
Chart 1: EMS Industry Mergers and Acquisitions
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  After decreasing in 2011, the num-
ber of EMS industry mergers and ac-
quisitions dropped again in 2012. And
for the second year in a row, the de-
cline was a double-digit one.

  MMI’s annual Scorecard, or sum-
mary, of EMS industry M&A lists a
total of 28 transactions closed in 2012,
down 18% from a revised count of 34
in 2011. Except for a spurt in 2010,
M&A remains well below pre-reces-
sion levels (Chart 1). Now a question
arises: Will M&A return to those lev-
els or is the industry seeing the advent
of a new normal in M&A activity?

  The Scorecard on pages 2 and 3
classifies each of last year’s 28 deals
in five categories. Note that three
transactions fell into two categories.
As in 2011, the most popular type of
deal in 2012 consisted of one EMS
provider acquiring an operation from
another provider (marked C on the
scorecard). In 2012, there were 18 of
these transactions, up 20% from an
updated total of 15 in 2011 (Chart 2,
p. 3).

  All but one of these 18 deals result-
ed in consolidation. Consolidation also
occurred when Plexus obtained an
EMS business along with OEM assets
that Kontron divested. (This was also
the only deal in the OEM divestiture
category.) Adding this deal to the 17
others that eliminated an EMS player
yields a total of 18 consolidation deals
in 2012. That’s up 38% from the year

Another Down Year for M&A

before (Chart 3, p. 3). The consolida-
tion total was above the 10-year aver-
age of 15.3.

  Next in popularity was the service
or supply chain extension (marked S
on the Scorecard). The tally in this
category was eight, down 33% from
2011.

  Another category captures transac-
tions that result in a new EMS player
(marked N on the Scorecard). Three
such deals occurred in 2012, down

from five in 2011. Despite the maturity
of the EMS industry, it still attracts
new players.

  The largest number of M&A targets
were located in Europe, which ac-
counted for 12 deals, or 43% of the
total. North America was next with 11
transactions. Asia hosted three transac-
tions, while two were multiregional in
nature.

  MMI also keeps track of alliances
continued on p. 3
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Chart 3: Consolidation Deals
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and equity partnerships, which are an
alternative to M&A deals. In 2012,
there were 17 of these partnerships,
down slightly from 18 in the prior year
(see table, p. 4).

  Note that the M&A Scorecard does
not include private equity deals or di-
vested assets sold to industry outsid-
ers.

Results

Forgettable Year for
US-Traded Group

  Combined 2012 sales for the six
largest US-traded EMS providers fell
by 8.0% from a year earlier, a result
that can be blamed on three things: end

market weakness; the difficulties of
RIM, a major customer of the EMS
industry; and Flextronics’ exit from
the ODM PC business. The decline
was slightly less than MMI’s projec-
tion of -8.5% (Nov. 2012, p. 5). Reve-
nue for the group of six totaled $59.48
billion, down from $64.62 billion in
2011.
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  Sales drops at three providers out-
weighed gains at the other three com-
panies. Revenue fell at Celestica,
Sanmina and Flextronics, with the
latter exerting by far the biggest drag,
a revenue decline of 17.2% amounting
to $5.1 billion. Benchmark Electron-
ics, Plexus and Jabil achieved annual
increases, led by Benchmark’s growth
of 9.6% (Table 1, p. 5).

  Q4 sales for the group of six pro-
viders added up to $14.92 billion,
down 7.6% year over year. This marks
the fifth straight quarter of decreased
revenue on a year-over-year basis.
However, revenue topped MMI’s esti-
mate of $14.56 billion for the quarter
by some $360 million as four out of
six providers reported revenue above
the midpoint of their guidance. (MMI

bases its sales estimates on the mid-
point of guidance.)

  Year-over-year sales performance
in Q4 varied widely. At the high end,
Benchmark enjoyed a double-digit in-
crease in revenue, while at the low end
Flextronics’ sales sank 18% (Table 1).

  Compared with the prior quarter,
group revenue in Q4 rose slightly by
0.3%, which was 240 basis points
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higher than what MMI had projected
(Nov. 2012, p. 5). Sequential growth
at two providers – Jabil and Bench-
mark – offset sequential decreases at
the other four companies (Table 1).

  Five out of six providers follow
GAAP accounting rules, while the
sixth, Celestica, adheres to IFRS re-
porting standards. For the five GAAP
companies, GAAP gross margin in Q4
was a combined 5.9%, down 90 basis
points sequentially and 50 basis points
year over year. Three out of the five
GAAP providers saw their gross mar-
gins fall from the prior quarter, while
four of them endured margin declines
from the year-earlier period. Jabil and
Plexus improved their gross margins
from the prior quarter, while only
Benchmark was able to raise its mar-
gin versus a year earlier (Table 1).

