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Hon Hai To Make Bigger Bet in China

Plans to shift some operations out of
Shenzhen as company expands inland

This month, wire services reported
that Hon Hai Precision Industry
(Tucheng City, Taiwan) plansto add
up to 400,000 workersin China over
the next year. This massive hiring ef-
fort, which isfar beyond what any oth-
er company in the outsourcing space
could contemplate, will make Hon
Hai’ s Chinese workforce aslarge as
1.3 million.

In addition, the company intendsto
downsize operationsin Shenzhen,
whereit endured a series of suicides
thisyear, prompting scrutiny of its
management practices (June, p. 1).
Over the next five years, the workforce
in Shenzhen will shrink by some
170,000, according to wire services,
and Reuters reported that Hon Hai em-
ploys 470,000 people there now. The
provider’ sfocusin Shenzhen will shift
toward R&D, testing and alternative
energy work, reported Bloomberg.
Hon Hai recently announced two wage
increasesin Shenzhen that will more
than double base pay.

While the shift in production will
allow Hon Hai to lessen the effects of
labor cost increasesin Shenzhen, the
company stated that it isresponding to
“broader societal trends and shiftsin
China.” Theideaisto create more
jobs, particularly ininland China, that
enable employees to work closer to

their home towns. In line with this ob-
jective, Hon Hai has undertaken facto-
ry projectsin two inland provinces,
Henan and Sichuan. Both offer an
abundance of workers. Reportedly,
some amount of Shenzhen production
will be moved to interior locations.

Hon Hai wasted no time getting
production started in Henan. Manufac-
turing began this month in atemporary
facility located within Henan' s capital,
Zhengzhou, according to published
reports. The Zhengzhou operation will
mainly assemble Apple siPhone, re-
ported China’s official Xinhua News
Agency, which cited an agreement be-
tween Hon Hai and the government of
Zhengzhou. Note, however, there have
been conflicting reports about whether
or not Apple’siPhone and iPad pro-
duction will be transferred from Shen-
zhen.

The company has aready invested

$12 million in this mobile-phone oper-
ation, according to information posted
on the Taiwan Stock Exchange. Xin-
hua reported that investment in this
Zhengzhou operation will amount to
$100 million, and a permanent factory
is expected to be up and running with-
inayear with an eventual capacity of
about 200,000 handsets aday. Hon
Hai has also invested $20 millionin a
second mobile-phone activity in
Zhengzhou, and according to Xinhua,
thisfacility will involve spending $120
million. At thiswriting, the status of
the second operation is unknown. To-
gether, the two projects will reportedly
require an overall investment of $740
million, al things considered, but Hon
Hai’ s contribution has not been dis-
closed.

Besides cell phones, the new plants
will also manufacture base station
hardware, core network equipment and
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two types of molds, Xinhua reported,
citing official documents. According a
report by the news agency, Hon Hai
intends to hire 200,000 workersfor its
Zhengzhou operations by the end of
2011.

Reportedly, Hon Hai also hasits
eye on Henan province for its previ-
ously reported diversification into the
retail sector. The company has been
meeting with provincial officials about
setting up approximately 2,000 stores
in the province, according to Xinhua.

Also part of Hon Hai’ sinland ex-
pansion are two operations planned for
Chengdu, the capital of Sichuan prov-
ince. The company has aready com-
mitted $20 million for a tablet PC unit
in the city and $12 million for a set-top
box unit there. Hon Hai has begun to
recruit 1,000 workersin Chengdu,
with the aim of ultimately hiring
100,000 people for its Chengdu activi-
ties, reported China Daily, citing a
local newspaper. It was reported last
year that the company had decided to
invest $1 billion in a Chengdu produc-
tion base focusing on optoelectronic
products (Oct. 2009, p. 4). According
to recent published reports, Hon Hai
has also proposed ajoint venture to
erect an 8.5-generation LCD fabrica-
tion plant in Chengdu at atotal cost of
$4 billion.

Hon Hai’ s expansion into south-
western Chinais not limited to
Chengdu. Recently, the company be-
gan volume manufacturing ahead of
schedule at a new notebook plant in
the city of Chongqing, Digitimesre-
ported (see also April, p. 1). Hon Hai
issaid to have other projectsin mind
for its base in Chongging. The Com-
munist Party’ s People’ s Daily Online
quoted a buyer in Hon Hai’ s Commu-
nication and Network Solution Busi-
ness Group who said his department in
Shenzhen will relocate to Chongging.
Note that Cisco has pledged to work
with the city government on the devel -
opment of atelecom manufacturing

base in Chongging (April, p. 1). Al-
though surrounded by Sichuan prov-
ince, Chongqing isadministratively
separate from it and reports directly to
the central government.

