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2008: A Year of Uncertainty

MMI’s annual outlook
for the year ahead

At the dawn of 2008, questions
abound. Isthe U.S. economy slipping
into arecession? Will the second half
of the year compensate for any slow-
down in thefirst half? Will the supply
of skilled and professional labor in
places such as Chinaand Eastern Eu-
rope prove adequate? Will the dollar
continue to weaken and what will be
the effect on providers who pay ex-
pensesin other currencies? How much
will weaknessin the U.S. economy
affect world electronics markets? Are
EMS providers with a high percentage
of salesoriginating inthe U.S. more
vulnerable than those who do not rely
heavily on the U.S. market?

Definitive answerswill be elusive
until more of the year unfolds. But all
of these questions reflect uncertainties
about the year ahead. And the pres-
ence of these uncertainties raises
doubts about whether 2008 will be as
good ayear overall for the EMS indus-
try as 2007 appears to have been.

Although al the results for 2007
are not in yet, through three quarters
the 12 largest EM S providers together
increased sales 15.3% year over year
(Nov. 2007, p. 3).

For the full year, it appears that the
combined sales of the U.S.-traded pro-
viderswill have grown at arate some-

what below that level (MMI estimated
11.4% based on Q4 guidance mid-
points), while the consolidated sales of
Hon Hai, theworld' slargest EMS
provider, will likely exceed it. Asa
result, MMI can project that 2007 sales
for this group will exceed 11.4% and
probably comein closer to the 15%
mark. By extension, the MMI Top
50™ should also put up double-digit
sales growth in the same neighborhood
for 2007, the fourth straight year of
two-digit growth rates for the Top 50
(table). Add intherest of the industry,
and the 2007 rate probably drops
dlightly, but remains above 10%. At
least, that's MMI’ sview at this point.
Thisview is consistent with afive-
year combined CAGR of 12.0% from
averaging the forecasts of three market
research firms and with the firms’ av-
erage growth rate of 15.0% for 2007
(Dec. 2007, p. 2).
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pull off another double-digit growth
year asthisaverage would indicate?
No one can presume to know the an-
swer yet, but the aforementioned un-
certainties are unsettling.

One reason for this angst stems
from the evolving nature of the EMS
business. ASEMS providers attain
higher and higher levels of penetration
inthe communicationsinfrastructure
and computing segments, the EMS
businessin these sectors becomes
more and more dependent on end mar-
ket demand. Together, these segments
represent nearly half of the EMS mar-
ket (April 2007, p. 1). A recession or
major slowdown in the U.S. economy
could affect end market demand in
these segmentsif business end custom-
ersstart tightening their belts.

Another question iswhether U.S.
housing market’ s subprime mortgage
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2008 Outlook

troubles combined with higher energy
costs, will hurt consumer spending on
electronics. According to the Semi-
conductor Industry Association
(SIA), these issues did not appear to
have significantly affected holiday
spending on electronics. Maintaining a
positive outlook on consumer electron-
ics, the Consumer Electronics Asso-
ciation is predicting that consumer
electronicsindustry saleswill increase
by 6.1% thisyear to $171 billion. This
projected rate is about two percentage
points down from 8.2% growth
achieved in 2007.

With asimilar outlook, market re-
search firmiSuppli isforecasting that
worldwide sales of electronic equip-
ment will expand by 6.6% in 2008 to
$1.6 trillion. The firm trimmed its pre-
vious growth projection by 0.4 per-
centage point. SIA and iSuppli
forecasts for semiconductor sales call
for growth of 7+ % in 2008. Normally,
semiconductor forecasts act as arough
gauge for electronics assembly, except
that 2008 sales numbers must account
for pricing declinesin memory.

Flextronics, the second largest
EMS provider, is“not seeing any ag-
gregate weakness in customer fore-
casts. And therefore we believe based
on what we' re seeing today that there
isadisconnect in forecasted customer
demand and the economic headlines
and stock market reaction,” said Flex-
tronics CEO Mike McNamara during
the company’ s earnings conference
call thismonth. Still, in December Mc-
Namara said the company was seeing
some minor slownessin theindustrial,
automotive and telecom infrastructure
segments, according to a Reutersre-
port.

Also in December, Tim Main, Jabil
Circuit president and CEO, said dur-
ing an earnings conference call that the
housing-led slowdown in the U.S.
economy did have some impact on
November 2006 quarter salesin
Jabil’sEMSdivision. The division
experienced demand reductions from
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white goods and residential and indus-
trial control customers. Main said the
level of the housing market’ s revenue
impact was about $70 million.

