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Investment gain

12 March 2008

Snapshot P&L Key ratios (FYO8F)
Speculative

Recommendation Buy (Y/E Dec) FY2006 FY2007 FY2008F | PER

Current Price S$0.075 Revenue (S$m) 364.4 476.2 547.6 P/BV

Target Price S$0.105 Pretax -4.1 8.8 8.0

No of Shares 603.4m Earnings -5.0 7.3 6.5 ROE 7.9%

Market Cap S$45.3m EPS (Scts) -1.4 1.9 1.1 Net gearing 22.6%

Year Hi/Lo S$0.23/0.065 | EPS growth (%) n.m. n.m. -45 Current ratio

Source: SIAS Research, Bloomberg

FQO7 Results Update

S$m FYO7 FYO6 %o Chg
Revenue 476.2 364.4 31
Gross Profit 41.5 35.8 16
Net Profit 7.3 -5.0 n.m.
Gross Margin 8.7 9.8 -11.2
Net Margin 1.5 n.m. n.m.

n.m. = not meaningful
Source: Company, SIAS Research

= FYO7 net profit was $7.3m compared with
a loss of S$5.0m the previous year.
Other operating income was $13.4m
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which includes $7.1m gain from the sale
of the 10.7% interest in Wintech
Microelectronics and $0.9m revaluation
gain on investment properties. FYO7
revenue rose 31% to $476.2m mainly
due to strong sales contribution from a
new customer.

= The semiconductor /  components
distribution business generated $476.1m
in revenue. $0.04m was from other
businesses. Net profit from
semiconductor / components distribution
was $0.2m.

= Serial System declared two interim
dividend of 2.1 cts and 1.0 cts followed
by a final dividend of 0.2 cent during the
financial year.

Business Outlook
= According to Fitch, the global

semiconductor industry will grow in the
low single-digit range in 2008.

Serial System strategy is to focus on
turnover growth, either organically or
through acquisitions, to achieve higher
economies of scale. Competition is
expected to remain intense while rising
costs will continue to affect margins and
profitability.

Serial System has been finding it tough to
generate consistent profit from its core
operating activities. Going forward, the
business environment will remain tough.

Valuation & Recommendation

Forecast: Given past trends, we expect
further acquisitions and divestments this
year. And we are forecasting a 15%
growth in revenue. Inconsistent
performances over past five years,
receivables  write-downs, gain from
divestments and other non-recurring
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items make it challenging to forecast
earnings for Serial System.

* Nonetheless, if we assume other
operating income to be half that in FYQ7,
our net profit forecast would be S$1.1m.
Pegging other operating income to that of
FYO7, would result in FYO8 net profit of
S$6.5m. Following expected revenue
growth and FYO7 acquisitions made below
market value, therefore potential gains
from divestments, we presume the
second scenario to be more appropriate.

Peer comparison

Recommendation: We would value
Serial System on a Price-to-Book (PB)
basis due to inconsistency in and low
quality of earnings. Its peers trade at a PB
of 0.8x. Given potential shares dilution
and/or decrease in equity, using 0.8x
PBO7, a discount to book value, is
reasonable. This would value Serial
System at 10.5 cts. Given this target
price, we would rate Serial System a
Speculative Buy. (Johnny Kwon)

Company Price PEO7 PEOS8 ROE PB
S$
NUCLEUS ELECTRONICS LTD 0.135 6.6 N.A 13.2 0.8
EXCELPOINT TECHNOLOGY LTD 0.09 25.9 N.A 2.7 0.7
ACHIEVA LTD 0.13 13.1 N.A 7.6 1.0
WILLAS-ARRAY ELECTRONICS 0.185 7.7 7.2 12.0 0.9
WESTECH ELECTRONICS LTD 0.23 3.7 3.5 18.5 0.7
UNIDUX ELECTRONICS LTD 0.07 15.9 N.A 3.8 0.6
Average 12.2 5.4 9.6 0.8

Source: Bloomberg
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Financial Table and Ratios

Year End December FYO5 FYO6 FYO7 FYO8F
Profit & Loss (S$m)

