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Key Metrics COI‘In S Inc.
CONN - NASDAQ $6.22 . .
Pricing Date 11/27/2008 Ratl n g . H o I d
Price Target NA . .
52-Week Range 575506 3Q09 EPS ($0.35) - Ex-Fair Value Adjustment EPS at
Shares Outstanding (mm) 224 $0.11 - Below Expectations
Market Capitalization ($mm) $139.6
f’ns'\flf uﬁgre\;agngnaerI;\i;dume 222:;%2 Investment Highlights:
Debt/Total Capital 0.0% . F3QOQ ECPS (ex—non—gda%éggg gEeF))S of $i0d11 - §(1)5181 below Cc;;r]
ROE 12.1% estimate. Conn's report , excluding a $15.8mm non-
Book Value/Share $14.47 fair value adjustment (FVA) to the company's interest in securitized
Price/Book 0.4x assets, of $0.11. The results were $0.11 below our estimate due lower
Dividend Yield NM sdles, margins and an estimated $0.06 impact related to hurricane
LTM EBITDA Margin 8.46% expenses. Including the non-cash FVA, EPS were ($0.35) versus $0.17

LY.
EPS($) FY: January : * Sales down on FVA and (5.8%) comp store sales. Product sales
Prior  Curr.  Prior  Curr. increased 2.3% to $174mm with consumer electronics/track sales

2008A 2009E 2009E 2010E 2010E

offsetting home appliance declines. Same store sales of (5.8%) were

ij ;8:3;“ gjg . ggﬁ gféi g;‘i sightly positive in AugusiOctober yet (20%) in September (133
] store-days lost due to hurricanes). FVA's negatively impacted 3Q09 and
LL] 3Q-Oct 017 022 (035A 030 023 3Q08 sales $16mm and $4mm, respectively. While November comps
(N 4Q-Jan 057 049 039 058 049 appear to be trending positive, we are reducing our comp and sales
Y 168 164 O97E  168E  145E expectations going forward to reflect a potentially weakening economy
PIE 3.7 6.4x 4.3 and fewer projected store openings in FY 10.
Revenue($mm) = Fair value adjustment/lower merchandise margins drop gross
Prior  Curr.  Prior  Curr. mar gins. Gross margins declined Y/Y 690bps to 29.5% with the FVA
2008A  2009E  2009E  2010E  2010E and product margins negatively impacting results by 430bps and
1Q-Apr 2053 -~ 2186A 2356E  227.9E 270bps, respectively. Pricing competition could remain intense and
2Q-Jul 203.5 - 2185A  2266E  216.6E continue pressuring 4Q margins. SG&A was up slightly in dollars with
3Q-Oct 1894 2064E  1837A  2176E  2032E little growth, in dollars, expected going forward as new store growth
4Q-Jan 2259 2394E  2319E 2479E  230.5E expec‘[ations have been curtailed.
FY 8241 8829 827 9277E  8782E * Hurricane weakens credit portfolio dlightly - net charge-offs at
3.4%. Net charge-offs expanded Y/Y to 3.4% from 3.2% LY and 2.8%
in 2Q09 as hurricane disruption appeared to negatively impact
" ~ z collections. With roughly $50mm currently available under its
S AT e AL revolving credit facility and an escalator clause, that could expand
Y availability to $150mm, tied to receivable growth, capital to fund
a o w w ’ receivable growth appears sufficient for at least another 12 mths.
= Threestoresopened in 3Q/4Q - future growth put on hold. One new
T store opened in October with two opened in November. No new store

openings are currently planned. We had been anticipating 4 new unit

Company Description: Conn's Inc. (www.conns.com) operates as a openingsin FY 10.

specialty retailer of home appliances and consumer electronics in the

United States. It sells appliances, consumer electronics, lawn and * Reducing estimates on lower comp and gross margin expectations.

garden, furniture, and mattresses. Conn's Inc. was founded in 1890 We are reducing our F4Q09 EPS estimate $0.10 primarily on lower

and is headquartered in Beaumont, Texas. gross margin expectations and FY10 EPS estimate $0.23 on reduced
sales projections.

= Uncertainty over holiday sales and profitsremains - Maintain Hold
rating. With a challenging and highly promotional holiday season
expected, earnings visibility remains limited, as demonstrated by the
company's discontinuance of earnings guidance. We maintain our Hold
rating.

