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S E R I A L  S Y S T E M

Proposed Capital Reduction And Selling Its Stake In Wintech

Net EPS EV/
Year to Turnover EBITDA Profit EPS Growth PE EBITDA DPS
31 Dec (S$m) (S$m) (S$m) (¢) (%) (x) (x) (¢)

2004 313.6 (2.5) (4.0) (1.32) n.a. n.a. n.a. 0.3
2005 303.7 (1.3) (6.0) (1.97) n.a. n.a. n.a. 0.0
2006F  332.1  4.6 (0.0) 0.00 n.a. n.a. 19.2 0.0
2007F  348.7  4.6 0.6 0.15 n.a. 96.9 19.3 0.0
2008F  366.1  5.7 1.7 0.46 196.1 32.7 15.5 0.0

Capital reduction to write off S$21.8m of accumulated losses.  Serial System
has proposed a capital reduction exercise to write off its accumulated losses
of S$21.8m.  These were attributable to provisions for impairment of
investment in certain subsidiaries and provisions for inter-company
receivables from these subsidiaries.  Provisions made were due to losses in
the consumer digital appliances, information technology solutions and
investment holding businesses.

No impact on earnings.  The capital reduction exercise will not affect
Serial's  earnings, NTA and gearing.  No capital will be returned to
shareholders and the number of shares held by shareholders after the
exercise will remain the same.

Proposed disposal of Wintech to fund expansion plans and to pare down
debt.  Serial also proposed to sell its 21% stake in Wintech Microelectronics.
Proceeds are intended to: a) fund its expansion plans in China, Hong
Kong, Taiwan and South Korea, b) repay bank borrowings and for working
capital, and c) fund any potential acquisitions or new venture opportunities.

No near-term catalyst but undemanding valuation of 0.7x P/B likely to
limit downside.  While management is fairly confident that sales are likely
to rebound in FY06, stemming largely from stronger demand in China, we
believe the Group will at best breakeven in FY06.  The share price is likely
to stay depressed for a protracted period but its undemanding valuation
of 0.7x P/B is likely to limit any downside.  Maintain HOLD.

Consensus net profit  -- n.a.
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2 Serial System

Figure 1: Impact On NTA For FY05 (assuming disposal effected on 1 Jan 05)

Source: Serial System

Before the Disposal After the Disposal

NTA excluding investment in Wintech S$41.4m S$76.3m
Investment in Wintech S$34.9m -
NTA S$76.3m S$76.3m
No. of Shares as at 31 Dec 05 364.7m 364.7m
NTA per Share (cents) 20.9 20.9

Figure 2: Impact On EPS For FY05 (assuming disposal effected on 1 Jan 05)

Source: Serial System

Before the Disposal After the Disposal

Consolidated loss after taxation and minority interests but before share of
profit after tax of Wintech and loss on dilution of interest in Wintech (S$6.7m) (S$6.7m)

Share of profit after tax of Wintech S$1.1m -

Loss on dilution of interest in Wintech (S$0.4m) -

Consolidated loss after taxation and minority interests (S$6.0m) (S$6.7m)

EPS (cents) (1.97) (2.19)

Figure 3: Impact On Gearing For FY05 (assuming disposal effected on 1 Jan 05)

Source: Serial System

Before the Disposal After the Disposal

Total borrowings S$54.6m S$54.6m
Shareholders' funds excluding investment in Wintech S$50.9m S$85.8m
Investment in Wintech S$34.9m -
Shareholders' funds S$85.8m S$85.8m
Gearing ratio (times) 0.64 0.64
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Figure 4: Profit & Loss

Source: Serial System, UOB Kay Hian

Figure 5: Balance Sheet

Source: Serial System, UOB Kay Hian

Year to 31 Dec (S$m) 2004 2005 2006F 2007F 2008F

Sales 313.6 303.7 332.1 348.7 366.1
Cost of Sales (282.9) (270.2) (295.6) (310.3) (325.9)

