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Dark clouds swirling over the globe

HOLD

Serial System is a major trader for semiconductors and electronic
components with more than 20 years experience in the Asia Pacific region.
It also provides technology solutions and value-added services, such as
turnkey design, warehousing and logistics support. Its products are well
Fair Value S$0.06 diversified in the electronic chain, such as semiconductor, medical,
automotive, office automation, telecom and consumer electronics.

Current Price S$0.07
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N ‘ A better outlook for consumer electronics industry. After a sharp fall

oo thed W"MM from the semiconductor industry; we believe the CE industry is not immune

r e . - from this crisis although demand is generally more resilient. The US

oo consumer electronics industry is projecting a 0.6% yoy decline for the first
=l z time in years, according to the CEA. US Consumer electronics sales have
e declined in only four of the last 30 years, the last time was in 2001.

: i Aided by China market. Market researchers believe China and India
should be able to partially offset the lower demand from the US. China is
expected to account for 15% of the global consumer electronics revenue
this year. Though China will not be immune from the effects of a lingering
global recession, it is still one of the economies able to post economic

Stock Statistics growth this year with the government's policies to boost growth. The
diversified range of products offered should also help Serial System to

Market Cap S$42.2m reduce the impact of the downturn.

gg[{gw gigggg Prepared fqr the cr?sis . Mana}gemer_wt expects sliding dgmand _for electronic

Avg Vol (1 yr) 405,'080 products will negatively affect its bu5|_nes_s. The group will continue to focu_s

Shares on cost control as well as strengthening its balance sheet and cash flow in

Outstanding ~ 203-4M response to the uncertain economic environment.

Free Float . Initiating a Hold recommendation with S$0.06 fair v alue. This is pegged
at 0.5x CY09 price to book ratio, which is a slight discount to the peer
industry average. We expect the worst is not over yet but the share price
has largely priced-in most of the negative news. Our fair value of S$0.06,
translates into 9.6x FY09 PER and 7% yields.

Key Indicators
Key Financial Data

ROE 09F 4.5% (S$ m, FYE Dec) 2007 2008 2009F 2010F 2011F

ROA 09F 2.3% Sales 476.2 510.6 485.0 509.3 560.2

P/BK 0.61x Gross Profit 41.5 46.7 43.7 47.9 53.2

Net gearing 0.18x Net Profit 7.3 6.0 3.7 4.6 5.5

EPS (cents) 1.2 1.0 0.6 0.8 0.9

: EPS growth (%) 188.5 17.3 39.4 26.5 19.6

Major Shareholders PER (x) 58 ( 7.3 (11.3 9.1 7.6
Derek Goh Bak Heng 35 7% NTA/share (cents) 11.3 11.6 11.6 12.0 12.4
Goi Seng Hui 13.9% D_PS (cents) 2.0 0.6 0.4 0.4 0.5
Div Yield (%) 28.6 8.3 5.9 5.9 7.1
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Company Background

Serial System was established in Singapore in 1988 as a distributor of
semiconductors and electronic components in the Asia Pacific region, offering design
support, materials planning, inventory management, programming and assembly
services. It is also a provider of technology solutions and value-added services, such
as turnkey design, warehousing and logistics support. Its products are well diversified
in the electronic foodchain, such as semiconductor, medical, automotive, office
automation, telecommunication and consumer electronics.

The group started operations in a 1,200 sq ft office at Golden Mile Tower, Singapore.
Today, the group has expanded into China, Hong Kong, Malaysia, Korea, Taiwan,
and Thailand. It listed on SESDAQ in 1997 and promoted to SGX mainboard in July
2000.