The Disclosure section may be found on pages 3 - 4 of this report.
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Conn's Inc. (CONN)

(In Millions, Except Per Share Data)

FY Q1 Q2 Q3 Q4 FY Q1 Q2 Q3 Q4E FYE Q1E Q2E Q3E Q4E FYE
2007 | Apr-07  Jul-07  Oct-07 Jan-08 ] 2008 | Apr-08 Jul-08 Oct-08  Jan-09 2009 Apr-09 Jul-09 Oct-09  Jan-10 2010
Sales 760.7 | 205.3 2035 189.4 2259 | 824.1 218.6 218.5 183.7 231.9 852.7 227.9 216.6 203.2 230.5 878.2
% Increase 8.4% 6.8% 11.7%  9.0% 6.3% 8.3% 6.5% 7.4% -3.0% 2.6% 3.5% 4.3% -0.9% 10.6% -0.6% 3.0%
Cost of Goods Sold 4731 | 126.3  127.4 1204  143.0 | 517.2 141.4 139.1 129.5 152.6 562.5 148.8 139.7 129.6 147.8 565.9
As % Sales 62.2% | 61.5% 62.6% 63.6% 63.3% | 62.8% | 64.7% 63.6% 70.5% 65.8% 66.0% 65.3% 64.5% 63.8% 64.1% 64.4%
% Increase 4.3% 51%  11.6% 13.7%  7.7% 9.3% 12.0% 9.1% 7.5% 6.7% 8.8% 5.3% 0.5% 0.1% -3.2% 0.6%
Gross Profit 287.6 | 79.1 76.1 68.9 82.9 | 307.0 77.2 79.5 54.3 79.3 290.2 79.1 76.9 73.5 82.8 312.3
Margin 37.8% | 38.5% 37.4% 36.4% 36.7% | 37.2% | 35.3% 36.4% 29.5% 34.2% 34.0% 34.7% 35.5% 36.2% 35.9% 35.6%
% Increase 16.0% | 9.7%  11.8%  1.7% 4.0% 6.7% -2.4% 4.4% -21.3% -4.3% -5.5% 2.5% -3.3% 35.5% 4.3% 7.6%
SG&A 225.0 59.2 62.1 61.9 62.1 245.3 60.4 62.9 62.4 63.0 248.6 62.0 63.0 63.0 62.0 250.0
As % Sales 290.6% | 28.8% 30.5% 32.7% 27.5% | 29.8% | 27.6% 28.8% 33.9% 27.2% 29.2% 27.2% 29.1% 31.0% 26.9% 28.5%
% Increase 23.1% | 10.0% 12.1% 10.2%  4.3% 9.0% 1.9% 1.3% 0.7% 1.5% 1.4% 2.7% 0.2% 1.0% -1.6% 0.6%
Provision for bad debt 1.5 0.6 0.3 0.6 0.4 1.9 0.3 0.3 2.8 1.4 4.8 0.7 1.1 0.5 1.1 3.4
Operating Profit 61.1 19.3 13.6 6.4 20.4 59.7 16.5 16.2 (10.9) 14.9 36.8 16.4 12.8 10.0 19.7 58.9
Margin 8.0% 9.4% 6.7% 3.4% 9.0% 7.2% 7.6% 7.4% -5.9% 6.4% 4.3% 7.2% 5.9% 4.9% 8.5% 6.7%
% Increase -3.7% | 6.0% 11.5% -41.8%  3.6% | -2.3% | -14.2% 19.1% NM -26.9% | -38.4% -0.9% -21.2% NM 31.8% 60.0%
Interest Expense 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.5 1.0 1.5 1.2 1.6 1.7 2.2 6.7
Other Income 1.4 1.1 0.3 0.1 0.1) 1.5 0.0 (0.0) 0.0 0.0 (0.0) 0.0 0.0 0.0 0.0 0.0
Pretax Profit 62.6 20.3 14.0 6.6 20.3 61.2 16.6 16.2 (11.4) 13.9 35.3 15.2 11.2 8.3 17.5 52.2
Margin 8.2% 9.9% 6.9% 3.5% 9.0% 7.4% 7.6% 7.4% -6.2% 6.0% 4.1% 6.7% 5.2% 4.1% 7.6% 5.9%
% Increase -0.7% | 10.6%  6.1% -41.3% 2.4% | -2.2% | -18.5% 16.2% NM -31.6% | -42.3% -8.4% -30.9% NM 25.5% 47.7%
Taxes(benefit) 22.3 7.4 43 2.5 7.3 21.5 6.0 6.0 (3.6) 5.1 13.5 5.6 4.1 3.1 6.5 19.3
Rate 35.6% | 36.4% 30.8% 38.6% 35.8% | 35.1% | 36.1% 37.0% 31.9% 37.0% 38.2% 37.0% 37.0% 37.0% 37.0% 37.0%
Net Income--Oper. 40.3 12.9 9.7 4.0 13.1 39.7 10.6 10.2 7.7) 8.8 21.8 9.6 7.1 5.3 11.0 32.9
Margin 5.3% 6.3% 4.7% 2.1% 5.8% 4.8% 4.8% 4.7% -4.2% 3.8% 2.6% 4.2% 3.3% 2.6% 4.8% 3.7%
% Increase -1.3% | 83%  13.0% -43.8% 3.1% | -1.6% | -18.2% 5.8% NM -32.9% | -45.0% -9.7% -30.9% NM 25.5% 50.6%
EPS--Operations 1.66 0.54 0.40 0.17 0.57 1.68 0.47 0.45 (0.35) 0.39 0.97 0.42 0.31 0.23 0.49 1.45
% Increase -1.7% | 9.8%  14.4% -43.8% 10.1% | 1.0% -12.5% 12.5% NM -31.8% | -42.3% -9.8% -30.9% NM 25.5% 50.3%
Shares Out. Diluted 24.3 24.1 24.1 24.2 23.0 23.7 22.6 22.6 22.4 22.6 22.6 22.6 22.6 22.6 22.6 22.6

