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EMS-ODM Gap in Nine-Month Sales Results

Table 1: Comparing Results Where Companies are Grouped by Primary Business (M US$ or %)

. . . Qtr.- . L, Q3'09 Q3'08 Q1-3 Q1-3 i Q1-3 Q1-3

No._ of Prl_mary Q3'09 Q2'09 qtr. Q3'08 Yr.-yr. net net 09 08 Yr.-yr. 09 net '08 net
companies business sales sales sales chg. . . . )
chg. profit profit sales sales profit profit

11 EMS 31,257 27,310

145 38,811 -195 631 305 83,723103,869

9 ODM 26,204 21,320 22.9 24,218 8.2 575 479 66,041 68,383

-19.4 159 1,506
-34 1,086 1,594

One might surmise that EM S pro-
viders would be in a better position to
weather agloba downturn than ODMs
would. After all, ODMs are generally
far less diversified than their EMS
counterparts. But when adownturn
drags all end markets down with it, as
happened after last year’ sfinancial
crisis, diversification offers no refuge
against a broad-based |oss of demand.
Moreover, diversification actually
worked against the 11 largest EMS
providers when measured against a
group of nine major ODMs. For the
first nine months of 2009, combined
U.S.-dollar salesfor the top-11 EMS
providersfell 19.4% from ayear earli-
er, compared with a 3.4% dlide for the
ODM group (Table 1). Thegap in rev-
enue results between the two groups
amounted to a substantial 16 percent-
age points.

If these results, which represent the
lion’ s share of outsourcing revenue,
can be generalized, then sales perfor-
mance of the EM S industry lagged
well behind that of the ODM sector for
thefirst nine months.

EMS diversification lost out to
ODM specialization, particularly in
notebooks. The single greatest contrib-

utor to ODM performance in the peri-
od was the portable PC market, where
ODMs hold acommanding share of
production. ODMs benefited from the
resilience of the portable PC market,
driven by aseemingly unstoppable
demand for notebooks and now net-
books.

Together, the 11 EM S providers
and nine Taiwan-based ODMs gener-
ated nine-month sales of $149.8 bil-
lion, down 13.1% from $172.3 billion
in the year-ago period (Table 2, p. 2).
If this rate holds up through Q4, the 20
large contract manufacturerswill have
posted an aggregate declinein the low
double digitsfor the year. Considering
how the year started, thiswould not be
aterrible result.

smartly on sequential basis. Their Q3
sales totaled $57.5 hillion, 18.2%
higher than in the prior quarter. Com-
pared with ayear earlier, Q3 revenue
declined by 8.8%.

For the first nine months, the 20
CMs collectively earned a net profit of
$1.25 hillion, or 0.8% of sales. Net
margin for the period was down by
100 basis points year over year.

However, Q3 net margin camein at
2.1%, an improvement of 90 basis
points from ayear ago. Asagroup, the
20 CMs produced a net profit of $1.21
billion in the quarter, up 54% from
$784 million in the year-earlier period.
Hon Hai accounted for 46% of the
group’s profit in Q3.

Asmeasured by Q3 data, recovery

Q3 salesfor the 20 CMs were up in the ODM subset is taking place fast-
|
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Table 2: Q3 and Nine-Month 2009 Results for Twenty of the Largest Contract Manufacturers (M US$ or %)

Company Primal , , tr.- , 3'09 Q3'08 1-3 , 1-3 Q1-3
(in ordgr o>; busri}-l Head- Reports Q3 '09 Q209 thr. Q308 Yr.-yr.Q net © net Q'09Q1'3 08 Yryr. 'OS net ‘0Q8 net
9-mo. sales)  ness quarters inUS$  sales  sales chg. sales  chg. profit profit  sales sales  chg. profit profit

