantel to our company.
In 2004, KPN Telecom B.V. announced its intention to divest its interest in
Pantel Rt., with certain sale agreements being signed with a view to final
consummation in 2005. In addition, on January 28, 2005, KPN entered into a Stock
Purchase Agreement whereby it sold to CORCYRA 289,855 shares of our common stock
for US $1,000,000 on February 1, 2005 and has also agreed to sell its remaining
2,036,188 shares of our common stock on or prior to April 30, 2006.

Increased competition in the Internet service industry may make it difficult for
our company to attract and retain customers and to maintain current pricing
levels.

The market for Internet-based products and services 1s intensely competitive,
rapidly evolving and subject to rapid technological change. We expect
competition to persist, intensify and increase in the future. Such competition
could materially adversely affect our business, operating results or financial
condition.

As a result of the acquisition of the remaining interest of Euroweb Hungary and
100% of Elender in 2004, we face the following direct competition on the
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Hungarian Internet market:

o Axelero (incumbent Matav's subsidiary);
o GTS Hungary; and
o Interware.

Romania's Internet market is in the initial phase of development. At present,
other then Euroweb Romania, there are several other data transmission companies
providing internet services, which also cover the entire territory of Romania:

RDS;

GTS Romania;
Equant;
Connex; and
Romtelecom.

O O O O O

We believe that the main competitors of Euroweb Slovakia are four of the largest
or most active providers in Slovakia:

Nextra;

GTS Slovakia;

SLOVANET; and

the incumbent telecom operator, Slovak Telecom.

O O O O

All of the above are all also providing internet services. Both Nextra and GTS
have a customer base similar to ours.

We may face intense competition from other companies directly involved in the
same business and also from many other companies offering products, which can be
used in lieu of those offered by our company. Competition can take many forms,
including convenience in obtaining products, service, marketing and distribution
channels. We may not be able to compete successfully against current or future
competitors, which may materially adversely affect our business, operating
results or financial condition.

Risks Related to our Common Stock

The substantial number of shares that are or will be eligible for sale,
including the 677,201 shares of common stock being registered pursuant to this
prospectus would represent approximately 13% of our total outstanding shares,
which could cause our common stock price to decline even if we are successful in
operations.

Sales of significant amounts of common stock in the public market, or the
perception that such sales may occur, could materially affect the market price
of our common stock. These sales might also make it more difficult for us to
sell equity or equity-related securities in the future at a time and price that
we deem appropriate. We are registering 677,201 shares of common stock pursuant
to our prospectus, which represent approximately 13% of our total outstanding.

We have anti-takeover provisions, which could inhibit potential investors or
delay or prevent a change of control that may favor you.

Some of the provisions of our certificate of incorporation, our bylaws and
Delaware law could, together or separately, discourage potential acquisition
proposals or delay or prevent a change in control. In particular, our board of
directors is authorized to issue up to 5,000,000 shares of preferred stock (less
any outstanding shares of preferred stock) with rights and privileges that might
be senior to our common stock, without the consent of the holders of the common
stock.
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USE OF PROCEEDS

We will not receive any proceeds from the sale of the common stock. The net
proceeds from the sale of our common stock will go to the selling stockholders,
which received their shares in connection with our acquisition of Elender Rt.

MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our common stock is traded on the Nasdag SmallCap Market ("Nasdag") under the
symbol "EWEB". On August 30, 2001, the shareholders approved a one-for-five
reverse stock split of our common stock.

The following table sets forth the high and low bid prices for our common stock
during the periods indicated as reported by Nasdag. The prices reported reflect
inter-dealer quotations, and may not represent actual transactions and do not
include retail mark-ups, mark-downs or commissions.

High Low
Quarter Ending:  ——————= —————
2002
March 31, 2002 2.95 1.47
June 30, 2002 2.85 1.84
September 30, 2002 2.50 1.88
December 31, 2002 2.14 1.72
2003
March 31, 2003 3.73 1.53
June 30, 2003 3.25 1.92
September 30, 2003 8.30 2.45
December 31, 2003 4.82 3.10
2004
March 31, 2004 7.45 3.70
June 30, 2004 6.20 3.25
September 30, 2004 3.74 2.13
December 31, 2004 5.56 2.40

Holders of Common Stock

As of February 2, 2005, we had 5,342,533 shares of common stock outstanding and
177 shareholders of record and approximately 6,153 beneficial owners who hold
their shares in street names.