Products and services

Semiconductor and electronics components - Serial Microelectronics Pte Ltd
(SMPL) focuses on the distribution of semiconductor and passive electronics
components in the Asia Pacific Region, providing local sales and marketing support,
value-added and design-in services to customers in the electronics manufacturing
field and maintains supplier brand focus and market share for their franchise partners.
Suppliers include Texas Instruments, Silicon Storage Technology, Avago
Technologies, Philips Semiconductors, Tyco Electronics, TT Electronics, Genesis
Microchip, Analog Devices Inc, Hitachi Global Storage Technologies, Micron
Semiconductor Asia, Wolfson Microelectronics and etc.
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Inventory management. The Enterprise Resources Planning (ERP) System is to
enhance efficiency and meet the highest expectation of its customers. By adopting an
‘under one roof’ strategy, the ERP integrates all the functions and departments
across the company. The integration serves all operational groups, from human
resource to finance to inventory management.
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Research and development (R&D)

The group has consolidated its R&D in a single agency known as Design Center
Advocacy Programmer (DCAP). DCAP is used to promote its R&D and cross-territory
sales of products and aims to integrate the group’s various businesses. Apart from
showcasing the technical competency of the group, DCAP also helps to create new
demand, enhance margins, and increase strategic leverage to key suppliers from the
group’s semiconductors/components distribution business. The group has three
design centers located within the Asia Pacific region:-

Singapore Design Center is involved in the design and development of embedded
digital audio and video appliances to suit the requirement of any OEM manufacturers
such as for entry-level LCDTV solution, competitive LCD Monitor solution and high
definition (up to WUXGA) LCD Display solution.

Korea Design Center is focused on developing complete solutions and products in
the communication segment through its subsidiary; BONA Technology Inc. BONA is
also the authorised value added reseller of Texas Instruments. Core technical
competency has been developed in the area of voice over internet protocol (VolP),
data/voice over cable modem (VoCM), global position system (GPS) receiver and
hands free Kit.

Shenzhen Design Center provides value-added design services to the original
equipment manufacturers (OEM) and original design manufacturers (ODM) located in
China and Hong Kong. The team creates and customises solutions to meet each
customer’s requirements. Complete reference solutions available are as follows: 1)
USB 2.0 MP3 Flash player; 2) USB 2.0 TV Box; 3) Low-cost VGA Digital Still
Camera; 4) Digital Audio Broadcast (DAB) with CD/Clock/FM; and 5) Small form-
factor mass storage solution.
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Outlook

Semiconductor industry outlook . According to Gartner, worldwide capital of
semiconductor equipment will decline 45.2% yoy in 2009 to a total spending of
US$16.9bn, following a 30% yoy decline in 2008. And in a gloomy view for next year,
Gartner said its “most likely scenario” would result in equipment spending of just
US$20.3bn in 2010, a 20.1% increase from 2009 but still well below traditional levels
of US$30 to $50bn.

This was shown when North America-based manufacturers of semiconductor
equipment posted only US$285.6m (-75% yoy) in orders for Jan 2009 (three-month
average basis) and a book-to-bill ratio of only 0.48x. According to the World Fab
Forecast report recently released by SEMI, 2009 spending on worldwide fabs
equipping front-end facilities is expected to hit the lowest levels since 1994.

For the semiconductor chip market, most market researchers are forecasting a back-
to-back decline. Gartner expects chips revenue to fall 24% yoy to US$194.5bn in
2009, a marked deterioration from its December outlook. At that time, Gartner had
forecast 2009 revenues to decline 16% vyoy. In-Stat also projected worldwide
semiconductor revenues will decline by nearly 20% yoy in 2009, and the industry will
not recover to 2007 levels until at least 2012.