HonHai EMS  Tucheng City, No 16,435 13,113 253 18,379 -10.6 559 571 40,591 44587 -9.0 1,403 1,476
(Foxconn) Taiwan
Flextronics EMS Singapore Yes 5,832 5,783 0.8 8,863 -34.2 20 39 17,197 24,988 -31.2 (384) 76
Quanta ODM Gueishan, No 6,465 5474 181 6539 -11 187 231 16,801 20,011 -16.0 463 523
Computer Taoyuan, Taiwan
Compal ODM Taipei, Taiwan No 5,699 4,036 412 4,179 36.4 157 111 13,232 11,502 150 336 319
Electronics
Wistron  ODM Hsinchu, Taiwan No 4,471 3,846 16.2 3,899 14.7 83 71 11,609 9,679 199 181 171
Inventec ODM  Taipei, Taiwan No 3,805 3,228 179 3,660 4.0 33 61 9,929 8,496 16.9 103 125
Jabil EMS St Petersburg, Yes 2,800 2,615 7.1 3,265 -14.3 6 58 8,302 9412 -11.8 (889) 72
FL
TPV Technology ODM Taipei, Taiwan Yes 2,263 1,716 31.8 2,364 -4.3 40 31 5359 7,280 -264 94 128
Celestica  EMS Toronto, Canada Yes 1556 1,402 11.0 2,031 -234 @) 32 4,428 5743 -22.9 24 102
Sanmina-SCI EMS  San Jose, CA Yes 1,354 1,209 12.0 1,704 -205 (32) (474)* 3,758 5,424 -30.7 (111) (502)*
Innolux Display  ODM Miao-Li, Taiwan No 1,459 1,207 209 1,339 9.0 33 3 3551 4,118 -13.8 (89) 221
Qisda ODM Gueishan, No 1,244 1,113 118 1,230 1.1 26 (60) 3,333 3,890 -143 (52) 15
Taoyuan, Taiwan
Cal-Comp EMS Bangkok, No 833 797 45 1113 -252 13 19 2,314 2,706 -145 29 58
Electronics Thailand
Venture EMS Singapore No 645 575 12.3 691 -6.6 27 29 1695 2,069 -18.0 86 117
Elcoteq EMS Luxembourg No 475 594 -20.1 1,112 -57.3 (10) (16) 1,690 3,886 -56.5 (102) (53)
Benchmark  EMS Angleton, TX Yes 511 482 6.0 642 -20.4 16 24 1489 2,008 -25.9 37 68

Electronics

AmTRAN ODM Chong He City, No 443 469 55 417 6.2 16 6 1408 1555 -95 44 23
Technology Taiwan

Plexus EMS Neenah, WI Yes 393 379 38 476 -17.4 15 17 1,161 1,383 -16.1 29 57

Universal Scien- EMS Nantou, Taiwan No 424 362 17.1 536 -21.0 18 7 1,099 1,663 -33.9 37 36
tific Industrial

Inventec ODM  Taipei, Taiwan No 355 231 53.8 591 -40.0 1 23 819 1,852 -55.8 7 69

Appliances
Total/avg. 57,461 48,630 18.2 63,028 -8.8 1,206 784 149,764 172,252 -13.1 1,245 3,100

Results in non-U.S. currencies were converted to U.S. dollars by applying a three- or nine-month average exchange rate for the corresponding period.
Average exchange rates were based on monthly 2008 and 2009 data from the U.S. Federal Reserve. *From continuing operations.

er than in the EM S side of the contract
manufacturing group. Q3 revenue for
the ODMs rose 22.9% sequentially
versus 14.5% for the EM S companies.
Only one EMS provider generated a
guarter-to-quarter increase over 20%,
yet four out of nine ODMs accom-
plished this feat. Perhaps more telling,
the ODMs together achieved year-
over-year growth of 8.2% in Q3 sales,
whilethe EMS providers were still
mired in an overall double-digit de-
clinefor the quarter (Table 1).

With the year-end approaching, it is

natural to wonder whether there will
be changes in the order of CMs by rev-
enue when 2009 sales are tallied. Ob-
viously, Hon Hai has alock on the top
spot. For second place, Flextronics
leads Quanta Computer by about
$400 million through the first nine
months. The loser in that race will end
up in third position. Compal Elec-
tronics has acommanding $1.6-billion
lead over Wistron for fourth place
through three quarters.

Editor’snote: Thisanalysis pre-
sents arough approximation of EMS

versus ODM sales since a number of
the contract manufacturerslisted here
do both EMS and ODM work. Compa-
nies were classified asEMS or ODM
based on which model representstheir
primary business. Note that this group
of 20 large CMs cannot be termed a
top 20 because at least one company
that belongsin the top 20 — Pegatron
—was not included in thisanalysis.
The company, aunit of Asustek Com-
puter, has not posted its consolidated
Q3 resultsas of thiswriting.
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Stabilization for North America-Based Group

On asequential basis, third-quarter
sales barely increased for a group of
ten mid-tier and smaller EM S provid-
ers based in North America. Group
revenue edged upward by 0.7%. This
marked the second quarter inarow in
which sales of this group showed little
or no change from the previous quar-
ter. In Q2, group sales declined at a
nearly flat rate of 0.2% quarter to
quarter. The lack of movement in ag-
gregate sales over the past two quar-
tersindicates that overall business
levels stabilized during the six-month
period for this group of ten providers
based in North America. Seven of the
providersin thismid-tier and smaller
group are U.S.-traded, and the remain-
ing three consist of EM S units within
larger companies whose stock is listed
inthe U.S. (Table 1A).