Gross Profit 30.7 33.5 36.5 38.4 40.3

Other Operating Income 6.9 4.1 4.1 4.0 4.0
Distribution Costs (16.5) (20.8) (19.9) (20.9) (22.0)
Administrative Expenses (6.0) (5.4) (6.0) (6.3) (6.6)
Other Operating Expenses (19.6) (15.4) (14.9) (15.0) (14.6)
Net Finance Costs (1.6) (2.4) (2.3) (2.1) (1.9)

Pre-tax Profit (1.9) (5.1) (0.0) 0.6 1.7
Taxation (2.0) (0.9) 0.0 0.0 0.0

Profit After Tax (3.9) (6.0) (0.0) 0.6 1.7
Minority Interests (0.1) 0.0 0.0 0.0 0.0

Net Profit (3.9) (6.0) 0.0 0.6 1.7

Year to 31 Dec (S$m) 2004 2005 2006F 2007F 2008F

Non-Current Assets 69.5 67.9 66.4 65.3 64.2
Property, Plant & Equipment 19.6 17.1 16.3 16.2 16.5
Intangible Assets 12.8 9.5 11.5 12.1 12.7
Investment In Associate Company 34.4 38.1 35.5 34.0 32.0
Others 2.8 3.1 3.0 3.0 3.0

Current Assets 83.2 127.9 128.3 138.4 147.3
Stocks 36.2 49.8 44.4 46.6 48.9
Trade and Other Receivables 37.4 62.2 59.8 62.8 65.9
Cash & Equivalents 9.2 14.5 20.0 25.0 30.5
Others 0.4 1.4 4.1 4.1 2.0

Current Liabilities 70.7 88.5 78.9 81.3 86.6
Borrowings 39.7 34.0 34.7 35.0 38.0
Trade and Other Payables 29.7 53.7 43.0 45.1 47.4
Current Tax Liabilities 1.3 0.7 1.2 1.2 1.2

Non-Current Liabilities 2.6 21.6 21.3 21.3 21.3
Borrowings 0.9 19.9 19.9 19.9 19.9
Deferred Tax Liabilities 1.0 1.0 1.0 1.0 1.0
Others 0.7 0.6 0.4 0.4 0.4

Shareholders' Funds 75.4 81.5 90.5 95.1 99.6
Share Capital 30.4 36.5 38.0 40.0 42.0
Share Premium 49.1 50.0 50.0 50.0 50.0
Others (4.1) (5.0) 2.5 5.1 7.6
Minority Interests 3.9 4.3 3.9 6.0 4.0

Total Equity 79.4 85.8 94.4 101.1 103.6
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Figure 6: Cash Flow

Source: Serial System, UOB Kay Hian

Figure 7: Ratios

Source: Serial System, UOB Kay Hian

Year to 31 Dec (S$m) 2004 2005 2006F 2007F 2008F

Operating (6.9) (9.6) 5.8 6.0 7.4
Pretax Profit (6.1) (6.4) (0.0) 0.6 1.7
Depreciation & Amortisation 1.5 1.8 1.8 1.6 1.7
Working Capital Changes (8.4) (12.5) (2.9) (3.1) (3.2)
Income Tax Paid (2.6) (1.6) 0.0 0.0 0.0

Investing (9.4) (4.8) (3.0) (3.5) (4.1)
Capex (7.8) (0.5) (1.0) (1.5) (2.0)
Proceeds from Sale of Plant And Equipment 0.5 0.1 0.2 0.4 0.6
Others (2.1) (4.3) (2.2) (2.4) (2.7)

Financing 12.2 20.7 2.8 2.5 2.3
Net Borrowings 14.9 (6.5) 5.0 5.0 5.0
Dividends Paid (1.0) (0.6) (1.0) (1.3) (1.5)
Others (1.6) 27.9 (1.2) (1.2) (1.2)

Net Cash Inflow/(Outflow) (4.1) 6.3 5.5 5.0 5.5
Cash & Cash Equivalent at Start of Year 12.2 8.2 14.5 20.0 25.0
Cash & Cash Equivalent at End of Year 8.2 14.5 20.0 25.0 30.5

