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Serial System

Disposal plan stalls, unexciting prospects

Our recent visit to Serial System (SERL) indicated that the component distribution
operating environment remains challenging. SERL also recently lost a major
customer and the potential for capital gains from the sale of Wintech continues to
dwindle. Payoff for its efforts to cut cost and target high growth markets like China to
raise revenue will not be immediate as the landscape remains competitive. Hence
margins could continue to be under pressure. To reflect slower 1HO5 semiconductor
demand and 3Q04 losses, we downgraded our FY04-05 net profit estimates by 96%
and 52% respectively. Despite earnings turnaround in 2005, PE of 18x is expensive. A
better alternative is Willas-Array, which is trading at 7x PE with ROE of 13% (SERL:
4%) and dividend yield of 6-7% (SERL: 1%).

- Divestment stalls. The planned divestment of its 21% stake in Wintech has stalled as the
share price has fallen 40% (from NT$35 in Apr0O4) in the past 9 months. At the current price
of NT$21, selling its stake in Wintech would be meaningless as SERL will register an
investment loss. Wintech is still profitable and contributes more than 100% to SERL’'s PBT
in 2004. But if its stake is reduced further, it would no longer equity account the earnings.

- Slowing distribution unit. With global semiconductor sales expected to be weak, SERL
is seeking new opportunities in China. Management expects revenue from China to expand
from US$60m in 2004 to US$100m in 2005 led by new customers and the proliferation of
China's telecommunication sector with the introduction of VOIP, broadband and Bluetooth
technologies. However, we believe management may be too optimistic given that the
distribution business is already saturated and increases potential threat to its already razor
thin pretax margin of 1.5%.

- Cash call. SERL will issue 79m warrants at S$0.045 each, with the exercise price revised
down to S$0.12 (from S$0.14), implying a 25% premium over the current share price. If fully
exercised, SERL will raise S$13m that could yield S$0.3m in interest income. This is still
insufficient to offset the 26% earnings dilution from the warrant issue. As at end of 3Q04,
SERL had net debt of S$43m or net gearing of 53%, which is cause for concern.
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Refer to important disclosures at the end of this report

Fully Valued
S$0.18

At a Glance

Price Target:
S$0.15 (previously
S$0.29)

Stock Code:
Bloomberg: SERL SP
Reuters: SERL.SI
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Component Distribution

STI: 2070.15

Reason for Report:
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Implications:
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Quarterly Earnings Summary

FY Sep (S$m) 1Q03 2Q03 3Q03 4Q03 1Q04 2Q04 3Q04  4QO04F
Segmental
Semiconductors/Component Distribution 79 73 82 75 76.2 92.2 66.6 70
Other operations 1 4 5 5 0.9 1.7 0.9 1
Sales 81 77 87 80 77 94 68 71
Profit & Loss
Sales 80.8 77.1 87.2 79.8 77.1 93.9 67.5 71.0
Gross profit 8.1 6.6 8.3 7.4 8.0 8.6 6.9 7.4
S,G&A (6.7) (6.0) (7.3) (7.1) (6.7) (7.1) (8.8) (8.8)
Opg Pft 14 0.6 1.0 0.2 1.3 15 (1.9) (1.4)
Interest expense (0.1) (0.2) (0.0) (0.2) (0.2) (0.4) (0.5) 0.3
Associates 1.2 0.8 0.8 1.6 1.8 0.7 1.6 2.0
Pretax profit 25 14 1.7 1.7 2.9 1.8 (0.9) 0.8
Tax (1.0) 0.7) 0.7) (0.6) (0.9) (0.7) 0.7) (1.1)
Minority interest (0.5) (0.3) (0.0) (0.4) (0.2) (0.1) 0.1 (0.2)
Net profit 1.1 0.4 1.0 0.6 1.8 1.0 (1.6) (0.4)
MARGINS
Gross margin (%) 10.0 8.6 9.5 9.2 10.4 9.2 10.3 104
SGA % Sales (8.2) (7.8) (8.4) (8.9) (8.7) (7.6) (13.1) (12.5)
Opg Mgn (%) 1.8 0.8 11 0.3 16 1.6 (2.8) (2.0)
EBITDA margin (%) NA 24 15.6 17.3 NA 34 NA NA
Tax rate (%) 38.5 48.5 38.6 36.4 31.3 40.5 (80.9) 135.5
QOQ CHANGE (%0)
Sales na 4) 13 (8) 3) 22 (28) 5
Gross profit na (18) 25 (12) 9 8 (29) 7
SG&A na (120) 21 (2) (6) 6 24 (0)
Opg profit na (58) 59 (78) 483 16 (231) (25)
Source: Company; DBS Vickers
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Balance Sheet