Q3 sales of the ten providersto-
taled $516.2 million, dlightly above
the prior quarter’s sum of $512.8 mil-
lion. In contrast, the top-11 EMS pro-

viders produced a healthy sequential
increase of 14.5% in combined Q3
revenue (Nov., p. 2). Doesthis differ-
ence in Q3 results mean that the group
of mid-tier and smaller providersis
trailing behind the top-11 players
through the first nine months of 20097
Not necessarily. In fact, a case can be
made that just the opposite istrue. For
thefirst nine months, sales of the mid-
tier and smaller providers declined by
acollective 16.8%, whereas top-11
salesin the period fell by agreater rate
—19.4%.

While combined Q3 sales of the ten
North America-based providers barely
bettered the prior quarter’ stotal, se-
quential results varied widely among
the members of this group. Quarter-to-
quarter growth ranged from -18.1% for
Sparton to 16.1% for SigmaTron In-
ternational.

On ayear-over-year basis, only one
provider, |IEC Electronics, achieved
sales growth in Q3. Group salesfor the

quarter dropped by 15.5% from the
year-earlier period.

Some Highlights

When providers are taken in order
of quarterly sales, areview of some
highlights startswith Kimball Elec-
tronics Group, asubsidiary of Kim-
ball International. For the fiscal Q1
ended Sept. 30, Kimball Electronics
recorded its second straight quarter of
sequential sales growth. Salesin the
September quarter rose 8.6% from the
prior quarter due to increased sales
from the automotive, medical and in-
dustrial control sectors. Kimball’s
gross margin for itsfiscal Q1 remained
flat compared with the year-earlier pe-
riod. Selling and administrative costs
in the September quarter declined 16%
year over year.

At CTS, EMS segment salesin Q3
were flat versus Q2 asimproved de-
mand levelsin medical, communica-
tions, and defense and aerospace

Table 1A: Q3 and Nine-Month 2009 GAAP Results for Ten Mid-tier and Smaller EMS Providers
Based in North America (M$ or %)
, \ tr.- \ , \ \ 1-3 1-3 1-3 Q1-3
Organization 3 09 Q209 thr. Q308 Yr-yr. Q309 Q209 Q3 08 Q'og Q'os YL Q'og Q'os
sales sales sales chg. profit profit profit ; )
chg. sales sales profit profit
Stand-Alone EMS Providers
LaBarge 632 648 -25 682 -74 3.1 2.6 3.7 200.1 2214 -96 9.5 126
Sparton  48.1 58.8 -18.1 54.0 -10.9 14 (8.8) (34) 1615 1700 -5.0 (8.2) (13.2)
Key Tronic 41.3 455 -91 482 -144 0.3 0.3 0.4 131.0 157.0 -16.5 08 4.2
SMTC* 442 39.2 128 53.1 -16.8 0.5 0.4 1.0 128.3 152.1 -15.7 (0.0) 0.7
SigmaTron International* 30.6 26.3 16.1 41.1 -25.7 05 (04 15 841 1236 -32.0 0.3 (6.2)
Nortech Systems  18.7 199 -6.2 31.7 -411 (0.9) (1.5) 05 60.1 949 -36.7 (3.7) 1.7
[EC Electronics 183 173 53 16.1 135 0.9 0.9 85 520 399 30.1 44 101
Subtotal/avg. 264.2 2717 -2.7 3124 -154 58 (6.6) 122 817.0 95809 -148 3.1 938
EMS Units of Larger Public Companies
Kimball Electronics 165.5 1523 86 1829 -95 (0.2) (0.7) (0.8) 4585 554.6 -17.3 (10.5) (14.7)
Group
CTS Electronics Manu- 70.8 708 0.0 975 -274 222 112 273 2174 2945 -26.2 6.6° 843
facturing Solutions
Raven Industries' Elec- 15.7 17.9 -125 179 -125 1.6° 3.0° 185 497 459 83 7.0° 3.7
tronic Systems Div.*
Totallavg 516.2 512.8 0.7 610.7 -155 1,542.6 1,854.0 -16.8
Profit is net income unless otherwise noted. *Net income results are for continuing operations. 2Segment operating income.
3Segment operating income excluding charges not allocated to business segments. “Q3 results are for the quarter ended Oct. 31.
SSegment operating income excluding corporate expenses.
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Table 2A: Q3 GAAP Margins for Seven EMS Providers
Based in North America (M$ or %)
Q3'090Q3'09Q3'08 Q3'08 Q3 '09 Q3 '09 Q3 '08 Q3 '08
Company gross gross gross gross oOper.
profit marg. profit marg. profit marg.

oper. oper. oper.

profit marg.