  Together, the five companies pro-
duced a GAAP operating margin of
2.1%, down 90 basis points sequential-
ly and 40 basis points year over year.
The biggest blow to the collective op-
erating margin in Q4 came from Flex-
tronics’ restructuring charges of
$102.7 million (Jan., p. 6). Jabil and
Sanmina saw their GAAP operating
margins go up sequentially, and once
again Benchmark was the sole provid-
er with a year-over-year margin gain
(Table 1). As for the lone IFRS report-
ing company, Celestica, its IFRS oper-
ating margin in Q4 was only 20 basis
points above zero.

  GAAP net income for the five pro-
viders in Q4 amounted to $166.1 mil-
lion, or 1.2% of sales. Compared with
the prior quarter, net income fell
sharply by 60.2% in contrast with a
collective sales gain of 0.9% versus
the same period. Flextronics’ Q4 re-
structuring charges played a major role
in the sequential decline as did Sanmi-
na’s Q3 tax benefit of $159 million.
(Net income results also included
Flextronics’ discontinued operations.)

GAAP net income rose sequentially
at both Jabil and Plexus.

  On a year-over-year basis, GAAP
net income for the subgroup dropped
by 32.1%, compared with a sales de-
cline of 6.7%. Net margin was down
50 basis points year over year, as net
income fell at four out of five compa-
nies (Table 1). Benchmark was the
only provider to report a net income
gain.

  For the full year 2012, net income
for the GAAP companies increased
despite lower sales. Last year, their
GAAP net income totaled $1.11 bil-
lion, up 3.3% from 2011. By contrast,
combined 2012 revenue for the five
providers dropped 7.7%. Their com-
posite net margin for 2012 was 2.1%.
Annual net income rose at Sanmina
and Benchmark, stayed flat at Jabil,
and declined at Flextronics and Plex-
us. In addition, IFRS net income for
2012 went down from a year earlier at
Celestica.

Q4 summaries for two providers
  Last month’s issue covered quarter-

ly results for four out of the six largest
US-traded providers. Results for the
remaining two companies are briefly
summarized below.

  Benchmark Electronics. Fourth-
quarter sales of $634 million exceeded
the high end of guidance of $580 to
$610 million, and non-GAAP EPS of
$0.33 for Q4 surpassed the top end of
guidance of $0.26 to $0.31. Sales grew
4% sequentially and 13% year over
year, while non-GAAP EPS increased
6% sequentially and 94% year over
year. The company earned GAAP net
income of $18.1 million versus $19.3
million in the prior quarter and $2.9
million a year earlier. Included in
GAAP results for Q4 was a net Thai-
land flood-related recovery of $2.8
million.

  Non-GAAP operating margin came
in at 3.7%, unchanged from Q3 but up
from 1.2% in the year-ago period.
Benchmark said it would have
achieved its target margin of 4% were
it not for an unfavorable revenue mix
and an increased level of new program
ramps.

  Computing revenue rose about 14%
quarter to quarter, primarily from
strong demand for customers’ prod-
ucts, which was better than expected.
Medical sales grew 10% sequentially,
and industrial control revenue rose as
well. Telecom sales dropped 7% from
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the prior quarter, consistent with the
overall marketplace, and test and in-
strumentation remained weak.

  In Q4, Benchmark generated $77
million in cash flow from operations.

  Sanmina. For its fiscal Q1 ended
Dec. 29, 2012, revenue of $1.49 bil-
lion fell 5% from the prior quarter and
was roughly flat versus the year-earlier
period. Non-GAAP EPS was $0.29,
down 37% sequentially and but up 4%
year over year. The company fell short
of its guidance for both revenue ($1.50
to $1.55 billion) and non-GAAP EPS
($0.31 to $0.37).

  GAAP net income amounted to
$621,000, or $0.01 a share, compared

with $8.6 million, or $0.10 a share, in
the year-ago quarter. One-time charges
of about $5 million for a distressed
customer and $14.9 million in connec-
tion with debt redemption were partly
offset by a gain of $4 million from the
sale of a building.

  Non-GAAP gross margin came in
at 6.8%, down 60 basis points sequen-
tially and 50 basis points year over
year. The company’s Integrated Manu-
facturing Solutions segment produced
a non-GAAP gross margin of 5.8%,
down 70 basis points sequentially,
while the Components, Products and
Services segment turned in a margin of
9.6%, down 80 basis points sequential-

Projections

Weak Start in Q1
  For an important sector of the EMS

industry, first-quarter projections are
not encouraging. MMI estimates that
combined Q1 sales for the six largest
US-traded EMS providers will total
$13.5 billion, down 9.8% both sequen-
tially and year over year. The group of
six providers now has a tall order for
the rest of the year: grow sales fast
enough to not only wipe out the Q1
decline but also finish the year with an
annual growth rate that won’t be disap-
pointing. Chances are the group won’t
dig itself out of the 9.8% year-over-
year hole in a single quarter. That
would take a Q2 growth rate of at least
10% year over year, probably too

much of a rebound to expect in a sin-
gle quarter. So hopes for the year will
likely hinge on the second half.

