
Chart 1: EMS Industry Mergers and Acquisitions
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  After sharply increasing in 2010,
the number of EMS industry mergers
and acquisitions fell by 30% in 2011.
MMI’s annual Scorecard, or summary,
of EMS industry M&A lists a total of
31 transactions closed in 2011, down
from a revised total of 44 in 2010. Last
year’s M&A total was the second low-
est in 16 years (Chart 1). Deal making,
which nose-dived in the recession year
of 2009, has yet to return to pre-reces-
sion levels.

  Deteriorating business conditions in
the second half of 2011 may have had
something to do with the 30% reduc-
tion in M&A. Potential buyers often
head to the sidelines when conditions
are unstable.

  MMI’s annual Scorecard on pages 2
and 3 lists each of the 31 deals done in
2011 and classifies them in one of four
categories. Reflecting a general loss of
M&A appetite, the number of transac-
tions dropped from a year earlier in
three out of the four categories, not
counting 2010’s “other” category
(Chart 2, p. 3).

  As in 2010, the most popular type
of deal last year consisted of one EMS
provider acquiring an operation from
another provider (marked C on the
Scorecard). There were 13 transac-
tions of this kind, down 32% from a
revised total of 19 the year before. Ac-
quisitions of competitor operations
represented 42% of 2011 transactions,
just 1% below the comparable figure
of 2010.

M&A Deals Down 30% in 2011

  Of these 13 deals, 11 resulted in
consolidation, defined as the loss of an
independent EMS provider. The num-
ber of consolidation deals in 2011
dropped by 35% from a revised count
of 17 in 2010. (These transactions,
designed C* on the Scorecard, are
treated as a subcategory here.) Over
the past nine years, acquisitions have
absorbed anywhere from five to 21
providers a year, and the annual aver-

age was 14.7 (Chart 3, p. 3). The count
of 11 independent providers lost in
2011 was somewhat below the aver-
age.

  Next in popularity was the service
or supply chain extension (marked S
on the Scorecard). Transactions of this
type occur when a provider makes an
acquisition to expand its capabilities
horizontally or vertically. For 2011,

continued on p. 3
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Chart 3: Consolidation Deals
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the tally in this category was 11, down
21% from an adjusted total of 14 the
year before. Capability deals account-
ed for 35% of the deals done in 2011,
up from 32% in 2010.

  Another type of M&A transaction
occurs when a new EMS player
emerges from the sale of a manufactur-
ing business. The 2011 Scorecard con-
tains five new-player deals (marked
N), down from seven in 2010. Basical-
ly, a new player arises when a compa-
ny without EMS capability acquires a
business or assets with that capability
or when a divested EMS operation
gains its independence through acqui-
sition by new ownership.

  In 2011, there were no EMS dives-
titures resulting in new players that
would partially offset the loss of pro-
viders through acquisition. Therefore,
the net loss of providers through M&A
in 2011 was the same as the consolida-
tion deal count of 11, compared with a
net loss of 16 in 2010.

  The fourth category in this analysis
applies to deals where an OEM divests
assets to an EMS provider. For the
most part, OEM asset deals have fallen
out of favor in the EMS industry, and

MMI counted just
two such deals in
2011, the same
number that oc-
curred in the previ-
ous two years.

  When Scorecard
deals are sorted by
the region in which
the acquisition took
place, North Ameri-
ca hosted the most
transactions last
year with 12, or
39% of the total.
EMEA (Europe,
Middle East and
Africa) came in sec-
ond with 11 deals,
or a 35% share.
This is the first
time in four years
that EMEA has not
come out on top.
One can speculate
that economic head
winds in Europe
played a role in this
outcome. Multire-
gion deals, in which
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the acquired businesses had operations
in more than one region, represented
13% of the total, while acquisitions in
the Asia Pacific region accounted for
10% (Chart 4, p. 5).

  EMS providers with annual sales
under $200 million made the greatest
number of deals in 2011. These play-
ers from the industry’s lower tiers
closed 14 transactions, or 45% of the
total. Mid-tier providers with sales of
$200 million to $5 billion completed

12 deals, or 39%. Tier-one providers
whose sales exceeded $5 billion con-
tributed the fewest deals and ended up
with a 16% share of the total (Chart 5,
p. 5).

  Three providers – HANZA, Jabil
Circuit and OnCore Manufacturing
Services – made two deals apiece.
That was the limit in 2011.

