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2009: A Year To Endure

There' s no getting around it: 2009
will be atough year for the EMSin-
dustry. The global downturn has creat-
ed alowering of demand in most if not
all market segments of the EM S indus-
try. Thisloss of demand is now perva
sive enough to offset gains from new
outsourcing business. Asaresult, the
EMS industry will be fortunate to eke
out any growth thisyear.

A composite growth estimate based
on three forecasts of 2009 contract
manufacturing revenue (EMS + ODM)
amountsto 3.8% (Dec. 2008, p. 1).
When the EM S portion of these fore-
castsis considered alone, the aggre-
gate growth estimate doesn’'t change
much. The average projection for
EMS sdlesin 2009 is $176.3 hillion,
which represents a 3.2% increase from
the 2008 average. IDC, iSuppli and
TFI Quarterly Forum supplied fore-
cast datafor thisanalysis.

If growth for the year ends up in the
low single digits, it wouldn’t be the
worst thing ever to happen to thein-
dustry. Indeed, it would be afar better
result than what befell theindustry in
2002, when that year’s MMI Top 50™
saw their combined sales decline by
4.4%.

What's more, the EMSindustry is
in abetter position today to weather a
downturn than it was when the previ-
ous recession struck. Leading up to the
prior recession, a number of large pro-
viders had acquired OEM facilitiesin

high-cost areas, and these facilities
then became dead weight as demand
fell and more and more customers opt-
ed for production in low-cost geogra-
phies. Massive restructuring followed.
But at present there is no need for such
alarge-scale realignment because the
capacity shift to low-cost regions has
already taken place. (This point has
been made by EM S executives, but it
bears repeating.)

The EMSindustry has something
else going for it — agility. Because the
industry does not have the luxury of
operating with the fat margins, EMS
companies by experience must be
ready to quickly adjust their cost struc-
turein line with demand. Many em-
ploy temporary workers asaway to
bring their staffing levels up or down
fast.

However, the magnitude of the cur-
rent downturn is beyond what provid-
ersare used to seeing in the typical
ebb and flow of customer demand.
The downturnisn’t confined to a par-
ticular region or market segment. Un-
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fortunately, at least some providers
will likely face the prospect of making
cuts across the board, if they haven't
already. They will find themselvesina
difficult balancing act: taking out
enough cost to preserve margins with-
out undermining their ability to re-
spond when markets recover.

If one knew how end markets will
behave through the course of 2009,
onewould have a better idea of how
the EMSindustry will farethisyear.
Aslong asarecession persistsin the
U.S. and other markets, end markets
will likely be mired in demand soft-
ness. End market recovery could be
delayed if the recession is U-shaped,
as some economists are now predict-
ing.

Two market research firms are pre-
dicting slight declinesthisyear in the
OEM space. Last month, iSuppli re-
leased a semiconductor outlook, in
which it forecasted that OEM factory
revenue for el ectronics equipment
would decrease by 1.3% in 2009. An-
other firm, 1C Insights, has projected
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2009 Outlook

that electronics systems marketswill
decline by 2% overall thisyear.

But semiconductor forecasts, which
depend on other factors aswell as
equipment production, are less encour-
aging. TheiSuppli forecast callsfor a
9.4% drop in semiconductor salesthis
year, while the Semiconductor Indus-
try Association predicted in Novem-
ber that saleswould fall by 5.6%. If
end markets performance fallswithin
the range of these two forecasts, then it
could drag EM S growth into negative
territory for the year.

Whether or not the EMS industry
manages to keep top-line growth posi-
tive, providers will betested in the
year ahead. Much of the activity in the
EMS industry thisyear will be direct-
ed toward responding to the global
downturn. How well providers endure
the recession will have much to say
about their future viability. No provid-
er wants to emerge from the downturn
in aweakened condition.

Coping with the global downturn
will be the overarching theme in the
EMS business during 2009. This
theme weavesitsway through the nine
trends that follow in MMI’ s annual
outlook for the year ahead.

