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RESULTS UPDATE
Degem Bhd Price: | RM 0.645 @ 29 Nov 05
(DGEM) Market capitalisation: | RMS1.27mn
Board: | Main
Sector: | Consumer Products
Stock Code: | 7119 Recommendation: | SELL
Key stock statistics 2003 2004 RQuarlterlz 2%&4 2%35 2%5 Chanee  Change
EPS (sen) 10.42 8.38 Hesults _ = =
P/E 5‘;)5 7:40 RMmn RMmn RMmn QoQ% YoY %
Dividend/Share (RM) 001 0.04 gevem'w 344 26.1 30.0 15.1 (12.7)
: : t
NTA/Share (RM) 0.70 0.76 pine 47 27 28 32 @)
Book Value/Share (RM) 0.70 0.76 EBITDA 47 2.7 2.8 32 (417)
Issued capital (mn shares) 63.00 126.00 g;ezensstes 0.3) 0.3) 0.4) 253 218
52-weeks Share Price Range RMO0.67- RMO0.84- Prep—tax
(RM) RM1.53 RM1.54 P 44 24 24 0.3 (46.4)
rofit
Net Profit 3.4 1.5 1.5 2.9 (55.4)
Government - Operating
Qthers (spesify) Legion Master Sdn Bhd (51.72%) Profit Margin 13.7 10.2 9.2 (10.4) (33.2)
(%)
EBITDA
Margin (%) 13.7 10.2 9.2 (104)  (332)
Per Share Data 2002 2003 2004  2005E EZ;E’; %) 12.8 9.0 7.9 (129)  (38.5)
Book Value (RM) 1.85 0.70 0.76 0.79 Net Margin 9.9 57 5.1 (10.6) (48.9)
Cash Flow (sen) 927 - - 2.00 (%) ' ’ ' ‘ '
Earnings (sen) 18.62 1042 838 5.74 EPS (basic) 2.7 111 114 27 (79
Dividend (sen) 5.00 2.50 3.00 2.50
Payout Ratio(%) 26.85 23.99 35.79 43.57 c p .
umulative Quarterly
PER (x) 4.03 7.20 8.95 11.24 Results 3Q04 3Q05 Change
P/Cash Flow (x) 8.09 - - 32.25 RMmn RMmn YTD %
P/Book Value (x) 0.41 1.07 0.98 0.81 Revenue 94.1 82.0 (12.9)
Dividend Yield (%) 6.67 333 4.00 333 Operating Profit 14.4 82 (42.8)
ROE (%) 15.12 1488 1100  9.04 EBITDA 14.4 8.3 (422)
Net Gearing (x) 742 6.79 1.63 118 Interest Expenses (0.9) (1.1) 228
Pre — tax Profit 135 72 (46.6)
Net Profit 9.7 49 (49.3)
. Operating Margin (%) 153 10.0 (34.4)
PY—LH{C“:;’ iy Dlgc”’”” 2002 2003 2004 2005E EBITDA Margin (%) 153 10.1 (33.6)
. . i1 (O,
Revenue 1023 1140 1353 11.05 ;ret ;3{" M,arg;; (%) ig'i g‘g (if‘?
EBITDA 193 223 196 14.4 et Margin (%) : : (41.7)
Depreciation (1.4) (1.6) (1.8 (1.8) EPS (basic) 7.73 3.71 (52.0)
Interest Expenses (1.1) (1.3) (1.6) (1.3)
Pre-tax Profit 16.9 19.4 16.2 11.3
Taxation (3.8) 4.6) (4.0 (3.2)
Net Profit 11.7 131 106 7.7 1.0 Results Commentary
EBITDA Margin (%) 18.9 19.5 14.5 13.0
Pre-tax Margin (%) 16.5 17.0 12.0 10.2 The Group 3Q FYO05 recorded a lower revenue of
Net-Margin (%) 11.5 115 7.8 6.9 RM30.0mn as compared to RM34.4mn a year ago.
Revenue Growth (%) 232 11.5 18.7 (11.9) : 0
EBITDA Growth (%) 151 2459 16.0 Q18) Net profit declined 55.4% from RM3.4mn to
Pre-tax Growth (%) 202 146  (163)  (26.1) RM1.5mn compared to last year. The lower sales and
Net Growth (%) 16.3 11.9  (19.6) (242) net profit were mainly due to stiff competition and

weak consumer spending on jewellery.
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Compared to its preceding quarter, revenue shown an
increase of 14.9% from RM26.1lmn to RM30.0mn
due to successful sales campaign conducted by the
Group. However, its net profit maintained at
RM1.5mn as a result of lower margin.

2.0 Outlook

The Group had been experiencing a decline in PBT
margin since 1Q FY04. We anticipate the trend to
continue for FYO05 due to stiff competition and a
weaker consumer purchasing power. In order to
maintain the sales, the Group lowered the price which
resulted a lower margin. We believe its net profit
would not improve owing to higher cost of operations
especially in promotion and advertising.

PBT Margin for Degem from 1Q FY04 until 4Q FY05
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Inventories had been growing y-o-y since 2001. We
foresee the level of inventories will increase
approximately 7% to RM132mn due to overstock.

Lower production activities and trade activities can
be seen from a big decline in its trade receivables as
well as trade payables comparing the quarter against
its preceding FY end. Trade receivables and trade
payables declined by 88% and 42.3% respectively
during the period.

3.0 Recommendation

Annualised revenue and EPS FY05 of RM109.3mn
and 4.94sen are 12.9% and 38.2% lower than our
expected RM125.4mn and 9.01sen respectively. The
unexpected lower net profit was due to lower margin.

Due to its consistent declining quarterly results, we
lower our EPS from 8.4sen to 5.7sen for FYO0S5.
Based on its prospective EPS FY05, we revised our
valuation from RMO0.68 to RM0.46, pegging the PE
at 8x. The fair value may seem much lower. However
for its consistent non performing results, weak
market sentiment as well as weak consumer spending
on jewellery, both the multiple and EPS seem
reasonable. We maintain our sell recommendation on
Degem.

4.0 Share Price Chart
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DEGEM (Stock code: 7119) — Down Trend
Ending

Resistance: 0.81
Support: 0.50

Share price is at 0.61 on 30/11/05. The current down
trend — since the 1.81 high in March 2004 — is
nearing the end due to the oversold situation. The
downside is likely to be limited to the lower trendline
at 0.50. Upside is at 0.81.

The accuracy or completeness of the information provided herein is not guaranteed and opinions are subject to change without notice. This report is for information of clients only and should not
be construed as a solicitation for contracts. We accept no liability for any direct or indirect loss arising from the use of this document. We, our associates, directors or employees may have an

interest in the securities and/or companies mentioned herein.