Dividend policy

It has been our policy to retain earnings, if any, to finance the development

and growth of its business. We do not intend to pay dividends in the foreseeable
future.

Equity Compensation Plans
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Plan Category Number of shares to be Weighted-average exercise
issued upon exercise of price of outstanding
outstanding options and options and warrants
warrants

Approved by security holders 46,000 $7.97

Not approved by security 263,000 $5.60

holders

Total 309,000 $5.95
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND PLAN OF OPERATIONS

Some of the information in this Form SB-2 contains forward-looking statements
that involve substantial risks and uncertainties. You can identify these
statements by forward-looking words such as "may," "will," "expect,"
"anticipate," "believe," "estimate" and "continue," or similar words. You should
read statements that contain these words carefully because they:

o discuss our future expectations;

o contain projections of our future results of operations or of our financial
condition; and

o state other "forward-looking" information.

We believe it is important to communicate our expectations. However, there may
be events in the future that we are not able to accurately predict or over which
we have no control. Our actual results and the timing of certain events could
differ materially from those anticipated in these forward-looking statements as
a result of certain factors, including those set forth under "Risk Factors,"
"Business" and elsewhere in this prospectus. See "Risk Factors."

Overview

We own and operate Internet Service Providers in Hungary, Romania and Slovakia
through our subsidiaries, Euroweb Hungary, Elender, Euroweb Slovakia and Euroweb
Romania. On December 16, 2004, we sold Euroweb Czech and no longer have
operations in the Czech Republic. We operate in one industry segment, providing
Internet access and additional value added services to business customers.

Our revenues come from the following four sources:

o Internet Service Provider (Internet access, content and web services, other
services);

o International/domestic leased line and Internet Protocol data services;

o Voice over Internet Protocol services; and

o Facilities (sale, rental and maintenance of dark fiber between the Hungarian
border and the Romanian City of Timisoara).

For the services in the second and third points in Romania, our main customer in
2004 and 2003 was Pantel Rt, a related party.

O = Qo =
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As an Internet Service Provider, we generally did not build out optical fibers
in the past, instead entering into a number of agreements with infrastructure
owners and telecom companies to buy internet and telecom services and resell
them to our customers. We also provide value added services and more
comprehensive solutions to our customers (additional services through domain,
web, hosting, application development, technical support, VPN, advising, voice
services etc.) Such a structure enables our company to avoid significant capital
expenditures on network development. However, without our own infrastructure,
our ability to compete with other Internet Service Providers and telecom
companies is limited due to existing access costs. In order to mitigate the
impact of newly introduced cheaper technology and competition, we took several
steps, including the following:

Built strategic partnership with telecom companies;

Increased the value added services and offered more comprehensive solutions;
Introduced voice and international/domestic leased lines services;

Started to build its own optical fiber network in Romania; and

Made acquisitions to ensure economies of scale and utilize synergies.

O O O O O

This strategy has resulted in increased revenues and a reduction of losses since
2002 and has also increased our cash generating ability.

Related party transactions - Pantel Telecommunications Rt. (or "Pantel Rt.")

General: Our largest customer and supplier since early 2001 has been Pantel Rt.,
a Hungary-based alternative telecommunications provider. Pantel operates within
the region and has become a significant trading partner for Euroweb Romania
through the provision of a direct fibre cable connection which enables companies
to transmit data to a variety of destinations by utilizing the international
connections of Pantel Rt. As a result, Euroweb Romania became the preferred, but
not exclusive partner of Pantel Rt. for services in Romania. In addition to
this, Euroweb Hungary utilizes significant telecom services from Pantel Rt. Due
to the fact that a significant portion of our revenue is generated by
international/domestic leased line and Voice over Internet Protocol services, a
number of our representatives have moved to the premises of Pantel Rt. in order
to improve co-operation on international projects.

After the acquisition and consolidation of Euroweb Hungary and Elender Rt. in
2004, the balance and volume of transactions with Pantel Rt. has changed
significantly. First, the net receivable position in the past (related party
receivables less related party liabilities) has changed to a net liability

position through the large trade and loan liability position of Euroweb Hungary
to Pantel Rt. Second, sales dependency on Pantel Rt. (i.e. percent of
consolidated sales derived from Pantel Rt.) will decrease as Euroweb Hungary and
Elender Rt. have insignificant sales to Pantel Rt. Third, dependency on Pantel
Rt. as the main supplier of the Company increased as Pantel Rt. is also the main
supplier of Euroweb Hungary.