Wuhan in the central province of
Hubei has surfaced as another |ocation
reported to have aroleto play in Hon
Hai’ sinland migration. Some news
sources have said Wuhan will take
over Shenzhen's production of desk-
tops. In particular, Hon Hai has en-
tered into an agreement with the
government of Wuhan to send the
company’ s desktop assembly lines,
whose capacity is 68 million PCsa
year, plus printer and monitor linesto
the city, reported Digitimes, which
relied on a Xinhuanet report in Chi-
nese. By the end of the year, the com-
pany will hire an additional 15,000
workersfor its Wuhan site, according
to ShanghaiDaily.com, which cited a
Wuhan newspaper.

While Hon Hai, the parent compa-
ny, has not said which Shenzhen
activitieswill be sent where, itsmajor-
ity-owned cell-phone subsidiary,
Foxconn International Holdings,
reportedly has addressed a production
transfer. Citing a spokesman for FIH,
The Wall Street Journal reported that
FIH plansto finish moving its princi-
pal manufacturing linesthisyear from
Shenzhen to Langfang in the northern
province of Hebei.

Other cities also appear in some
reports of Hon Hai’ s effort to rear-
range its China operations. A Xinhua-
net report quoted a Hon Hai group
employee in Shenzhen as saying that
workers and manufacturing lines had
moved to Tianjin and Wuhan in June.
Another worker told Xinhua that half
of his department in the Communica-
tion and Network Solution Business
Group will relocate to Tianjin. Anec-
dotal reports aside, Hon Hai is ex-
panding in Tianjin. According to a
posting on the Taiwan Stock Ex-
change, the company has made an

$18-million investment in anew server
unitin Tianjin.

A report originating from the China
Business News and circulating online
said Hon Hai will transfer iPad manu-
facturing to Taiyuan in Shanxi prov-
ince from Shenzhen. However, as
mentioned before, earlier reports did
not agree.

Finally, the company will move
PCB fabrication to Qinhuangdao in
Hebei province, solar equipment pro-
duction to Jincheng in Shanxi prov-
ince, and video game work to Y antai
in Shandong province, according to a
website under China s Ministry of
Commerce. Note that Hon Hai recent-
ly put $14.1 million into a Qinhua-
ngdao manufacturer of PCB products
out of a$33-million planned invest-
ment in the business, of which Hon
Hai owns 43% indirectly. Both Hebei
and Shandong provinces are coastal as
isthe city of Tianjin. So not all of the
Hon Hai group’s expansion isinland.

Still, the build-up in inland provinc-
eswill allow Hon Hai to employ more
people working nearer to their home
towns. MMI believes that Hon Hai will
benefit on several levels. The company
can tap large pools of local workersin
areas where |abor and other costs are
lower than on the coast. These workers
will be attracted to Hon Hai because
they can live near their families and
enjoy acost of living that islower than
in coastal cities. With young workers
more connected to their families, Hon
Hai isat least somewhat relieved of
the 24-hour “ parental” responsibility
that comes with employing a migrant
workforce. Hon Hai also gainsamore
stable workforce | ess subject to the
churn that results when migrant work-
ersdo not return after Chinese New
Year.

Hon Hai is sending a clear message
that it wants to depend far less on mi-
grant workers. Istherest of the indus-
try listening?
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Market Data

OEM Survey Results
Offer Some Surprises

A new OEM survey by Riverwood
Solutions (Menlo Park, CA), an oper-
ations consulting and managed servic-
es provider, has produced some
unexpected findings. These and other
results from the survey reflect OEM
attitudes and activities associated with
outsourcing.

Completed in mid-May, River-
wood' s annual survey of senior opera-
tions and supply chain professionals
covered OEMs that spent more than
$100 billion in the global electronics
supply chain in 2009. Respondents
reported spending on average between
$101 million and $250 million on
EMS last year.

With the rising costs of manufactur-
ing in China, one might have expected
adecidedly smaller proportion of
OEMsto take a positive view of the
country thisyear. But surprisingly, the
new survey saysjust the opposite:
66.7% of OEM respondents agree or
strongly agree that Chinais the best
location for building their company’s
product over the next few years. In
contrast, only 23.5% held that belief
last year. The shift in attitudes toward
Chinaisnot only positive, it isunex-
pectedly large. Thisresult agreeswith
another of the survey’ sfindings. Just
9.5% of 2010 respondents report that
they are actively investigating alterna-
tive locations for product that they cur-
rently have manufactured in China.

Another unexpected result concerns
manufacturing in the region where a
product is sold. Popular wisdom says
thisisamajor trend. But only 14.3%
of respondents say they are more likely
to look at near-shore and on-shore
manufacturing options than ayear ago.
(See Last Word, p. 8 for more on this
subject.)

