
Chart 1: EMS Industry Mergers and Acquisitions
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  In 2008, the number of EMS indus-
try mergers and acquisitions increased
by 14%, reversing the downward trend
of the previous two years. MMI’s an-
nual Scorecard, or summary, of EMS
industry M&A shows 50 transactions
closed in 2008, up from a revised total
of 44 completed in 2007. The 2008
total of 50 nearly matches the 51 deals
tallied in 2006 and falls within the
range of annual counts made over the
last six years. From 2003 onward, the
number of transactions has gone no
higher than 59 and no lower than 44
(Chart 1).

   The annual Scorecard on pages 2
and 3 lists each of the 50 M&A deals
done last year. Scorecard analysis re-
veals that the number of M&A transac-
tions increased in three out of the five
categories that MMI tracks. One cate-
gory, in particular, posted the largest
increase in deals over 2007 and hence
accounted for the greatest contribution
to M&A growth in 2008. This is the
case, marked C on the Scorecard,
where one EMS provider acquires an
operation from another provider. In
2008, 24 deals of this type occurred,
compared with 17 in the prior year
(Chart 2, p. 5). That’s an increase of
41%. What’s more, the number of
competitor operations acquired in
2008 was greater than any prior count
in this category since the year 2000,
when overall deal making reached an
all-time high (Chart 3, p. 5).

M&A Up by 14% in 2008

  Such deals are attractive because
they typically add capacity, revenue
and customers and often expand the
acquirer’s reach. These transactions
appeal most to small and medium-
sized providers seeking growth and
geographic expansion through acquisi-
tion. Top-five providers accounted for
only three of these transactions in
2008. They are often not a good fit for
the largest providers, because such
deals have little or no impact on foot-

print or revenue, unless a major com-
petitor is on the block.

  For the second year in a row, acqui-
sitions of competitor operations com-
prised the most common type of deal
made in 2008. These acquisitions rep-
resented 48% of M&A transactions in
2008, up from 39% in 2007.

  In 2008, 21 independent EMS pro-
viders were sold to competitors, com-
pared with 14 the year before. The

continued on p. 3
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resulting increase is 50%, reflecting a
greater abundance of both buyers and
sellers of independent operations. By
joining a larger organization, sellers
gain capabilities, financial resources

for growth, purchasing power and a
larger footprint. As the industry con-
solidates, these sellers have come to
the conclusion that operating alone is
no longer in their best interests.

  The 21 operations sold amount to a
loss of 21 independent providers to
consolidation in 2008. (These transac-
tions are designated C* on the Score-
card.) The number of consolidation
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deals grew by four, or 24%, from 17 in
the previous year. After a falloff in
2006, consolidation deals have in-
creased in the two most recent years
(Chart 4, p. 5).

  In 2007, the 17 consolidation deals
that were counted included three OEM
divestitures of EMS operations. No
transactions of this type took place in
2008 (Chart 2, p. 5). When these di-
vestitures are stripped away, the in-

crease in consolidation as measured by
independent providers becomes a
more dramatic 50%.

  The second most popular kind of
deal in 2008 was the service or supply-
chain extension (marked S on the
Scorecard). Transactions of this type
occur when a provider makes an ac-
quisition to augment its service offer-
ing or expand its capabilities for
vertical integration. In 2008, 18 deals

of this kind were completed, represent-
ing an increase of 29% from 14 com-
parable transactions in 2007 (Chart 2,
p. 5). It is far faster to add a capability
by acquisition than by internal devel-
opment. Capability extensions made
up 36% of 2008 deals, up from 32% a
year earlier. While second in populari-
ty last year, these deals remain an im-
portant part of the M&A mix.

  Another type of M&A transaction
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arises when an OEM divests assets to
an EMS provider. Unlike capability
extensions and acquisitions of compet-
itor operations, OEM divestitures (la-
beled O on the Scorecard) have ended
up with a minor role on the M&A
stage. In the late 1990s and at the turn
of the turn of the century, OEM dives-
titures received star treatment as a
strategy for winning OEM business. In
2000, these divestitures reached their
peak of 46 deals (Chart 3). But the
subsequent need to close former OEM
plants in high-cost locations made pro-
viders wary of taking on more OEM
facilities. Last year, just three divesti-
ture deals were reported, a stark re-
minder of how far the divestiture
strategy has fallen. That number
amounts to a decrease of 50% from the
six divestitures counted for 2007.