Breakdown of Assets - Latest FY
Cash
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Asset Trend S$m
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6% Assets Inventories Interest B Current Assets Reported
7% 27% % O Net Fixed Assets
FYE Dec 97 98 99 00 01 02 03 04F 05F 06F
Cash 8 29 57 28 20 11 12 3 2 2
ST Invts 0 0 0 0 0 0 0 0 0 0
Accounts Receivable 35 30 21 19 9 23 24 26 27 27
Inventories 18 29 13 38 27 35 41 39 41 41
Other Current Assets 2 2 4 11 7 9 10 10 10 10
Current Assets Reported 63 90 95 96 63 78 88 77 80 80
Gross Fixed Assets 7 8 12 12 12 13 19 21 22 22
Accumulated Depreciation 1 2 2 2 3 5 6 8 9 11
Net Fixed Assets 6 6 10 10 9 9 13 14 12 11
LT Invmnt 0 1 0 0 2 2 0 28 31 34
Other Assets 0 5 17 21 33 44 44 25 26 26
Total Assets 69 101 122 127 106 133 146 145 150 151
Accounts Payable 20 28 17 27 10 33 38 36 38 38
ST Debt 8 24 6 0 0 7 20 20 20 20
Other ST Liabilities 4 0 3 8 3 10 2 2 2 2
Current Liabilities 32 53 27 35 13 50 59 57 59 59
LT Debt 0 0 0 0 0 0 2 2 2 2
Other LT Liabilities 0 0 1 1 1 1 1 1 1 1
Total Liabilities 32 53 28 36 13 51 62 60 62 62
Preferred Equity 0 0 0 0 0 0 0 0 0 0
Minority Interest 2 2 4 1 1 4 3 4 4 5
Common Equity 35 47 91 90 92 78 81 81 84 85
Total Shareholders' Equity 37 48 95 91 93 82 84 85 88 90
Total Liabilities and Equity 69 101 122 127 106 133 146 145 150 151
Shares Outstanding 250 274 302 300 302 302 302 303 303 303
Accounts Rec DOS 67 54 118 47 42 49 27 30 30 30
Inventory DOS 36 53 74 93 125 77 45 45 45 45
Accounts Payable DOS 38 50 99 65 44 72 42 42 42 42
Working Capital 31 37 68 61 51 29 29 20 21 21
Non Cash Working Capital 31 33 17 33 31 25 36 37 39 39
Net Cash (Debt) 0 5 51 27 20 4 9) (29) (29) (20)
Net Gearing (%) Cash Cash Cash Cash Cash Cash 11 23 23 23