LaBarge 12.2 194 143
Sparton 7.4 154 2.7
Key Tronic 2.7 65 34
SMTC 37 85 53
SigmaTron 3.3 10.7 59
Nortech 16 8.7 43
[EC 32 175 23
Total/lavg. 342 129 38.1

209 41 66 60 88
49 18 38 (29) 53
71 04 09 06 13
99 10 22 16 30
144 09 30 24 59
136 (1.1) 62 09 3.0
141 14 77 10 64
122 85 32 98 31

markets were offset by lower industrial
sales and previously announced end-
of-life sales reductions to HP. Seg-
ment operating earningsincreased by
$1.1 million from the prior quarter to
$2.2 million, primarily duetoim-
proved gross margins driven by favor-
able product mix. While segment
revenuein Q3 fell 27% from the same
period ayear ago, higher EMS sales
from the defense and aerospace mar-
kets partially offset declinesin other
markets.

For the fiscal Q1 ended Sept. 27,

L aBarge's sales from the medical sec-
tor grew 44% year over year, duetoits
Appleton acquisition, which contrib-
uted about 52% of fiscal Q1 salesin
the sector. Sales from the defense mar-
ket wereflat versusthe year-earlier
period, while the company’ s natural
resources and industrial businesses
declined. Gross margin in the quarter
was 19.4%, down from 20.9% in the
year-earlier period, primarily dueto
lower salesvolumein fiscal Q1. still,
LaBarge posted the highest quarterly
gross margin among the seven stand-
alone providers analyzed (Table 2A).
Based on visibility at the time results
were announced, LaBarge said it be-
lievesfiscal Q1 saleswill be the weak-
est quarterly results of the 2010 fiscal
year.

Sparton reported a pretax profit of
$1.4 million for the fiscal Q1 ended
Sept. 30, itsfirst such profit since the
June 2006 quarter. Gross profit for

4

fiscal Q1 increased to $7.4 million
from $2.7 million in the year-earlier
period, despite a sales decrease of $5.9
million (Table 2A). On ayear-over-
year basis, salesin the medical devices
and defense & security systems seg-
ments climbed by 39% and 63% re-
spectively, while EM S sales dropped
by 44%, primarily due to decreased
sales from three customers. Dueto the
inability to achieve acceptable levels
of profitability, Sparton disengaged
with two of these customers as of June
30 and expectsto end its Honeywell
relationship in the current quarter.

Counting the fiscal Q1 ended Sept.
26, Key Tronic has delivered 23 quar-
ters of consecutive profitability. As of
the end of the quarter, the company
had paid down all debt. During the
quarter, Key Tronic won new pro-
gramsinvolving specialty printersand
data storage systems. The provider
expects to see growth in the second
half of itsfiscal year. This month, Key
Tronic raised fiscal Q2 sales guidance
to arange of $42 million to $44 mil-
lion, up from the previous estimate of
$38 million to $43 million, and in-
creased EPS guidance to arange of
$0.10 to $0.13, up significantly from
the previous $0.02 to $0.05.

SMTC achieved a sequential in-
crease of 12.8% in Q3 sales. Q3 net
income amounted to $165,000 includ-
ing anet loss of $297,000 from the
discontinued operations of the compa-
ny’s Boston facility. Asaresult, Q3

net income from continuing operations
was $462,000 versus $393,000 for Q2
and $1.0 million for the year-ago peri-
od. The company said it reduced its
break-even point to remain profitable
at amuch lower revenue level. Gross
margin for Q3 was 8.5% versus 10.2%
for the prior quarter and 9.9% for the
year-ago period, reflecting changesin
customer and product mix. SMTC ex-
pects sequential sales growthin Q4.

For the fiscal Q2 ended Oct. 31,
SigmaTron International reported sales
of $30.6 million, down 25.7% year
over year but up 16.1% sequentially.
Net income was $515,298, compared
with anet loss of $402,475 for the pri-
or quarter and net income of $1.5 mil-
lion for the year-earlier period.
SigmaTron said that it was profitable
for each month of its Q2 and that, as
long as the economy has stabilized, it
has been successfully downsized. The
company continuesto experience
strong short-term demand from virtual -
ly al of its customers and has seen
more new guoting opportunities than
in several years.

Nortech Systemsreported Q3 sales
of $18.7 million, down 41.1% from
the same period ayear ago. After re-
structuring costs, the operating loss for
Q3 was $1.1 million, compared with
operating income of $946,000 a year
earlier. But excluding restructuring
costs, Q3 operating profits improved
sequentially by 49%. Leaving out
these costs, the Q3 net loss would have
been $0.23 per share, up from aloss of
$0.42 per sharein the prior quarter, on
6% lower revenue. Restructuring-rel at-
ed benefits and savings only started to
accrue in September. Nortech said its
Q3 sales appear to represent the trough
of the economic downturn for the com-
pany.

|EC Electronics was the only pro-
vider in the group of ten to post both
sequential and year-over-year increas-
esin quarterly revenue. Salesfor
IEC’ sfiscal Q4 ended Sept. 30 rose
5.3% from the prior quarter and 13.5%
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from the year-earlier period. The com-
pany also recorded the highest quarter-
ly operating margin among the seven
stand-alone providers. For the Septem-
ber quarter, |EC attained an operating
margin of 7.7%, 130 basis points high-
er than the year-earlier figure (Table
2A). Operating profit for the quarter
amounted to $1.4 million, up 36% year
over year. Net income was $903,000,
compared with the year-earlier bottom

line of $8.5 million including atax
benefit of $7.7 million.