If the preceding consumer electron-
ics and electronic equipment forecasts
hold up, then the EM S industry will
have the underpinning for a respect-
able 2008. Of course, this assumes that
the rate of outsourcing won’t slow, and
there’ s no reason to expect it would.
But conditionsin the U.S. economy
and elsewhere can blow holesin such
forecasts. Thereis one unmistakable
sign that the U.S. economy is headed
in the wrong direction. The U.S. Con-
gressis considering tax breaksto stim-
ulate the economy. Also uncertainis
what effect problemsin the U.S. econ-
omy will have on other world markets
and the need to supply those markets
with electronics.

Since global ripple effects are un-
known, EMS industry risksin 2008
cannot be fully assessed. However, it
appears that EM S providers who de-
pend heavily on the U.S. market are
more vulnerable than those who are
tied to growing economiesin Asia.
Potentially at greatest risk are U.S.-
dependent providers with substantial
sales coming from customerstied to
the U.S. housing market, which just
recorded the largest annual drop in
housing construction since 1980.

In spite of the uncertainties of
2008, certain influences on the EM S
industry will cometo thefore. In
MMI’s annual outlook for the year
ahead, here are ten trends that bear
watching.

Within the outsour cing space,
Vietnam will be the new hot area for
plant investment in 2008, especially
for Taiwanese companies. Hon Hai’'s
plan to invest $5 billionin Vietnamis
enough on its own to justify this state-
ment. Y et Hon Hai will bejoined by
other Taiwanese companiesin the out-
sourcing space (Dec. 2007, p. 1-2).
The latest Taiwanese company linked
with Vietnam is ODM Quanta Com-

puter. Depending on the news source,
Quantais either studying Vietnam or
has decided to build a plant there. Ac-
cording to Reuters, the company is
evaluating Vietnam and other coun-
trieswith no decisions made, while
two online sources from Taiwan re-
ported that Quantais going ahead with
aplan to set up aplant for assembling
notebook PCsin Vietnam.

But not everyonein Tailwan is sure
to follow Hon Hai’ slead. Asustek
spinoffs Pegatron and Unihan are
more likely to augment existing facto-
riesin Ching, if the need to expand
arises, reported Digitimes citing the
companies’ president, Jason Chen. But
he said management continues to study
the possibility of investing in Vietnam.
An earlier report claimed that Asustek
had shelved its Vietnam plans (Dec.
2007, p. 1).

With labor costsrising in China,
Vietnam has emerged as another
source for low-cost labor in Asia. For
Talwanese companies that have alarge
percentage of their production tied up
in China, Vietnam allowsthem to
spread their risk. Thisis especialy
true of the notebook ODM business,
since some 85% of the world’ s note-
books are made in the Greater Shang-
hai area. In essence, Vietnam gives
such companies a second source of
low-cost labor to hedge against costs
in China.

Besides Hon Hai, only one other
company among the major EM S pro-
vidersis manufacturing in Vietnam.
Last year, Jabil opened afactory in Ho
Chi Minh City, where the company
makesinkjet printersfor HP (Sept.
2007, p. 6). At least two smaller pro-
viders, U.S.-based Sparton and Sin-
gapore's CEl Contract Manufac-
turing Limited, also havefacilitiesin
Vietnam. Thisyear, global competitors
of Hon Hai and Jabil will likely take
closer look at Vietnam. But Viethamis
not as compelling for these EM S com-
petitors asit isfor Taiwanese ODMs
whose manufacturing is concentrated
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in China.

Hon Hai’ s clout and commitment to
Vietnam ensure development of asup-
ply base that the country now lacks.
Improvements also need to be madein
such areas as air and sea transport.
Whether global providerstake await-
and-see attitude in 2008 toward Viet-
nam'’s shortcomings or press the go
buttonis unclear at this point.

Implementation of China’s new
labor law thisyear will remind the
outsour cing community that as Chi-
na develops, itslabor standardswill
rise. Thismonth, China’ s new labor
contract law takes effect. It regulates
such areas as labor contracts, sever-
ance pay, layoffs, and the use of tem-
porary workers. The current system of
fixed-term contracts allows companies
to let workers go when a contract ex-
pires and without paying severance.
The new law requires severance. It
also specifies when open-ended con-
tracts, which do not provide a conve-
nient date for ending employment,
must be used. These contracts apply,
for example, when an employee has
worked ten years for acompany or has
been covered by fixed-term contracts
twice in succession. What's more, any
contract must include social insurance.
In addition, under the new law, a com-
pany would not be free to choose who
staysduring alayoff.

