
Chart 1: EMS Industry Mergers and Acquisitions
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  In 2013 – for the third year in a row
– the number of EMS industry mergers
and acquisitions fell from the year be-
fore. M&A transactions closed during
2013 totaled 28, down 15% from a
revised of count of 33 in 2012. Trans-
action totals have been in decline since
a post-recession high of 45 in 2010
(Chart 1). The lackluster macro envi-
ronment and associated uncertainties
that followed the recession have not
been a plus for deal making.

  MMI’s annual Scorecard of EMS
industry M&A on pages 2 and 3 lists
the transactions closed in 2013 and
classifies them according to four cate-
gories developed by MMI. (A fifth was
used in the prior year but did not apply
to 2013.) Note that there were two cas-
es where a transaction was placed in
two categories.

  EMS providers continue to acquire
operations of competitors in substan-
tial numbers. In 2013, this was the
most popular type of deal, as it was the
year before. Last year, there were 13
instances of EMS providers buying
competitor operations (marked C on
the Scorecard), down from 19 the year
before (Chart 2, p. 3). All but one of
these 2013 deals resulted in consolida-
tion, or the loss of an independent pro-
vider. Industry consolidation persists,
though the number of consolidation
deals has bounced around from year to
year (Chart 3, p. 3). The consolidation
count of 12 deals in 2013 was 20%
below an 11-year average of 15.

Another Annual Drop in M&A

  The second most common deal in
2013 was the service or supply chain
extension (marked S on the Score-
card). With these transactions, EMS
providers acquire a horizontal or verti-
cal capability. Back in the pre-reces-
sion days, capability deals were more
commonplace. From 2002 to 2008,
capability deals averaged 17.9 per
year. Last year, there were 10 such
transactions, the same as the year be-

fore. As the industry has matured and
providers have built out their service
offerings, fewer companies generally
need to acquire capabilities.

  In the early part of the 2000s, OEM
divestitures contributed a significant
number of deals. As the industry pro-
gressed, these deals, often in high-cost
areas, became less and less attractive.
But they didn’t go away completely.

continued on p. 3
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Chart 3: Consolidation Deals
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For 2013, MMI counted four OEM
divestitures (marked O), surprisingly
up from two the year before.

  One might think that a mature EMS
industry, notorious for low margins,
would not attract any new players.

However, that has not been the case.
Three companies entered the EMS
industry via acquisition last year
(marked N) versus four the year before.

  MMI also keeps track of alliances
and equity partnerships, which are an

alternative to M&A deals. In 2013,
there were 12 of these partnerships,
down from 17 formed the year before
(see table, p. 4).

  Note that the M&A Scorecard does
not include private equity deals or di-
vested assets sold to industry outsiders.

Results

Flat Year for
US-Traded Group

  If MMI’s projections were on tar-
get, combined 2013 revenue for the six
largest US-traded EMS providers
would have indicated a slightly down
year (MMI was estimating -1.2%).
Fortunately, fourth-quarter results on
the whole came in better than expect-
ed, and 2013 will go down as a flat
year for this US-traded group.

  Revenue for the six providers to-
taled $59.34 billion in 2013 compared
with $59.48 billion in 2012. Last year,
sales declines at three providers offset
revenue growth at two providers, with
the sixth company (Flextronics) hold-
ing a neutral position with flat sales.
Annual growth rates ranged from 4.9%
for Jabil to -10.9% for Celestica (Ta-
ble 1, p. 5).

  In Q4, the six providers together
generated sales of $15.97 billion, up
7.1% from the same period a year ago.
For the second quarter in a row, the

group’s revenue grew year over year.
This growth was driven by Flextronics
and, to a lesser extent, Benchmark
Electronics, both of which attained
double-digit growth (Table 1). They
were the only two companies with ap-
preciable Q4 growth on a year-over-
year basis.

  On a sequential basis, the group’s
Q4 revenue rose 3.8%, again largely
thanks to Flextronics with support
from Benchmark. They were the only
providers to increase their sales se-
quentially, and both posted double-
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digit gains, which were more than
enough to outweigh declines at the
other four providers (Table 1, p. 5).

  Sequential growth exceeded MMI’s
estimate of a 0.4% decline by 4.2 per-
centage points, while the year-on-year
increase beat MMI’s projection of
2.8% by 4.3 percentage points. Group
sales in Q4 were $630 million, or
4.1%, above MMI’s estimate for the
quarter (Nov. 2013, p. 6). MMI based
its estimates on the midpoint of each
company’s sales guidance for Q4.
Both Benchmark and Flextronics sur-
passed their guidance, while Jabil re-
ported sales above the midpoint of its
guidance.

