
Chart 1: EMS Industry Mergers and Acquisitions
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  After sinking in 2009 to a level not
seen in more than a decade, the num-
ber of EMS industry mergers and ac-
quisitions more than doubled in 2010.
MMI’s annual Scorecard, or summary,
of EMS industry M&A lists a total of
41 transactions closed in 2010, up
105% from a revised total of 20 com-
pleted in 2009. Although M&A activi-
ty bounced back in 2010, last year’s
total still fell short of annual levels
over the period 2003 to 2008, when
the number of deals ranged from 46 to
59 (Chart 1).

  The industry recovery of 2010
brought out more buyers and sellers. A
return to growth put companies in an
acquiring mood as they sought ways to
bring in even more business. With
market uncertainty on the wane, buy-
ers could feel more confident about the
prospects of a target company. Some
sellers saw 2010 as the right time to
become part of a larger organization.
With financial performance improv-
ing, their business would appeal more
to a buyer. Other sellers wanted to part
with operations that no longer made
sense for them.

  MMI’s annual Scorecard on pages 2
and 3 lists each of the 41 M&A deals
done in 2010 and classifies them in
one of four traditional categories plus
an “other” category. The most popular
type of deal last year consisted of one
EMS provider acquiring an operation
from another provider (marked C on

M&A Bounced Back in 2010

the Scorecard). There were 17 transac-
tions of this kind, compared with six in
2009 (Chart 2, p. 3). That’s an in-
crease of 183%. Such deals can offer
new customers in desirable markets,
more revenue, increased capacity,
geographic expansion, additional ca-
pabilities or a combination thereof.
Acquisitions of competitor operations
represented 41% of 2010 transactions,
compared with 30% in 2009.

  Of these 17 deals, 15 resulted in
consolidation, defined as the loss of an
independent EMS provider. The num-
ber of consolidation deals in 2010 tri-
pled from five the previous year.
(These transactions, designated C* on
the Scorecard, are treated as a subcate-
gory here.) Except for a drop-off in
2009, industry consolidation due to
acquisitions has been a fairly steady

continued on p. 3
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M&A 2010
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Chart 2: Deal Breakdown 2010 Versus 2009

0

2

4

6

8

10

12

14

16

18

CM
acquiring
CM oper.

OEM
divesting

OEM oper.

Service or
supp. chn.
extension

New
player

Other

2010

2009

3Manufacturing Market Insider, February 2011

trend in the EMS industry (Chart 3, p.
5). From 2003 to 2010, the Scorecard
averaged 14.9 consolidation deals per
year. The 2010 count of 15 came in at
almost exactly the eight-year average.

  Next in popularity was the service
or supply chain extension (marked S
on the Scorecard). Transactions of this
type occur when a provider makes an
acquisition to extend its service offer-
ing or expand its capabilities for verti-
cal integration. For 2010, the deal
count in this category was 12, up 50%
from eight the previous year. While
2010’s upsurge in acquisitions of EMS
operations left extension deals in sec-
ond place, the latter remains a tried-
and-true option for companies of
various sizes looking to add a capabili-

ty that cannot be readily developed in-
house. Such deals become more palat-
able when the target activity is a
“tuck-in” acquisition, that is, small in

relation to the size of the acquirer. Ca-
pability extensions accounted for 29%
of the deals done in 2010, down from
40% in 2009.
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  Another type of M&A transaction
occurs when a new EMS player
emerges from the sale of a manufactur-
ing business. The 2010 Scorecard con-
tains seven new-player deals (marked
N), up from four in 2009. Basically, a
new player arises when a company
without EMS capability acquires a
business or assets with that capability
or when a divested EMS operation

gains its independence through acqui-
sition by new ownership. In the former
case, the acquiring company becomes
a new EMS player, but the deal does
not produce a brand new provider. In
the latter case, the divested operation
does emerge as a new EMS provider.
MMI identified one such divestiture,
which, by creating a new provider,
offsets to a small extent the loss of in-

dependent providers by acquisition.
Subtracting the single divestiture from
the 15 consolidation deals reported
earlier yields a net loss of 14 providers
through M&A in 2010. By compari-
son, M&A-based consolidation in
2009 was nearly absent as there was a
net loss of just two providers through
M&A.

  The fourth category in this analysis

M&A 2010
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Chart 4: Percentage of Deals by Target's Region
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applies to deals where an OEM divests
assets to an EMS provider. For the
most part, OEM asset deals have fallen
out of favor in the EMS industry, and
MMI counted just three such deals in
2010. The number of OEM divesti-
tures has been at or below this level
for the last three years. As has been
written here before, EMS providers
are reluctant to take over OEM plants,
especially in high-cost areas, and the
number of divestiture opportunities
has dwindled in well-penetrated mar-
ket segments.

