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Post-Recession Surge Not Foreseen

Although the latest forecasts from Table 1: Three Firms' Forecasts of Contract Manufacturing

three market research firms call for (EMS + ODM) Revenue (billions US$)

single-digit growth in contract manu- Firm 2007 2008 2009 2010 2011 2012 CAGR

facturing sales (EMS + ODM) for IDC  $2665 $291.3 $3140 $3394 $3664 $393.8 8.1%

2009, their projections do not show a Yr.-yr. growth 93% 7.8%  81%  7.9%  75%

surge of growth two or even three iSuppli  $308.1 $315.2 $322.2 $3315 $343.7 $360.0 3.2%*

years|ater (Table 1). If true, these Yr.-yr. growth* 23%  22%  29%  37%  47%

g?gﬁvsv: ﬂ]ﬁg gﬁ(eE gtz' ?ﬁgitl?r/rent TH Q”ﬁgﬂg $2400 $255.1 $2585 $2630 $279.0 $299.9 4.6%

global downturn asit did coming out Yr.-yr. growth* 6.3% 1.3% 1.7% 6.1%  7.5%

of the 2001-2002 tech crash. Average $2715 $287.2 $298.2 $311.3 $329.7 $351.2 5.3%**
Ir} 2002, the MMI Top 50 EMS Combined 5 8% 3.8% 4.4% 5.0% 6.5%

providers reported an aggregate sales yr.-yr. growth

decline of 4.4%. The next year, Top- Forecasts are by IDC, iSuppli and TFI Quarterly Forum.

50 growth improved to 7.5%, which *Supplied by MMI. **Based on average revenue for 2007 and 2012.

was followed by growth spurt of Moreover, none of these firmsis ness for the foreseeable future. This

25.3% in 2004. That surge played into projecting double-digit annual growth point is driven home by a combined

the EM Sindustry’ s mantrathat tough for contract manufacturing revenuein five-year CAGR of 5.3% based on av-

economic times compel OEMs to out- any year from 2008 through 2012. As erage estimated revenue for 2007 and

source more. New outsourcing from aresult, the compound annual growth 2012 (Table 1).

OEMSs chastened by the tech recession rates (CAGRs) that they are forecast- The latest forecasts from the three

coupled with rekindled demand accel- ing for the period 2007 to 2012 are all market research firms show growth

erated industry growth in 2004 asif a single-digit numbersranging from ratesin 2009 ranging from 1.3% (TFI

rubber band had been snapped. iSuppli’s 3.2% to IDC’'s 8.1%. These Quarterly Forum) to 7.8% (IDC), and
But thistime will be different if the forecasts suggest that contract manu- the composite growth estimate for the

three market forecasters hold sway. facturing (EMS + ODM) will loseits year amountsto 3.8%. Compared with

IDC, iSuppli and TFI Quarterly billing as a double-digit growth busi- acombined estimate of 5.8% growth

Forum all project single-digit growth |
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Forecasts

for 2008, the 2009 growth composite
represents adip of just two percentage
points. But the not-so-good newsis
that the composite growth rate in 2011
and 2012 will barely exceed that in
2008 (Table 1, p. 1).

Nevertheless, the contract manufac-
turing market will exit the forecast pe-
riod asignificantly larger business
than it istoday. Three estimates of
contract manufacturing revenue for
2008 average $287.2 hillion. In 2012,
the average projection for this revenue
risesto $351.2 hillion.

TFI Quarterly Forum
lower s for ecast

“Thisyear’s numbers are down
very, very significantly from last
year’ sforecast,” Matt Chanoff, TFI
Quarterly Forum’ s chief economist,
told MMI. The quarterly foruminits
base-case forecast now estimates that
growth of contract manufacturing rev-
enue will amount to 6.3% this year
then slow to 1.3% in 2009. According
to thisforecast, growth in 2010 will be
1.7%, showing almost no improvement
over 2009. Why isn’t the forum pro-
jecting that growth will spring back in
2010? Unsold housing inventory and
overhanging debt are among the fac-
torsthat will hold down an economic
recovery onceit begins, explained
Chanoff.

In 2011, contract manufacturing
growth will recover to 6.1% and exit
the forecast period at 7.5% in 2012
(Table 1). The forum projects that con-
tract manufacturing sales will increase
from $240.0 billion in 2007 to $299.9
billionin 2012, for a CAGR of 4.6%.