On the other hand, 50% of respon-
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dentssay itisvery likely or extremely
likely that they will relocate some or
all of their production to another geog-
raphy. That'sup slightly from 47.1%
in 2009.

[lluminating the OEM-EM S
relationship

It isindustry gospel that OEMs are
generally adverseto switching suppli-
ers because of the costsand risk in-
volved. But again, the survey says
otherwise. In the new survey, 68.2% of
OEM respondents report it was at least
very likely that they would relocate
some or al of their production to an-
other supplier. By comparison, 47.1%
of respondents were so inclined in
2009. Riverwood believesthat far less
than 10% of programs will actually be
moved from one supplier to another as
the costs and risk of atransfer general-
ly outweigh the other factors causing
thissentiment.

One reason why an OEM would
move a program to another supplier is
to consolidate its supply base. And the
survey presents evidence that OEMs
areincreasingly planning to do this. Of
the 2010 respondents, 59.1% are very
or extremely likely to consolidate key
suppliersto reduce cost. That’sup
from 35.3% in the 2009 survey.

Y et the survey found much more
interest in new suppliers. That is,
68.2% of respondents are very or ex-
tremely likely to evaluate new EMS/
ODM or CDM suppliers, compared
with just 23.5% last year.

Another survey question looked at
the appeal of ODM companies alone.
Of the 2010 respondents, 72.7% say
they arevery or extremely likely to
engage an ODM company on anew
program. Thisfigure, which ismore
than twice the 35.3% of OEM profes-
sionalswith the sameintentionsin
2009, offers an indication of the cur-
rent interest in the ODM model.

The Riverwood survey also discov-
ered less emphasis on cost as the
number-one performance metric. Re-

spondents were asked how they felt
about cost as the single most important
factor they use in measuring and man-
aging their EM S providers. Only
14.3% believe that cost isthe primary
metric for measuring EM S perfor-
mance. Thisresult amountsto a sub-
stantial drop from the comparable
figure of 41.2% in the 2009 survey.
Nevertheless, the 2010 survey
shows asignificant increase in the
number of OEM s that report being
concerned that their EM S provider
will raise prices or add new charges.
The survey found that 40.9% are con-
cerned, compared with 11.8% in 2009.
OEMs are also increasingly worried
that their EM S providers are not in-
vesting enough on the OEMS' behalf.
In the 2010 survey, 40.9% of respon-
dents are concerned that underinvest-
ment by their EM S provider will hurt
performance on their account over the
next year. Last year, 25% expressed
this concern. It is not surprising that
more OEMs have thisconcernin a
year when EM S investment isrequired
to support customers' growth, as op-
posed to last year when there waslittle
or no need to add EM S capacity.
Supply chain constraints, of course,
are another source of OEM unease. Of
those who responded, 45.5% are at
least very concerned that their product
shipmentswill be seriously impacted
over the next two quarters based on
some major unforeseen event in the
supply chain. In 2009, only 11.8% had
such worries about supply disruptions.
The new survey revealsthat 52.4%
of OEMsfedl at least somewhat better
about their EM S supplier relationships
than they did last year. But satisfied
EMS customers are till reported asa
minority. Of the OEM respondents,
38.1% are satisfied with the overall
value they get fromtheir EMS
provider(s). The good newsisthat this
percentage represents a substantial
increase from 2009’ s paltry 18.8%. So
the EM Sindustry has been making
some progress in thisregard.



Vertical integration is another issue
addressed by the survey. When polled,
52.4% of respondents say vertical inte-
gration and abroad service offering
areimportant to them in selecting or
using an EMS or ODM partner. How-
ever, the appeal of these capabilities
was less widespread in 2010 thanin
2009, when 70.6% of respondents vot-
ed in favor of vertical integration and a
broad services offering, for which
some of the largest EM S providers are
known.

The survey paints a picture of
OEMswho for the most part are not
thrilled with their supply chain. Only
14.3% of respondents believe that
their company’ s supply chainis more
nimble than that of their competitors.
Similarly, 61.9% agree or strongly

agree that their supply chainis more
complex than it needs to be. Further-
more, just 14.3% believe their compa-
ny does avery good of identifying and
managing indirect costs associated
with managing its product manufactur-
ing and supply chain.

In addition, the survey findsa
smaller proportion professionals
reporting that their CEO views opera-
tions and supply chain as a competi-
tive advantage for their company. Of
the 2010 respondents, 42.9% held this
view versus 64.7% in 2009.

Insourcing, a hot topic in 2009, was
also covered in the survey, whose re-
sults showed little change in OEM atti-
tudes toward the practice. For 22.7%
of respondents, it islikely that their
company will internalize some opera-

tions activities that are currently out-
sourced. In the 2009 survey, adlightly
higher proportion, 29.4%, submitted
such positive answersto the insourcing
question.