Transactions: Both Euroweb Hungary and Euroweb Romania engage in the following
transactions with Pantel Rt.:

(a) Pantel Rt. receives revenue from the provision of the following services to
the Company and its subsidiaries:

- Internet and related services;

— National and international leased and telephone lines;
- VOIP services;

- Consulting services; and

10
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— Interest on a loan to the Company.

The total amount of these services were USD $4,596,878 (2003: $4,290,341 -
restated) during the nine month period ended September 30, 2004 of which
$141,980 (2003: $163,539 - restated) 1is interest expense and consulting fees,
while the remaining balance is telecom related.

(b) Our company and our subsidiaries received revenue from the provision of the
following services to Pantel Rt.:

— Cost of international leased lines and local telephone lines in Slovakia and
Romania;

- International/national data and voice over internet protocol services for
Pantel;

- Internet and related services;

- Consulting services; and

- Commission.

Total value of these services were approximately $5,533,618 (2003:
$3,990,294 restated) in the nine months period ended September 30, 2004.

During the nine months ended September 30, 2004, direct sales to Pantel Rt. were
22% of total consolidated revenues. However, the dependency on Pantel is even
more significant. Some third party sales of Euroweb Romania involve Pantel Rt.
as the subcontractor/service provider for the international/domestic lines
(hence the revenues related to Pantel Rt. are greater than the amounts paid to
Pantel Rt.), and some third party customers are also clients of Pantel Rt.
outside of Romania (i.e. their relationship with Pantel is stronger than their
relationship with Euroweb Romania) .

Effective dependency on Pantel Rt. - taking into account direct and Pantel
Rt.-related sales - represents approximately 30% of total consolidated revenues

of the Company and approximately 85% of total sales of Euroweb Romania. There is
no such dependency in the case of Euroweb Hungary or Euroweb Slovakia.

With respect to pricing, agreements are made at market prices or a split of the
margin based on the financial investment into the specific services by each of
the parties. We alway considers alternative suppliers for each individual
project.

In 2004, KPN Telecom B.V. (the majority owner of Pantel Rt. and our largest
shareholder), announced its intention to divest its interest in Pantel Rt., with
certain sale agreements being signed with a view to final consummation in 2005.
If final consummation occurs, then Pantel Rt. will no longer be a related party
of our company. In addition, on January 28, 2005, KPN entered into a Stock
Purchase Agreement whereby it sold to CORCYRA 289,855 shares of our common stock
for US $1,000,000 on February 1, 2005 and has also agreed to sell its remaining
2,036,188 shares of our common stock on or prior to April 30, 2006. It cannot be
predicted in advance whether these changes will have an influence on the
business relationship between our company and Pantel Rt. However, our management
believes - although it cannot be assured - that the current business agreements
were made on arms—length principles and are beneficial to both parties, and
therefore significant changes may not occur.

Acquisitions

On February 12, 2004, we entered into a Share Purchase Agreement with a related
party, Pantel Rt. to acquire the remaining 51% of Euroweb Hungary shares that we
did not already own. Pantel Rt.'s majority shareholder is also KPN. As this was
a transaction between entities under common control (at the date of the
acquisition, KPN owned 50.17% of the voting common shares of our company and 75%
of the voting common shares of Pantel Rt.), the transaction was recorded in a

11
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manner similar to a pooling-of-interest, and accordingly the historical
consolidated financial statements have been restated to include the financial
position, results of operations and cash flows of Euroweb Hungary for all
periods presented. Since the purchase consideration was in excess of Euroweb
Hungary's book value, a deemed distribution to KPN was recorded which resulted
in a deduction from retained earnings at the date of the transaction.

On February 23, 2004, we signed an agreement to acquire all of the outstanding
shares of Elender Rt., a leading ISP in Hungary. The consideration of $9,142,572
consisted of $6,500,000 in cash and 677,201 of our common shares valued at
$2,508,353 excluding registration costs, and $134,219 in transaction costs. The
acquisition closed on June 9, 2004, which is the starting date of consolidation.
We are required to register the shares of common stock issued in connection with
the Elender Rt. acquisition.