  On a year-over-year basis, only
Jabil is projected to grow in Q1,
which for Jabil is the quarter ending
February 2013. The others are expect-
ed to see sales declines ranging as high
as 18.7% at Celestica and 19.2% at
Flextronics (Table 1A).

  Revenue for each provider was esti-
mated by selecting the midpoint of its
Q1 sales guidance.

  Typically, Q1 is a seasonally weak
quarter for the group, but the 9.8%
sequential drop estimated for Q1 2013
is somewhat worse than the sequential
declines of 7.5% for Q1 2012 and
around 8.3% for Q1 2011 (the latter
number is not exact because it includes
operations no longer part of Flextron-

ics).
  According to MMI’s estimates, just

one provider, Plexus, will exhibit se-
quential growth in Q1. Among the five
others, three are expected to experi-
ence single-digit declines, and two are
projected to endure double-digit drops
(Table 1A).

  Plexus is also the only provider
whose Q1 outlook suggests an increase
in adjusted EPS from the prior quarter.
The increase would be 12% at the
midpoint of EPS guidance. Four pro-
viders expect that their adjusted EPS
will decrease sequentially, given their
guidance. In three of those cases –
Benchmark, Celestica and Flextronics
– the sequential decline would be
greater than 40% at the midpoint of
EPS guidance. At the fourth provider,
Jabil, the decline would be 11% at the
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ly. Overall, non-GAAP operating mar-
gin was 2.8%, down 70 basis points
sequentially and 50 basis points year
over year.

  In the company’s December quar-
ter, cash flow from operations totaled
$97 million, with free cash flow at $78
million.

  Compared with the prior quarter,
demand was disappointing for all end
market segments except for multime-
dia. Communications Networks,
Computing & Storage and Defense/
Industrial/Medical were sequentially
down 12%, 10% and 8% respectively,
while Multimedia rose 46%.
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Forecasts
from IDC and IHS

  Market research firms IDC and
IHS have released their latest forecasts
for contract manufacturing revenue
from EMS and ODM activities. IDC
has the contract manufacturing space
growing from $338.9 billion in 2011
to $454.3 billion in 2016 (Table 1B),
as IHS estimates that market size will
increase from $368.7 billion in 2011
to $451.9 billion in 2016 (Table 2B).
The IDC forecast corresponds to a
five-year CAGR (compound annual

lion in 2013, up from $387.0 billion
last year.

  According to the IDC forecast,
EMS sales will increase 5.6% this year
to $229.4 billion from $217.2 billion
in 2012. In addition, IDC expects that
EMS business will grow somewhat
faster next year at a 7.8% clip, result-
ing in 2014 sales of $247.3 billion.
Growth in 2015 and 2016 is forecasted
to be 7.3% and 7.0% respectively. By
the end of the forecast period in 2016,
EMS revenue will reach $283.9 billion
for a five-year CAGR of 6.3%. That is
slightly higher than the 6.0% CAGR

that IDC is projecting for the entire
contract manufacturing space (Table
1B).

  As for the ODM sector, IDC esti-
mates that ODM sales will rise from
$130.1 billion in 2011 to $170.4 bil-
lion in 2016, corresponding to a
CAGR of 5.5%. The ODM CAGR is
80 basis points below the EMS rate.
However, for 2013 IDC is predicting
that ODM revenue will increase by
6.3%, 70 basis points faster than pro-
jected EMS growth. According to
IDC, ODM sales will hit $143.5 bil-
lion this year, up from $135.0 billion
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midpoint. No inferences can be drawn
from Sanmina’s guidance, but at the
midpoint adjusted EPS would be flat
versus the prior quarter (Table 1A).

  Compared with the year-earlier
quarter, Benchmark, Celestica, Flex-
tronics and Plexus expect adjusted

EPS to fall, based on their outlook. At
the midpoint of guidance, the EPS de-
clines would be 44% and 46% at
Celestica and Flextronics respectively,
24% at Benchmark, and 6% at Plexus.
Jabil’s guidance implies an expecta-
tion that adjusted EPS will be less than

or equal to the year-earlier value,
while adjusted EPS would be down
7% at the midpoint of guidance. No
conclusions can be reached from San-
mina’s guidance, but at the midpoint
adjusted EPS would be up 7% year
over year (Table 1A).

growth rate) of 6.0%, while the IHS
numbers yield a somewhat lower
CAGR of 4.2%.