  But it’s not just that providers are
less willing to make deals of this kind.

As outsourcing penetration rises in the
various market segments, there are
fewer and fewer OEM operations to be
divested. This type of deal may not go
extinct, however, if there are still cases
where a provider would need the ca-
pacity and capabilities of an OEM op-
eration, especially in a desirable
location (see News, p. 7).

  The final category in this analysis
applies to transactions where a new
EMS player emerges from the sale of a
manufacturing business. The 2008
Scorecard contains five new-player
deals (marked N), up from four in
2007. Despite the maturity of the EMS
industry, it continues to attract some
new players each year for various rea-
sons. A divested EMS operation might
be purchased by management or a
non-EMS company. An EMS opera-
tion might be part of a larger acquisi-
tion made by a firm outside the

industry. Or a provider of electrical
and mechanical services might want to
gain EMS capability by acquisition.
All three scenarios are represented
among the new-player deals on the
Scorecard.

  Any measure of consolidation must
factor in these new-player deals, which
obviously offset to some extent the
loss of independent providers by ac-
quisition. Of the five new-player deals,
three involve the sale of independent
EMS operations to outside buyers and
thus do not add to the number of EMS
players. But in two others, divested
EMS assets went to new owners, creat-
ing two new independent providers.
Subtracting these two deals from the
21 consolidation deals described earli-
er yields a net loss of 19 providers
through M&A. That’s up from a net
loss of 17 in 2007.

  When Scorecard deals are sorted by
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the region in which the acquired oper-
ations are located, North America and
Europe/Middle East end up with al-
most equal shares. Europe/Middle East
contained 20, or 40%, of the acquired
operations, while North America ac-
counted for 19, or 38% (Chart 5, p. 5).
It is interesting that Europe/Middle
East, a much smaller EMS market than
North America, contributed a slightly
larger number of acquisition targets.
Possible causes of this phenomenon
are restructuring in Europe and the
relatively immature state of the EMS
industry there. (See July, p. 5 for fur-
ther discussion.) The Asia Pacific re-
gion claimed 12% of acquisitions, and
the remaining 10% of the acquired op-
erations were located in more than one
region.

  Flextronics was the most prolific
deal maker with five transactions listed
on the Scorecard. Two European pro-
viders, HANZA and NOTE, came in
second with three apiece.

  But as has been written here before,
acquisitions are not the only means for
achieving a provider’s end. A compa-

ny can gain access to another’s capa-
bilities, technology or footprint
through an alliance or equity partner-
ship. In MMI’s lexicon, no money
changes hands in an alliance, whereas
an investment takes place to cement
the relationship in an equity partner-
ship. With this form of partnership,
either one partner takes a minority
stake in the other, or the two compa-
nies form a joint venture. Whatever the
arrangement, it will cost less than ac-
quiring a partner. Still, there are draw-
backs: these combinations lack the
permanence and control afforded by
an acquisition.

  M&A deals continued to outnum-
ber alliances and equity partnerships
by a wide margin in 2008. But the
number of these partnerships reached a
new high of 22 last year, up from 18 in
2007. (This peak is based on data from
1999 to 2008.) Alliances and equity
partnerships made in 2008 appear in
the table on page 4.

  Jurong Technologies formed five
partnerships, the greatest number
achieved in 2008. Next in line was the

combination of Hon Hai Precision
Industry and its Foxconn Interna-
tional Holdings subsidiary with a total
of four.

  Scorecard ground rules. MMI’s
Scorecard lists only M&A transac-
tions. Its does not include divestitures
by EMS companies unless the divested
assets were purchased by another EMS
provider or a company entering the
EMS business. In general, the Score-
card will exclude private equity invest-
ments, and none were on the 2008 list.