Growth in 2009 will not be easy
to come by. It must be remembered
that providerstypically start ayear in
the hole due to cost reductionsin ex-
isting business and expiring programs.
Thisyear, new business must not only
offset this normal loss of revenue, but
make up for lower demand levelsre-
sulting from the downturn. 1t satough
order. Basically, providers can draw
upon two sources of new business:
new customer wins and expansion of
existing relationships.

New customer business will be be-
come even more valuable this year,
and many providerswill redouble their
effortsto find it and then win it. The
more successful aprovider isat win-
ning new business, the better itstop
linewill be. Thisindustry truism will
take on added significance in 2009.

2

Also, the higher the win rate, the more
business won. One way to boost win
ratesisto take business at below ade-
quate returns. Thisis a short-term fix
that will likely backfire later on. Nev-
ertheless, some providerswill likely
succumb to the temptation, as has hap-
pened in the past.

Smart providerswill step up efforts
to expand customer relationships.
These providers will seek more busi-
ness from customers by proposing to
take over more product lines or more
phases of aproduct’slife cycle. This
can be an efficient way to add business
when a provider is only competing
with an OEM’ sinternal operation.
Business acquisition costs are less as
well.

Unfortunately, business awarded
now will only contribute to second-
half revenue, at best.

Diversification will take on new
urgency in 2009, but this strategy
has moved well beyond merely pene-
trating a nontraditional segment.
Diversification will be amajor source
of new businessin 2009. But some
segments may be morefruitful than
others. Companiesthat are not well-
established in the defense sector will
probably have a hard time making in-
roads there. Competition in the medi-
cal segment will only intensify aslarge
players already have ongoing activities
in the segment.

Intra-segment diversification,
dubbed diversification 2.0 by MM, is
the new way to broaden customer port-
folios. The highly fragmented industri-
al segment offersthe greatest potential
for unearthing new product categories
under diversification 2.0. Examples of
new categories flowing from this strat-
egy are mechatronics, solar products
and LED lighting (Dec. 2008, p. 5-6).
But adiversification 2.0 category need
not be brand new to the industry. Un-
der this strategy, providerswill also be
looking for underserved product areas
that are new to them.

Economic pressureswill place

additional strain on some supply-
chain relationships. After thisreces-
sion, supplierswill know who their
true partnersare. Customer-supplier
relationships can fray during areces-
sion when customers squeeze their
suppliers for additional cost reduc-
tions. This downturn will be no differ-
ent.

The pressure to reduce costs starts
at the top of the supply chain and
flows downward. To preserve margins
as much as possible, OEMs will push
to lower their EM S costs wherever
they can. Material costswill receive
more than normal scrutiny from
OEMs, and more OEMswill likely
elect to take greater control of pro-
curement, especialy the“A” itemsina
BOM. Thisrecession will increase the
number of OEMswho do not believe
in placing procurement entirely in the
hands of their providers.

Inlight of lower raw material costs
and reduced component demand,
OEMswill expect larger cost reduc-
tionsthisyear. However, friction be-
tween OEMs and their providers will
build in cases where OEMs ask for
reductions that are not warranted by
component pricing changes or process
efficiencies. But OEMswill have a
gripeif their providers hold back any
PPV (purchase price variance). And
MMI believes that 2009 will be ayear
of decidedly negative PPV.

Another areato be targeted by the
OEM cost cuttersisinventory. OEMs
will increasingly offload as much in-
ventory as possible onto the books of
their providers. Also, if OEMs think
they can negotiate better payment or
other terms, they will. Finally, EMS
providerswill have little chance of
collecting for design services that their
customers are used to getting for free.

In the current environment, OEMs
will generally have the upper hand as
most providerswill want to avoid
jeopardizing their share of a custom-
er' sbusiness. Still, OEMswho see
their supplier relationships as long-
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term partnershipswill be reluctant to
push their supplierstoo far.

Much of the foregoing discussion
regarding cost reduction also applies
to the relationship between EM S pro-
viders and their materials suppliers.

In the current economic environ-
ment, balance sheets have become a
mor e important selection criterion
for OEMs. Fortunately for the EMS
industry, this criterion plays to one of
itsstrengths.