  But as MMI has noted in the past,
acquisitions are not the only way to go.
A company can gain access to anoth-

er’s capabilities, technology or foot-
print through an alliance or through an
equity partnership, which can take the
form of an investment or a joint ven-
ture. In 2011, there were 18 alliances
and equity partnerships, as listed in the
table above, versus 20 in 2010. While
these arrangements do not approach
M&A numbers in most years, includ-
ing 2011, the lower cost of an alliance
or equity partnership remains a major
selling point.
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Chart 4: Percentage of Deals by Target's Region
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Single-Digit Year for
US-Traded Group

  A fourth-quarter sales decline for
the six largest US-traded EMS provid-
ers has robbed them of double-digit
growth for 2011. After three quarters,
their revenue had grown at a 12.9%
clip. But sales in Q4 sank by 2.9%
year over year, dragging annual
growth down to 8.5%, a respectable
finish, but one that could be consid-
ered somewhat of disappointment, if
not a surprise, given the year’s strong
first half.

  Combined 2011 sales for the six
totaled $64.8 billion, up from $59.7
billion the year before. Two providers,
Jabil Circuit and Celestica, achieved
above-average growth with annual in-
creases of 16.4% and 10.5% respec-

tively. (Jabil’s results covered the peri-
od December 2010 to November
2011.) Two others, Sanmina-SCI and
Benchmark Electronics, saw their
annual sales drop (Table 1).

  Annual growth ended up 10 basis
points below MMI’s November 2011
estimate. That’s because the Q4 de-
cline of 2.9% year over year was 50
basis points below what MMI had pro-
jected based on the midpoint of com-
panies’ guidance (Nov. 2011, p. 1).
Nevertheless, as projected, five out of
six providers reported that Q4 sales
fell year over year. Only Jabil man-
aged to increase its quarterly revenue
(for the November quarter) from a
year earlier (Table 1).

  It was pretty much the same story
for sequential comparisons of Q4
sales. Jabil alone was able to improve
quarterly sales from the prior period.
Everyone else’s revenue went down

(Table 1). Totaling $16.2 billion, the
group’s Q4 sales decreased 4.7% over-
all on a sequential basis.

  Five of the providers adhere to
GAAP reporting, while the sixth,
Celestica, has switched to IFRS ac-
counting. Hence, with the exception of
Celestica’s revenue, Celestica’s results
are being treated separately from those
of the other five companies.

  For the other five, GAAP gross
margin for Q4 was 6.3% in the aggre-
gate, up 20 basis points sequentially
but down 30 basis points year over
year. As usual, Plexus turned in the
highest margin at 9.8%. Jabil’s 7.9%
earned second place. Three out of the
five providers raised their GAAP gross
margins from the prior quarter (Table
1).

  The five providers collectively pro-
duced a GAAP operating margin of
2.5%, down 10 basis points sequential-
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ly and 70 basis points year over year.
Plexus again took the lead with a 4.5%
result, followed by Jabil at 3.9%. In
addition, Plexus was the only GAAP
company to increase its operating mar-
gin from the prior quarter. On the oth-
er hand, Jabil was the only one to
improve its operating margin year over
year. Separately, Celestica also boost-
ed its IFRS operating margin from a
year earlier. (Table 1, p. 5).

  Compared with the prior quarter,
combined net income for the five
GAAP companies in Q4 fell faster
than sales did. Aggregate GAAP net
income of $244.5 million dropped
18.6% sequentially, while sales de-
clined 4.8%. Q4 net margin for the
GAAP subgroup was 1.7%, down 30
basis points sequentially. All five pro-
viders saw their net income go down
from the prior quarter. On a year-over-
year basis, Jabil was the only GAAP
provider to achieve a gain in net in-
come. Aside from the GAAP compa-
nies, Celestica raised its Q4 net
income both sequentially and year
over year (Table 1).

  For 2011, net income for the GAAP
companies totaled $1.1 billion, up 3%
from 2010. So for the year, the gain in
net income did not keep up with the
companies’ sales growth of 8.2%.
What’s more, all of the net income
growth for the GAAP companies came
from one provider, Jabil. Overall net
margin for the five GAAP companies
was 1.9% for 2011.

Q4 summaries for two providers

  Last month’s issue covered Q4 re-
sults for four out of the six largest US-
traded providers. Results for the
remaining two companies are briefly
summarized below.

  Benchmark Electronics. Q4 sales
of $559 million surpassed guidance of
$475 million to $525 million, and non-
GAAP EPS of $0.17, which excluded
restructuring and Thailand flood-relat-
ed charges, net of insurance, exceeded
expectations. Revenue in Q4 declined

2% sequentially and 11% year over
year. Still, the company reported that
customer demand levels were strong
across each of its industry sectors in
the quarter.

  Flooding in Thailand hurt Bench-
mark’s Q4 sales. The provider’s Thai-
land operation, which was flooded in
October, served customers primarily in
the telecom, industrial controls and
medical sectors (Oct. 2011, p. 1).
Compared with the prior quarter, tele-
com sales fell 29% as this business
was significantly affected by the
floods. Revenue from the industrial
controls and medical sectors went
down 3% and 2% respectively versus
Q3. But sales from the computing and
test and instrumentation sectors rose
22% and 11% respectively from the
prior quarter.