Worldwide semiconductor capital and equipment spend ing forecast
(US$m) 2008 2009F 2010F 2011F 2012F 2013F
Semiconductor capital spending  44,577.8 23,863.4 27,828.9 38,924.3 48,339.4 42,283.2
Growth (%) (29.6) (46.5) 16.6 39.9 24.2 (12.5)
Capital equipment 30,831.4 16,888.8 20,283.4 28,826.5 35,327.2 29,964.5
Growth (%) (31.1) (45.2) 20.1 42.1 22.6 (15.2)
Wafer fab equipment 24,697.8 13,306.0 15,578.2 22,590.6 28,353.3 24,229.8
Growth (%) (31.4) (46.1) 17.1 45.0 255 (14.5)
Packaging & assembly equip. 3,681.1 1,968.6 2,563.2 3,371.7 3,823.6 3,124.5
Growth (%) (29.0) (46.5) 30.2 315 13.4 (18.3)
Automated test equipment 2,452.5 1,614.1 2,142.0 2,864.2 3,150.2 2,610.2
Growth (%) (31.0) (34.2) 32.7 33.7 10.0 (17.2)
Other spending 13,746.4 6,974.6 7,545.4 10,097.8 13,012.3 12,318.7
Growth (%) (26.0) (49.3) 8.2 33.8 28.9 (5.3)
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A slight decline projection for the US consumer ele ctronics from CEA . Following
a sharp fall from semiconductor industry; we think the CE industry is not immune from
this business downturn although the industry is generally more resilient. Will the
global electronics demand reach bottom and begin to recover? This depends on
when the US economy can stabilise, as it accounts for more than 30% of the industry.
The US consumer electronics industry is projected to generate US$171bn revenues
in 2009 or 0.6% yoy decline, according to the Consumer Electronics Association
(CEA). However, we think the number could be worsening, after most of the
electronic companies posted worse-than-expected 4QO08 results. US Consumer
electronics sales have declined in only four of the last 30 years, the last time in 2001.
Digital TV, gaming and smartphones continue to be major drivers.

China market will play a role . Early in the downturn, market researchers hoped
developing countries such as Brazil, Russia, India and China would be able to offset
the decline in revenue of consumer electronics from the US. China alone is expected
to account for as much as 15% of the global consumer electronics revenue by 2009.
Despite the Chinese government's efforts to keep the 8% GDP growth for this year,
we believe that China will not be immune from the effects of a lingering global
recession. However, we believe Serial System’s diversification into various
electronics products should be able to cushion the impact.

US consumer electronics industry growth
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2HO08 Financial Overview

2HO08 revenue dropped by 2% yoy to S$252m , on the back of a global financial and
economic crisis, which dampened demand for electronic products, especially in the
4Q08. 4Q08 sales slipped to S$110.8m (-16% yoy) when compared to S$131.6m in
4Q07. Overall FY08 sales grew 7% yoy driven mainly from North Asia (comprising
Greater China, South Korea and Taiwan), which posted a 5% yoy growth in turnover
due largely to increases in new customers and new products. North Asia accounted
for about 87% of the group’s total turnover. Operations in South and South East Asia
registered a 19% yoy increase in turnover, this was the result of increased sales
volume in Philippines, Thailand and India.

EBITDA margins improved by 70 basic pts yoy to 2.4% in 2HO08, as a result of
better gross margins and controlled operating costs. Despite that the lower financial
costs and lower effective tax rate, pretax and net profit declined 13% and 12% yoy
respectively. A S$2.9m forex loss was the main reason for this.

Improved balance sheet . The group generated S$17.4m positive free cash flow
during the year after shortening its cash conversion cycle by 8 days yoy. In view of
the uncertain economic environment, management adopted the strategy to closely
monitor inventories, tighten credit to customers and strengthen cash flows. As a result,
net gearing fell to 18% from 28% as at end-Dec 07. It declared a final dividend of 0.25
Scts. Together with its interim dividend of 0.33 Scts, full year dividend yield translates
into 9%.

Results comparison

FYE Dec (S$ m) 2H08 2HO7  yoy % FY08 FYO7 yoy % NRA

chg chg FYO9F
Revenue 252.1 258.2 2) 510.6 476.2 7 485.0
Operating costs (246.0) (254.0) 3) (500.6) (475.5) 5 (480.5)
EBITDA 6.1 4.3 42 9.9 0.7 1,397 4.6
EBITDA margin (%) 2.4 1.7 1.9 0.1 0.9
Depn & amort. (0.4) (0.6) (32) (0.9) (1.3) (32) (0.9)
EBIT 5.6 3.6 55 9.0 0.7) 1,443 3.7
Interest expense (1.1) (1.4) (24) (2.2) (2.6) a7) (2.5)
Interest & invt inc (0.1) 2.6 (103) 1.6 5.6 (71) 3.3
Associates' contrib (0.5) (0.3) 55) (0.5) (0.7) (26) (0.2)
Exceptionals 0.0 0.0 0 0.0 7.1 (100) 0.0
Pretax profit 3.9 4.5 (13) 8.0 8.8 (8) 5.3
Tax (0.8) (1.0) (18) (1.4) (1.3) 10 (1.1)
Tax rate (%) 19.8 21.2 17.3 14.4 20.0
Minority interests (0.3) (0.3) 7 (0.6) (0.2) 203 (0.6)
Net profit 2.9 8.8 (12) 6.0 7.3 a7 3.7
EPS (cts) 0.5 0.5 (12) 1.0 1.2 (17) 0.6