With lower demand, providers need
less capital, which translatesinto more
cash flow, asthe EMSindustry iswell
aware. Providerswill accentuate this
positive aspect of their model by
building up their cash reserves. Bal-
ance sheet strength will be amajor
selling point for providersthisyear.
No provider will want to be seen as
weak inthisarea

Massive layoffsin China and
lower fuel costsfor shipping will re-
tard thelong-term trend toward re-
gional manufacturing. With large
numbers of workers being laid off in
China, especially in the country’s
southern region, there will be less
pressure to raise wages.

Fuel surcharges have been another
recent source of cost increases for
OEM s shipping product from China.
Following adramatic declinein the
price of oil, OEMswill be looking at
lower shipping coststhisyear. Less
global economic activity will keep a
lid on the price of oil.

In addition, OEMs sourcing from
Chinamay see areduction in materials
costs if Chinese suppliers of compo-
nents and other materials cut dealsto
keep factory utilization up. The pros-
pect of more stable wages, lower fuel
costs and possibly lower material costs
will work against the regional manu-
facturing model in 20009.

The wor ldwide downturn will
cool off further global expansion in
the outsour cing space. MMI believes
that the downturn will set back devel-
opment in Vietnam. Although MMI
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has seen no evidence indicating that
Hon Hai Precision Industry (Fox-
conn) has changed its plansfor Viet-
nam, MMI would be surprised if Hon
Hai’ s $5-billion investment program
for the country remains unaffected by
the downturn. Furthermore, Compal
Electronics has reportedly scaled back
the amount of capacity it will initially
put into Vietnam (Nov. 2008, p. 6).

Likewise, MMI predictsthat a criti-
cal mass of EM S operations will not
emerge in Russiathisyear. In 2008,
there was one major EM S player in
Russia, and that number isunlikely to
increase thisyear, MMI believes.
Granted, HP and Hon Hai started con-
struction last year for afactory in St.
Petersburg, Russia (May 2008, p. 6).
But Elcoteq just announced that it will
closeits St. Petersburg plant. Note that
last year Flextronics withdrew from a
deal by which it would have acquired
the Elcoteq facility (see News, p. 7,
and June 2008, p. 6). No net gain is
expected in Russiathis year, barring
an unforeseen investment by another
player.

Mid-tier and smaller providers
will see more competition from large
players. EMS providers from the in-
dustry’ smid-tier and below will run
into large players more often for two
reasons. First, the large providerswill
step up their diversification efforts
within theindustrial, medical and in-
strumentation segments, where smaller
providers are often ensconced. This
follows from the aforementioned di-
versification trend (see p. 2). Second,
large players will be moreinclined to
go after undersized programs than they
normally would be. Their push to add
new business as an offset to lower de-
mand will lead them to bid on more
programs that would otherwise be the
sole property of smaller providers.

Consolidation will continue and
should pick up momentum, credit
permitting, asaresult of the down-
turn. Some companies that were on
financial thin ice before the downturn

will be forced to sell or go under. In
addition, the global recession will put
other EMS providersin aselling
mood. Buyerswill take advantage of
both kinds of opportunities. But M&A
activity will be held back if the supply
of corporate credit isinadequate.

Businessfailureswill contribute
more to consolidation than in recent
years.

It isunclear whether any of the
large publicly held EM'S companies
will be sold. Low stock prices reduce
the cost of acquiring publicly held pro-
viders. As a prominent example, San-
mina-SCl’s market cap at thiswriting
isabout $173 million. But where will
the buyersfor any such deal come
from? Competitors are expected to
husband their cash. They also have
their own challengesin dealing with
the downturn. If credit markets permit,
aprivate equity firmisapossibility.
But MMI wonders why a private equi-
ty firm would put the low-margin EMS
industry, no longer aguaranteed en-
gine of growth, above other areas for
investment. A Tailwanese company in
the outsourcing space could step in,
but it would be afirst.