  During Q4, the company booked 43
new programs, including 13 engineer-
ing projects, totaling $132 million to
$150 million in estimated annual reve-
nue.

  Excluding restructuring and Thai-
land flood-related charges, non-GAAP
operating margin for the quarter was
1.2%. Duplicative costs, program
transfer costs and lower fixed cost ab-
sorption caused by the flooding ad-
versely affected the operating margin,
which was down 90 basis points from
Q3. Non-GAAP EPS of $0.17 dropped
50% sequentially and 54% year over
year. Benchmark earned GAAP net
income of $3 million ($0.05 a share),
down from $20 million in the prior
quarter and $19 million in the year-
earlier period.

  Cash flow from operations totaled
some $55 million in Q4.

  For Q1 2012, the company expects
sales of $550 million to $590 million
and non-GAAP EPS of $0.17 to $0.23.
Benchmark anticipates that its operat-
ing margin (non-GAAP) will signifi-
cantly improve in Q1, but is not
expected to reach normal levels.

  Benchmark said it is pleased with
its recovery in Thailand and expects to

return to full production levels there
by the end of March.

  The company also noted that Q2 is
showing to be stronger than Q1.

  Celestica. Q4 2011 sales of $1.75
billion fell 4% sequentially and 7%
year over year. Revenue came in
slightly below the midpoint of guid-
ance, which called for sales of $1.70
billion to $1.85 billion. Non-IFRS
EPS of $0.33 exceeded guidance of
$0.23 to $0.29, but settlement of tax
audits added an income tax benefit of
$0.05 that was not baked into guid-
ance. This EPS result was 27% higher
than in the prior quarter and 22%
above the year-earlier level. For Q4,
the company posted IFRS net earnings
of $69.2 million, up 38% sequentially
and 80% year over year.

  On a year-over-year basis, sales
from Celestica’s diversified end mar-
ket grew 45% overall and 27% organi-
cally. Compared with Q3, sales from
this market rose about 8%, MMI calcu-
lated. No other market segment
showed either sequential or year-over-
year growth. The diversified end mar-
ket accounted for 18% of Q4 sales, up
from 11% a year earlier, and Celesti-
ca’s goal is to obtain 25% to 30% of
its sales from the diversified segment.
Consumer business declined 2% se-
quentially, while remaining relatively
flat year over year. Enterprise commu-
nications revenue dropped 10% se-
quentially and 3% year over year,
while server revenue went down 4%
sequentially and 26% year over year.
Storage sales fell 11% from the prior
quarter and 23% from a year earlier, as
telecom business decreased 5% se-
quentially and 32% year over year.

  Non-IFRS gross margin for Q4
amounted to 7.2%, up 10 basis points
sequentially and 40 basis points year
over year. Non-IFRS operating margin
was 3.8%, up 10 basis points sequen-
tially and 30 basis points year over
year.

  The company generated free cash
flow (non-IFRS) of $89 million during
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Q4.
  Subject to approval by the Toronto

Stock Exchange, Celestica expects to
repurchase up to 10% of the public
float of its subordinate voting shares
over the next 12 months.

  For Q1 2012, the company antici-

pates sales of $1.6 billion to $1.7 bil-
lion and non-IFRS EPS of $0.18 to
$0.24. (See article below). At the mid-
point of EPS guidance, operating mar-
gin (non-IFRS) would be about 3.3%.
On a sequential basis, Celestica ex-
pects continued growth in its diversi-

fied market segment, a decline of
about 15% in its consumer business
and no change to slight declines in all
other segments.

  Celestica is currently estimating
that its sales will grow 3% to 5% this
year.
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  Based on MMI’s first-quarter esti-
mates, the six largest US-traded EMS
providers will start off the year with a
decline in their combined sales, both
sequentially and year over year. Reve-
nue for the US-traded group will total
an estimated $14.8 billion in Q1, down
8.2% sequentially and 2.8% year over
year. However, the year-over-year
drop is small enough that it can be
wiped out quite easily if subsequent
quarters show even modest growth.

  Q1’s projected decline of 2.8%
from a year earlier is consistent with
the group’s performance in the prior
quarter, when sales fell 2.9% year over
year (see article on p. 5). So here’s one
sign that things are not getting worse
in Q1.

  On a year-over-year basis, only two
providers, Benchmark Electronics
and Jabil Circuit, are expected to
grow in Q1, with growth estimated at
5.9% and 4.4% respectively. MMI also
reckons that Plexus’ revenue will re-
main essentially flat compared with the
year-earlier quarter, while sales de-

clines for Celestica, Flextronics and
Sanmina-SCI are estimated at -8.3%,
-6% and -4.4% respectively (Table
1A).