  Unlike in recent years, MMI found
two acquisitions in the EMS industry
that do not fit into any of the four tra-
ditional categories. Rather than leave
these transactions out of the analysis,
MMI decided to place them in an “oth-
er” category. Both transactions allow
the deal maker to seek clean-tech busi-
ness outside of the EMS industry.

  When Scorecard deals are sorted by
the region in which the acquisition
took place, EMEA (Europe, Middle
East and Africa) hosted the most trans-
actions last year with 17, or 43% of
the total. MMI has been analyzing
deals by region for the past three
years, and EMEA has come out on top
in each of those years. In 2010, acqui-
sitions in North America and Asia Pa-
cific accounted for 35% and 18% of
the total respectively (Chart 4). For the
remaining 5% of 2010 transactions,
the acquired businesses had operations
in more than one region.

  Six providers – Cal-Comp Elec-
tronics, Celestica, éolane, Flextron-
ics, Hon Hai and IEC Electronics –
made more than one deal. Hon Hai
was the M&A leader with three trans-
actions completed.

  But acquisitions are not the only
way to go. As MMI has noted in past
M&A analyses, a company can gain
access to another’s capabilities, tech-
nology or footprint through an alliance
or an equity partnership. With an equi-
ty partnership, one partner takes a mi-
nority stake in the other, or the two
companies form a joint venture. In
2010, there were 20 alliances and eq-
uity partnerships, as listed in the table
on page 4. While the partnership total
was up 18% for 2010, the number was
within the range of 15 to 22 such ar-
rangements counted over the previous
five years. (Before that there were
greater variations.) Although these
kinds of partnerships do not offer the
permanence or control of an acquisi-
tion, they can be inexpensive. That
attribute continues to be a major sell-
ing point for alliances and equity part-
nerships, and the reason, MMI
believes, for their staying power.

  Hon Hai was the most active in
partnering with four arrangements to
its credit. Invotronics, Jabil Circuit
and Scanfil each entered into two part-
nerships.

  Scorecard rules. MMI’s annual
Scorecard lists only M&A transactions
within the EMS industry. Its does not

include divestitures by EMS compa-
nies unless the divested assets were
purchased by another EMS provider or
a company entering the EMS business.
In general, the Scorecard will exclude
private equity investments, and none
were on the 2010 list.

Market Data

2010: A Banner Year for
U.S.-Traded Group

  Combined sales for the six largest
U.S.-traded providers rose 19.1% in
2010, a year that provided the EMS
industry with welcome relief from re-
cession-wracked 2009. Sales for the
group totaled $59.7 billion last year,
up from $50.2 billion in 2009. Growth
in 2010 exceeded MMI’s earlier esti-
mate by a full percentage point (Nov.
2010, p. 1-2).

  Five out of six providers achieved
double-digit growth for 2010. Plexus
was the growth leader with a 35.1%
increase.

  Together, the group of six earned
GAAP net income of $1.12 billion for
2010, representing a swing of $2.16
billion from 2009’s net loss of $1.04
billion. All six companies were in the
black last year.

A look at Q4 results

  The group’s Q4 sales rose 6.1%
sequentially. This rate was twice what
MMI projected when it set Q4 sales
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estimates equal to guidance midpoints
(Nov. 2010, p. 1-2). Celestica had far
and away the highest sequential
growth rate at 21%. Only Sanmina-
SCI reported a sales decline from the
prior quarter (Table 1A).

  Compared with a year earlier, ag-
gregate Q4 sales climbed by 20.5%,
3.6 percentage points higher than
MMI’s estimated growth. Posting the
highest growth rates were Jabil Cir-
cuit and Plexus with year-over-year
gains above 30%. Five out of six pro-
viders reported double-digit increases.

  In Q4, GAAP gross margin for the
group of six remained at the 6.6% lev-
el of the prior quarter (Table 1A).
Gross margin was also the same as a
year earlier. However, the group’s
GAAP operating margin of 3.0% was
up 30 basis points sequentially and 60
basis points year over year. Combined
GAAP operating income grew 14.9%
sequentially and 49.4% year over year.
Compared with the prior quarter,
GAAP operating margin rose in three
cases and fell in three others. Four out
of six providers generated GAAP op-
erating margins of 3.3% or better, with
Plexus taking top honors at 4.9% (Ta-
ble 1A).

  GAAP net income for the six pro-
viders in Q4 totaled $403 million,
26.1% higher than in the prior quarter
and 63.7% above the year-ago result.
The group’s GAAP net margin in Q4
was 2.4%, a sequential improvement
of 40 basis points. Net margin ranged
from 1.4% (Celestica) to 4.4% (Plex-

us).
  Q4 results for three out of the six

EMS providers are briefly summarized
below. The other three were covered
in last month’s issue on pages 5-6.