Year to 31 Dec (%) 2004 2005 2006F 2007F 2008F

Growth
Sales (3.4) (3.2) 9.3 5.0 5.0
EBITDA n.m (47.6) n.m (0.4) 24.2
Pre-tax Profit n.m (163.2) 99.7 n.m 196.1
Net Profit n.m (52.9) 99.7 n.m 196.1
EPS 41.1 (40.9) 99.7 n.m 196.1

Profitability (%)
EBITDA Margin (0.8) (0.4) 1.4 1.3 1.5
Pretax Margin (0.6) (1.7) (0.0) 0.2 0.5
Net Margin (1.2) (2.0) (0.0) 0.2 0.5
ROA (2.6) (3.1) (0.0) 0.3 0.8
ROE (4.9) (7.0) (0.0) 0.6 1.6

Leverage (%)
Long-Term Debt/Equity 1.2 24.5 22.0 21.0 20.0
Total Debt/Total Assets 26.6 27.6 28.1 27.0 27.4
Total Debt/Equity 53.8 66.2 60.4 57.8 58.2
Net Debt (Cash)/Equity 41.7 48.4 38.2 31.5 27.5
Interest Cover (x) (2.5) (1.5) (0.1) 0.1 0.5

Working Capital Management (Days)
Debtors' Turnover 44 75 66 66 66
Creditors' Turnover 35 65 47 47 47
Inventory Turnover 47 67 55 55 55
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UOB Kay Hian Research Pte Ltd produced this report under the SGX-MAS Research Incentive Scheme.
UOB Kay Hian is compensated S$5,000 per annum for each company covered under the Scheme.

As of 7 July 2006, the analyst and his / her immediate family do not hold positions in the securities recommended
in this report.

We have based this document on information obtained from sources we believe to be reliable, but we do not
make any representation or warranty nor accept any responsibility or liability as to its accuracy, completeness
or correctness.  Expressions of opinion contained herein are those of UOB Kay Hian Research Pte Ltd only and
are subject to change without notice.  Any recommendation contained in this document does not have regard
to the specific investment objectives, financial situation and the particular needs of any specific addressee.
This document is for the information of the addressee only and is not to be taken as substitution for the exercise
of judgement by the addressee.  This document is not and should not be construed as an offer or a solicitation
of an offer to purchase or subscribe or sell any securities.  UOB Kay Hian and its affiliates, their Directors,
officers 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 to or dispose of any such securities.  UOB Kay Hian and its
affiliates may act as market maker or have assumed an underwriting position in the securities of companies
discussed herein (or investments related thereto) and may sell them to or buy them from customers on a
principal basis and may also perform or seek to perform investment banking or underwriting services for or
relating to those companies.

UOB Kay Hian (U.K.) Limited, a UOB Kay Hian subsidiary which distributes UOB Kay Hian research for only
institutional clients, is an authorised person in the meaning of the Financial Services and Markets Act 2000
and is regulated by The Securities and Futures Authority.

In the United States of America, this research report is being distributed by UOB Kay Hian (U.S.) Inc
("UOBKHUS") which accepts responsibility for the contents. UOBKHUS is a broker-dealer registered with
the U.S. Securities and Exchange Commission and is an affiliate company of UOBKH. Any U.S. person receiving
this report who wishes to effect transactions in any securities referred to herein should contact UOBKHUS, not
its affiliate. The information herein has been obtained from, and any opinions herein are based upon sources
believed reliable, but we do not represent that it is accurate or complete and it should not be relied upon as
such. All opinions and estimates herein reflect our judgement on the date of this report and are subject to
change without notice.  This report is not intended to be an offer, or the solicitation of any offer, to buy or sell
the securities referred to herein. From time to time, the firm preparing this report or its affiliates or the principals
or employees of such firm or its affiliates may have a position in the securities referred to herein or hold options,
warrants or rights with respect thereto or other securities of such issuers and may make a market or otherwise
act as principal in transactions in any of these securities. Any such non-U.S. persons may have purchased
securities referred to herein for their own account in advance of release of this report. Further information on
the securities referred to herein may be obtained from UOBKHUS upon request.
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