Thisisthe second time that TFI
Quarterly Forum hasrevised itsfore-
cast downward in 2008. The forum
finalized its previous forecast in mid
October, and since then conditions
have worsened. “ Our numberswere
based on arecession that was more
severe than the 2001-2002 period, but
not agreat depression. Since then,
things have been moving to the worst
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Table 2: TFI Quarterly Forum's Base-Case Forecast
of EMS and ODM Revenue (billions US$)

outsourcing

2007 2008 2009 2010 2011 2012 CAGR
TAM $1,269.3 $1,315.9 $1,309.3 $1,306.1 $1,350.2 $1,422.1 2.3%
EMS $1414 $150.6 $152.9 $156.0 $165.9 $1795 4.9%
ODM $98.6 $1045 $105.6 $107.0 $113.1 $1204 4.1%
Total $240.0 $255.1 $2585 $263.0 $279.0 $299.9 4.6%

Source: TFI Quarterly Forum

side,” said Chanoff.

After expanding by an estimated
6.5% in 2008, EM S revenue will show
little growth over the next two years,
according to the quarterly forum’s
base-case forecast. The forumis pro-
jecting EM S growth of 1.5% in 2009,
followed by 2.0% in 2010.

Chanoff does not seethe EMSin-
dustry quickly bouncing back after the
recession. He singled out two develop-
mentsthat will lead to slower growth
following the recession. Unlike the last
recession where companies could enter
the EMSindustry by leasing SMT
lines, the barrier of entry now is much
higher with the introduction of ODM-
type services. “ So there was alot of
rapid expansion” after the last reces-
sion, said Chanoff. “I don’t think that’s
going to happen again.”

US government policy is expected
to result in a second drag on growth.
“The US government has borrowed so
much money that we'll seealot of in-
flation, or we'll see an attempt to
guash it with very high interest rates,”
he said.

Chanoff also believesthat the re-
cession will result in “alot of consoli-
dation.” In hisview, during thistough
stretch “companies that were barely
staying afloat are not going to stay
afloat. So you're going to end up with
asmaller industry in the number of
companies.”

Over the period 2007 to 2012, the
EM S industry will grow at adlightly
faster rate than the ODM sector will,
according to the forum’ sforecast. The
projected CAGR for the EMS side is
4.9%, compared with 4.1% for the
ODMs (Table 2).

But these numbers do not tell the
whole story. They hide a shift toward
the ODM model, which hasintensified
in the current climate, said Chanoff.
But because the forum classifies giant
Foxconn asan EMS provider, the shift
does not appear in the forum’s numbers.

Which segmentswill provide the
most growth for the contract manufac-
turing market?“| think medical is
probably going to be one of the best,”
said Chanoff. Military-aerospaceisa
segment that industry companies have
tagged for strong growth. “But | think
that there are too many people jump-
ing into that,” he said. “It's a pretty
tough market to crack. So | expect a
lot of disappointment in that segment.”

In the communi cations segment,
Chanoff finds massive changes under-
way that would lead to strong opportu-
nities. “But those opportunities are
going to be attenuated by the overall
crisis,” he said. As examples, he listed
fiber-to-the-homein Europe, open-
source handsets acting as network ter-
minals, and the infrastructure to
support such handsets.

Although TFI Quarterly Forum’'s
forecast has EM S revenue growing at
an unimpressive five-year rate of
4.9%, thisrateis still more than twice
the 2.3% CAGR expected for the total
available market (Table 2). Growth
rates have come down, but the EMS
industry, fueled by continued out-
sourcing, is still projected to outgrow
the TAM. In thisforecast, the TAM
will increase from $1.27 trillionin
2007 to $1.42 trillion in 2012.

In addition to the base-case fore-
cast, the forum has prepared projec-
tions corresponding to three other
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scenarios. One of them represents
more outsourcing from OEMs that
want to shrink their balances sheets. In
addition, Japanese OEM s that have
outsourced the |east also face the issue
of yen appreciation, Chanoff pointed
out. In this case of greater outsourcing,
the CAGR of the contract manufactur-
ing market would rise to 6.0%.

A second scenario, the most pessi-
mistic, rests on the argument that
OEMswill reduce their manufacturing
buys to cut costs and boost capacity
utilizationin their existing factories. In
this scenario of less outsourcing, the
contract manufacturing industry would
take a bigger hit from the downturn,
resulting in a CAGR of 0.8%. “That
has not happened before with the big
exception of the 2001 recession peri-
od,” said Chanoff. “But that was un-
usual not only that it was arecession,
but also that it was centered on the
electronicsindustry, at least the tele-
com and software industries.”