Net debt and net gearing
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Risks

Concern that the global economy takes a sharper tur  n for the worse. Consumer
demand for electronics, from computers to digital cameras, is drying up quickly amid
the financial crisis and the prospect of a lingering global recession. The pessimism in
the global economic outlook and rising unemployment coupled with the demand
contraction forecast for consumer electronics will likely negatively affect the group’s
businesses in the new financial year.

Risk of stock obsolescence. The dynamic and competitive nature of the distributor
makes it difficult to forecast inventory needs. If it fails to anticipate the demands of it
customers and manage inventory effectively, the group may accumulate large
amounts of obsolete inventory which will erode the bottom-line.

Risk of credit management . Improper management of credit can see recurrences of
cases similar to Vitelcom in year 2006. Serial System had to impair S$8.6m loss for
doubtful trade receivables from Vitelcom after the latter went into judicial
management.

Fluctuation foreign-exchange.  Serial System is exposed to fluctuations in foreign-
exchange rate. Most than 90% of its purchases are in USD and about 25% of group
sales are denominated in local currency, especially sales to Korea and Taiwan.
Adverse movements in the foreign exchange rate may have a negative impact.
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Management

Dr Derek Goh Bak Heng — Executive Chairman & Group CEO. He founded the
company as a sole proprietorship in 1988 and is involved in overall management for
the group. As executive chairman, he leads the board in charting the future direction
for the group. Dr Goh holds an Honorary MBA degree from the American University
of Hawaii and the Honorary Doctor of Business Administration in Marketing degree
from the Wisconsin International University. Dr Goh was also conferred the degree of
Honorary Doctor of Philosophy in Business Administration by the Kennedy-Western
University. He won the “Entrepreneur of the Year Award” in 1996, organised by the
Rotary Club of Singapore and the Association of Small and Medium Enterprises, and
supported by the Trade Development Board. In 1999, he was also conferred the
ASEAN Best Young Entrepreneur Award 1999 by the ASEAN Secretariat. On 29
March 2000, Dr Goh was conferred the World Association of Small and Medium
Enterprises (WASME) Special Honour Award by the World Association of Small and
Medium Enterprises. In 2004, Dr Goh was awarded the Public Service Medal by the
President of the Republic of Singapore.

Mr Chin Yeow Hon - Executive Director.  Mr Chin joined Serial System Ltd as an
applications engineer in July 1992. He was appointed an executive director on 20
October 1999 and group senior vice president in July 2000. In February 2001, he took
on the role of acting chief operating officer of Serial System Ltd. Mr Chin was last re-
elected as a director on 28 April 2005. Mr Chin holds an Electrical/Electronics
Engineering degree from the National University of Singapore.

Mr Alex Wui Heck Koon — Group Financial Controller. Alex joined the Group in
August 2000 and was appointed group financial controller in August 2006. He is also
the company secretary. Alex is a Certified Public Accountant with corporate advisory
and public accounting experiences gained with an international accounting firm. He
holds a Bachelor of Accountancy degree from the Nanyang Technological University.
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Valuation and Recommendation

Ready to battle out the down cycle. = The management expects sliding demand for
electronic products in both the consumer and industrial segments will negatively
affect its semiconductors/components distribution business. In spite of that, the group
will continue to adopt measures focusing on stringent cost control as well as
strengthening its balance sheet and cash flows in response to the uncertain economic
environment. Efforts will also be heightened to diversify product and customer base to
lessen the impact of falling demand.