  Five out of six providers follow
GAAP accounting rules, while the
sixth, Celestica, adheres to IFRS re-
porting standards. For the five GAAP
companies, GAAP gross margin in Q4
was a combined 6.8%, up 10 basis
points sequentially and 90 basis points
year over year. Jabil and Benchmark
were able to raise their gross margins

from Q3, while all but Plexus im-
proved their margins from the year-
earlier period.

  Together, the five companies in Q4
produced a GAAP operating margin of
3.2%, up 80 basis points sequentially
and 110 basis points year over year.
Their GAAP operating margin in-
creased quarter to quarter throughout
2013. What’s more, this was the first
quarter that they collectively achieved
a GAAP operating margin as high as
3.2% since Q4 2010. Benchmark’s
operating margin of 8% was well
above results turned in by the other
GAAP companies. Flextronics, Jabil
and Benchmark improved their GAAP
operating margins from the prior quar-
ter, while all but Jabil boosted their
margins from a year earlier. As for the
lone IFRS reporting company, Celesti-
ca saw its IFRS operating margin drop
from the prior quarter but increase
from the year-ago period (Table 1).

  On a sequential basis, GAAP net
income for the five companies in Q4

grew faster than sales did. Their aggre-
gate net income of $371.4 million in-
creased 11.8%, while sales went up
4.6%. Flextronics and Benchmark
were responsible for the sequential
gain in net income as they were the
only GAAP companies that improved
their bottom lines from Q3. On a year-
over-year basis, GAAP net income
growth was much higher than the in-
crease in revenue. Net income surged
90% compared with an 8.3% advance
in sales. All five companies succeeded
in boosting their net income from a
year earlier. Q4 net margin for the
GAAP reporting companies was 2.6%,
up 20 basis points sequentially and
110 basis points year over year.

  For 2013, however, combined
GAAP net income for the five compa-
nies fell despite sales growth. Net in-
come for the year dropped 18.7% to
$953 million, whereas sales grew
1.2%. Benchmark and Plexus were the
only two companies to accomplish an-
nual increases in GAAP net income.
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Q4 summaries for four providers

  Last month’s issue covered quarter-
ly results for two out of the six largest
US-traded EMS providers. Results for
the four other companies are briefly
summarized below. However, March
quarter sales and non-GAAP EPS
guidance for these companies appear
in Table 1A on p. 8.

  Benchmark Electronics. Q4 reve-
nue of $757 million easily beat guid-
ance of $685 million to $715 million
on higher than forecasted demand in
the computing, medical, and test and
instrumentations sectors. Revenue
grew 26% sequentially and 19% year
over year. Non-GAAP EPS of $0.43
also surpassed guidance, which called
for $0.34 to $0.38 a share, while rising
39% sequentially and 30% year over
year.

  The company’s CTS acquisition
contributed about $50 million in Q4
revenue. Organic growth in the quarter
was 8% on a year-over-year basis.

  Benchmark earned GAAP net in-
come of $67.5 million, or $1.24 a
share, up from $23.7 million, or $0.43
a share, in the prior quarter and $18.1
million, or $0.33 a share, in the year-
earlier period. GAAP results include
Thailand flood insurance recoveries of
$28 million net of taxes, restructuring
charges and integration- and acquisi-
tion-related costs totaling $1.3 million
net of taxes, and a US tax benefit of
$17.5 million. Together, these three
items added $0.81 to EPS. Non-GAAP

net income was $23.5 million versus
$16.9 million in Q3 and $18.0 million
a year ago.

  Non-GAAP operating margin came
in at 4.1%, up 60 basis points sequen-
tially and 40 basis points year over
year. The company said volume and
operating leverage, productivity im-
provements, cost controls and mix
contributed to these results.

  On a sequential basis, Q4 revenue
was up in all of the company’s sectors,
as expected. Computing revenue (32%
of total sales), which is subject to the
highest level of seasonality, grew 35%,
with eight of the top 10 computing
customers exceeding expectations. In-
dustrial control business (27% of
sales), which included CTS customers
in this segment, increased 10%. Test
and instrumentation revenue (7% of
sales) rose 23% on program wins and
increased demand levels in the semi-
conductor capital equipment space.
Medical business (10% of sales) was
up 8%, while telecom revenue (24% of
sales) surged 51%, aided by new pro-
grams from the CTS acquisition and a
program ramp delayed from Q3.