The third scenario takesinto ac-
count that companieswhich are al-
ready 100% outsourced don’t have the
means to bring production in-house.
They lack the flexibility to go up or
down intheir level of outsourcing. As
aresult, this case of minimal flexibility
“would pretty much track with the un-
derlying TAM,” said Chanoff, and the
scenario’s CAGR of 2.5% would come
closeto the TAM’s 2.3% rate.

IDC foresees tough environment
for contract manufacturing

The contract manufacturing market
(EMS + ODM) “isfacing a much more
difficult environment in the coming
years,” according to Michael Palma,
senior research analyst for electronics
manufacturing services and consumer
device semiconductors at IDC. He be-
lievesthat the current economic dis-
ruption will worsen, dragging down
the growth of the outsourced manufac-
turing business.

IDC currently estimates that con-
tract manufacturing revenue thisyear

will increase by 9.3%, down from a
February forecast of 13.9%. Revenue
growth for 2009 is now projected at
7.8%. IDC has also trimmed its fore-
cast for contract manufacturers
CAGR over the period 2007 to 2012.
The forecast now callsfor a CAGR of
8.1%, 2.2 percentage points below
IDC’s February projection.

Initsoutlook, IDC expectsthe
ODM sector to grow dlightly faster
than the EMSindustry over the five-
year period. Projected CAGR for the
ODM sector is 8.7% compared with
7.8% for the EMSindustry (Table 3).
Asaresult, the EMSindustry will lose
asmall amount of market share over
the forecast period, according to IDC.
In 2007, the EM S industry’ s share was
an estimated 61.1%, and the firm
projects that the EM S portion will end
up at 60.1% in 2012.

IDC forecasts that annual EMS
sales growth will dip from 7.7%in
2008 to 7.0% in 2009. The annual rate
will then rise slightly the following
year to 8.3% and remain at nearly that
level through 2012. EM S industry rev-
enue for 2008 will amount to $175.1
billion, increasing to $187.4 billion in
2009 and $202.9 hillion in 2010, ac-
cording to IDC (Table 3).

Based on IDC’s numbers, the ODM
sector outgrew the EM S industry in
2007 by awide margin, which is pro-
jected to narrow in 2008 and shrink
again 2009. In the following three
years, IDC foresees that annual growth
rates for the EMS side will be dlightly
ahead of those for the ODM business
(Table 3).

A number of assumptions underlie

the IDC forecast, and some are de-
scribed here. The firm believesthat the
electronicsindustry will continueto
outsource manufacturing, while out-
sourcing inlower-volume, higher-mix
emerging segmentswill increase. Con-
solidation may take place as valuations
decline and companies with weak val-
ue propositions loose contracts.

In addition, the balance of power
will remain with OEMs, according to
IDC. Aslower priced productsin-
crease their share of the product mix,
termswill be renegotiated favoring
OEMs. In some higher-volume parts
of the consumer market, some OEMs
may take back design responsibilities.
“The economic recovery may take sev-
eral years,” said IDC’'s Michael Palma.
“During this period, new products may
displace traditional EM S opportunities.”

If the economy worsens beyond
IDC’ s expectations, the impact on the
contract manufacturing industry will
be significant, according to Palma. To
prepare contract manufacturersfor this
possibility, IDC worked up aworst-
case scenario. In this scenario, annual
growth rates of the contract manufac-
turing industry fall to 7.5% for 2008,
5.1% for 2009 and 6.6% for 2010,
whiletheindustry’s CAGR dipsto
6.9%. These annual growth rates rep-
resent declines of 20%, 34% and 18%
for 2008, 2009 and 2010 respectively
when compared with the rates current-
ly forecasted. IDC is still evaluating
how the worsening economy will be
impacting the contract manufacturing
market and foresees possible further
downsiderisksto itsforecast for the
market.
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Table 3: IDC's Forecast of EMS and ODM Revenue (billions US$)
2007 2008 2009 2010 2011 2012 CAGR
EMS $162.7 $175.1 $187.4 $202.9 $219.6 $2365 7.8%
Yr.-yr. growth  12.9% 7.7% 7.0% 8.3% 8.2% 7.7%
ODM $103.8 $116.2 $126.6 $136.5 $146.8 $157.3 8.7%
Yr.-yr. growth  225% 11.9% 9.0% 7.8% 7.6% 7.1%
Total $266.5 $291.3 $314.0 $339.4 $366.4 $393.8 8.1%
Yr.-yr. growth  16.5% 9.3% 7.8% 8.1% 7.9% 7.5%
Source: IDC
3