Source: Company; Bloomberg; DBS Vickers
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Profit & Loss Statement
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= Sales —a—Sales Growth = ess: Cost of Goods Sold B | ess: SG&A ¥ Operating Profit ¥ Pretax Profit B Net Profit
FYE Dec 97 98 99 00 01 02 03 04F 05F 06F
Sales 186.2 198.7 63.9 148.4 77.9 165.5 324.8 309.5 325.0 325.2
Less: Cost of Goods Sold na. n.a. 57.5 133.8 68.5 153.2 294.5 278.6 290.9 292.7
Gross Profit na. n.a. 6.4 14.6 9.3 12.3 30.3 31.0 341 325
Less: SG&A n.a. n.a. 6.1 37.9 18.5 26.9 27.1 31.6 29.2 29.3
Operating Profit 85 0.7 5.2 9.3) (7.2) (12.2) 3.2 0.6) 4.9 3.3
Less: Net Interest Exp (Inc) 0.5 1.7 0.3 05 0.1 0.1 0.4 0.8 0.9 1.0
Less: Associates Losses (Gains) (0.6) (0.9) (2.1) (15.7) (7.3) (5.5) (4.4 (6.1) (0.2 (0.2
Pretax Profit 8.7 1.0 6.9 5.6 0.8 (7.1) 7.3 4.7 42 2.5
Less: Exceptional Losses (Gains) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Less: Tax 1.0 0.2 1.8 27 0.6 2.0 2.9 35 0.8 0.5
Inc(Loss) bef X-Ord Items 7.7 0.8 5.1 28 0.2 9.1) 4.4 12 34 2.0
Less:Extraord L(G) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Less: Minority Interests 0.6 0.3 (0.0 (0.9) (0.2) 0.8 1.2 0.3 0.4 0.4
Net Profit 7.1 0.6 5.1 3.7 0.3 (9.9 3.2 0.8 3.0 1.6
Dividends & Cash Earnings
Cash Dividends 1.6 0.4 15 3.0 15 0.3 0.7 0.4 0.3 0.2
Reinvested Earnings 54 0.2 36 0.7 1.2) (10.2) 2.5 04 27 1.4
Div Payout Ratio (%) 23.2 67.9 29.6 80.9 457.6 (3.0 22.4 483 31.0 31.0
EBIT 85 0.7 5.2 9.3) (7.2) (12.2) 6.9 39 33 1.5
Depreciation 0.2 0.4 0.3 14 13 1.4 1.0 17 1.9 2.0
EBITDA 8.8 1.1 55 (7.9) (5.9) (10.9) 8.0 5.6 52 3.5
Cash Flow 7.3 1.0 54 51 1.6 8.5) 4.2 25 49 3.6
Growth Rates (%)
Sales 7 (68) 132 (48) 113 96 (5) 5 0
COGS n.a. na. 133 (49) 124 92 (5) 4 1
SG&A n.a. na. 524 (51) 45 1 16 7) 0
Opg Pft 92) 619 n.a. (22) 70 1) (119) (888) (33)
Pretax Pft (89) 598 (20) (86) (1,017) na. (36) (11) (41)
Net Profit 92) 811 (27) 91) na. na. (74) 261 (46)
Margins (%)
Gross Margin na. n.a. 10.0 9.8 120 7.4 9.3 10.0 10.5 10.0
SGA % Sales na. n.a. 95 25.6 23.8 16.2 8.3 10.2 9.0 9.0
EBITDA Margin 4.7 0.6 85 -5.3 -7.6 -6.6 2.5 18 1.6 1.1
Operating Margin 46 0.4 8.1 -6.3 9.3 -7.4 1.0 -0.2 15 1.0
Net Margin 38 0.3 8.0 25 0.4 -6.0 1.0 0.3 0.9 0.5
Depr % of sales 0.1 0.2 04 0.9 1.6 0.8 0.3 05 0.6 0.6
Effective Tax Rate % 12 17 26 49 81 -28 40 75 20 20

Source: Company; Bloomberg; DBS Vickers
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Cash Flow Statement

Cash Flow Trend S$m

Chgs in Working Cap & Capex S$m

Cash Balances S$m
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FYE Dec 97 %8 99 00 01 02 3 04F 05F 06F
Cash Flow Net Income 87 1.0 5.7 0.3 (3.6) (12.3) 29 0.8 3.0 16
Depreciation & Amortization 0.2 04 0.5 1.7 16 23 29 1.7 1.9 20
Other Non-Cash Adjustments (4.0 1.5) 0.3 9.9 (0.6) 05 1.0 0.0 0.0 0.0
Changes in Non-Cash Work Cap (13.8) 0.3 (7.9) (17.0) 45 0.5 (11.4) (1.3) 1.4 (0.0)
Cash From Operations (8.9 0.2 1.4) (24.9) 19 (8.9) 4.5) 1.2 3.5 3.6
Disposal of Fixed Assets 0.0 0.0 0.1 0.3 04 0.1 (1.0) 0.0 0.0 0.0
Capital Expenditures/Prop Add (0.4) (0.9) (5.9) (2.8) (0.9) (2.5) (3.9) (7.8) (0.6) (0.5)
Decrease in Investments 0.0 0.2 0.0 0.0 0.0 0.0 0.0 0.9 0.0 0.0
Increase in Investments 0.2) 0.5 0.0 0.0 0.0 0.0 (2.9 3.3) 3.0 (3.0
Other Investing Activities 0.0 (2.4) (4.9) 6.0 (6.3) (4.0) (0.5) 0.0 0.0 0.0
Cash from Investing Activities 0.5) (3.5 (10.7) 3.6 6.8) (6.5) 8.3 (10.2) (3.6) (3.5)
Dividends Paid (1.6) (1.6) (3.3) (1.5) (3.0) (1.5) 0.3) 0.7) 0.4) 0.3
Inc(Dec) in ST Borrowings 31 14.2 (2.5) (6.0) 0.0 0.0 0.0 0.0 0.0 0.0
Increase in LT Borrowings 0.0 0.0 0.0 0.0 0.0 9.5 155 0.0 0.0 0.0
Reimbursement of LT Borrowings (0.0 0.0 0.0 0.0 0.0 .3) 1.1) 0.0 0.0 0.0
Increase in Capital Stocks 130 120 37.8 0.1 0.1 0.0 0.1 0.0 0.0 0.0
Decrease in Capital Stocks 0.0 0.0 (1.0) 1.8) 0.0 0.0 0.0 0.0 0.0 0.0
Other Financing Activities (0.1) (0.4) 3.5 1.3 (0.0) 0.0 (0.5) 0.0 0.0 0.0
Cash from Financing Activities 144 242 34.6 (7.8) (3.0) 6.7 13.7 (0.7) 0.4) 0.3)
Net Changes in Cash / ST Invmt 5.1 209 225  (29.1) (7.9) (8.7) 0.9 9.7) (0.5) 0.2)
Free Cash Flow 9.3) (0.6) (7.3) (27.6) 10 (11.4) (8.4) (6.6) 2.9 31
Free Cash Flow/Basic Shr (4.0) 0.0 (2.0) (9.0) 0.0 (4.0) (2.8) (2.2) 1.0 1.0
Cash Flow per Share (4.0) 0.0 0.0 (8.0) 1.0 (3.0) 14 0.8 1.6 12