Clearly, the new labor law will re-
duce acompany’sflexibility in dealing
with itswork force. How much it will
increase labor costs remains to be
seen. Nam Tai Electronics, an EMS
provider that manufactures exclusively
in China, told MMI that the law would
not have amaterial effect upon the
company (July 2007, p. 3). During
Flextronics' earnings conference call
this month, an analyst asked what im-
pact would China’ s new labor and tax
laws have on the company’s profitabil-
ity in China. CEO Mike McNamara
responded that when you add up pro-
ductivity improvements, China’ sesti-
mated 35% share of the company’s
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cost structure, and the ability to recov-
er some labor cost increasesin new
products, “you should not see an im-
pact [on the company].”

Reuters reported that analysts are
expecting China' slabor coststhisyear
to go up by 20 to 25%, while some
other published reports have put forth
estimates of labor cost increases as
high as 20% resulting from the new
law. Even higher estimates have been
reported when all the costs of social
insurance are taken into account. If
indeed labor costs go up by as much as
20% to 25%, the increases would take
effect throughout China’ s supply
chain, not just in EM Sfactories.

Still, in order to create such wide-
spread |abor increases, the law must be
enforced by local authorities. Thisis
not agiven because China sexisting
labor law is not enforced uniformly
throughout the country (July 2007, p. 3).

Reportedly, Hon Hai has already
committed to complying with the new
law. According to a MarketWatch re-
port, Hon Hal will offer open-ended
contracts to employees who have spent
more than eight years with the compa-
ny. This offer goes beyond what the
law requires. MMI expects that other
large providersin Chinawill have lit-
tle choice but to follow the new law.

Although attention will focus on the
new labor law, labor protection in Chi-
nawill also be strengthened potentially
in another way. Thereis pressureto
unionize factoriesin China, including
those of EMS providers. Unionsarein
the government’ sdomain since all
unions must be part of the All-China
Federation of Trade Unions, agovern-
ment-sponsored body.

Despite China’srising labor
costs, the emergence of India and
Vietnam, and the growth of regional
manufacturing, Chinawill retain its
preeminence as a center of low-cost
EMSfor the foreseeable future.
Take Cisco. Inthe past five years,
Cisco has purchased more than $7 bil-
lion worth of China-sourced compo-

nents and services, and the total value
of Cisco’scommitmentsin Chinasince
2002 is estimated at more than $8.5
billion. Those commitments could ex-
pand to about $16 billion during the
next five years. The investment re-
flects the importance of Chinaboth as
asource of supply for Cisco and asa
growing market for the company. This
dual role will cement China s position
for OEMs such as Cisco.

With Hon Hai planning to pour $5
billioninto Vietnam, it's debatable
whether EM S plant investmentsin
Chinawill continue at past rates. But
the attractions of China, especially its
materials supply base, will still makea
powerful argument for more plant ca-
pacity there. A prime exampleis Fox-
conn International Holdings' plan to
build amajor plant in Southern China
(Nov. 2007, p. 7).

Pressure will continue to mount
on thelabor supply in Central and
Eastern Europe. Both demand and
supply side factors are combining to
create this pressure. On the demand
side, restructuring in Western Europe
istransferring more electronics pro-
duction from Western Europe to Cen-
tral and Eastern Europe (CEE). In
addition, EMS providers, ODMs and
OEMs are also putting more electron-
ics manufacturing capacity in the CEE
region to build computers, TVsand
other products for which sourcing
from Asiawould not make sense. On
the supply side, large numbers of
workers—some 1.5 million or morein
Poland & one — have left CEE coun-
triesin the European Union to find
higher paying jobs in Western Europe.

Reportedly, Hon Hai’ s Czech facto-
ry has already resorted to bringing in
foreign workers, and the company is
building a second plant in the country,
which should put even more pressure
on the local labor supply (Nov. 2007,
p. 3). In Hungary, the problem isfind-
ing qualified workers; Hungary is not
educating enough skilled workers and
technicians. Poland offers alarge pop-
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ulation from which to draw, but find-
ing engineersthere isno longer easy
(Oct. 2007, p. 2-3).

Because Ukraineisnot an EU
member, it does not have the worker
emigration problem. Thisfact along
with lower labor costs than in Central
Europe could work in Ukraine' sfavor
in 2008 as EM S providers ook to ex-
pand in the CEE region.