M or e for ecasts r evised

Another market research firm,
iSuppli, has lowered projected annual
growth rates for contract manufactur-
ing revenue from forecasted rates an-
nounced in November. IniSuppli’s
latest forecast, annual growth in 2008
isnow pegged at 2.3%, down from
8.3% previously estimated, while the
increase in 2009 was lowered to 2.2%
from the prior estimate of 6.1%. Annu-
al ratesfor 2010 and 2011 were re-
duced to 2.9% and 3.7% respectively
(Table1, p. 1). According to iSuppli’s
outlook, year-to-year improvementsin
annual growth will be slight from 2009
onward, and annual growth will still be
below 5% in 2012.

For the EM S industry, iSuppli’s
forecast offerslittle comfort. The firm
projects that EM S revenue will in-
crease from $186.5 billion in 2007 to
$200.2 hillion in 2012, equating to a
five-year CAGR of just 1.4% (Table
4). Therewill be essentially no EMS
sales growth in 2008, followed by two

Table 4: iSuppli's Forecast of EMS and ODM Revenue
(billions USS$)
2007 2008 2009 2010 2011 2012
EMS $186.5 $186.8 $188.6 $190.5 $194.3 $200.2
ODM $121.6 $1284 $1336 $140.9 $1494 $159.8
Total $308.1 $315.2 $322.2 $331.5 $343.7 $360.0
Source: iSuppli.

years of 1% annual growth, according
to thisforecast. By 2012, the annual
increase will only amount to 3%.

In the iSuppli forecast, the ODM
sector will outgrow the EM S side.
Starting at $121.6 billion in 2007,
ODM revenue is predicted to reach
$159.8 hillion in 2012, resulting in a
CAGR of 5.6%.

Electronic Trend Publicationsis
yet another firm that issues forecasts
for the contract manufacturing market.
Although ETP does not undertake
quarterly updates for its annual fore-
cast, ETP agrees that its prior estimate
of 17.3% growth for the contract man-
ufacturing market thisyear will be un-
achievable (Aug., p. 2). Randall
Sherman, the author of the ETP fore-

casts, now estimates that 2008 growth
will be 10%.

Based on arecovery occurring in
the third and fourth quarters of 2009,
Sherman has made a best-guess pro-
jection wherein contract manufactur-
ing saleswill grow by 8.4% in the new
year. His 2009 outlook callsfor EMS
revenue to expand at 9.2%, largely as
aresult of strength intiers 2, 3 and 4,
while the ODM side will grow at
7.5%. Sherman foresees that in 2009
growth from large ODMsin the com-
puter, cell phone and consumer elec-
tronics sectorswill decline. In 2009,
the EMS and ODM markets will reach
$218 billion and $172 billion respec-
tively, yielding atotal contract manu-
facturing business of $390 hillion.

Market View

Insourcing Not a Threat,
Says Jabil’s CEO

Although outsourcing has given rise
to an industry with over $250 hillionin
sales, its polar opposite, insourcing,
has recently gained notoriety after
spending yearsin the scrap heap of
outmoded strategies. Insourcing,
which isan anathemato the EMSin-
dustry, is popping up in discussions
because it may offer some OEMsa
quick fix in their efforts to cope with
the financial pressures of the global
downturn. By pulling production back
in-house, OEMs increase their asset
utilization while they reduce their
spending on external manufacturing.

At Jabil Circuit, two customers
have taken the insourcing route, and
one of themis Nokia, awell-known
customer in Jabil’ s mobility sector.

4

During the company’ s earnings confer-
ence call this month, Jabil reported
that Nokia has decided to insource en-
gineassembly.

But Tim Main, Jabil’s president
and CEO, does not see insourcing as
posing adanger for Jabil. “First of all,
I’d say insourcing is not athreat,” he
told analysts on the conference call.
Main described the two customers as
“acouple of isolated cases.” Out of a
customer total estimated by Main at 80
or 90, “two is not abig number,” he
said. “ One of them has abig name. But
in terms of how important those prod-
uct lines areto our overall profitability
and the health of the company, it'sre-
ally not asmaterial.

“Even in thisenvironment, | would
say that the real trend isthat we are
seeing more opportunity come towards
us and more vertically integrated
OEM s approaching us right now to
engage in adialogue about how to
move them from their vertical assets

into an outsource model. So that trend
isaready started,” said Main.