At Raven Industries Electronic
Systems Division, salesfor the fiscal
Q3 ended Oct. 31 totaled $15.7 mil-
lion, 12.5% lower than in the year-ago
period. Operating income (sans corpo-
rate expenses) was $1.6 million, down
13.1% year over year. But for the first
nine months of thefiscal year, sales
were up 8.3% from the year-earlier

period, and operating income grew by
90.7%. Raven said the division
stepped up its performancein the first
half of the fiscal year, but the momen-
tum subsided in fiscal Q3 when supply
issues slowed manufacturing through-
put and reduced efficiencies. Addition-
al partsinspection and sorting and
parts shortages were responsible for
about $500,000 of lost margin in the
quarter.

Q3 Results for European Group

How are European EM S providers
doing thisyear? To find out, MMI tab-
ulated third-quarter and nine-month
results for agroup of six publicly held
providers based in Europe. These
companies can be classified as either
mid-tier or smaller. The data show that
the sequential change for Q3 saleswas
negativein all cases. For half of the
companies, the declinewas slight, less
than 2%, and in the other half the drop
was more appreciable, ranging from
-7.9% to -20.7% (table). Given the
three pronounced declines, it would be
astretch to find an overall stabilization
trend in the Q3 sales results of this

group.

While all six companies reported
double-digit decreasesin Q3 sales
compared with the year-earlier period,
two of them, EPIQ and Scanfil, ill
earned net profitsin the quarter. Both
companies also recorded net profits
for thefirst nine months of 2009, albe-
it at lower levelsthan in the year-earli-
er period.

Here are afew other results that
stood out to MMI. Incap posted a
third-quarter operating loss of 0.3 mil-
lion euros, but the company improved
this metric sequentially in all three
quarters of 2009. In Q3, Kitron saw
the largest year-over-year declineinits
industry segment, where salesfell by

50.6%, but revenuein its medical seg-
ment rose 14.5%. NOTE’s Q3 operat-
ing loss of SEK 61.4 million included
nonrecurring costs of SEK 55.7 mil-
lion in connection with a decision by
NOTE'slargest telecom customer to
cease producing asignificant product.
Partner Tech improved its bottom-line
from anet loss of SEK 13.8 millionin
Q2toalossof SEK 3.6 millionin Q3.
Scanfil produced a Q3 net profit of
$3.8 million euros, up from $3.5 mil-
lion eurosin the year-earlier period
but down from $6.6 million eurosin
the prior quarter. EPIQ, on the other
hand, recorded a Q3 net profit of 1.2
million euros, down from the year-
earlier result of 1.3 million euros but
above the Q2 figure of 0.8 million euros.

Q3 2009 and Nine-Month Results for Six Mid-Tier and Smaller EMS Providers Based in Europe

Company , . Qtr.- . Q3'09 Q2'09 Q3'08 Q1-3 Q1-3 Q1-3 Q1-3
(in alphabet- Ht?;;g rgnL::; QSSaI?az Qs?algz tr. Qjalgz cﬁrg%’,/ro net net  net '09 '08 cﬁrg%/:) '09 net '08 net
ical order) chg.% ) profit profit profit sales sales ' profit  profit
EPIQ Belgium MEUR 412 420 -17 50.6 -185 1.2 0.8 1.3 1203 157.7 -23.7 20 34

Incap Finland MEUR 166 169 -19 214 -224 (0.8) (1.0) (0.8) 52.0 68.1 -23.7 (2.8) (3.5)
Kitron* Norway M NOK 338.6 427.0 -20.7 4543 -255 (0.3) (1.0) 934 1,321.6 14835 -109 163 1478
NOTE Sweden M SEK 267.4 312.1 -143 3985 -32.9 (46.6) (16.0) 7.7 908.6 1,295.0 -29.8 (71.1) 234
Partnerfech Sweden M SEK 4783 5195 -7.9 5711 -16.2 (3.6) (13.8) 47 1592.0 1,877.8 -15.2 (16.8) (1.4)
Scanfil Finland M EUR 496 499 -06 56.0 -114 3.8 6.6 35 1492 1647 -94 116 134

* Net profit results correspond to continuing operations.