  Still, both firms are forecasting mid
single digit growth for contract manu-
facturing sales this year. IDC expects
that this outsourcing market will see
5.9% growth in 2013, and IHS esti-
mates 4.5% growth. In the IDC fore-
cast, the contract manufacturing
market will increase to $372.9 billion
in 2013 from $352.2 billion in 2012.
IHS puts the market size at $404.5 bil-

in 2012 (Table 1B).
The ODM share of the
contract manufacturing
market will shrink
slightly over the fore-
cast period from
38.4% to 37.5%, IDC
estimates.

  Yet another forecast
has come to light.
TechNavio, the syndi-

cated research wing of Infiniti
Research, is forecasting a con-
tract manufacturing CAGR of
5.74% from 2012 to 2016.

News

Jabil to Acquire Nypro
  Jabil (St. Petersburg, FL) has en-

tered into an agreement to purchase
Nypro (Clinton, MA), a global plas-
tics manufacturer with $1.2 billion in
2012 revenue, for a price of $665 mil-
lion, subject to adjustments. Contin-
gent upon a number of conditions, the
deal is expected to close in Jabil’s fis-
cal Q3 ending May 2013.

  “The combination with Nypro will
extend Jabil’s materials manufacturing
capabilities into the healthcare and
consumer packaging markets as well
as add depth to our consumer electron-
ics business,” said Tim Main, chair-
man and CEO of Jabil.

  Founded in 1955, employee-owned
Nypro operates 20 manufacturing lo-
cations in 10 countries and has about
12,000 employees.

  Adding Nypro will significantly
expand the size of the total market that
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Jabil can address. The company will
gain entry into a rigid plastic packag-
ing market worth $140 billion and a
healthcare disposables and consum-
ables space valued at $65 billion. With
regard to Jabil’s business plan for
healthcare, Main believes the prospec-
tive deal “advances our clock three to
four years.” According to Jabil, the
deal will position it as the number-one
healthcare provider. Acquiring Nypro
also reflects Jabil’s strategy to grow its
Diversified Manufacturing Services
segment aggressively.

  Meanwhile, Jabil has made another
move within its DMS segment – an
alliance with UPS. Jabil Aftermarket
Services and UPS’s logistics and dis-
tribution business unit will together
provide global reverse logistics services.

  Deal done…Contract manufacturer
HANZA (Stocksund, Sweden) has
acquired cable manufacturer Alfaram,
which operates factories in Finland,
Slovakia and China and employs some
150 people.

  Some new business...China Daily’s
website reported that Hon Hai Preci-
sion Industry (Tucheng City, Taiwan)
is making 60-in. TVs under the Ra-
dioShack brand for sale in China
through two retail channels including
Hon Hai’s CyberMart unit….Inte-
grated Micro-Electronics Inc. (Lagu-

na, Philippines) will be manufacturing
HVAC and blower units for Japan
Climate Systems at IMI’s Guadala-
jara, Mexico, plant. The units are in-
tended for Mazda cars….CTS
Electronics Manufacturing Solu-
tions (Lisle, IL) will manufacture all
of Qualstar’s tape library products
and related assemblies in Moorpark,
CA….CybAero, a Swedish maker of
unmanned helicopters, has chosen to
outsource all production to Part-
nerTech (Vellinge, Sweden)….The
Suzhou, China, plant of TT electron-
ics integrated manufacturing servic-
es is providing manufacturing services
for a system used to test avionics
equipment of China’s C919 aircraft
project. This business came from
AVIAGE Systems.

  California facility investments...
Flextronics (Singapore) has invested
$12 million in its Product Innovation
Center in Milpitas, CA, and plans to
invest another $20 million in the cen-
ter in the coming months….OnCore
Manufacturing (San Jose, CA) has
opened its first medical center of ex-
cellence at its Fremont, CA, facility….
EMS provider NBS (Santa Clara, CA)
plans to move its manufacturing head-
quarters to a new facility of about
60,000 ft

2
 in Milpitas, CA. The new

facility will offer about 50% more
space for assembly and test operations.

News

  Hon Hai eyeing Japan…According
to published reports, Hon Hai plans to
make a large R&D investment in Japan.

  Facility closing…Flextronics plans
to shutter its facility in Creedmoor,
NC. The company said this decision
stems from its plan to optimize and
streamline its footprint in the region.

  People on the move… OnCore
Manufacturing has promoted COO
Sajjad Malik to president and CEO in
place of Dan Perez, who is retiring.