2008 could be arecord year for
cash flow generation, especially if
thereisaslowdown in demand. Ma-
jor EMS providers put greater empha-
sison cash flow generation in 2007.
Their efforts, which began to bear fruit
last year, should bring forth even more
cash in 2008. If demand softens this
year, it will have the counterintuitive
effect (for those outside the industry)
of increasing cash flow. Slower growth
typically lowers the need for capital in
the EM S business. Indeed, if 2008 is
an off year, the EM Sindustry may ac-
tually gain some credibility on Wall
St. by throwing off cash in amanner
that other industries cannot match.

If the flow of corporate credit
dowsthisyear, it will be more diffi-
cult in some casesto buy out a com-
petitor. Because of theweak U.S.
dollar, the U.S. EM Sindustry will
continueto attract interest from for-
eign buyers. If trouble developsin the
corporate credit market this year,
banks will ratchet up lending require-
ments to business customers. The ef-
fect will be to put adamper on
consolidation deals that hinge on ac-
cessto credit. However, if banks keep
credit flowing to corporate customers
and buyers aren’t scared off by the
U.S. economy, then the consolidation
process should continue where it left
off in 2007.

Early signs are that Europe will be
an active arenafor consolidation deals
in 2008. Because the European EMS
industry isless mature than the U.S.
industry is, the European EMS space
offersfertile ground for consolidation
at this stage of its development.
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Another financial consideration, the
declining value of the U.S. dallar,
could work in favor of some deals.
Last year saw ageneral surgein pur-
chases of U.S. assets by foreigners,
brought on by aweaker dollar. That
trend could spill over into the EMS
industry. For example, European or
Asian players could buy aU.S. provid-
er to gain apresenceinthe U.S. as
France’' sASTEEL isdoing withits
prospective acquisition of California-
based Flash Electronics (see News,
p. 6).

Then thereisthe possibility of for-
eign investorstaking afancy to the
EMS industry inthe U.S. Aninstance
of thisjust occurred when a Bahrain-
based investment bank bought an 80%
stake in another California-based pro-
vider, Victron (see News, p. 7).

Flextronics acquisition of Solec-
tron last year was an opportunistic
deal that may or may not set the stage
for another acquisition of amajor pro-
vider. If an opportunistic deal does
occur, MMI believes that an acquisi-
tion by outside investors lured by low
stock pricesis more likely than one
provider combining with another. Still,
large providers with a cache of cash
will continue to make minor acquisi-
tions that add capabilities or desirable
business.

Competition will intensify for
low-volume, high-mix business.
More and more providers are targeting
nontraditional markets such asindus-
trial, medical, instrumentation and de-
fense. These marketstypically involve
producing low or lower volumeswith
high product mix. The large providers
want this business becauseit allows
them to diversify into marketswith
good growth potential and higher mar-
gins. The small guyslike this business
because it meshes with their low-vol-
ume, high-mix capabilities. Some cus-
tomersin these segments are content
to keep their EM S work in high-cost
locations rather than moving it off-
shore — another benefit to small pro-

viders who lack a global footprint.

Medical will perhaps be the most
hotly contested segment, especially
among the large providers. Industrial
is so fragmented that small providers
can still unearth customers without
fearing bids from the big boys. In
years past, major providers were large-
ly unequipped to pursue high-mix,
low-volume business. Most if not all
of them now have dedicated teamsto
go after the nontraditional markets.

Vertical integration will win out
in mobile phonesand potentially
other consumer marketsfor at least
some OEM customers. Thisyear will
affirm a pronounced splitinthe EMS
industry between high-volume con-
sumer business and the rest of the
EMS market. Much of this hasto do
with the emergence of the mega-verti-
cal supplier in the consumer space
(Aug. 2007, p. 1-2). Mobile phone
OEMs such as Nokia want their EMS
providers and ODMsto offer an inte-
grated supply chain of internally sup-
plied components. That means the
provider will be responsible for the
phone’ s mechanical aspects, which
determine the all-important ook and
feel, aswell asthe electronicsinside.
Providers benefit from thistrend be-
cause vertical integration allowsthem
to capture marginsin cost-sensitive
consumer products.

Thepraliferation of environmen-
tal complianceregulationswill pose
both challenges and opportunities
for the EM Sindustry. EMS compa-
nies not only will face RoHS mandates
that are springing up in different re-
gions of the world, but also will con-
front other directives. For OEMs and
EMS providers with their own envi-
ronmental staffs, thisis perhaps busi-
ness as usual. But for other companies
serving multinational markets, keeping
up with these regulationsis no small
matter.