Forecasts Differ

Last month on page 1, MMI pre-
sented a new forecast of no EMS
growth from 2008 to 2013. But not
everyone seesit that way. Two other
forecasts of EM S revenue call for
compound annual growth over the pe-
riod. Indeed, there are marked differ-

ences among the forecasts made by
Electronic Trend Publications
(ETP), IDC and InForum.

The aforementioned no-growth
forecast, issued by InForum, is at one
end of the spectrum. At the other end
isthe moderate-growth outlook of
ETP, which has projected afive-year
CAGR of 7.8% for the EMS sector. In

Manufacturing Market Insider, December 2009

between liesIDC’ slow-growth fore-
cast of EM Srevenue, with CAGR esti-
mated at 1.8%.

Despite the lack of agreement
among these prognosticators, their
forecasts can be blended mathemati-
cally. Averaging the start and end val-
ues of the threeforecastsyieldsa
five-year composite CAGR of 4.0%



Three Firms' EMS Revenue Forecasts 2008-2013 (billions of US$)

Firm 2008 2009 2010 2011 2012 2013 CAGR %

ETP 199.2 182.4 198.9 219.6 250.2 290.1 7.8

IDC 167.3 131.6 140.3 153.0 167.0 182.7 1.8
InForum 126.7 103.1 107.8 114.4 120.3 126.9 0.0
Average 1644  139.0 149.0 162.3 179.2 1999 4.0*
Yr-yr. % -15.4 7.2 8.9 10.4 11.6

Three Firms' ODM Revenue Forecasts 2008-2013 (billions of US$)

Firm 2008 2009 2010 2011 2012 2013 CAGR %

ETP 94.8 92.3 98.3 108.3 124.9 144.7 8.8

IDC 113.0 101.4 108.5 120.7 11885 145.8 5.2
INForum 115.8 106.6 113.2 121.8 128.5 135.3 3.2
Average 107.9 100.1 106.7 116.9 129.0 1419 5.6
Yr-yr. % Sie2 6.6 9.6 10.3 10.0

Three Firms' Outsourcing Revenue Forecasts 2008-2013 (billions of US$)

Firm 2008 2009 2010 2011 2012 2013 CAGR %

ETP 2940 2746 297.2 327.9 375.1 4348 8.1

IDC 280.3 233.0 248.8 273.7 300.5 328.5 3.2
INForum 2426  209.7 221.0 236.2 248.8 262.2 1.6
Average 272.3 239.1 2557 279.3 308.1 3418 4.7*
Yr.-yr. % G282 6.9 9.2 10.3 10.9

* Based on average revenue for 2008 and 2013. Forecasts supplied by
Electronic Trend Publications, IDC and InForum.

for EM Srevenue. Thisresult pointsto
alow-growth scenario for the EMS
sector over the forecast period 2008 to
2013. However, if 2008 is dropped
from the period, the blended four-year
CAGR becomes a more encouraging
9.5%.

Thereis also no consensus regard-
ing the size of the EM S market. At the
low end of the range, for example, In-
Forum estimates the size of the EMS
sector at $103.1 billion for 2009, while
at the high end ETP pegsthisyear’s
EMS market at $182.4 hillion. (IDC is
in between with an estimate of $131.6
billion.) That's a spread of $79.3 hil-
lion. InForum has noted that its current
forecast splits Foxconn’ srevenue be-
tween the EMS and ODM sectorsin
contrast with InForum’ s past practice
of counting all of it asEMS (Nov., p.
1). This change might explain some of
the difference between the two fore-
casts but not the majority of it.

The three forecasts for EMS reve-
nue in 2009 average $139.0 hillion,
down 15.4% from the 2008 average.
For 2010, the forecast mean is $149.0
billion, representing growth of 7.2%.
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The average growth rate then increases
t0 8.9% in 2011, followed by double-
digit growth of 10.4% and 11.6% in
2012 and 2013 respectively. These
averages paint a picture of annual

EM S growth accel erating moderately
from 2010 through 2013. At the end of
the forecast period in 2013, EMS pro-
jections average $199.9 hillion (table).

For 2009, ODM revenue estimates
range from $92.3 billion for ETP to
$106.6 billion for InForum. Interest-
ingly, the spread of ODM forecastsis
much less than what was found in the
EMS projections. ODM revenue fore-
casts for 2009 average $100.1 billion,
down 7.2% from the comparable 2008
figure. For 2010, the ODM mean is
$106.7 billion, up 6.6% versus the pri-
or-year average. In subsequent years,
average year-to-year growth rates
range from 9.6% to 10.3%.