Another question asked whether
OEMswould be willing to pay a quali-
ty premium. Of OEM respondents,
47.6% say they would be willing to
pay their EMS provider 2% more if
product returns were cut in half. Affir-
mative responses to this question more
than doubled versus last year, up from
just 23.5% in 2009.

Finally, 63.6% of respondents say
they arelikely to hire remote opera-
tions staff located near their EM S pro-
vider. Only 29.4% of respondents
reported the likelihood of remote hir-
ing plansin 20009.

Snappy Recovery
...S0 Far

Forecasts of modest single-digit
growth for 2010 have so far been off
the mark when it comes to the industry
sector consisting of the largest U.S.-
traded EM S companies. Indeed, com-
bined sales for this group have
snapped back in the first half of this
year following a steep declinein reces-
sion-mired 2009. First-half revenue for
the six U.S.-traded providersincreased
by 14.7% overall from the year-earlier
period, amounting to a brisk recovery
from 2009 when group salesfell by
22.7%. Two providers, Plexus and
Sanmina-SCI, grew their first-half

sales by more than 30% year over year
(Table1). Aggregate sales for the first
six months totaled $27.4 billion, up
from $23.9 hillion in the same period a
year ago.

On ayear-over-year basis, the
group’s Q2 salesrose at afaster rate
thanitsfirst-half sales. The Q2 in-
crease was 21%, with all six providers
in double digitsled by Plexus at
41.7% (Table 1). Perhaps more signif-
icant, the group’ s Q2 sales growth eas-
ily outpaced the increase in electronic
equipment sales for the period. Ac-
cording to areport by Custer Con-
sulting Gr oup, worl dwide equi pment
salesin Q2 went up by 12% year over
year, acomposite value representing

the financial results of 70 large OEMs.
Thus, the EM S growth rate was nine
percentage points higher than the
OEM rate in the second quarter as
measured against the year-earlier peri-
od. While the outsourcing trend’ s
power to increase EM S sales disap-
peared in demand-starved 2009, the
trend once again boosted sales growth
above the OEM baselinein the first
half of 2010.

Sequentially, combined Q2 sales
increased by 10%, with sales growth
of Flextronicsand Jabil Circuit in
double digits. Aggregate GAAP net
income for the quarter improved at a
far greater rate. Together, the six U.S.-
traded providers produced Q2 net in-

Table 1: Q2 and Six-Month 2010 GAAP Results for the Six Largest U.S.-Traded EMS Providers (M$ or %)

Company

Q210 Q1'10 Q2 '10 Q110

o110 &

(in order of Q2'10 . Q2'09 Yr.-yr. Qr0SS Qross  Oper.  oper. Q2_'10 Ql_'lO Q2_'09 Q1-2'10 Q1-2'09 Yr.-yr. Q1-2_'10 Q1-2_ '09
6-mo. sales) sales  sales cho. sales chg. marg. marg. marg. marg.ne“nc' net inc. netinc. sales sales chg. netinc. netinc.
Flextronics* 6,565.9 5,940.2 105 5,782.7 135 56 54 24 19 1182 60.1 (154.0) 12,506.1 11,365.2 10.0 178.3 (393.8)
Jabil 3,455.6 3,0046 150 26151 321 76 74 28 21 520 29.8 (28.8) 6,460.2 55025 174  81.8 (894.9)
Sanmina-SCI 1,625.2 15275 6.4 12092 344 76 77 38 30 216 10.1 (415) 3,152.7 2,4043 31.1 317 (79.4)
Celestica 1,5854 15181 4.4 14022 131 68 7.0 12% 24 (6.1) 259 53 31035 28716 81 198 245
Benchmark 5894 5719 31 4818 223 80 79 41 37 208 183 116 11614 9786 187 390 208
Plexus 536.4 4910 9.2 3786 417 104 103 50 48 244 20.7 9.2 1,0274 7675 33.9 451 142
Total/avg.14,357.9 13,053.3 10.0 11,869.6 21.0 6.7 6.6 27 23 2309 164.9 (198.2) 27,411.3 23,889.7 14.7 395.7 (1,308.6)

*Intangible amortization was subtracted from Flextronics' reported operating income. **MMI calculation.
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two providers, Jabil provement of 20 basis points. For the

Table 2: Inventory for the Six Largest
U.S.-Traded Providers (M US$)

Company Q2'10 Q1'10 Q2'09

and Plexus, posting
increases of over 40%.

first timein several years, the gross
margin (non-GAAP) for the compa-

, : : Qtr.-gtr. Yr-yr. ny’ s component businesses exceeded
(inorderof inven- inven- e MV onge | Resultsfor two its corporate average gross margin for
6-mo. sales) tory tory 9 tory 9 ; ; ; P ageg 9
: providersin brief the quarter
Flextronics 3,320.9 2,875.8 15.5% 2,671.4 24.3% ’

The provider reported an embezzle-
ment of $3 million in Asia, which ap-

Last month’ sissue

Jabil 1,781.8 1,565.3 - :
contained brief summa-

13.8% 1,255.5 41.9%

Sanmina-SCI 8551 8157 4.8% 6962 22.8% | C

Celestca 6768 7243 -6.6% 6343 6.7% | Mesof Q2resultsfor pears to have occurred over the course
Benchmark 3890 3620 7.5% 3222 207% | fouroftheUS-traded  of several years. .