Total income 303.7 364.4 476.2 547.6
Pretax -5.1 -4.1 8.8 8.0
Earnings -6.0 -5.0 7.3 6.5
EPS (weighted average — S cts) -1.97 -1.36 1.94 1.07
EPS (fully diluted — S cts) -1.92 -1.33 1.79 0.87
Balance Sheet (S$m) FYO5 FY06 FYO7 FYO8F
Long Term Assets 67.9 50.4 32.9 32.3
Current Assets 128.6 134.5 148.5 177.4
Current Liabilities 89.1 86.1 90.7 111.5
Long Term Liabilities 21.6 15.7 10.7 13.5
Total Equity 85.8 83.2 80.0 84.6
Cash Flow (S$m) FYO5 FYO6 FYO7 FYO8F
Operating Cash Flow -10.0 -11.9 3.5 3.2
Investing Cash Flow -4.9 20.7 18.5 -0.2
Financing Cash Flow 21.4 -10.3 -14.1 4.6
Net Cash Increase/(Decrease) 6.4 -1.6 2.5 7.7
Financial Ratios FYOS5 FYO6 FYO7 FYO8F
Revenue Growth (%) -3.2 20.0 30.7 15.0
Earnings Growth (%) N.M N.M N.M. -11.2
Gross Margin (%) 11.0 9.8 8.7 8.7
Net Margin (%) -2.0 -1.4 1.5 1.2
Current Ratio (x) 1.4 1.6 1.6 1.6
Book value per share (S cts) 23.5 22.8 13.3 14.0
Net Debt / Equity (%) 46.7 41.3 27.5 22.6
Return on Equity (%) -7.3 -5.9 8.9 7.9
Return on Asset (%) -3.4 -2.6 4.0 3.3
Valuations FYO5 FYO6 FYO7 FYO8F
Price to sales (x) 0.1 0.1 0.1 0.1
PER (X) N.A N.A 3.9 7.0
Price to book (x) 0.3 0.3 0.6 0.5

Source: Company, SIAS Research
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About the Company

Serial System started business as a distributor of electrical and electronics components
in July 1988. It was incorporated on 22 April 1992 as a private limited company. In
1994, Serial System embarked aggressively beyond Singapore's shores to establish
Serial System (Thailand), with Taiwan being included within the same year. By 1995, the
Company was the appointed distributor for Texas Instruments in Taiwan and its locales.
In recent years, it set up operations in Hong Kong and China. Its main business is the
semiconductors/components distribution.

Price—Volume Chart

Last Price . . . F0AG0
High on 0QUZ2M07 H H
Porerage

Low on 0152308

FO.140

0120

0100

- 0030

pS.000m

F<000m

. :
---------------------------------------- -------- - ——————————————J:————————-2.UDUm

J‘-I I.ll.l..l.l.l_l]lll----l.l-l. llll. ..|.l.....l...._l_-_l]_,.lnll.__..D
Sep 28 ' ot 31 Mow 30 Dec 31 e ET Feb 29
2007 I
Australia &1 2 9777 200 Brazil 5511 2042 4500 Europe 44 20 7220 300 Germong 42 &2 2204 1210 Hong Kong 2952 2977 <000
Jopon §1 3 3201 300 Singopore 65 6212 1000 .5, 1 212 318 2000 Copyright 2005 Eloomberg Finance L.F.

EE13-1201-0 11-Mor—2003 14:21:45
Source: Bloomberg

DISCLAIMER

SIAS Research produced this report under the SGX-MAS Research Incentive
Scheme, and is compensated S$5,000 per annum for each company covered under
the Scheme.

As of the date of the report, the analyst and his immediate family do not hold positions in the
securities recommended in this report.

This research report is based on information, which we believe to be reliable. Any opinions
expressed reflect our judgment at report date and are subject to change without notice. This
research material is for information only. It does not have regards to the specific investment
objectives, financial situation and the particular needs of any specific person who may receive
or access this research material. It is not to be construed as an offer, or solicitation of an
offer to sell or buy securities referred herein. The use of this material does not absolve you of
your responsibility for your own investment decisions. We accept no liability for any direct or
indirect loss arising from the use of this research material. We, our associates, directors
and/or employees may have an interest in the securities and/or companies mentioned herein.
This research material may not be reproduced, distributed or published for any purpose by
anyone without our specific prior consent.