Results of Operations

Nine-month Period Ended September 30, 2004 Compared to Nine-month Period Ended
September 30, 2003

With the inclusion of Elender Rt. in the profit and loss statements from June 9,
2004, revenues and costs have increased significantly, however the $815,342 loss
from operations for the nine months ended September 30, 2004 was impacted by two
main factors:

o $400,000 spent on a special marketing campaign due to the acquisitions of
Euroweb Hungary and Elender Rt. together with a renewed "Euroweb" brand
introduction; and

o amortization of $245,744 related to the customer contracts of Elender Rt.
being amortized over a period of three years.

We finalized the organizational merger of Euroweb Hungary and Elender Rt. in the
fourth quarter of 2004, and expect to realize certain synergy effects from 2005
onwards. While our purchase of Elender closed on June 9, 2004, the legal merger
of our subsidiaries, Elender and Euroweb Hungary, was completed at the beginning
of November 2004.

Revenues
Nine months ended September 30, 2004 2003 (restated)
Total Revenues $ 25,165,601 $ 17,181,573

We experienced a 46% revenue growth, or an increase of $7,984,028, for the nine

months ended September 30, 2004 compared to the nine months ended September 30,

2003. The increase was mainly due to the Elender Rt. acquisition and increase in
VOIP services.

The following table summarizes the main changes in revenue for each of our
revenue sources compared to the previous year:

Revenue / services 2004 (9 months Sept 2003 (9 months Sept % change
30) 30) - restated
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ISP activity $14,216,434 $8,907,044 +60%
Int./dom. leased line *(a)  $4,163,635  $4,772,953 (13)%
vorr @)  sees2,496  s3,256,785 o5y
Facilities @  $e3,03 248,791 (2%
Totar  s»s,1es,e01  si7,181,573 463
* — primarily Pantel or Pantel related sales,

(a) substantially all generated by the Romanian subsidiary

(b) generated by the Hungarian and Romanian subsidiaries.

ISP revenue analysis

87% (approximately $ 4.6 million) of the increase in ISP revenue is due to the
acquisition of Elender Rt. The remaining growth of ISP revenue (13%) can be
attributed to the weakness of the US Dollar (7%-13% deprecation of dollar)
depending on comparisons with Hungary, Slovakia or Czech) and organic growth
compared to the previous year. Due to economic conditions and pricing issues,
customers - having access type services - generally transfer from higher monthly
fee subscriptions (such as leased line) to lower monthly fee subscriptions (e.g.
ADSL) . Although the number of total customers has increased compared to previous
periods, revenue growth possibilities in this segment are limited due to the
structural change in utilized service types by the customers.

10
Leased Line revenue analysis

Revenue from international leased lines and IP data services produced by Euroweb
Romania has decreased by 13% compared to last year. This service is provided in
relationship with Pantel Rt.'s client base and services, and is generally
provided to a small number of Internet Service Providers, telecommunication
firms, and other international companies. Due to developments in the Romanian
market in the last few years, these individually agreed wholesale prices have
dropped (by at least 20% to more than 50%). Although we were able to obtain some
new customers and contracts to offset the reduction in prices, further decreases
in overall revenues from this source may be experienced in the future.

VOIP Service revenue analysis

VOIP services revenue 2004 (9 months 2003 (9 months Sept % cha
Sept 30) 30) - restated
Retail voice origination $748,020 $343,376 +118
Wholesale voice termination (a) $3,507,774 $1,771,724 98
Neophone prepaid phonecard (b) $2,436,702 $1,141,685 113
Total $6,692,496 $3,256,785 105
(a) substantially all generated by the Romanian subsidiary, and 100% sales to Pantel
(b) generated by Euroweb Rt. No such revenue generated by Elender Rt.
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11

Retail voice origination is provided to corporate customers over leased lines.
Such services enable the customers to reduce their costs of the international,
long distance and local calls which they initiate. These services are provided
to large number of clients in Hungary and Romania. We have experienced demand
for these services and increased traffic especially in Romania. These services
are denominated in local currency, and less than 10% of the increase can be
attributed to the depreciation of the US Dollar.