  Transactions are traditionally clas-
sified according to five categories,
four of which were operative for 2008.
(No deals took place in the category of
OEM divestitures of EMS operations.)
One transaction did not fit any catego-
ry and was listed as “other.”

  It is MMI’s practice to update his-
torical statistics when the newsletter
discovers transactions that were not
listed on Scorecards of previous years.
After the 2007 Scorecard was pub-
lished, MMI found two additional
transactions closed that year, which
have been added to 2007 data.

Market Data

Bleak Estimates for Q1
  Based on first-quarter estimates for

the six largest U.S.-traded providers,
this public sector of the EMS industry
is off to a miserable start in 2009.
When combined, MMI’s Q1 estimates
for the six companies yield a group
revenue decline of 19.1% year over
year (Table 1). A contraction of this
magnitude puts the sector in hole that
will be difficult to climb out of unless
demand somehow snaps back in the
second half of the year.

  Five out of six providers will expe-
rience double-digit drops in sales for
Q1, compared with the year-earlier
period, if these estimates prove true.
The lone exception is Jabil Circuit,
for whom MMI has estimated a decline
of only 5.2%.

  In all cases but one, MMI took the
midpoint of revenue guidance for its
estimate of Q1 sales. For Sanmina-
SCI, which did not offer any guidance
for the quarter, the estimate became
the company’s internal target for sales.

  The five companies supplying Q1
guidance expect a sequential decrease

in non-GAAP EPS for the quarter (Ta-
ble 1). In four out of five instances, the
decline is greater than 50% when mea-
sured by the midpoint of EPS guidance.

Some Q4 GAAP results

  Fourth-quarter 2008 sales for this
group of six were down 6.2% quarter
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to quarter and 9.6% year over year
(Table 2). Despite the latter decline,
the group’s GAAP gross margin was
off by only 2 basis points versus the
year-ago period if the numbers are run
to two decimal places (as opposed to
Table 2).

  Four out of six providers took
write-offs totaling $7.37 billion for
goodwill impairment. These charges
resulted in substantial GAAP net losses.

  The six providers combined for
2008 sales of $64.89 billion, amount-
ing to an increase of 14.8% over 2007.
But as has been noted here previously,
reported revenue for Flextronics does
not include 2007 sales of Solectron,
which Flextronics acquired on Oct. 1,
2007. When Solectron’s 2007 sales,
estimated at $8.89 billion, are added
in, the group’s 2008 revenue shows a
slippage of 0.8%.

iSuppli Now Expects
Outsourcing Business
To Shrink in 2009

  Market research firm iSuppli (El
Segundo, CA) now predicts that com-
bined sales of EMS and ODM provid-
ers will fall by 9.9% to $270.8 billion
in 2009 from $300.7 billion in 2008.
In the firm’s previous forecast, iSuppli
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had lowered its growth projection to
2.2% for this year, (Dec. 2008, p. 1).

  The firm said it further cut its short-
and long-term growth expectations for
the contract manufacturing business
(EMS + ODM) because conditions in
this industry are continuing to deterio-
rate.

  According to iSuppli’s latest fore-
cast, contract manufacturing revenue
will rise at a compound annual growth
rate (CAGR) of only 1.3% from 2006
to 2012, down from the previous out-
look of 5.3%. However, projected
2012 sales of $286.0 billion are below
the 2007 level estimated at $308.1 bil-
lion. The iSuppli forecast over the pe-
riod 2007 to 2012 yields a CAGR of
-1.5% for contract manufacturing
sales, MMI calculated.

  The five-year outlook for the EMS
industry is even worse. EMS revenue
will go from $186.5 billion in 2007 to
$160.8 billion in 2012, predicts iSupp-
li (table below). From these start and
end points, MMI computed a CAGR of
-2.9%. Over this period, ODM reve-
nue is expected to grow slightly.

  Recently, iSuppli completed a
broad survey of supply-chain partici-
pants regarding January demand lev-
els. “The qualitative and quantitative
inputs captured during those inter-

views compelled us to further reduce
our EMS/ODM forecast,” stated Adam
Pick, principal analyst, EMS/ODM for
iSuppli.