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

  The estimated 8.2% sequential drop
in the group’s Q1 revenue is almost
identical with the seasonal decline that
occurred a year earlier, when com-
bined Q1 sales fell 8.3% sequentially
(May 2011, p. 4). While overall de-
mand remains soft, Q1 seasonality, at
least for this group, appears to be in
line with what took place a year ago.

  According to MMI’s estimates, just
two providers, Benchmark and Plexus,
will exhibit sequential growth in Q1.
Sanmina-SCI’s sales are projected to
remain flat versus the prior quarter,
while the other three providers are ex-
pected to see sequential declines in
revenue.  Flextronics is the only pro-
vider with an estimated sales decline
in double digits, reflecting sales lost
from exiting the PC ODM business
and seasonal declines in the compa-
ny’s High Velocity Solutions group

(Table 1A).
  But at the same time, Flextronics is

the only provider whose Q1 outlook
calls for a clear-cut increase in adjust-
ed EPS from the prior quarter. At the
midpoint of guidance, non-GAAP EPS
would increase 28% sequentially. Q1
guidance from Benchmark and Plexus
suggests that their non-GAAP EPS
will equal or exceed the prior quarter’s
level. At guidance midpoint, non-
GAAP EPS would rise sequentially by
18% and 7% for Benchmark and Plex-
us respectively.

  Based on guidance, Jabil expects
that its non-GAAP EPS for the Febru-
ary quarter will show a sequential
decline, and the same goes for Celesti-
ca’s non-IFRS EPS in calendar Q1. If
adjusted EPS hits the midpoint of
guidance for these two providers, then
the EPS result would fall sequentially
by double digits in both cases. Sanmi-
na-SCI’s guidance does not reveal
which way its non-GAAP EPS is ex-
pected to go in Q1, but at guidance
midpoint adjusted EPS would be down
4% sequentially (Table 1A).

  On a year-over-year basis, Flex-

Starting the Year in the Hole
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News

tronics’ guidance again points to an
increase in adjusted EPS for Q1, with
growth of 10% estimated at the mid-
point. No conclusions can be drawn
one way or the other from Jabil’s guid-
ance, but at the midpoint non-GAAP
EPS would be up 6% year over year.
Guidance from Benchmark, Celestica
and Plexus indicates that all three
companies expect their adjusted EPS
to drop year over year, while the out-
look at Sanmina-SCI suggests that its
adjusted EPS will remain the same or
decline. In three cases, a double-digit
decline would result at the midpoint of
guidance (Table 1A, p. 7).

Labor Group Begins
Inspections of Foxconn

  The Fair Labor Association
(Washington, DC) has launched an
independent investigation into labor
rights allegations concerning Fox-
conn. Apple, reputedly Foxconn’s
largest customer, requested that the
FLA conduct audits of Apple’s final
assembly suppliers, including Foxconn
factories in Shenzhen and Chengdu,
China. Apple’s suppliers have pledged
full cooperation with the FLA and are
offering unrestricted access to their
operations. Inspections of Quanta and
Pegatron facilities will take place lat-

er this spring.
  As part of the Foxconn investiga-

tion, the FLA will assess worker treat-
ment and working conditions through
document review, physical observa-
tion, management interviews, and on-
site and off-site interviews with
workers. In addition, the FLA will
conduct anonymous worker surveys.

  In January, Apple became the first
technology company admitted to the
FLA.

  Apple and Foxconn faced a wave of
negative PR following the January
publication of a New York Times arti-
cle that looked at the human costs of
making Apple products.

  Meanwhile, Foxconn announced
this month that it has raised the base
wage for assembly line workers at its
China operations by some 16 to 25
percent effective Feb. 1. Foxconn said
its goal is to limit overtime while
maintaining workers’ monthly pay.
The megaprovider has been criticized
for excessive overtime.

  Alliance…Top 50 EMS provider
OnCore Manufacturing Services
(San Jose, CA) intends to enter into a
medical product design alliance with
Proven Process Medical Devices
(Mansfield, MA).

  People on the move…Flextronics
(Singapore) has appointed Jeannine

Sargent as president, Flextronics Re-
newable Energy, a division of the
company’s Industrial and Emerging
Industries business unit. Ms. Sargent,
who serves as executive chairman of
AstroWatt, is a former CEO of both
Oerlikon Solar and Voyan Tech-
nology….Qual-Pro (Gardena, CA)
has hired Alex Richardson as VP,
sales. With more than 25 years of ex-
perience in manufacturing services,
Richardson most recently held the po-
sition of VP of business development
at Stellar Microelectronics, an EMS
provider.