Here' s another interesting observa-
tion: after 2009, the differences be-
tween ODM and EM S average growth
rates are not great, less than one per-
cent point each year except 2013 when
the differenceis 1.6 percentage points.
Asaresult, the composite CAGRs for

ODM and EMS revenue from 2009 to
2013 are close, with the four-year

EMS rate of 9.5% just 40 basis points
higher than the ODM CAGR. So ac-
cording to the blended forecasts, the
EMS and ODM sectorswill grow at
nearly the same rate over the next four
years.

But the EMS and ODM blended
forecasts part company when 2008 is
included in the forecast period. The
composite forecasts show the ODM
sector declining by 7.2% from 2008 to
2009, far less than the EM S drop of
15.4%. When 2008 is factored in, the
blended CAGR for ODM revenue be-
comes 5.6%, 1.6 percentage points
higher than the EM S rate (table).

ODM forecasts of five-year CAGR
vary from 3.2% for InForum to 5.2%
for IDC to 8.8% for ETP.

Asfor total outsourcing revenue
(EMS + ODM), the three forecasts
average $272.3 hillion for 2008, fall-
ing to $239.1 hillion thisyear and then
reaching $341.8 billion at the end of
the forecast period in 2013. The start
and end values correspond to a blend-
ed CAGR of 4.7%.

According to blended data, the
EMS sector represented 60.4% of total
outsourcing revenue in 2008. The
EMS industry will retain amajority
share over the period of the composite
forecast and end up with 58.5% of the
total market.

News

Dell To Sell Poland
Plant to Foxconn

Thismonth, Dell said it plansto
transfer ownership of its manufactur-
ing operation in Lodz, Poland, to Fox-
conn Technology Group, whichis
anchored by Hon Hai Precision In-
dustry (Tucheng City, Taiwan). Fol-
lowing the transfer, the Lodz operation
will continue to supply Dell with desk-
top and notebook computers, servers
and storage systemsfor customersin
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Europe, the Middle East and Africa.

The movewill further simplify
Dell’sglobal operations and make
them more efficient, according to a
statement from Dell.

Dell had invested about $292 mil-
lion in the Lodz plant when it official-
Iyzopened in January 2008 with 37,000
m of space.

In January 2009, Dell announced
that it would move production for
EMEA from Limerick, Ireland, to the
L odz operation and manufacturing
partners.

The transaction is subject to EU
regulatory approval and closing pro-
cesses. According to aHon Hai filing
with the Taiwan Stock Exchange, clos-
ing is expected to occur by the second
half of 2010.

Current Dell employeesin Lodz
will continuein their roles when Fox-
conn assumes management of the op-
eration.

Dell has been working toward a
goal of achieving $4 billion in cost
reductions by the end of itsfiscal 2011
or sooner.

Recently, the company said it will
close its desktop computer plant in
Winston-Salem, NC (Oct., p. 4-5).

IEC Acquires Provider
in New Mexico

|EC Electronics (Newark, NY), a
publicly held EM'S company, has
purchased General Technology Cor-
poration, an EMS provider in Albu-
guerque, NM, from Crane Co. IEC
paid $14.2 million in cash for GTC, an
indirect, wholly owned subsidiary of
Crane.

With revenue of about $25 million,
GTC serves anumber of leading cus-
tomersin the military and defense
market. The provider also builds high-
reliability electronicsfor other appli-
cations.

“GTC isawell-run company with
strong margins that occupies an impor-
tant niche in the military and defense

market. Itsexpertiseisin helping its
customers, primarily military ‘ primes,’
manage their legacy products and pro-
grams. Thisis aunique niche market
for which we envision continued
growth. GTC not only supports our
customers' emerging needs, but also
provides us with an opportunity to di-
versify our customer base,” stated W.
Barry Gilbert, IEC’s chairman and
CEO.

The transaction will be accretive to
| EC shareholders.

For Crane, whichisadiversified
manufacturer of engineered industrial
products with about 10,000 employ-
ees, the transaction isa divestiture.
Crane acquired GTC in 2002.

Other deals done...Flextronics
(Singapore) has completed the previ-
ously announced acquisition of
SloMedical S.R.O., aSlovakian man-
ufacturer of disposable medical devic-
es (Oct., p. 5-6)....LongWater
Opportunities, aprivate equity firm,
has acquired Cir cuitronics, an EMS
provider in Irving, TX, according to a
report by the Dallas Business Journal.

Deal not done...SII X (Osaka, Ja-
pan) has decided not to acquire two
manufacturers of LCD signal process-
ing modules from FDK (Nov., p. 7).

Kitron To Expand
into Germany

Kitron (Billingstad, Norway) has
agreed to acquire al of the sharesin
German EMS provider Veru Elec-
tronic GmbH at a price of 700,000
euros on a debt-free basis. The deal’s
closing is subject to reaching an agree-
ment about the debt financing of the
company. Kitron’sintention isto com-
plete the deal in early 2010 and make
Veru awholly owned German subsid-
iary.