Plexus 4689 4309 88% 3135 49.6% | Providers(duly,p.4-5). For fiscal Q4, Sanmina-SCI expects

Q2 financialsfor the continued improvement in non-GAAP

Total/avg. 7,4925 6,774.0 10.6% 5,893.1 27.1%

operating margin, and guidance calls

come of $230.9 million, up 40% from
the prior quarter (Table 1). Composite
net margin for Q2 rose sequentially by
30 basis points to 1.6%.

Q2 GAAP gross margin overall
stood at 6.7%, up 10 basis points from
the prior quarter and 150 basis points
from the year earlier period (the latter
not apparent from the table). Plexus
posted the highest Q2 gross margin at
10.4%, followed by Benchmark Elec-
tronics at 8%. The group’s GAAP op-
erating margin for Q2 amounted to
2.7%, asequential improvement of 40
basis points. Again, Plexus and Bench-
mark werefirst and second respective-
ly inthe order of margin results. The
provider that showed the greatest se-
guential gainin operating margin was
Sanmina-SCI with an 80-basis point
increase.

For thefirst half, the six providers
earned a combined net income of
$395.7 million (GAAP), representing
abottom-line swing of $1.7 billion
from the year-earlier period. First-half
net margin (GAAP) for the group was
1.4%.

Thesix U.S.-traded providers re-
ported Q2-end inventoriestotaling
$7.49 hillion. Compared with the prior
quarter, overall inventory grew by
$719 million, or 10.6% (Table 2). Pro-
gram ramps contributed to thisin-
crease, and component supply
constraints played arole aswell. Only
Celestica managed to reduceitsinven-
tory sequentially. On ayear-over-year
basis, inventory was up 27.1%, with
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remaining two compa-
nies are described below in the same
manner.

Benchmark Electronics. The pro-
vider's Q2 sales of $589.4 million fell
short of its guidance of $600 million to
$630 million. Benchmark blamed the
miss on alack of demand from one
computer customer in addition to sup-
ply chain challenges coupled with
changesin product mix from customer
forecasts. Supply chain constraints
resulted in an impact of about $30 mil-
lion on Q2 revenue. Compared with
the prior quarter, Benchmark saw
stronger shipmentsfrom all of its sec-
tors except for medical, where product
transitions and crossovers caused a
20% drop in sales.

Gross margin for Q2 was 8.0% (no
restructuring charges), up from anon-
GAAP margin of 7.9% in Q1. Operat-
ing margin of 4.0% equaled the
non-GAAP result of Q1.

With Q3 sales guidance of $590
million to $630 million, Benchmark
expects Q3 salesfrom al of its sectors
toincrease over Q2 levels.

Sanmina-SCl. Revenuefor itsfis-
cal Q3 ended July 3 rose 6% sequen-
tially thanksto a28% increasein its
communications segment. Salesfrom
the multimedia and enterprise comput-
ing and storage segments fell from the
prior quarter, while industrial/defense/
medical businesswasflat.

Non-GAAP gross margin was
7.9%, up 10 basis points from the pri-
or quarter, while non-GAAP operating
margin stood at 3.9%, a sequential im-

for arange of 3.9% to 4.2%. Projected
sales growth for fiscal 2010 is about
20%.

Q3 Projected for
Strong Growth

Q3 salesestimates for the six larg-
est EMS providersin the U.S.-traded
sector indicate strong year-over-year
growth for the group despite arecently
sputtering U.S. economy. With Q3
estimates set equal to guidance mid-
points, the group’s Q3 revenue would
grow by 23.2% from the year-earlier
period if providers hit their midpoints.
What's more, Q3 growth is projected
to reach robust double-digit levelsin
five out of six cases, where the esti-
mated increases range from 19.5% to
39.3% (table, p. 6).

At guidance midpoaints, al six pro-
viders would experience sequential
growth in their Q3 sales. Only Jabil
Circuit would achieve a double-digit
increase. Versus the prior quarter,
composite growth for the group’s Q3
revenue is estimated at 6.8%.