Wholesale voice termination represents voice minutes received from Pantel Rt.
and forwarded to Romanian telecommunication companies. Such services have
increased by 98%, but the margin has fallen significantly in 2004 as we changed
our wholesale voice termination business model in the middle of 2003, which
resulted in an approximate 10% reduction in wholesale margins. It is a price
sensitive service which is also affected by the regulatory environment in
Romania. The service bears a high risk that the voice traffic may be completely
eliminated if a strategic decision is made by Pantel to use alternative
providers or customers can obtain better termination rates from competitors and
this may occur at any time, although the impact on consolidated level will be
limited as margins are low. The currency impact of the weakened US Dollar is
less than 10%.

Neophone prepaid phonecards enable users to make cheaper international calls
compared to the rates of the incumbent telecom operators, and were first
introduced three years ago in Hungary. During this time, the number of users and
voice traffic has continuously and significantly increased. In the nine months
ended September 30, 2004, revenues from phone cards increased by 113% compared
to previous years, which was mainly due to volume increases, while the
appreciation of the Hungarian Forint has improved revenue by approximately 8%.
From 2004, the competition has introduced aggressively low prices: up to 50%
discounts depending on the destination of calls compared to previous periods.
Consequently, hawse have also had to reduce our prices, and so this development
may impair the increase of such revenues in the following quarters.

Facilities revenue analysis

Revenues from facilities consist of lease and sale of fiber optic cables. In
2003, a fibre optic sale transaction resulted in revenues of approximately
$190,000. This sales revenue is not expected to continue in the future.

Geographic revenue analysis

The following table summarizes the main changes in revenue compared to the
previous year with respect to the geographical source of revenue:

Revenue/country 2004 (9 months Sept 2003 (9 months Sept Change in
30) 30) - restated %

Czech Repuplic  $73,844  ssea, 315  (18%)

Slovakia  $2,001,760 $2,469,216 18%

hungery  $12,434,830  $6,280,734 o8%

Romamia  $9,092,167 §7,537,308 215
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The decrease of 18% in the Czech Republic is the result of two factors:

o a decrease of 24% in the ISP business due to a reduced customer base compared
to previous years; and

o an increase due to the strengthening of the Czech Koruna against the US
Dollar.

As a result of the continuing losses of Euroweb Czech, this subsidiary was sold
on December 16, 2004.

The increase of 18% in Slovakia is due to an increase in domain registration
o

revenue (3%) and the remaining increase is due to the strengthening of the
Slovak Koruna against the US Dollar.

Elender Rt. is consolidated from June 9, 2004, and the Hungarian operations have
almost doubled, mainly (78%) due to this acquisition. Approximately 12% of the
increase in Hungary is because the Hungarian Forint has also strengthened
against the US Dollar (approximately 8%) and due to organic growth (4%).

The Romanian operations have experienced a 21% revenue increase compared to the
prior period due to increased wholesale voice termination (113%) and ISP revenue
(40%), while a decrease was realized in revenues from international/domestic

leased lines (13%).

12

Cost of revenues (excluding depreciation and amortization)

The following table summarizes our cost of revenues (excluding depreciation and
amortization) for the nine months ended September 30, 2004 and 2003:

Nine months ended September 30, 2004 2003-restated

Total cost of revenues (excluding depreciation and amortization) $16,061,815 $10,891,112

Cost of revenues (excluding depreciation and amortization) comprise mostly
telecommunication expenses. The increase of 47% is consistent with the overall
increase of revenues of 46%.

Compensation and related costs

The following table summarizes our compensation and related costs for the nine
months ended September 30, 2004 and 2003:

Nine months ended September 30, 2004 2003 -restated
Compensation and related costs = ———mmmmmmm —m e
$3,306,058 $2,418,226

Overall compensation and related costs increased by 37% (approximately $890,000)
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due to the following factors: increase due to acquisition of Elender Rt. in June
2004 ($305,000), increase due to severance pay for employees ($125,000),
increase due to sales commission to Euroweb Hungary employees for successfully
obtaining large contracts ($80,000), increase of salaries and payroll costs in
subsidiaries ($150,000), and increase in compensation and accrued bonus for CEO
($115,000) . The remaining increase is due to effect of appreciation of
Hungarian, Czech and Slovak currencies against the US Dollar.