  During the quarter, Benchmark
booked 33 new programs, including 10
engineering projects, with an estimated
annual run rate of between $150 mil-
lion and $180 million.

  At the midpoint of guidance for this
year’s first quarter, sales would be up
19% year over year. The company es-
timates that about 60% of the increase

would be acquisition-related. On a se-
quential basis, however, Q1 revenue
would be down 15% at the midpoint.
According to Benchmark, its comput-
ing sector will experience a typical
first-quarter decline from the prior
quarter, while the combined perfor-
mance of the remaining sectors is ex-
pected to be flat.

  Guidance reflects a non-GAAP op-
erating margin of 3.3% at the mid-
point, which is below the prior
quarter’s margin and the company’s
4% target mainly due to deleveraging.
Benchmark expects to return to 4%-
plus operating margins in the second
half of the year, which was the compa-
ny’s original time frame for reaching
the 4% goal (Oct. 2013, p. 2).

  Celestica. The company recorded
Q4 sales of $1.44 billion, down 4%
sequentially and year over year. Reve-
nue was within guidance of $1.4 bil-
lion to $1.5 billion but below the
midpoint primarily due to demand
softness in the company’s communica-
tions end market. Non-IFRS EPS of
$0.24 came in one cent above the mid-
point of guidance of $0.20 to $0.26.
This adjusted EPS improved 9% from
the prior quarter but declined 4% from
the year-earlier period.

  In Q4, Celestica produced IFRS net
earnings of $22.1 million, or $0.12 a
share, up from $7.2 million, or $0.04 a
share, a year earlier. The increase in
results primarily came from impair-
ment charges taken in Q4 2012. Non-
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IFRS earnings of $44.4 million were
down 12% year over year.

  Non-IFRS gross margin was 7.4%,
up 30 basis points sequentially and 50
basis points year over year primarily
due to improved program mix, recov-
eries and cost management. Non-IFRS
operating margin of 3.3% was 10 basis
points higher than in Q3 and 20 basis
points above the year-ago level. The
latter gain resulted from a better mix
and a focus on cost productivity.

  In line with expectations, revenue
from the company’s diversified end
markets (27% of total sales) decreased
2% sequentially, as growth from the
company’s semiconductor, industrial
and healthcare markets was more than
offset by a sequential decline in solar
business. On a year-over-year basis,
diversified sales increased 11% with
strong growth in the industrial, semi-
conductor and aerospace and defense
markets, driven mainly by new pro-
grams, though healthcare business de-
clined because of program transitions.

  Communications business (41% of
sales) fell 12% quarter on quarter, a
drop that was greater than anticipated.
The company experienced lower-than-
expected demand from some key cus-
tomers in this market. Versus a year
earlier, communications revenue grew
6%, largely due to new programs.

  Storage revenue (15% of sales) rose
7% sequentially, which was below ex-
pectations. Compared with the year-
ago quarter, storage revenue was up
9% primarily as a result of new pro-
grams.

  Revenue from the server segment
(11% of sales) grew 10% from Q3 as
expected due to improved demand.
On a year-over-year basis, revenue
dropped 39% because of overall weak-
er demand and the previously dis-
closed insourcing of a lower-margin
assembly program.

  The company’s consumer end mar-
ket (6% of sales) increased 2% se-
quentially but fell 36% year over year.
This decline stemmed from program

transitions that reflect de-emphasis of
parts of Celestica’s consumer business.

  Celestica’s Q1 guidance has been
adversely affected by seasonality and a
demand environment that continues to
be challenging. At the midpoint of
guidance, revenue would decline by
6% sequentially and 2% year over
year. On a sequential basis, Celestica
expects relatively flat Q1 sales from
diversified end markets, a low to mid
single-digit decline for communica-
tions business, essentially flat sales
from the storage segment, and a drop
of about 20% for revenue from both
the server and consumer end markets.
In a year-earlier comparison, the Q1
outlook calls for double-digit growth
for diversified revenue, low to mid
single-digit growth for communica-
tions business and strong double-digit
growth for storage sales. In addition,
the company is projecting an impact
on server revenue in Q1 versus year
earlier caused by weak demand from
its current customers and the afore-
mentioned insourcing of an assembly
program.

  Celestica is forecasting a non-IFRS
operating margin of 3% at the mid-
point of guidance.