Projections for the first three quar-
ters of 2010 paint arosy picture for
revenue growth in the U.S. traded sec-
tor. Estimated nine-month salesfor the
sector’ s six largest providerstotal
$42.7 billion, representing growth of
17.6%. If this rate holds up through
the fourth quarter, 2010 salesfor this
group will have not only made afull
recovery from 2009 but also attained a
double-digit growth level thought to be
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Q3 2010 Guidance and Estimates for the Six Largest U.S.-Traded Providers (sales in B$ except as noted)

, tr.-qtr. , Yr.-yr. , 1-3'10 1-3 esti- 2 EPS Q3 Guidance

Company . Q3 . Q3 Q210 Qestiqm. Q3 09 estir):. Q1-2'10 ?astimat- Q'09 mated QNon- © Non-
guidance midpoint  sales chg. sales chg. sales ed sales sales change GAAP*$ GAAP*$
Flextronics 6.8-7.2 7.0 6.57 6.6% 5.83 20.0% 1251 1951 17.20 13.4% 0.19 0.19-0.21
Jabil** 3.8-4.0 3.9 346 12.9% 2.80 39.3% 6.46 10.36 8.30 24.8% 0.40 0.45 - 0.50
Sanmina-SCI  1.65- 1.70 1.68 163 31% 135 23.7% 3.15 483 3.76 28.5% 0.32 0.35-0.41
Celestica 1.55-1.65 1.60 1.59 0.9% 1.56 2.8% 3.10 470 443 6.2% 0.21 0.20 - 0.24
Benchmark 590-630M 610M 059 35% 051 19.5% 1.16 177 149 19.0% 0.33 0.33-0.36
Plexus 530-555M 5425M 054 1.1% 039 38.0% 1.03 157 1.16 35.3% 0.59 0.58 - 0.63

Total/avg. 1533 1436 6.8% 1245 23.2% 2741  42.74 36.33 17.6%

Q3 estimates equal midpoint of Q3 guidance. Nine-month 2010 estimates equal six-month sales plus midpoint of Q3 guidance.
*Non-GAAP EPS may not be comparable from company to company. **Q3 data correspond to the quarter ending August 2010.

out of reach for the mature EMSin-
dustry. Nine-month growth ratesfor all
providersin the group except one will
beintwo-digit territory if estimates
prove accurate (table). Estimates of

nine-month sales equal first-half sales
plus Q3 guidance midpoints.

Guidance for Jabil’ s August quarter
and Sanmina-SCI’s calendar Q3 quar-
ter suggests that in each case non-

GAAP EPSwill improve over the pri-
or quarter’ sresult. Flextronics and
Benchmark Electronics expect their
non-GAAP EPS for calendar Q3 to be
equal to or greater than their Q2 result.

News Dealsdone...Pufin S.p.A., an Ital- the remaining shares still held by em-
ian company, has acquired Flextron- ployees. EN ElectronicNetwork will
Ca talyst Acquires ics' operationin Saint Etienne, France. move its headquarters to Bornheim-

EMS Operation in NY

Catalyst Manufacturing Services
(Endicott, NY), afull-service EMS
provider operating in two U.S. loca-
tions and Mexico, has acquired Har -
vard Custom Manufacturing’s
PCBA Divisionin Owego, NY. The
purchase price was not disclosed.

“Catalyst has amanufacturing loca-
tion afew milesfrom the HCM site,
which made this an attractive situation
for both companies on many levels.
There are many similarities between
our organizations— similar business
models aswell astarget markets,” stat-
ed Randall Lainhart, executive VP at
Catalyst. “The merging of these opera-
tionswill provide greater engineering
depth and advanced capabilities for
both the Catalyst and HCM customer
base. HCM’ s advanced capabilitiesin
system level assembly, including engi-
neering and test, were of great interest
to Catalyst.”

The transaction did not include
HCM'’ sInterconnect Systems Division
in Salisbury, MD, which servesthe
aerospace and defense industries.
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According to translated press reports,
the operation has 150 employees.
El.Ital. (Avelino, Italy), whichisheld
by Pufin, does businessinthe EMS
and energy sectors....Sunburst EM S
(West Bridgewater, MA) has pur-
chased Quality Electronics Manu-
facturing (Melbourne, FL), which
speciaizesin wire and cable harness
assembly....Sparton (Schaumburg,
IL) has completed its previously an-
nounced acquisition of certain assets
of Delphi Medical Systems' contract
manufacturing businessin Longmont,
CO (duly, p. 6).

Ownership change...EN Electron-
icNetwork, a German EM S provider
ranked in the MMI Top 50 for 2009,
has taken on new ownership. Huub
Baren, chairman of the company’s su-
pervisory board; Klaus Kroesen, CEO
of the company; Dr. Daniel Heine-
mann, head of Controlling of the EN
ElectronicNetwork group; and Rolf
Weinreis, GM of the company’s Bonn
unit, have taken over amajority of the
company’s shares. Baren holds a51%
interest, and management 24%, with

Hersel, Germany, near Bonn, from
Limburg, Germany. The company’s
Limburg site was divested at the end
of 2009.