He did admit that typically at the
start of arecession, “several customers
might be alittle bit conflicted about
their manufacturing strategy to pull a
couple of thingsinside.” But Main
added, “ That will be overwhelmed by
the number of customersthat will en-
gagein new outsourcing initiatives,
and eventually even these customers
that end up pulling production back
insidewill haveincreasing difficulty
justifying their manufacturing invest-
ment.”

Main estimated that Jabil islooking
at a pipeline of opportunities worth $2
billion to $2.5 billion, which he said
“isactualy really good. And a pretty
good percentage of that are vertically
integrated OEMs looking to move into
the outsourcing space and taking this
opportunity in terms of slower eco-
nomic activity to do what they may
have planned for along time.” The
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opportunity is“to take arationaliza-
tion charge on their side, shut down
factories and move their production
into more efficient manufacturerslike
Jabil,” he added.

“1 think that will be avery pro-
nounced trend particularly aswe get
into later fiscal *09. So about mid ’ 09,
| think you'll see agreat deal of activi-
ty that will overwhelm theisolated in-
stanceswhere an OEM is pulling stuff
inside,” said Main.

He described the two insourcing
cases as “generally relatively marginal
business and business that we tend not
to put agreat deal of emphasis on any-
way's because we hate being in a posi-
tion where we' re competing with our
customer’ sinternal capacity.”

ing a poster boy for insourcing. MMI
has |earned that Alcatel-L ucent is not
reversing its manufacturing strategy.
The company, which usesthree main
EMS providers, continues to keep
around 50% of its production in-house.
For those with long memories, in-
sourcing harkens back to the early
days of the EM S industry when OEMs
primarily used contract manufacturers
to take the overflow from OEM plants.
When demand fell, OEM s would pull
production back inside their facilities
aswould be done under today’ s con-
cept of insourcing. It isironic that
while the early form of contract manu-
facturing has been discredited and sup-
planted by strategic outsourcing, an
important characteristic of that early

Despite what has appeared on the form remains an option that at least a
Internet, Alcatel-L ucent is not becom- few OEMs are considering.
Market Trend er’ sindustrial/commercial sector to
produce a complex, mechatronics
. roduct. Currently forecasted to deliv-
EMS Boundaries b Y

Being Stretched by
Diversification 2.0

Diversification has been a battle cry
within the EM Sindustry in recent
years, and if anything the call for this
strategy will grow even louder in the
current downturn. But no longer isdi-
versification merely the act of pursu-
ing businessin a nontraditional sector.
Indeed, the handful of nontraditional
segments— principally industrial, in-
strumentation, medical, automotive
and military-aerospace — are by now
so well-known by the industry that
they can hardly be described as uncon-
ventional. Diversification has entered
anew phasein which providers are
seeking to broaden their business port-
folios within asegment. Call it diversi-
fication 2.0. In this pursuit of fresh
product areas, some providers are
stretching the definition of what con-
stitutes an EM S program.

Take Plexus. The company recent-
ly won anew program in the provid-

er about $30 million of revenue, this
program could potentially resultin a
new top-five customer for Plexusif
things go the company’ sway. The pro-
gram represents the second significant
mechatronics win for Plexus since the
company decided to pursue opportuni-
tiesin this space.

Building mechatronicsis not usual-
ly thought of asbelonginginan EMS
provider’ s bailiwick. Mechatronicsisa
field that combines mechanical and
electronic systems, where complex
mechanical operations are controlled
by computer. Compared with atypical
EMS product, the mechanical compo-
nents of a mechatronics device repre-
sent agreater portion of the assembly.
Here an EM S provider will not only
assemble the electronic controls for a
mechatronics product but also its nu-
merous mechanical parts.

Given Plexus' engineering capabili-
tiesfor thiskind of product, “we feel
quite strongly about the possibility of
Plexus growing our business substan-
tialy inthis market. We think it's one
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that’ s quite underserved by the EMS
industry. And we think we' re some-
what uniquely positioned to be able to
really have success here,” said Dean
Foate, Plexus president and CEO, dur-
ing the company’ s earnings conference
call in October.

Another practitioner of diversifica-
tion 2.0 isFlextronics. A vivid exam-
ple of Flextronics' broadening of its
industrial segment is a portable worker
lift that the provider isbuilding for
JLG Industries (May, p. 6). Hereis
another product that does not fit the
standard definition of an EMS pro-
gram. For Flextronics, this program
achievestwo aims: further diversify
industrial product categories and uti-
lize the company’ s vertical capabilities
in machining and plastics. This new
businessis also desirable for another
reason. There “tendsto be alittle less
competition out there for it. So hope-
fully, we'll be ableto drive alittle bit
better margin,” Flextronics CEO Mike
McNamaratold analystsin April. Mc-
Namara said the company viewsthe
industrial sector as “amarket that con-
tinuesto diversify us away from the
more traditional electronic manufac-
turing services product categories.”