Companies operating in Chinawill
need to be on the lookout for a compo-
nents catal og that isintegral to China's
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RoHS regulations. This catalog will
specify the products to be regulated.
Note that to comply, products must
undergo testing by an approved | ab.
ChinaRoHS will make OEMs even
more dependent on the ROHS exper-
tise of their EM S providers.

Two additional directives, both ap-
plying to the European Union, will
also cometo the forein 2008. Oneis
REACH, anew EU regulation regard-
ing chemicals and their safe use.
REACH, which went into effect last
year, requires registration of substanc-
es to be released from manufactured
goodsif those substances are present
in goods above one ton per year. Pre-
registration of substances must be
done between June 1 and December 1,
2008. Subsequent registration dead-
lines depend on tonnage and whether
the substanceis of high concern.

The second EU directive, which
had to be adopted by member states by
August 2007, paves the way for envi-
ronmentally friendly design of energy-
using products. This*“EuP” directive
establishes aframework for setting

eco-design requirements that apply to
aproduct’slife cycle and cover crite-
riasuch as energy consumption and
ease for reuse and recycling. Starting
thisyear, the EU will issue “imple-
menting measures’ that will presum-
ably set forth eco-design requirements
for aninitial list of products. EUP ap-
pliesto products that have sales vol-
umes of more than 200,000 units a
year within the EU.

The timing of EuP could not be bet-
ter. Global warming awareness and
increasing energy costs are putting
OEMsin amood to make green prod-
uctsthat consume less energy. MMI
believes that many OEMswill jump at
the chance to comply with EuP rather
than being dragged into compliance
kicking and screaming. Thisdirective
should bring more design opportuni-
tiesto EM S providers, especially
where redesign of existing productsis
required.

TheEMSand ODM sectorsare
showing signs of conver gence, but
only within the top echelon of the
EMSindustry. Inlast year’s outlook,

MMI cited two instances where an
EMS provider had pulled back from
an ODM activity. The inference was
that EMS-ODM convergence was not
so inevitable after all. But 2007
brought new evidence of convergence,
which leaveslittle doubt about this
trend. Exhibit A is Flextronics' pro-
spective acquisition of Arima’s ODM
activitiesin servers and notebooks.
But the trend will be confined to the
largest EM S providers, who have the
design resources to compete with the
Taiwanese ODMs. Head-to-head com-
petition between the two groups will
increase in 2008 because both groups
want more sharein high-growth mar-
kets such as mobile phones and LCD
TVs. Plus Flextronics has now decided
to take on the ODMsin the notebook
space they dominate.

Another factor predicted to bring
on more competition is greater use of
the joint design model by OEMswho
wish to retain intellectual property
rather than ceding it with an ODM
product. Both EMS providers and
ODMs offer joint design services.

World Markets

Mixed Signals
from Russia

Last summer, Russia seemed to be
on the verge of taking a big step to-
ward attracting a critical mass of EMS
factoriesto one of its cities. Russian
news sources reported that Hon Hai
planned to build aplant in or near St.
Petersburg to assemble PCsfor HP
and other products (Aug. 2007, p. 2).
At thetime, Jabil Circuit president
and CEO Tim Main said it was likely
that Jabil would have asitein Russia
sometime in the next few years. Now
there is an unconfirmed report from
Russiathat Flextronicsisnegotiating
with local authorities regarding the
possibility of erecting afactory in St.
Petersburg. If true, thisreport would
support the notion that Russia has fi-
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nally reached the tipping point in the
formation of alocal EMSindustry.

That is, except for one thing.
Elcoteq, the only global EMS provid-
er with ahistory of manufacturing in
Russia, has decided to scale down or
divest its subsidiary in St. Petersburg
during early 2008. This moveis part
of the company’s most recent action
plan, announced in October 2007 in an
effort to meet financial targets. Under
the plan, unprofitable operations will
be downsized thisyear. The loss-mak-
ing Russian unit is one of two Europe-
an operations where production
capacity will berationalized (see
News, p. 7).

Last year, Elcoteq reported that
loading of the Russian plant did not
improve as the company thought it
would. Production from facility clo-
sures that was earmarked for St. Pe-
tersburg went to Chinainstead (Aug.

2007, p. 2).

Reuters quoted Elcoteq president
and CEO Jouni Hartikainen as saying,
“Inthelong term, we believe in the
Russian market, [but] we are aiming to
cut the losses. We have lost enough
money there.” ,

The 14,700-m" St. Petersburg plant
opened in 2005, while Elcoteq’ s man-
ufacturing presencein Russiadates
back to 1998.

