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(Unrevised) business results of Varteks d.d. for 2009

In 2009, Varteks d.d. operated in crisis conditions that began in the second half of 2008.

Apart from this, business subjects and the population have been experiencing financing problems, which led to more expensive and less available capital and higher interest rates. 

All of this led to more consumer caution in regards to debt accumulation and fear of potential future employment losses, which contributed to a drastic drop in durable and semi-durable goods sales, including clothing sales, which were amongst the first to be affected.

The strain increased even more through the introduction of a crisis tax and a higher VAT rate. 

In terms of oscillations in the exchange rate of the HRK against the EUR, fewer oscillations were noted in 2009 than in 2008, while the HRK went up against the EUR in the second half of the year.  

Retail marked a real drop of as much as 15.3% in comparison to sales realized in 2008. It is important to point out that the drop in clothing sales amounted to as much as 20.7%, which was also noted in corporate business results, while a Gfk survey from September 2009 shows that 52% of households were doing worse financially than a year before. The crisis has forced many to change their behavior while purchasing merchandise for day-to-day needs. In most cases, people generally bought less while previously analyzing what they really needed, while some completely refrained from purchasing certain products (as many as 70% of respondents). 

Surrounded by such negative conditions, the company realized an overall loss of HRK 98.8 million. Such a result was largely also caused by a drop in the value of receivables and loans given to affiliated companies, a drop in the value of customer receivables, a drop in the value of stock and reserves for future costs worth a total of HRK 47.3 million. 

Consumer apprehension and a drop in spending had a significant effect on the drop in revenues and the drop in the overall gross margin in relation to 2008. In 2009 the company realized overall revenues of HRK 401.2 million, which is 16.7% less than the revenues realized in 2008. The overall gross margin amounted to 19.7%, which represents a drop of 6.6 percentage points in comparison to the margin realized in 2008.

In the first half of 2009, Varteks realized a 10.4% drop in revenues in comparison to the same time period in 2008, while it marked a 21.5% drop in revenues in the second half of the year. In this period the full consequences of the introduction of the crisis tax, higher VAT, and consumer caution and apprehension in regards to shopping were felt, which indicates that the drop in spending was partially related to a real drop in household earnings and in addition to this the result of the psychological situation on the market.

In retail, Varteks realized a total of HRK 144.1 million in revenues, which constitutes 36% of the company’s overall revenues.

Within the context of its restructuring and the adaptation of the retail network in 2009, Varteks closed down a total of 8 sales points and opened 6 new ones, while content and assortment were changed in a large number of sales points. 

A total of HRK 132.3 million was realized in exports, which constitutes 33% of the company’s overall revenues. Most exports went to European Union member states and amounted to HRK 108.8 million. 

Through a cost analysis it becomes evident that the biggest drop was marked in payroll costs, which were cut by 5.2% or HRK 9 million as a result of the restructuring process (without the influence of severance pays the cut amounts to HRK 14 million or 9.1%), while the full effects of the restructuring will become visible in 2010. 

In 2009, the more difficult working conditions as well as the drop in revenues on the basis of products and goods sales led to difficulties in the regular settling of liabilities. With the aim to improve liquidity, the company activated its own resources by selling parts of its assets.

After the crisis year 2009, Varteks expects recovery to begin in the second half of the year and thus also more positive working conditions on most export markets, and on the domestic market in 2011. In case the tax encumbrance on the economy is reduced and in case interest rates on the capital market are cut, a faster recovery can be expected. 

Varteks will continue to restructure its business in 2010. Changes in the retail segment will continue through the planned increase in turnover per m² and per employee, and through the closing of more unprofitable sales points and the opening of new sales points in accordance with new market needs. 

The consolidation of the procurement of raw and production materials, as well as the procurement and delivery of products and merchandise on the market are expected, and in accordance with this, stabilization in market supply and offer as well. 

The company expects a further drop in payroll costs and other operating costs, as well as debt restructuring in accordance with the measures initiated in 2009.