News

JDSU to Divest
Shenzhen Operations
to Sanmina-SCI

  JDSU (Milpitas, CA), a provider of
communications test and measurement
solutions and optical products, has
signed a definitive agreement to out-
source its Shenzhen, China, manufac-
turing to Sanmina-SCI (San Jose,
CA). Under this agreement, Sanmina-
SCI will acquire certain manufacturing
assets, inventories and employees re-
lated to JDSU’s operations in Shen-
zhen. The site, which manufactures a
variety of optical products, employs
about 2,000 people. Subject to certain
customary closing conditions, includ-
ing regulatory approval, the transac-
tion is expected to close before April 6.

  Sanmina-SCI said the deal fulfills
its long-term goal to expand and solid-
ify its position in the optical commun-
ciations field.

  The agreement resulted in a strike
at the Shenzhen facility, reported Light
Reading, an online source for the com-
munications industry. A spokesperson
for JDSU told MMI that “the employee
issues have been resolved.” According
to a JDSU statement, full operations
have resumed at the site.
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News

  Meanwhile, a transfer of production
is underway from an operation within
JDSU’s communications test and mea-
surement business to Benchmark
Electronics (Angleton, TX). This pro-
duction supplies some of JDSU’s
field-service products in North Ameri-
ca. Benchmark is not acquiring any
employees from JDSU. The company
decided late last year to outsource this
manufacturing to Benchmark and ex-
pects the transfer to be complete by
the end of 2009.

  More new business…The group
anchored by Hon Hai Precision In-
dustry (Tucheng City, Taiwan) will
build desktop PCs for HP in Wuhan,
China, according to two unconfirmed
online reports from Asia. Reportedly,
HP is expected to order 16 million
desktops a year from the Wuhan
plant….Ixia (Calabasas, CA), a pro-
vider of IP test systems, has selected
Plexus (Neenah, WI) to manufacture
Ixia’s test, measurement and service
verification solutions for its global
customer base. During the latter part
of 2008, Ixia engaged Riverwood So-
lutions (Menlo Park, CA) to help
choose the right EMS partner. Also,
Plexus’ Kelso, Scotland, facility will
manufacture for the UK’s Games
Warehouse, a maker of gaming
products….Northrop Grumman has

awarded LaBarge (St. Louis, MO) a
$1.6-million contract to continue to
product electronic equipment for a
system designed to protect military
aircraft from infrared-guided missiles.
In addition, LaBarge has received $3.4
million in follow-on orders from BAE
Systems to manufacture ruggedized
circuit card assemblies used in military
applications….A unit of CTS (Elkhart,
IN) will also supply BAE. Under this
contract valued at about $24 million in
revenue, CTS Electronics Manufactur-
ing Solutions will provide multiple
complex electronic assemblies for the
A3 Bradley Fighting Vehicle….In an
expanded relationship, NOTE (Dan-
deryd, Sweden) will serve as partner
for the volume production of cards for
a new generation of hotel TV systems
supplied by OTRUM of Norway.

  Medical business expansion…Dur-
ing Medical Design & Manufacturing
West held this month, Jabil Circuit
(St. Petersburg, FL) announced that it
has set up a single-use device business,
expanding Jabil’s activities in the med-
ical segment.

  Entry into Eastern Europe…Plexus
intends to begin operations in Oradea,
Romania, and has entered into an
agreement to lease a facility there with
about 72,000 ft

2
. This new facility will

give Plexus its first European facility
in a lower-cost location. Production in
Oradea is expected to start in the sec-
ond half of Plexus’ fiscal 2009.

  Plant closures…Jabil will close its
plant in Billerica, MA, the Boston
Globe reported. Last month, the com-
pany said it plans to cut its manufac-
turing capacity in certain geographies
and to shrink its global workforce of
85,000 by about 3,000….According to
local media reports, Sanmina-SCI will
shutter its plant in Rapid City, SD.