Manufacturing in Russia hasits
drawbacks, starting with bureaucracy.
For example, dramatic changesin im-
port and export custom clearance pro-
cedures in late 2006 caused major
trucking delays for Elcoteqin early
2007, and months later the company
was still unable to resume 24-hour
transit times. Hon Hai showed its
awareness of this problem by getting
the Russian government to agree to
simplify customs procedures, accord-



ing to a Kommersant report posted in
October 2007.

Another obstacleisimport fees.
Although the Russian government
pledged in October to eliminate duties
on computer components, aswrittenin
that report, thereis still an 18% value
added tax on imports.

Labor may also be an issue for St.
Petersburg. A Russian manufacturer
told CNews, a Russian website, that
the supply of qualified workersin St.
Petersburg is under pressure.

Citing St. Petersburg’ s department
for economic development, CNews
reported that Flextronicsisin talks
with city authorities about potentially
building afactory in St. Petersburg.
When MMI asked to confirm thisre-
port, Flextronics would not comment.

If Elcoteq, which has some nine
years of manufacturing experiencein
Russia, cannot make ago of it there,
what doesthis say for providers plan-

ning to enter the Russian market? The
issueis not that anew plant in adevel-
oping market will lose money initially.
That’ s to be expected. What these pro-
viders must be concerned about are the
kind of continuing lossesthat Elcoteq
faced.

Hon Hai does have an advantagein
that its plant can expect acertain
amount of business from HP. MMI
believesthat Hon Hai would not have
decided to locate aplant in Russia
without acommitment from HP. Also,
the Hon Hai project differsfrom
Elcoteq’ s operation in that the two
companies are targeting different mar-
ketswith their Russian activities.
Elcoteq focuses on communications
markets, while the Hon Hai operation
will supply the computer market.

Russia has never been an easy
country to understand. Now the same
can be said for the prospects of an
EMSindustry there.

News

France’s ASTEEL
to Gain Presence
in U.S. and China

With one acquisition, ASTEEL,
which isbased in asuburb of Paris,
France, will transform itself from an
EMS provider relying on French and
Tunisian operations into a provider
with aglobal footprint. ASTEEL has
entered into an agreement to acquire
Fremont, CA-based Flash Electron-
ics, whose EM S activities are split be-
tween Californiaand China

ASTEEL will acquire all the stock
of Flash for an undisclosed price, and
Flash’s shareholders will end up with a
stakein ASTEEL Thetransactionis
expected to close in mid February.

When combined, the ASTEEL/
Flash group will have an annual reve-
nue run rate of over $750 million,
around 4,500 emplzoyees, and more
than one million ft of manufacturing
capability on four continents. Accord-
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ing to a statement from the two
companies, the global footprint, manu-
facturing economies of scale, procure-
ment leverage and unique skill sets of
the two providers will enable the
ASTEEL/Flash group to provideim-
proved servicesto all their customers.

Flash’'sU.S. and Asian EM S cen-
ters are presented as complementary to
ASTEEL’ sdesign expertise, metal/
plastics fabrication capabilities, and
multiple manufacturing facilitiesin
Europe and Africa. Thisdeal is ex-
pected to create significant new
growth potential from the current cus-
tomer base and the ability to attract
new OEMsto the group’sclient list.

Flash’s senior management team
will remainin place. Both Matthew
Liu, chairman of Flash, and Chin Fan,
the company’ s president, have agreed
to maintain an equity participationin
the ASTEEL /Flash group. For thetime
being, Flash will continue to keep its
name.

The ASTEEL/Flash group will be
privately held and headquartered in

Paris. ASTEEL founder and CEO
Gilles Benhamou will serve as chair-
man of the combined group.

Founded in 1999, ASTEEL has
grown rapidly through internal revenue
generation and a series of acquisitions.
The company’s sales in 2006 were 207
million euros, and major customers
number about 50. Its 12 manufacturing
locations are spread between France
and Tunisia. Last year, ASTEEL creat-
ed asubsidiary in Romaniaand is ne-
gotiating the acquisition of an EMS
company in the UK to complete
ASTEEL’s coverage of Europe.

Started in 1994, Flash occupies
four sitesin Silicon Valley and two in
China. The compazny’ slargest plant by
far isa340,000-ft facility in Suzhou,
China. Flash reported sales of $325
million in 2006. Notable customers
include Tellabs, Huawei-3Com,
Nortel, Foundry Networks, Son-
icwall, Nokia, Occam Networ ks and
Avid Technology.