Some new business...Hon Hai Pre-
cision Industry (Tucheng City, Tai-
wan), considered a newcomer to the
notebook outsourcing space, has al-
ready made significant inroadsin the
space. For 2011, Hon Hai will become
HP’s second biggest supplier of note-
books with ordersfor 9 to 11 million
units, Digitimes reported, citing note-
book industry sources. What's more,
Hon Hai will have the third largest
portion of Dell’s notebook orders for
2011, according to Digitimes (July, p.
7)....Top 50 EMS provider L aBarge
(St. Louis, MO) haslanded a contract
from Sikor sky Aircraft to produce
wiring harnesses for aMedevac heli-
copter in the Black Hawk family. The
award is valued at about $5 million.
Also, LaBarge has received a $4.9-
million contract from United L aunch
Alliance to continue to produce com-
plex wiring harnesses for the Atlas Vv
launch vehicle, which takes satellites
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News

into orbit. ULA isajoint venture be-
tween Boeing and L ockheed
Martin....A portable alarm systems
company called tattletale (Wester-
ville, OH) has selected The M orey
Corporation (Woodridge, IL) to man-
ufacture and fulfill what is described
astheworld’ sfirst portable, cellular-
based security system for consumers.
In addition, tattletale said it will look
to Morey to manufacture its complete
suite of portable alarm productsin the
near future....Under anew turnkey
agreement, Enigma I nter connect
(Pointe-Claire, Quebec, Canada) will
mass produce an intelligent motion
detection device devel oped by
Lyrtech (Quebec City, Canada). The
agreement isrelated to a CA$28-mil-
lion OEM contract that Lyrtech recent-
ly won....Publicly-traded IEC
Electronics (Newark, NY) hasre-
ceived an order from a defense cus-
tomer valued at more than $6.1
million. IEC will serve asexclusive
turnkey supplier for asatellite commu-
nications modem used by the U.S. De-
partment of Defense. The program
also includeslife cycle support.
...Kitron (Billingstad, Norway), a
Top 50 EMS provider, has landed or-
ders worth about NOK 70 million
($22.3 million) from its medical equip-
ment segment and additional business
valued at about NOK 55 million ($8.8
million) from the company’s offshore/
marine segment.

Adding capacity...According to
press reports from Turkey, Hon Hai
signed an agreement this month to
build anew factory in Turkey for
production of HP PCs. If this news
creates afeeling of d§javu, it'swar-
ranted. Last year, the two companies
announced that Hon Hai would invest
about $60 million in anew plant to
manufacture desktop PCsfor HPin
Turkey (March 2009, p. 7). The origi-
nal schedule called for production to
begin in March 2010....Top 50 pro-
vider Creation Technologies (Burna-
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by, BC, Canada) has opened a new
facility ir;St. Peter, MN, offering
50,000 ft of manufacturing space.
...Enics (Zurich, Switzerland), another
Top 50 provider, will invest several
million euros to increase the capacity
of its Beijing, China, plant. Manufac-
turing areawill expand, and SMT ca-
pacity will double. The added space
will enable Enicsto increase the
plant’s workforce from 600 at present
to 900 if needed.

Entering the U.S. market...News
sources in the Philippines are reporting
that lonicsEM S (Laguna, Philip-
pines), asubsidiary of lonics, plansto
establish adesign and prototyping op-
erationin Silicon Valley.

Facility consolidation...Asaresult
of Sanmina-SCI’s acquisition of
BreconRidge (May, p. 7), Sanmina-
SCI will combineits NPI facility in the
Ottawa, Canada, suburb of Kanata
with BreconRidge' s plant in Ottawa.
In addition, BreconRidge' s operation
in Shenzhen, China, will be combined
with a Sanmina-SCI operation in Chi-
na.

Facility closures...Theintegration
of BreconRidge will also involve a
facility closure. BreconRidge' slogis-
ticsand repair center in Ogdensburg,
NY, will cease operations, alocal
newspaper reported. ...Flextronicsin-
tends to shutter its automotive factory
in M6r, Hungary, according to areport
on PRW.com. The company obtai ned
the factory in its 2009 acquisition of
AFL Stribel Production from Alcoa.
...NOTE (Danderyd, Sweden) recent-
ly began closing its Gdansk, Poland,
operation. In Q1, the company started
plant closures at Skanninge, Sweden,
and Tauragé, Lithuania.