  Benchmark Electronics. Sales for
Q4 totaled $627 million, up 2% from
Q3 and 4% from the year-earlier peri-
od. Revenue was near the high end of
guidance of $590 million to $630 mil-
lion. On a sequential basis, sales from
the computing, medical, and test and
instrumentation sectors rose 9%, 8%
and 1% respectively, while sales fell in
the industrial control and telecom sec-
tors by 4% and 3% respectively.

  In Q4, the provider produced a
non-GAAP gross margin of 7.8%, un-
changed from the prior quarter. Non-
GAAP operating margin stood at
4.1%, up 10 basis points sequentially
and 60 basis points year over year.
Non-GAAP EPS amounted to $0.37,
down slightly from $0.38 in Q3 but at
the high end of guidance and up from
$0.29 in Q4 2009. Benchmark earned
GAAP net income of $19 million in
Q4 versus $23 million in Q3 and $17
million in the year-ago period.

  During Q4, the provider booked 22
programs, including a number of new
engineering projects, worth an estimat-
ed $110 million to $121 million in an-
nual revenue.

  For Q1 2011, Benchmark expects
sales of $565 million to $605 million
and non-GAAP EPS of $0.30 to $0.36.
Guidance reflects a traditionally slow-
er Q1 for the company, specifically in

the computing sector, as well as the
impact from ending Sun production in
Q4. (Sun contributed less than $30
million in Q4.) Benchmark found a
level of caution in its customer base.
The provider anticipates a bounce-
back in the second half of the year fu-
eled in part by the growth of a large
computing program. Benchmark ex-
pects modest revenue growth for 2011
and said it will probably see double-
digit growth in the second half but not
in the first half.

  For 2010, IBM was the only cus-
tomer accounting for over 10% of
sales.

  Celestica. Q4 revenue of $1.88 bil-
lion increased 21% sequentially and
13% year over year. Sales were just
above the high end of guidance, which
called for $1.70 billion to $1.85 bil-
lion. Sequential growth was led by the
server and consumer segments, where
sales climbed by 56% and 24% re-
spectively from the prior quarter.
Three months ago, the company said it
expected that recent large program
wins in the server and consumer seg-
ments would be the primary growth
driver for the sequential increase in its
Q4 sales (Nov. 2010, p. 3). Revenue
increased sequentially in all of Celesti-
ca’s end markets, with double-digit
gains in five out of six segments. One
customer represented 20% of sales.
RIM is said to be Celestica’s largest
customer.

  Non-GAAP gross margin amounted
to 6.8%, down 40 basis points sequen-
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tially and 30 basis points year over
year. In Q4, Celestica saw a larger
than forecasted mix of server and con-
sumer business. Still, non-GAAP oper-
ating margin came in at 3.6%, up 20
basis points sequentially and un-
changed from a year ago. This margin
beat the company’s expectation of
3.0% to 3.5%. Non-GAAP EPS of
$0.26, which was at the high end of
guidance, rose 30% sequentially and
24% year over year. At 29.5%, non-
GAAP ROIC was the highest since the
company went public in 1998. GAAP
net earnings totaled $25.6 million,
down from $35.4 million in the prior
quarter and $31.1 million a year ago.

  At the midpoint of sales guidance
for Q1 2011, the sequential revenue
decline would be 4%, which is below
seasonal decreases of recent years (Ta-
ble 1B below). The company expects
operating margins (non-GAAP) of 3%
to 3.5% for the first half of 2011 and
3.5% to 4% for the second half.

  Sanmina-SCI. For its fiscal Q1

ended Jan. 1, revenue totaled $1.66
billion, down 1% sequentially but up
12% year over year. Sales from the
enterprise computing and storage, de-
fense/industrial/medical, and multime-
dia segments were down sequentially.
Communications networks were the
only segment that showed a quarter-
over-quarter gain.

  Non-GAAP gross margin stood at
7.8%, unchanged from the previous
quarter but below the company’s ex-
pectation of 8.0% to 8.2%. Revenue
was down in most categories of the
company’s components business,
where contribution margins are gener-
ally higher and a decline in revenue
has a disproportionately negative im-
pact on gross profit. Non-GAAP oper-
ating margin came in at 4.2%, up 10
basis points from the prior quarter and
90 basis points from a year earlier.
Non-GAAP EPS equaled $0.45,
slightly below the previous quarter’s
$0.46 mostly due to business mix and
higher taxes, but well above of the

year-earlier result of $0.23. In addi-
tion, non-GAAP EPS for the quarter
exceeded guidance of $0.40 to $0.44,
primarily because of lower operating
expenses.