During Flextronics Analyst Day in
November, the company reported that
asignificant portfolio expansion in its
industrial segment hastaken placein
the current fiscal year. By expanding
into more and more product areas,
Flextronics has been able to more than
offset softnessin many of its base
product categoriesin the segment.

Solar isan areathat Flextronics and
other large providers have added to
their portfolios. Jabil Circuit isthe
latest provider to gain afoothold in the
solar industry (see News, p. 8). It aso
an areathat can be subdivided, taking
diversification a step further. Flextron-
ics has shown that the solar market
opportunity can be split at least five
ways: solar capital equipment, PV
(photovoltaic) module assembly and
manufacturing, PV component assem-



bly, photovoltaic concentrators, and
balance-of-system products. Most if
not all of these subcategories would
not have been associated with the
EMS industry, say, two years ago.
Mechatronics and solar are two ma-
jor examplesin theindustrial segment
where diversification 2.0 isremaking
the boundaries of the EMS industry. A
mechanical product such as aworker
lift may not fit even a stretched defini-
tion of an EM S program, but it does
show the lengths to which one provid-
er will goin an effort to diversify. Di-
versification 2.0 within the industrial
segment and other nontraditional areas
isturning up opportunities, particularly
finished products, where SMT assem-
bly isno longer the main ingredient.

News

Sony To Outsource More

In response to sudden and rapid
changesin the global economy, Ja-
pan’s Sony said this month that it will
use EMS and ODM partners as part of
an effort to achieve a 10% reduction in
the number of its el ectronics manufac-
turing sites, now at 57. The company
has set a completion date of March 31,
2010.

The Sony announcement raises
hopes within the outsourcing business
that other Japanese OEMs under the
same economic pressure will follow
Sony’ s lead. Japanese OEMsthat re-
main vertically integrated in large part
are said to represent the world' s big-
gest pool of outsourcing potential.

Sony intends to cease production at
two overseas sites by the March 2009
end of its current fiscal year. Oneisa
technology center in France, which
manufactures tape and other recording
media. The other isaWestmoreland,
PA, facility primarily engaged in LCD
TV production, repair service and lo-
gistics.

Realignment of domestic and over-

seas manufacturing sitesis among the
measures announced by Sony to im-
prove profitability and enhance opera-
tional efficienciesin its electronics
business, where Sony has been most
affected by the acute downturnin the
economic climate. Under another ini-
tiative, the company plansto reduce
the employee count in the el ectronics
business by about 8,000, or 5% of a
total of about 160,000 as of Sept. 30.
These cuts do not include seasonal and
temporary workers, whose numbers
will also shrink.

Plant closures will be carried out
through outsourcing to EMS and
ODM companies aswell as by other
meansincluding rationalizing manu-
facturing operations and shifting and
aggregating manufacturing to low-cost
areas.

Manufacturing at the Pennsylvania
sitewill stop by the end of February
2009, with repair and logistics winding
down by March 2010. Sony said its
remaining North American TV manu-
facturing centersin Baja, Mexico, will
be able to handle anticipated demand
in the region for the foreseeable future.

For thefirst half of Sony’sfiscal
year, its electronics business account-
ed for sales of $27.0 billion out of a
corporate total of $39.0 hillion.

Flextronics (Singapore) recently
disclosed that it is manufacturing TVs
for Sony (Nov., p. 7). Also, Hon Hai
Precision I ndustry (Tucheng City,
Taiwan) reportedly bought 120 pieces
of equipment from Sony Manufactur-
ing Systems earlier thisyear (Sept.,

p. 6).

Creation Acquires
California Provider

Privately held Creation Technolo-
gies (Burnaby, BC, Canada) has ex-
panded its California operations with
the acquisition of EMS provider Pro-
Works of Santa Clara, CA. The pur-
chase price was not disclosed.

According to Creation, the acquisi-

tion strengthensits footprint in Cali-
forniaand on the West Coast of North
Americaby offering greater regional
capabilities.