  Flextronics. For its fiscal Q3 ended
Dec. 31, 2013, sales totaled $7.18 bil-
lion, up 12% sequentially, driven
mostly by growth in the company’s
High Velocity Solutions (HVS) busi-
ness. On a year-over-year basis, sales
rose 17%, thanks to double-digit in-
creases in HVS and High Reliability
Solutions (HRS), which outweighed a
single-digit decline in Integrated Net-
work Solutions (INS) business. Non-
GAAP EPS of $0.26 was up 18%
sequentially and, when limited to con-
tinuing operations, also grew 18% year
over year. Both revenue and non-
GAAP EPS exceeded the guidance for
each.

  Non-GAAP operating income
amounted to $187.2 million, up 18%
from the prior quarter and 28% from
the year-earlier period. GAAP operat-

ing income was $174.0 million, com-
pared with $149.9 million in the previ-
ous quarter and $34.9 million in the
same period a year ago. (Flextronics
does not include intangible amortiza-
tion in GAAP operating income.)

  GAAP net income from continuing
operations came to $145.2 million, or
$0.23 a share, up from $118.2 million,
or $0.19 a share, in the prior period,
and $54.6 million, or $0.08 a share, a
year earlier.

  Non-GAAP gross margin stood at
5.6%, down 20 basis points sequential-
ly and 10 basis points year over year.
Still, non-GAAP gross profit increased
8% sequentially, as better utilization
and overhead absorption, continued
improvement in printed circuit board
(Multek) operations, and to a lesser
extent, the remaining incremental ben-
efit from restructuring were undercut
to some degree by some operational
inefficiencies and greater product
ramp costs associated with several
complex programs. Non-GAAP oper-
ating margin came in at 2.6%, up 10
basis points sequentially due to operat-
ing income expansion and 20 basis
points year over year.

  During the quarter, the company
generated free cash flow of $614 mil-
lion, which benefited from customer
advances of about $700 million to off-
set elevated inventory levels.

  INS revenue (36% of total sales)
was flat versus the prior quarter,
slightly better than expectations. Tele-
com and networking both declined by
single digits sequentially, while the
server and storage area grew by double
digits due to new program ramps and
better demand for certain customers’
products. Compared with a year earli-
er, INS revenue fell 4%.

  Industrial and Emerging Industries
business (13% of sales) was down 1%
sequentially, better than expectations
of a high single-digit decline, as a
small group of customers saw slightly
better than expected demand. On a
year-over-year basis, IEI sales in-
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creased 2%.
  HRS revenue (12% of sales) rose

5% sequentially, which was above ex-
pectations of a low-single digit de-
cline, and grew 15% year over year.
The slight sequential upside was relat-
ed to a few medical customers surpass-
ing previously reduced forecasts and a
slight upside in automotive as well.

  HVS business (39% of sales)
climbed 35% quarter on quarter, well
above a projected increase of 15% to
25% due to stronger than expected
ramps across multiple new programs
combined with fewer component con-
straints than expected. The company
pointed out that this growth was
broad-based. Versus a year ago, HVS
business was up 57%.

  For the March quarter, Flextronics
is forecasting sequential declines of
about 10% for INS and about 25% to
30% for HVS, sequential growth in
low single digits for IEI, and a sequen-
tial drop in low single digits for HRS.

  The company plans to reduce its
workforce and make other cost cutting
moves during the March quarter, with
most actions focused on reducing
SG&A expenses. As a result, the com-
pany expects to record pretax charges
of $30 million to $35 million mainly
comprised of employee severance and
benefit costs. Cost reduction activities
will potentially yield annualized sav-
ings of about $60 million.

  When asked about Lenovo’s pro-
spective acquisition of Motorola Mo-
bility, Flextronics’ only 10%-plus
customer in the quarter, from Google,
Flextronics CEO Mike McNamara told
analysts that his company will look to
build on its relationship with Lenovo.

  Sanmina. For its fiscal Q1 ended
Dec. 28, 2013, the company reported
sales of $1.45 billion, down 4% se-
quentially and 3% year over year.
Non-GAAP EPS amounted to $0.41,
down 11% sequentially but up 41%
year over year. Sales were at the mid-
point of revenue guidance, while EPS
came in at the high end of earnings

guidance.
  The company earned GAAP net

income of $23.1 million, or $0.26 a
share, down from $38.8 million, or
$0.44 a share, in the September quar-
ter, but up from $621,000, or $0.01 a
share, in the year-ago period. GAAP
net income for the September quarter
included a tax benefit of $21.5 million,
or $0.25 a share. When this benefit is
excluded, GAAP EPS is up both se-
quentially and year on year.