ODM s will be more of athreat
than ever tothe upper end of the
EM Sindustry. Dependence on the
PC industry will catch up with the
ODM sector, MMI believes (May, p.
8), and 2009 could well be the sector’s
year of reckoning. In the face of flag-
ging sales from the PC industry and
increased competition from the likes of
Hon Hai and Flextronics, ODMswill
seek to diversify further. They have
already moved into mobile phones and
flat-screen TVsand will be looking for
more product areas where they can
apply their scale and design expertise.
Thisneed to diversify will bring
ODMs of various stripes further into
the computing, communications, mo-
bility and consumer spaceswhere
EMS providers compete. In January,
Talwanese news source CENSreport-
ed that NEC will contract with Tai-



wanese companiesinstead of U.S. pro-
vidersfor mid-range serversin 20009.
New technologies such asWiMAX are
especialy vulnerableto ODM penetra-
tion.

But the nontraditional segments
coveted by the EM Sindustry have also
become expansion targets for at least
one magjor ODM. According to aNo-
vember 2008 report by CENS, ODM
Quanta Computer intendsto expand
its activitiesinto the medical and auto-
motive sectors.

Market Sector

Differing Views
of TV Space

LCD TVs have been one of the hot-
test growth areasin recent years, yet
not all the providersinthe TV space
are approaching the TV businessin the
sameway. While Elcoteg and Flex-
tronics are trumpeting their initiatives
inthe TV space, Jabil Circuit isre-
ducing its exposure to the space. Al-
though, according to some reports
(Sept., p. 5-6), the TV space has be-
come fertile ground for outsourcing,
not everyonein the spaceis planning a
strategic expansion of their domain.

“We may continue to build TV sets,
but it will be asmaller part of our busi-
nessin tune to economic performance
as opposed to strategic penetration of
the space,” said Jabil’ s president and
CEO, Tim Main, during the compa-
ny’ s earnings conference call last
month. TVsform the main part of
Jabil’ s displays sector, which, Main
reported, has been the primary drag on
earningsin the provider’ s consumer
division.

Jabil considers displays an under-
performing sector, and the company is
de-emphasizing its participation in the
sector. For the company’ s fiscal Q2
ending February 2009, Jabil expects
displaysrevenueto fall by morethan
50% year over year. That'sadecline
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of $120 million from the year-earlier
period. The company is projecting that
the displays sector will account for
about 3% of Jabil’s sales for fiscal Q2,
down from 7% in the prior and year-
earlier quarters.

In contrast, Elcoteq isinvesting in
itsflat-screen TV business. The com-
pany recently acquired Philips' final
assembly operationsfor LCD TVsin
Juarez, Mexico (Sept. 2008, p. 5). By
adding LCD-TV fina assembly to
Elcoteq’ srepertoire, the acquisition
strengthens Elcoteq’ sflat-screen TV
capabilities. It also deepens the pro-
vider’ slongstanding relationship with
Philips; adds a new customer in Ja-
pan’s Funai, which has taken over
some of Philips' TV business under
license; and boosts the growth of
Elcoteq’' s Home Communications
business.

Since the beginning of 2008,
Elcoteq has organized itself around
three business areas, or divisions:
Home Communications, Personal
Communications, and Communica-
tions Networks.

Elcoteq' s goal isto develop the
Juarez activity further asits center of
excellencefor flat TV business. “It
will have abig role globally support-
ing Elcoteq’ s other flat TV business
development projects and supporting
our other manufacturing operations,”
said Vesa Kerdnen, president of
Elcoteq Home Communications.

The company plans to expand its
flat-TV final assembly operationsto
other locationsincluding Eastern Eu-
rope.

Flat-screen TVsare one of two key
segments driving the devel opment of
Home Communications' manufactur-
ing network and service offering. Set-
top boxes comprise the other segment.
For both segments, “we clearly see
that especialy in Europe, the market
demand is still very robust even
though that now during the past few
months we have been experiencing
really very extraordinary market cir-

cumstances as aresult of thisglobal
financial turmoil,” said Kerdnen. He
added, “ There are very good opportu-
nitiesto grow further the businessin
Eastern Europe.”

Starting in Europe, Elcoteqis
building productsfor anew TV cus-
tomer and a new set-top box customer.
Production will expand to other loca-
tionsincluding China, said Keranen.