The main driver behind this deal
was Creation’sdesire for alarger Cali-
forniafacility closeto its existing San
Jose site, whose lease was up. “We
wanted to moveinto abigger facility.
But then we also had the opportunity
to acquire. And when Proworks came
up, it just was a great match,” said
Deborah Gillies, Creation’ s director of
marketing.

Creation will move its San Jose op-
eration into ProwWorks' facility starting
in January 2009. That facility conszists
of two buildings totaling 50,000 ft in
Santa Clara. The merged operations
will employ about 275 people and sup-
port some 35 customers. Bill Morad-
khan, Proworks' president and CEO,
will lead the combined business unit.

Earlier this year, Proworks entered2
into an agreement to lease a 42,000- ft
facility in Sriperumbudur, India (July,
p. 7). Creation is not sure whether it
will go ahead with the Indiafacility.
“We don’t have to make that decision
until the end of first quarter 2009,”
Gilliestold MMI.

Although Creation operates US fa-
cilitiesin six states, its USfootprint is
not complete. “Our strategic initiative
saysthat we should have something in
the Northeast and potentially some-
thing in the Southeast,” she said. In
addition, Creation is still looking at
Mexico, which the company believes
should be part of its North American
footprint. “But the truth is, when we
look for something, we really look
carefully at culture and customer base.
Andwe' veyet to find anything in
Mexico that is agood enough fit for
us,” said Gillies.

Established in 2001, Proworks
tracesits rootsin contract manufactur-
ing to aformer EM'S company called
PCB Assembly, which was acquired
by Flextronicsin 2000. Proworks'
ownership group and alarge percent-
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age of its employees come from PCB
Assembly, according to ProwWorks
website.

ProWorks has devel oped a set of
web-based analysis and visibility tools
for access to supply chain and factory
floor information through Haven, a
branded web portal.

This deal marks Creation’s eighth
acquisition in the past five years and
itsthird in 2008. In September, the
company announced the twofold pur-
chase of Circuit Service and its Chi-
nese subsidiary (Sept., p. 6). With the
addition of Proworks, Creation em-
ploys about 2,400 people and operates
11 manufacturing facilitiesin the US,
Canada and China. The company posi-
tionsitself asamong the top ten EMS
providersin North America.

LaBarge Buys Pensar

LaBarge (St. Louis, MO), apublic-
ly held EM'S company, has purchased
Pensar Electronic Solutions, an EMS
provider in Appleton, WI, for about
$45 million. The priceis subject to
some post-closing adjustments.

“The addition of Pensar has several
important advantages for LaBarge.
First, it adds more than $55 million in
annual sales. Second, it further diversi-
fies LaBarge' s sales mix, adding new
customers and new markets. And
thirdly, it greatly expands our presence
inthe medical and industrial sectors,”
said the company’ s president and
CEO, Craig LaBarge, during a confer-
ence call with analysts.

He reported that Pensar will gener-
ate 2008 revenue of about $55 million.
Of thistotal, the industrial and medical
segments will account for about 41%
and 36% respectively. Among Pen-
sar's customers are Smiths M edical,
Cardinal Health, Miller Electric and
Thermo Fisher. Described as profit-
able, Pensar provides design and
manufacturing servicesin thelow-to-
moderate volume, high-mix segment
of the EM S industry. According to

Pensar’ swebsite, the company oper-
ates out of a 75,000-ft facility in Ap-
pleton.

LaBarge (the company) expectsthe
acquisition to be modestly accretive to
LaBarge' s earningsin the second half
of the current fiscal year (ending June
28, 2009) and much more so in fiscal
2010.

“We believe that LaBarge' s broad-
er capabilities provide opportunities to
further penetrate Pensar’ s customer
base aswell as expand it,” said Craig
LaBarge. His organization also sees
opportunities where Pensar customers
may have capped the amount of busi-
ness they do with Pensar because of its
size.

Pensar’ s management and employ-
ees are expected to stay on. GM David
Steel, who formerly served as Pensar’s
president, will oversee the Appleton
plant, which will begin operating im-
mediately under the name LaBarge.

According to CEO LaBarge, the
purchase price for Pensar isin the
neighborhood of six times 2008
EBITDA. The acquisition wasfi-
nanced with senior debt through U.S.
Bank and Wells Fargo Bank.

In 2003, Pensar’ s existing manage-
ment team along with some outside
investors bought the Pensar operation
from SMTC, which had acquired it in
2000. Since 2003, Pensar’s sales and
earnings have grown at acompound
annual rate of about 28%.

Despite the economic difficulties
projected for next year, LaBargeis
forecasting that Pensar’ s revenue will
increase in calendar 20009.