Consulting and professional fees

The following table summarizes our consulting and professional fees for the nine
months ended September 30, 2004 and 2003:

Nine months ended September 30, 2004 2003 - restated

Total consulting and professional fees $2,158,069 $ 1,299,616

Overall consulting and professional fees increased by 66% (approximately
$860,000) due to the following factors: increase due to acquisition of Elender
Rt. in June 2004 ($535,000), increase ($155,000) due to legal and consultancy
costs associated with settling the VAT issue in Romania (see Note 18b of the
2003 audited financial statements) and the ICANN legal case (see Note 14d of the
2003 audited financial statements). The remaining increase ($170,000 or 13% of
the nine month ended September 30, 2003 costs) is due to increased legal and
consultancy costs associated with growth of the business.

Other selling, general and administrative expenses

The following table summarizes our other selling, general and administrative
expenses for the nine months ended September 30, 2004 and 2003:

Nine months ended September 30, 2004 2003 - restated
Total other selling, general and
administrative expenses $2,836,855 $ 1,963,853

13

Overall other selling, general and administrative expenses increased by 66%
(approximately $875,000) due to the following reasons: increase due to
acquisition of Elender Rt. in June 2004 ($560,000), increase in marketing costs
mainly due to the operational merger of Euroweb Rt. and Elender Rt. ($205,000),
and the remaining increase due to increase in insurance costs due to Officers
and Directors Insurance (a new policy effective from end of 2003).

Depreciation and amortization

The following table summarizes our depreciation and amortization for the nine
months ended September 30, 2004 and 2003:

Nine months ended September 30, 2004 2003 - restated

Depreciation $1,220,585 $1,250,836

Amortization of intangibles $245,744 $50,181
Total depreciation and amortization $1,466,329 $1,301,017

16



Edgar Filing: EUROWEB INTERNATIONAL CORP - Form SB-2/A

Depreciation has decreased by $30,251 in the nine months ended September 30,
2004 compared to the same period in 2003. Although depreciation increased by
$362,217 due to the acquisition and consolidation of Elender Rt., this was
offset by the reduction ($353,313) of depreciation in Euroweb Hungary Rt. due to
certain high-value computer equipment having been fully depreciated.

Amortization of intangibles of $245,744 in 2004 relates to certain customer
contracts of Elender Rt. which were recognized as intangible assets upon
acquisition of Elender Rt. In 2003, amortization of intangibles related to the
customer lists of Euroweb Romania (which were fully impaired in 2003).

Net interest income

The following table summarizes our net interest income for the nine months ended
September 30, 2004 and 2003:

Nine months ended September 30, 2004 2003 - restated

Interest income $165,746 $356,374

Interest expense $295,859 $128,240
Net interest income/ (expense) $(130,113) $228,134

The decrease in net interest income is due to the fact that (i) less
interest—-generating funds were available in this period than in the same period
of the previous year because funds were disbursed in connection with
acquisitions, (ii) the effective interest rate on these investments has
decreased over the periods in question (iii) securities expired on February 15,
2004, without new investments being made due to cash being needed to fund
acquisitions in 2004, and (iv) consolidation of Elender Rt. has increased
interest expense by $91,639 due to loans outstanding, and therefore reduced net
interest income.

14

Twelve-month Period Ended December 31, 2003 (restated) Compared to Twelve-month
Period Ended December 31, 2002 (restated)

The acquisition of Euroweb Hungary was a transaction between entities under
common control, and therefore the transaction was recorded in a manner similar
to a pooling-of-interest (see Note 2 of audited restated consolidated financial
statements for 2003 and 2002 attached to this filing), and accordingly the
historical consolidated financial statements have been restated for all periods
presented.

We reduced our loss from operations from $7,056,659 in 2002 to $2,183,628 in
2003. A majority (88%) of the reduction was related to the elimination and
reduction of certain items including severance to officers, and impairment of
intangibles and goodwill.

Revenues
Year ended December 31, 2003 2002
Total Revenues $ 23,280,720 $ 19,477,420
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We experienced 20% revenue growth, or an increase of $3,803,300, for the year
ended December 31, 2003 compared to the year ended December 31, 2002. The
revenue change was mainly due to the VOIP services representing 44% of the total
increase, while ISP revenue represented 38% of the total increase. Due to an
approximately 15% weakening of the US Dollar (exact percentage varying 