We initiate a Hold recommendation with a S$0.06 fai r value. This is pegged at
0.5x CYO09 price to book ratio, which is a slight discount to the peer industry average.
We expect the worst is not over yet but the share price has largely priced-in most of
the negative news. Although management is confident FY09 sales can maintain at
S$500m level, we are projecting the FY09 sales will decline 5% yoy to S$485m, given
the deteriorating economic crisis. Nevertheless, our fair value of S$0.06, translates
into 9.6x FY09 PER and 7% expect yields.

#
Industry comparison
Actual Y1 Y2 EV/

Code Price  MktCap PER PER PER EBITDA PBR ROE Yield
Name (Local) (S$m) (x) (x) (x) (x) (x) (%) (%)
Average 55.8 4.5 6.3 7.5 7.8 0.56 10.0 7.2
SERIAL SYSTEM SERL SP 0.07 42.2 6.5 7.0 11.6 9.1 0.61 7.6 8.3
ADV POWER COMPON APC LN 11.50 55 3.4 nm nm 3.9 0.90 31.2 0.0
ASTI HOLDINGS ASTI SP 0.06 34.4 nm nm 25 13.6 0.42 -15.1 0.0
EASTON CO LTD 9995 JP 164.00 45.5 4.2 nm nm 4.9 0.19 4.3 3.0
ECS HOLDINGS LTD ECS SP 0.28 102.3 85 nm nm 4.8 0.43 13.1 5.4
HOWTEH TECHNOLOG 3114 TT 8.87 18.2 4.5 nm nm 6.1 0.50 11.1 21.2
TOPCO SCIENTIFIC 5434 TT 22.90 142.5 5.1l B.7 8.4 12.2 0.87 17.7 12.7