People on the move...Peter Lave-
son has taken over thereins as
NOTE’s new CEO and president.
Laveson, who worked as abusiness
developer at Investment AB Ore-

sund, has been amember of NOTE's
board. He replaces acting CEO and
president Goran Jansson....ES-
CATEC Group (Penang, Malaysia)
has appointed Michel Van Crom-
brugge GM of its ESCATEC Electron-
icsand ESCATEC Medical unitsin
Penang. He joins the group from NXP
Semiconductor s Germany, where he
held the position of GM and head of
NXP's Sensors businessline....Cre-
ation Technologies has added four di-
rectors of business development.
Karen Armendariz, whose 20-plus
years of experienceinclude National
Semiconductor and Intel, will cover
the Dallas area. With more than 10
years of experience in business devel-
opment, marketing and media, John
Earle will be responsible for Eastern
Canada. Joe Garcia, who has done
business devel opment for several tier-
one EMS providers, will handle North-
ern Californiaand Nevada. And Kathy
Thomson, most recently director busi-
ness of development at amajor metal
finishing company, will cover North
and South Dakotaand lowa....La-
Barge recently promoted Mike Foti to
director of business development. In
this newly created position, Foti leads
the company’s sales effortsin the de-
fense and government market sectors.
...Kitron has made Thomas L 6fgren
GM for Kitron Sweden in addition to
his role as managing director for
Kitron Microelectronics. Also, Stefan
Tjust has been promoted to managing
director of Kitron’sunit in Karlskoga,
Sweden. Finally, Kitron has named
Yvonne Wenzel GM for Kitron's
operation in Ningbo, China. Before
joining Kitron, she was GM for an au-
tomotive supplier in Beijing....Enics
has promoted Sabina Romagnolo to
GM of Enics Switzerland....Integrat-
ed Micro-ElectronicsInc. (Laguna,
Philippines), a Top 50 provider, re-
cently appointed Jeremy Cowx sales
director in charge of its IMI Japan of-
fice. He has experience working with
Japanese OEMs.



Last Word

Some Explaining To Do

It would seem that thetime hascome
for large-scale migration to a regional
manufacturing model. Rising labor and
other costsin China, potential devalua-
tion of the Chinese yuan, and concerns
about carbon emissions are ostensibly
acting in concert to provide extramoti-
vationfor OEMsto create supply chains
capable of supporting manufacturingin
or near theregion of product sales. It all
looksgreat on paper. By shortening ship-
pingdistances, youreducelogisticscosts
and carbon footprint. You also shrink
pipelineinventory, enhanceyour ability
torespondtodemand changes, cuttravel
time, and facilitate engineering changes
and communication. But thereisno big
surge of OEM interest in regional man-
ufacturing, if arecent poll istakenat face
value.

Riverwood Solutions' OEM survey
found that only 14.3% of respondents
say they are morelikely to look at near-
shore and on-shore manufacturing op-
tionsthan ayear ago. (Seethearticleon
p. 3-4.) Even MMl issurprised about this
result, given MMI’ s 2010 outlook (Jan.
p, 4). Furthermore, just 9.5% of the
survey’ srespondentsreport that they are
actively investigating alternative loca
tionsfor product that they currently have
manufactured in China.

How can these counterintuitive find-
ings be explained? Although the first
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result showsthat only asmall minority of
OEM professionalsare morelikely now
to explore near- and on-shore manufac-
turing, thesurvey doesnotidentify those
who areonly looking at near-shore pro-
duction. It sentirely possiblethat some
additional percentageof respondentsfall
into this category. Indeed, Flextronics
during its last earnings conference call
reported getting a lot more interest in
Mexico and Eastern Europe, two near-
shore locations for low-cost regional
manufacturing. In addition, the survey
does not address whether some portion
of the remaining 85.7% could have al-
ready been looking at near- and on-
shore manufacturing. So the survey
doesn’'t necessarily rule out regional
manufacturing as atrend.

Asfor China, it hasthreethingsgoing
for it: a well-developed supply base,
good infrastructure and a growing do-
mestic market, which just overtook Ja-
pan as the world’'s second largest
economy. A 20% or 30% increase in
Chineselabor coststhisyear may not be
enough to force many OEMSs out of
China when direct labor is often under
5% of their providers' sales. On some
products, it can be lessthan 2% or even
1%. Also, many OEMswill beloath to
switch their supply chains around as
along as component shortages persist.

Whilesomefutureattritionfrom Chi-
na is probably inevitable as increasing
labor costs work their into the supply
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chain and currency effects become pal-
pable, China's supply base, relatively
[ow labor costsand domestic market will
likely remain attractive to many OEMs
for some years to come. In fact, two-
thirds of the survey’s respondents say
China s the best location for building
their company’s product over the next
few years.

But the continuation of alarge pro-
duction base in China and the rise of
regional manufacturingarenot mutually
exclusive. The OEM universe is large
enough to accommodate both. At least
that’ show MMI readsthesurvey results.
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