NOTE Adds UK Provider

By acquiring UK provider Proqual
(Tetbury, Gloucestershire, UK),

NOTE (Danderyd, Sweden) has ex-
tended its Nearsourcing model to the
UK market. Under this model, devel-
opment work is done close to the cus-
tomer, while volume production takes
placeinlow-cost countries.

Proqual focuses on services such as
prototyping and short-run production
that occur early in product life-cycles.
Its annualized sales amount to about
SEK 45 million ($7 million), and the
companyzempl oys40 peopleina
20,000-ft facility.

According to NOTE, the acquisi-
tion isintended to increase its growth
and is expected to make a positive
contribution to marginsthisyear.

Meanwhile, NOTE isreducing its
Swedish work force by 124 people as
aresult of transferring labor-intensive
production to China and Poland. Last
fall, the company started up joint-ven-
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ture plantsin the two countriesto in-
crease low-cost production capacity
(Sept. 2007, p. 6; Nov. 2007, p. 8).

Islamic Bank Buys
Control of U.S. Provider

Unicorn Investment Bank, an Is-
lamic investment bank based in Bahr-
ain, has acquired an 80% equity stake
in Fremont, CA-based Victron, apri-
vately held provider of high-mix, com-
plex EMS.

The deal reveals Victron'sdesire to
exploreinternational expansion oppor-
tunities. “We look forward to working
with Victron's highly experienced
management team to support the com-
pany’s next phase of growth in selec-
tive overseas markets,” stated Aamir
Khan, managing director of global pri-
vate equity at Unicorn.

Founded in :2L983, Victron offers
over 130,000 ft of manufacturing ca-
pacity, according to its website.

ThisisUnicorn’s second private
equity transaction in the USin recent
weeks. |n December, the investment
bank purchased a 75% interest in
Open-Silicon, aU.S. chip designer
and manufacturer.

Another investment...Alco Hold-
ings, the parent company of Top 50
EMS provider Alco Electronics
(Hong Kong), is one of three investors
that are buying a 95% stake in BOE
Hydis Technologies, a South Korea-
based producer of LCD panels. Alco
Holding will own an 11% interestina
joint venture formed as a holding vehi-
clefor the Hydisinvestment. Accord-
ing to Alco Electronics Mario Boltri,
thistransaction will put Alco in agood
position to ensure supplies of panels
that arein high demand.

Potential investment...Aninvest-
ment unit of handset provider Fox-
connlnternational Holdings,a
majority-owned subsidiary of Hon
Hai Precision Industry (Tu-Cheng,
Taiwan), hasinked a memorandum of

Manufacturing Market Insider, January 2008

understanding with Taiwan-based
Ways Technical, which does plastic
surface finishing, according to a Reu-
tersreport.

Dealsdone...Flextronics (Sin-
gapore) has completed the previously
announced acquisition of Avail M edi-
cal Products (Fort Worth, TX), apri-
vately held manufacturer of disposable
medical products (Aug. 2007, p. 6).
The purchase price was not disclosed.
Combining Avail with continued
strong organic growth in the medical
sector, Flextronics Medical expectsto
generate $850 million to $950 million
in revenue and year-over-year growth
of 90% for the fiscal year ending
March 2009....Rimaster (Rimforsa,
Sweden), a contract manufacturer of
electrical and mechanical systems, has
acquired Electr oSystem group
(Soderhamn, Sweden), which provides
EMS aswell as electrical system and
wire harness assembly.

EMSdivestitures...Elcoteq (domi-
ciled in Luxembourg as of Jan. 1) has
sold its German subsidiary Elcoteq
Communications Technology to BA-
VARIA Industriekapital (Munich,
Germany), an industrial holding com-
pany. Located in Offenburg, the
German subsidiary is one of two oper-
ations— Elcoteq’ s Russian unit isthe
other — designated for capacity ratio-
nalization under the company’s most
recent action plan, which called for
downsizing unprofitable operationsin
2008 (see dso article on p. 5). Sales of
the German operation were about 120
million eurosin 2007. Among the op-
eration’s customers are Motorola
and Ericsson. The partiesto this deal
also signed an agreement under which
the operation will continue to deliver
key partsto Elcoteg. “We see alot of
potential to enhance our positionin
contract manufacturing through further
acquisitions,” stated Reimar Scholz,
CEO of BAVARIA Industriekapital.
...Ethertronics (San Diego, CA), a

supplier of embedded antenna solu-
tions, has acquired Flextronics' design
center in Kalmar, Sweden, along with
about 10 engineers....Lyrtech (Que-
bec City, Canada), hassigned aletter
of intent to sell certain assets of itsIn-
novator division, an EM S operation, to
EMS provider Enigma | nter connect
(Vancouver, BC, Canada). Enigma
will acquire certain manufacturing as-
setsfor aprice of C$1.2 million, paid
by way of assuming leasing and debt
obligations, and will buy inventory and
WIP for C$344,103. The company
will also take on other liabilities of
C$1.2 million. This letter of intent,
which also includes a private place-
ment of C$500,000, wasinstrumental
in obtaining an interim forbearance
agreement with Lyrtech’ sbank.