NOTE Expands
in Norway

Publicly held NOTE (Danderyd,
Sweden) hasincreased its presencein
Norway through the acquisition of
Norteam Electronics (Oslo, Norway),
an electronics manufacturer that spe-
cializesin the early stages of the prod-
uct life cycle. NOTE presented the
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acquisition asaway to increase sales
in the Norwegian market and asafur-
ther step inits Nearsourcing strategy.
Under this strategy, customers can use
anearby NOTE location for NPI activ-
ities.

Norteam’s main area of businessis
focused on services such as prototyp-
ing and short-run manufacturing. The
Norwegian company has annual sales
of about NOK 50 million ($7.1 mil-
lion) and employs 40 people. It has an
established position in the Norwegian
market, according to NOTE, and will
be run in close cooperation with
NOTE Oslo. Bjorn Furu, president of
NOTE Odlo, will also manage the ac-
quired operation.

NOTE is planning that in 2009
Norteam will contribute positively to
NOTE' sturnover and profit.

Neways To Gain
Parts of Bosch Unit

Last month, Neways Electronics
International, based in Son, the Neth-
erlands, signed aletter of intent to ac-
quire parts of the activities of Bosch
Security Systems, asubsidiary of the
Bosch-Group. Publicly held Neways
intends to pursue these activitiesin its
role as apreferred supplier to Bosch.

The intended transaction includes
the transfer about 40 full-time employ-
ees of the Bosch plant in Breda, the
Netherlands, to the Neways Advanced
Applications subsidiary in Son. These
employees specializein the develop-
ment, engineering and production of
systemsfor communication. The ac-
quisition will also include the transfer
of limited quantities of fixed assets
andinventory.

According to Neways, the acquisi-
tion will expand substantially its activ-
itiesin the area of communication and
data security. What's more, these ac-
tivitiesarelow in cyclical behavior
and will therefore contribute to amore
balanced portfolio of Neways' busi-
ness.
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This prospective deal is expected to
be accretive to earnings from the start.

Meanwhile, Germany’s Rheinmet-
all Landsysteme has awarded Neways
aseven-year order, valued at around
10 million euros, for the supply of
complex cable systems used within a
new armored wheeled vehiclefor the
Dutch and Germany armies.

More new business...Day4 Energy
(Burnaby, BC, Canada), a devel oper
and manufacturer of solar (photovolta-
ic) modules, and Jabil Circuit (St.
Petersburg FL) have entered into a
long-term contract, whereby Jabil will
produce Day4 Energy’ s modules for
residential and commercial applica-
tions. The agreement also callsfor
Jabil to purchase from Day4 certain
equipment required for module
manufacturing....Nujira(Cambridge,
UK) has selected Sanmina-SCI (San
Jose, CA) asits worldwide manufac-
turing partner to support Nujira' ssales
to mgjor OEMsin the wirelessinfra-
structure business. Sanmina-SCI will
produce Nujira' s High Accuracy
Tracking modulator, amodul e that
serves as the key component of
Nujira stechnology for improving the
efficiency of RF power amplifiersfor
base stations and broadcast transmit-
ters....Through a strategic aliance
with Silicon Graphics (Sunnyvale,
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CA), Benchmark Electronics (Angle-
ton, TX) helped create NASA’s new
Pleiades system, ranked as the third
fastest supercomputer in the world.
Benchmark provided NPI services,
PCB assembly, chassis build and func-
tional test for the program....SMTC
(Toronto, Canada) has expanded its
relationship with Crestron Electron-
ics, asupplier of integrated solutions
to control audio, video, computer, IP
and environmental systems. Additional
Crestron products will be transferred
to SMTC facilitiesin Toronto and
Mexico.

Some financial news from
Jabil...For Jabil’ s fiscal Q1 ended
Nov. 30, salestotaled $3.38 hillion,
dightly below the low end of guid-
ance, which was $3.40 billion. Sales
werevirtually flat compared with the
year-earlier quarter. Core operating
margin for the November quarter was
3.0%, down from 3.2% in the prior
guarter and 3.6% in the year-ago peri-
od. Core EPS of $0.30 held steady
quarter to quarter but was off by 17%
year over year. GAAP results that
were termed preliminary are subject to
the outcome of a goodwill impairment
analysis. Jabil expectsfiscal Q2 reve-
nuein arange of $2.8 billion to $3.0
billion and core EPS in arange of
$0.12 to $0.16. The company expects
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