  GAAP net income amounted to
$28.4 million, down from $31.4 mil-
lion in the prior quarter and $59.4 mil-
lion a year earlier. If one-time gains of
$48 million are excluded from the lat-
ter result, GAAP net income improved
significantly year over year.

  For the March quarter, Sanmina-
SCI is forecasting revenue of $1.62
billion to $1.67 billion, non-GAAP
gross margin of 7.9% to 8.1%, non-
GAAP operating margin of 4.0% to
4.2%, and non-GAAP EPS of $0.40 to
$0.43. The company believes that it
can achieve low double-digit growth in
fiscal 2011, with a stronger second
half. If economic conditions continue
to improve, the provider believes it has
the potential to exit the calendar year
with a non-GAAP operating margin of
around 5%.

No Letdown
in Q1 Estimates

  For the EMS sector consisting of
the six largest U.S.-traded providers,
Q1 sales estimates indicate that the
sector’s year-over-year growth in Q1
will continue at the same pace as that
observed in the prior quarter. MMI
projects that combined Q1 sales for

the six providers will increase by
20.5% from a year earlier, the same
growth rate that the group achieved in
Q4 2010 (see p. 6). Given this growth
estimate, 2011 is starting out where
2010 left off, at least for this publicly
traded EMS group.

  Q1 sales estimates for the group
totaled $15.74 billion, compared with
$13.05 billion in the year-ago period.
For all six companies, MMI made

sales estimates equal to the midpoint
of Q1 sales guidance. On a year-over-
year basis, estimated Q1 growth
ranges from 2.3% for Benchmark
Electronics to 29.8% for Jabil Cir-
cuit (Table 1B). Four out of six pro-
viders will achieve double-digit
growth rates according to the esti-
mates.

  Given that Q1 is a seasonally weak
quarter, most notably in the consumer

and computing sectors,
it’s not surprising that
estimates call for a se-
quential decline in Q1
revenue for this group
of six large providers.
In the aggregate, esti-
mated Q1 sales are
down 5.5% from the
prior quarter. If esti-
mates prove out – that
is, if providers hit the
midpoint of their Q1
sales guidance – all of
them will experience
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News

single-digit decreases in Q1 revenue
versus the prior quarter (Table 1B, p. 7).

  But the overall seasonality project-
ed here is no worse than what occurred
last year, when the group’s Q1 revenue
declined by exactly the same 5.5%.
Indeed, the group as a whole seems to
have move into a period of more mod-
est seasonal declines when compared
with the 11.4% and 9.6% drops of the
two Q1s that preceded the Great Re-
cession.

  Based on guidance, five out of six
providers expect that their non-GAAP
EPS will decline sequentially in Q1
(Table 1B). Only Celestica has issued
an outlook in which non-GAAP EPS
for Q1 would remain at the Q4 level if
the company were to attain the high
end of the EPS guidance range. Failing
to do so will leave Celestica with an
EPS decline as well.

Jabil Takes Back
Divested Operations

  Jabil Circuit (St. Petersburg, FL)
has acquired three operations that it
previously divested in France and Ita-
ly. In July 2010, Jabil sold its opera-
tion in Brest, France, including a
satellite in Gallargues, France, and
operations in Cassina dé Pecchi and
Marcianise, Italy, to Mercatech Inc.,

a U.S. private equity firm. Jabil said it
“will establish viable operations at the
sites following multiple breaches by
the purchaser of those facilities, in-
cluding their diversion of funds that
were specifically designated as work-
ing capital.”

Benchmark Acquires
Assets in Malaysia

  Benchmark Electronics (Angle-
ton, TX) has acquired facilities and
other assets to expand its precision
technologies capabilities in Penang,
Malaysia. This expansion will provide
sheet metal and frames fabrication,
advanced metal joining and grinding,
along with complex mechanical as-
sembly and machining services.

  Another transaction…Main Street
Capital Holdings (Pittsburgh, PA), a
private equity firm, has acquired
Conelec of Florida (Sanford, FL), a
regional provider of EMS. The firm’s
current investments include EMS pro-
vider AccuSpec Electronics (Mc-
Kean, PA).

  New clean-tech business...Celest-
ica (Toronto, Canada) will manufac-
ture solar modules for Recurrent
Energy (San Francisco, CA) at Celes-
tica’s Toronto operation. Recurrent
has secured 180 megawatts of solar

module supply for feed-in-tariff
projects in the Canadian province of
Ontario.

  Filed for court protection…Due to
a cash shortfall, TES Electronic Solu-
tions (Langon, France), a design and
manufacturing services company, has
filed a legal notice under which it has
suspended payments to suppliers of its
French operations. TES has been
granted a six-month period of protec-
tion, which, according to TES, means
that a court-appointed administrator
guarantees debts to suppliers.