Source: Company reports and Morgan Joseph estimates
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Required Disclosures

Rating and Price Target History for: Conn's Inc. (CONN) as of 11-27-2008

07/26/07 08/31/07 09/18/07
1:Buy:$34 Buy:$26 Hold:NA
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Created by BlueMatrix

I, Jeffrey Blaeser, the author of this research report, certify that the views expressed in this report accurately reflect my personal views
about the subject securities and issuers, and no part of my compensation was, is, or will be directly or indirectly tied to the specific
recommendations or views contained in this research report.

Research analyst compensation is dependent, in part, upon investment banking revenues received by Morgan Joseph & Co. Inc.

Morgan Joseph & Co. Inc. intends to seek or expects to receive compensation for investment banking services from the subject
company within the next three months.

Investment Banking
Services/Past 12 Mos.

Rating Percent Percent
BUY [B] 56.52 36.54
HOLD [H] 41.30 34.21
SELL [S] 2.17 0.00
Meaning of Ratings A) Buy means reasonable outperformance relative to the market (Russell 2000) over 12-18 months.

B) Hold means market-type (Russell 2000) risk adjusted performance; potential source of funds.
C) Sell means expected to underperform the market (Russell 2000) over 12-18 months.

Other Disclosures

The information contained herein is based upon sources believed to be reliable but is not guaranteed by us and is not considered to be
al inclusive. It is not to be construed as an offer or the solicitation of an offer to sell or buy the securities mentioned herein. Morgan
Joseph & Co. Inc., its affiliates, shareholders, officers, staff, and/or members of their families, may have a position in the securities
mentioned herein, and, before or after your receipt of this report, may make or recommend purchases and/or sales for their own
accounts or for the accounts of other customers of the Firm from time to time in the open market or otherwise. Opinions expressed are
our present opinions only and are subject to change without notice. Morgan Joseph & Co. Inc. is under no obligation to provide updates
to the opinions or information provided herein. Additional information is available upon request.

© Copyright 2008 by Morgan Joseph & Co. Inc.
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Morgan Joseph & Co. Inc.
600 Fifth Avenue, 19th Fl
New York, NY 10020

Tel. 212.218.3700

Fax. 212.218.3789

Sales and Trading
New York

Tel. 212.218.3767
Fax. 212.218.3705
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Pittsford
Tel. 877.237.6542
Fax. 585.899.6029
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