Source: Company; Bloomberg; DBS Vickers
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DBS Vickers Research receives compensation from the SGX MAS Research Incentive scheme for coverage of stock
participating in the scheme. Coverage of this stock has been assigned to DBS Vickers Research by the scheme
administrator.

As of 5 January 2005, the analyst and his / her immediate family do not hold positions in the securities recommended
in this report.

DBS Vickers Securities (Singapore) Pte Ltd and its affiliates do not have a proprietary position in the securities
recommended in this report as of 3 January 2005.

ANALYST CERTIFICATION

The research analyst primarily responsible for the content of this research report, in part or in whole certifies that the
views about the companies and their securities expressed in this report accurately reflect his/her personal views. The
analyst also certifies that no part of his/her compensation was, is, or will be, directly, or indirectly, related to specific
recommendations or views expressed in this report.

This document is published by DBS Vickers Research (Singapore) Pte Ltd ("DBSVR™), a direct wholly-owned
subsidiary of DBS Vickers Securities (Singapore) Pte Ltd (""DBSVS") and an indirect wholly-owned subsidiary of DBS
Vickers Securities Holdings Pte Ltd ("DBSVH"™). The research is based on information obtained from sources
believed to be reliable, but we do not make any representation or warranty as to its accuracy, completeness or
correctness. Opinions expressed are subject to change without notice. This document is prepared for general
circulation. 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 addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should
obtain separate legal or financial advice. DBSVR accepts no liability whatsoever for any direct or consequential loss
arising from any use of this document or further communication given in relation to this document. This document is
not to be construed as an offer or a solicitation of an offer to buy or sell any securities. DBS Vickers Securities
Holdings Pte Ltd is a wholly-owned subsidiary of DBS Bank Ltd. DBS Bank Ltd along with its affiliates and/or
persons associated with any of them may from time to time have interests in the securities mentioned in this
document. DBSVR, DBSVS, DBS Bank Ltd and their associates, their directors, and/or employees may have positions
in, and may effect transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies. DBSVR, DBSVS, DBS Bank Ltd and/or other
affiliates of DBS Vickers Securities (USA) Inc ("DBSVUSA™), a U.S.-registered broker-dealer, may beneficially own a
total of 1% or more of any class of common equity securities of the subject company mentioned in this document.
DBSVR, DBSVS, DBS Bank Ltd and/or other affiliates of DBSVUSA may, within the past 12 months, have received
compensation and/or within the next 3 months seek to obtain compensation for investment banking services from the
subject company. DBSVUSA does not have its own investment banking or research department, nor has it
participated in any investment banking transaction as a manager or co-manager in the past twelve months. Any US
persons wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect
a transaction in any security discussed in this document should contact DBSVUSA exclusively. DBS Vickers Securities
(UK) Ltd is an authorised person in the meaning of the Financial Services and Markets Act and is regulated by The
Financial Services Authority. Research distributed in the UK is intended only for institutional clients.

DBS Vickers Research (Singapore) Pte Ltd — 8 Cross Street, #02-01 PWC Building, Singapore 048424
Tel. 65-6533 9688, Fax: 65-6226 8048
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