Sanmina-SCl Acquires
Powerwave Assets

On Dec. 30, 2007, Power wave
Technologies (Santa Ana, CA) sold
certain assets of its manufacturing op-
erationsin Hungary to Sanmina-SCI
(San Jose, CA), according to an SEC
Form 8-K filed by Powerwave. Sanmi-
na-SCI took over operations at Power-
wave' smanufacturing facility in
Szekesfehevar, Hungary, and assumed
responsibility for the facility’ s employ-
ees. [n connection with this sale, the
two companies have entered into a
five-year contract under which Sanmi-
na-SCI will provide manufacturing
services to Powerwave for filter and
RF conditioning products for the Euro-
pean market.

The purchase by Sanmina-SCI in-
cluded selected fixed assets and cer-
taininventory.

Gainsbusinessin India

Meanwhile, Schmid Telecom (Zur-
ich, Switzerland), aprovider of voice
communication systemsfor air traffic
control and access network systems for
telecom, will use Sanmina-SCI’ s cam-
pusin Oragadam near Chennai, India,
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mainly to supply the Indian market but
also to provide backup capacity for
peaksin worldwide demand. Produc-
tion of Schmid productswill start in
spring 2008.

More new business...Under a new
partnership with United Keys (San
Jose, CA), Hon Hai Precision Indus-
try, aso known as Foxconn, will build
display-key input devicesusing United
Keystechnology. Thefirst product, a
keyboard tailored for PC gaming, will
start shipping as early as summer.
Also, Foxconn and ZINK Imaging
(Waltham, MA) will collaborate to
design, commercialize and market a
range of inklessdigital printing prod-
ucts. These products will be aimed at
OEM s looking to enhance their digital
imaging products with new printing
solutions....Flextronicswill perform
new product introduction and volume
manufacturing for the fanless air cool-
ing products of Nuventix (Austin,
TX)....Plexus (Neenah, WI) will help
France-based Super Sonic Imagine, a
medical start-up, prepare its ultrasound
system for market approval and pro-
duction. Plexus has been involved
throughout design and prototyping.
...Top 50 EMS provider Partner Tech
(Mamo, Sweden) and Phadia (Uppsa-
la, Sweden), which makes systemsfor
diagnosing and monitoring allergy,
asthmaand autoimmune diseases, have
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extended their cooperation and signed
an agreement that covers production of
Phadia’ s ImmunoCAP 100 instrument
and spare parts until 2012. This con-
tract has an estimated value of SEK 20
million ($3.1 million) per year. The
two companies jointly developed the
instrument....UK provider SM S Elec-
tronics has secured amultiyear, multi-
million-pound deal with Siemens
Enter prisesCommunications
whereby SMSwill provide services
including field repair unit support, sec-
ond-user equipment refurbishment,
recycling and logistics. As part of the
deal, SMSwill acquire Siemens opera-
tionsin Beeston, the same UK town
where SMSislocated. These opera-
tionswill be transferred to a new com-
pany, SM S Product Servicezs, which
will be located in a40,000-ft building
adjacent to SMS's current facility.
Formed in 2002 from the management
buyout of a Siemens operation, SMS
recently obtained afive-year extension
of its manufacturing agreement with
Siemens Enterprise Communications.

Company news...Top 50 provider
Fabrinet (Cayman Islands) has starzted
up anew factory of over 300,000 ft at
the company’ s Pinehurst optical manu-
facturing complex near Bangkok,
Thailand. In October 2007, Fabrinet
filed aregistration statement with the
SEC for aproposed IPO....A lawsuit

Subscription Form

[] Please bill me.

filed inthe U.S. against Flextronics
and Solectron (now part of Flextron-
ics) alegesthat the companiesviolat-
ed afederal labor law and state
statutes by paying employees by their
shift time, rather than the time they
actually worked. The suit also aleges
that the companies did not pay em-
ployees for the time they spent on put-
ting on and taking off protective gear
and going through ESD testing....Nam
Tai Electronics (Macao, China) has
completed its reorganization of the
group structure of its subsidiaries (Oct.
2007, p. 7).
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