  Non-GAAP gross margin equaled
7.8%, unchanged from the prior quar-
ter but up 100 basis points from a year
earlier. The company’s Integrated
Manufacturing Solutions segment pro-
duced a non-GAAP gross margin of
7.0%, up 40 basis points sequentially
in spite of a 5% drop in revenue. The
margin improvement was driven by
mix and execution. Versus a year earli-
er, the margin gain was 120 basis
points. Sanmina’s other segment,
Components, Products and Services,
turned in a non-GAAP gross margin of
9.1%, down 180 basis points sequen-
tially. Disappointing performance of
several plants in the company’s me-
chanical systems division presented
the biggest challenge in this segment.
On a year-over-year basis, CPS’s non-
GAAP gross margin declined by 40
basis points.

  Sanmina recorded non-GAAP oper-
ating income of $48.6 million, down
13% from the prior quarter. Non-
GAAP operating margin amounted to
3.4%, down 30 basis points sequential-
ly but up 60 basis points year on year.

  Sales were down quarter on quarter
in two of the company’s four end mar-
kets, but that was enough to produce
the sequential decline in total revenue.
Communications Networks revenue
(48% of total sales) fell 9% sequential-
ly, while the company’s outlook was
for flat sales. The company saw weak-
er than expected demand, and some
push-outs occurred during the quarter.
Consistent with guidance, Computing
and Storage business (13% of sales)

was down 3% sequentially as Sanmina
continues to experience weaker de-
mand in this market segment.

  On the other hand, Multimedia
sales (9% of sales) grew 6% from the
prior quarter, exceeding expectations
of a sales drop. All the key markets in
this segment were strong. Revenue
from the Defense/Industrial/Medical
segment (30% of sales) rose 1%, near-
ly in line with the company’s forecast
for flat sales. Industrial business
showed strong growth, offset by de-
clines in the medical and defense sub-
segments.

  For the March quarter, the company
expects demand to be seasonally slow-
er but stable, with some improvements
anticipated during the quarter. On a
sequential basis, Sanmina is forecast-
ing Communications Networks and
Multimedia to be slightly down, De-
fense/Industrial/Medical to be up, and
Computing and Storage to be flat. The
company is projecting a non-GAAP
operating margin of 3.1% to 3.5%.

  Sanmina’s outlook for its fiscal
2014 is for modest growth and im-
provements in its financial results.

Positive Q1 Start
Versus a Year Ago

  Coming off a flat 2013, the six larg-
est US-traded providers will see their
combined Q1 sales take a small step
upward from the year-ago quarter if
MMI’s estimates hold true. The news-
letter is projecting that sales will total
$13.7 billion, representing growth of
2.7% year over year. It’s not a great
start, but at least sales will be moving
in the right direction from the year-
earlier quarter.

  But the low-growth estimate masks
a wide range of projected revenue per-
formance among the six companies in
the group. Two providers, Flextronics
and Benchmark Electronics, will
achieve double-digit increases in their
Q1 sales from a year earlier, according
to MMI’s estimates, while a third,
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Jabil, will experience a double-digit
decline in sales. MMI’s projections
suggest that year-over-year revenue
gains at three providers will more than
offset sales declines at the other three
companies, with Flextronics acting as
the prime mover in the group’s reve-
nue increase (Table 1A above).

  There will be no revenue increase,
however, when the group’s estimated
Q1 sales are measured against the pri-
or quarter’s total. In the sequential
comparison, MMI projects that sales
will be down 12.7%, with seasonality
playing a role. Estimates say four com-
panies should endure sequential sales
declines, and three of them should face
double-digit drops, ensuring a two-
digit decline overall (Table 1A).

  Q1 revenue for each provider was
estimated by selecting the midpoint of
its Q1 sales guidance, though in the

case of Jabil sequential and year-over-
year comparisons were not straightfor-
ward. Jabil’s guidance for the
February quarter (a quasi-Q1 for the
purposes of this analysis) leaves out
the company’s aftermarket services
business, which is now considered a
discontinued operation in light of
Jabil’s intention to sell the business
(Dec. 2013, p. 1-2). The AMS busi-
ness contributed sales of $1.1 billion
in fiscal 2013. In order to do apples-
to-apples comparisons, MMI had to
adjust sales of the prior and year-ago
quarters to exclude revenue from the
discontinued AMS operation. An esti-
mated $275 million in AMS revenue
was subtracted from each quarter’s
sales. As for Jabil’s February-quarter
guidance for adjusted EPS, compari-
sons with results from prior quarters
are not possible because those results

still include the AMS business.