#
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Profit & Loss (S$ m, FYE Dec) 2007 2008 2009F 2010F 2011F
Revenue 476.2 510.6 485.0 509.3 560.2
Operating expenses (475.5) (500.6) (480.5) (505.0) (555.1)
EBITDA 0.7 9.9 4.6 4.2 5.1
Depreciation & amortisation (1.3) (0.9) (0.9) (0.9) (0.9)
EBIT 0.7) 9.0 3.7 3.3 4.2
Net interest & invt income 3.0 (0.5) 1.9 3.2 &3
Associates' contribution 0.7) (0.5) (0.2) 0.0 0.0
Exceptional items 7.1 0.0 0.0 0.0 0.0
Pretax profit 8.8 8.0 5.3 6.5 7.7
Tax 1.3) 1.4) (1.2) 1.3) (1.5)
Minority interests 0.2) (0.6) (0.6) (0.6) 0.7)
Net profit 7.3 6.0 3.7 4.6 5.5
Wt. shares (m) 603.4 603.4 603.4 603.4 603.4
Shares at year-end (m) 603.4 603.4 603.4 603.4 603.4
Balance Sheet (S$ m, as at Dec) 2007 2008 2009F 2010F 2011F
Fixed assets 6.9 6.2 6.0 5.7 55
Intangible assets 11.0 9.8 9.8 9.8 9.8
Other long-term assets 15.0 171 171 171 171
Total non -current assets 329 33.0 32.8 32.6 32.4
Cash and equivalents 15.4 15.4 16.0 13.8 14.0
Stocks 65.8 40.7 49.0 53.1 57.8
Trade debtors 61.6 52.7 57.0 61.3 66.6
Other current assets 5.8 553 5.4 6.4 7.8
Total current assets 148.5 114.2 127.5 134.6 146.1
Trade creditors 55.2 28.8 48.5 50.9 56.0
Short-term borrowings 27.2 28.4 24.3 25.5 28.0
Other current liabilities 8.2 6.6 5.7 6.1 6.5
Total current liabilities 90.7 63.7 78.5 82.5 90.5
Long-term borrowings 10.2 2.0 0.0 0.0 0.0
Other long-term liabilities 0.5 0.5 0.1 0.1 0.1
Total long -term liabilities 10.7 2.5 0.1 0.1 0.1
Shareholders' funds 79.0 79.6 79.7 82.0 84.7
Minority interests 1.1 1.4 2.0 2.6 353
NTA/share (S$) 0.11 0.12 0.12 0.12 0.12
Total Assets 181.4 147.2 160.3 167.2 178.5
Total Liabilities + S ’holders' funds 181.4 147.2 160.3 167.2 178.5
Cash Flow (S$ m, FYE Dec) 2007 2008 2009F 2010F 2011F
Pretax profit 8.8 8.0 5.3 6.5 7.7
Depreciation & non-cash adjustments (0.7) 7.9 1.7 1.8 1.8
Working capital changes (3.0) 2.3 5.2 (8.1) (7.4)
Cash tax paid (1.5) (0.5) (1.8) (0.6) (0.7)
Others 0.0 0.0 0.0 0.0 0.0
Cash flow from operations B355) 17.7 10.4 (0.4) 1.4
Capex (0.8) (0.3) 0.4) (0.4) (0.4)
Net investments & sale of FA 19.1 3.2) 0.0 0.0 0.0
Others 0.3 0.2 1.2 1.8 1.7
Cash flow from investing 18.5 (3.4) 0.7 1.3 1.2
Debt raised/(repaid) (9.9) (7.1) (6.1) 1.2 2.5
Equity raised/(repaid) 7.3 0.0 0.0 0.0 0.0
Dividends paid (7.1) (3.2) (2.5) (2.5) (3.0)
Cash interest & others (9.8) (4.0) (2.9) (2.9) (2.9)
Cash flow from financing (19.5) (14.4) (10.5) (3.2) (2.4)
Change in cash 2.5 (0.0) 0.6 (2.3) 0.3
Change in net cash/(debt) 12.4 7.1 6.7 (3.5) (2.3)
Ending net cash/(debt) (22.0) (14.9) (8.2) (11.7) (14.0)
KEY RATIOS (FYE Dec) 2007 2008 2009F 2010F 2011F
Revenue growth (%) 30.7 7.2 (5.0) 5.0 10.0
EBITDA growth (%) 107.6 1,397.5 (54.0) (7.2) 21.0
Pretax margins (%) 1.8 1.6 11 1.3 1.4
Net profit margins (%) 85 1.2 0.8 0.9 1.0
Interest cover (x) 4.4 4.7 4.6 5.3 5.6
Effective tax rates (%) 14.4 17.3 20.0 20.0 20.0
Net dividend payout (%) 165.6 58.1 68.5 54.1 54.3
Debtors turnover (days) 46.1 40.8 41.3 42.4 41.7
Stock turnover (days) 52.6 41.9 37.1 40.4 39.9
Creditors turnover (days) 38.7 30.0 29.1 35.6 34.8
#
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NRA Capital Pte. Ltd is a participant in the SGX Research Incentive Scheme (RIS) and
receives a compensation of S$7,500 per annum for each stock covered under the Scheme.
This publication is confidential and general in nature. It was prepared from data believed to be
reliable, and does not have regard to the specific investment objectives, financial situation and
the particular needs of any specific person who may receive this report. No representation,
express or implied, is made with respect to the accuracy, completeness or reliability of the
information or opinions in this publication. Accordingly, neither we nor any of our affiliates nor
persons related to us accept any liability whatsoever for any direct, indirect or consequential
losses (including loss and profit) or damages that may arise from the use of information or
opinions in this publication. Opinions expressed are subject to change without notice.

NRA Capital Pte. Ltd. and its related companies, their associates, directors, connected parties
and/or employees may own or have positions in any securities mentioned herein or any
securities related thereto and may from time to time add or dispose of or may materially
interested in any such securities. NRA Capital Pte. Ltd. and its related companies may from
time to time perform advisory, investment or other services for, or solicit such advisory,
investment or other services from any entity mentioned in this report. The research
professionals who were involved in the preparing of this material may participate in the
solicitation of such business. In reviewing these materials, you should be aware that any or all
of the foregoing, among other things, may give rise to real or potential conflicts of interest.
Additional information is, subject to the duties of confidentiality, available on request.

Co. Reg. No.: 199904258C
36 Robinson Road
#12-05/06 City House
Singapore 068877

Tel: (65) 6236 6878

Fax: (65) 6222 0093
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