Established in 1996, Veru has
about 20 employees and generated
2008 sales of 1.4 million euros. Itis
located in Grossbettlingen in the mid-
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dle of theindustrial area of southern
Germany.

Establishing a presence in Germany
ispart of Kitron's strategy to enter
new geographical markets. According
to Kitron, Germany is the European
country with the highest potential for
further outsourcing of electronics man-
ufacturing. Itisaso thelargest EMS
market in Europe. Kitron said having a
local entity givesacompany credibili-
ty and showsitslong-term commitment.

Kitron will use the German opera-
tion to market Kitron's services and to
provide NPl and small series manufac-
turing in Germany.

New player in Germany...Under a
realignment program, the Electronic-
Network group, a German EMS pro-
vider, has sold the shares of itssitein
Limburg, Germany, to the site’ stwo
general managers, Rudiger Hornhardt
and Gerd Ohl. Starting in January, the
divested site will operate under its own
name.

New business...Flextronicsand L e-
novo have agreed to expand their
EMS relationship to include European
manufacturing and more servicesto be
provided by Flextronics. As part of the
new arrangement, Flextronics' Sarvar
facility will manufacture computing
products for Lenovo including com-
mercial desktop, server and worksta-
tion products. Flextronicswill also
expand its capabilitiesin Hungary. In
another new program, Flextronicswill
provide EMS, forward and reverse
logistics, and aftermarket services sup-
port for a satellite-terrestrial smart-
phone designed by Elektrobit for
TerreStar. In addition, Flextronics
will produce two million netbooks for
HP, according to a Digitimes report,
which cited a Chinese-language
newspaper....Another Digitimesreport
relying on the same newspaper stated
that Hon Hai will produce smart-
phones for Dell. In addition, Hon Hai
Group is engaged in smartphone man-
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News

ufacturing for Sony, reported
CENS.com. Finaly, acell phone using
software devel oped by the Joint Inno-
vation Lab will be produced by Hon
Hai for China M obile, according to
IDG News Service. In afiling, Hon
Hai stated that since customers of the
group arelikely to beinvolved in the
JIL, the group is required for such out-
sourcingservices....Sanmina-SCI
(San Jose, CA) ishandling final pro-
duction engineering for a Tablet Anal-
yser being developed by T-Ray
Science (Vancouver, Canada) for
pharmaceutical applications such as
drug authentication. This product uti-
lizesterahertz radiation....Germany’s
Draeger has awarded Kimball Elec-
tronics Group (Jasper, IN) aNorth
American contract to manufacture as-
sembliesfor Draeger’ s newly devel-
oped PEX 3300 program that includes
gas, electrochemical and explosion
detection devices. First-year volumeis
estimated at between 2,000 and 5,000
units....Kitron has received ordersto-
taling NOK 23 million ($3.9 million)
from the Kongsberg Group. The
products ordered are part of a Kongs-
berg weapon control system called
Protector. Also, Otrum (Oslo, Nor-
way), aprovider of interactive TV so-
[utions and content to the hospitality
industry, has chosen Kitron as supplier
for Otrum’s new ODM product. The
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three-year program will bring in reve-
nue of about NOK 35 million ($6 mil-
lion) for Kitron....Partner Tech
(Mama, Sweden) has landed a three-
year contract from Sweden’s Opcon
for NPI and production of Opcon
Powerboxes, which convert waste heat
into electricity....Sikor sky Air craft
has awarded L aBarge (St. Louis, MO)
acontract to produce electronic assem-
bliesfor various models of the Black
Hawk helicopter. Valued at about
$18.9 million, the contract runs
through 2014.

Proposed public listings...Fabrinet
(Cayman Islands), a Top 50 EMS pro-
vider, hasfiled aregistration statement
with the Securities and Exchange
Commission inthe U.S. for aninitia
public offering. The company provides
precision optical, electro-mechanical
and el ectronics manufacturing services
for complex products such as optical
communications components, modules
and subsystems. Fabrinet also supplies
customized optics and glass. The ma-
jority of Fabrinet’sfacility spaceis
located in Thailand....The Philippines
Securities and Exchange Commission
has approved the application of I nte-
grated Microelectronics, Inc. (Lagu-
na, Philippines) for listing of its
common shares on the Philippine
Stock Exchange by way of introduc-
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tion. Thisform of listing would not

involve an PO, but a public offering
must be made within one year of list-
ing. Thelisting also requires approval
from the PSE. IMI is another Top 50

EMS provider.

New plants...PartnerTech will open a
new production unit for enclosures and

system integration in Myslowice,

Poland....Kitron has decided to begin
manufacturing in Chinawith aplant to
be located in the Greater Shanghai re-

gion.
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