Home Communications’ service
offering includes a complete ODM
solution. It is primarily based on
sourcing the design and devel opment
work from third parties. Kerdnen said
ODM-type outsourcing “is already a
significant factor in the flat-TV busi-
ness and most likely will beincreasing
inthefuture.”

Prior to the acquisition, Elcoteq’s
flat-TV businesswas limited to the
subassembly level. The company
provided flat-TV customers such as
Philips with PCBAs and other subas-
semblies. For example, Elcoteq sup-
plied the Juarez site, which has no
SMT capability, with PCBAsfrom
China. That will continue to be the
case.

Elcoteq isreacting to changesin
customer demand in theflat-TV busi-
ness. “Thewholevaluechainisina
process of major reshaping, and it will
definitely offer alot of business devel-
opment opportunities for the compa-
nieswho are successful in providing
needed solutions and needed services,”
said Keranen. “Outsourcing will in-
crease for sure.”

He noted that major Japanese and
Korean companies are increasing their
outsourcing. Thisrisein outsourcing
“didn’t start asaresult of this recent
economic turmoil. But it did start actu-
ally much earlier,” said Kerdnen.

One beneficiary of this outsourcing
trend is Flextronics. During the pro-
vider's November analyst and investor
meeting, Flextronics disclosed that it is
manufacturing TVsfor Sony under a
contract described as“ pretty big” by
Flextronics CEO Mike McNamara
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(Nov. 2008, p. 7). He said that more
than anything, this contract is responsi-
ble for making Sony atop-ten custom-
er. Alexander Blanton, an analyst at
Ingalls& Snyder, reported that these
TVsare Sony BraviaLCD TVs, for
which Flextronicsisalso supplying
plastics and finishing.

In response to the deterioration of
the global economy, Sony will pursue
further “OEM/ODM deployment and a
far-reaching asset light strategy” for its
LCD-TV business, according to a
statement released by the company this
month. Sony cited the anticipated
growth of emerging markets and the
resulting demand for more entry-level
models.

Flextronics worked with Sony from
the early stages of a TV product cycle
all the way through launch, according

to McNamara. In addition, Flextronics
reported that the first Flextronics-de-
signed TVswent into production in its
current fiscal year. It has not been con-
firmed whether both reports are refer-
ring to the same product.

The provider also revealed at the
November meeting that it had added
“avery advanced” vertically integrated
TV factory in Hungary, which incor-
porates plastics molding, anong other
things. “We believe that’ sthe only
way you can bein this business and
make money,” said McNamara.

Flextronics, like Elcoteq, hasin-
vested inits TV business. Both com-
panies are committed to grow their
businessin the space. But for Jabil, an
emphasis on economic performancein
the space is causing the company to
reduce its exposure to it.

News

Nortel’s Bankruptcy
Protection Move Ripples
Through Supply Chain

Nortel suppliersreceived bad news
on Jan. 14 when the company an-
nounced that it and certain Canadian
subsidiaries were seeking creditor pro-
tection in Canada and that certain U.S.
subsidiaries had filed under Chapter
11 of the U.S. Bankruptcy Code. Fil-
ings in Europe were also expected.

In addition, Nortel announced that
aNortel subsidiary had entered into an
amendment to arrangementswith its
key supplier, Flextronics (Singapore).
Under this amendment, the Nortel unit
has agreed to purchase $120 million of
existing inventory by July 1, 2009 and
to make quarterly purchases of other
inventory. Asof thiswriting, Flextron-
ics hasreceived $75 million of the
agreed-upon amount. The amendment
also coverstermsrelating to payment
and pricing. Flextronics has secured
five-day payment termson all post-
bankruptcy-petition sales of product.

Nortel said the amendment gaveits
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unit confidence that Flextronicswould
continue to maintain the supply chain.
Flextronics said it remains engaged
with Nortel asastrategic supplier.

In connection with Nortel’ s bank-
ruptcy protection move, Flextronics
recognized a distressed customer
charge of about $145 million during its
fiscal Q3 ended Dec. 31, 2008. This
charge consists of $47 million of pro-
visionsfor pre-bankruptcy-petition
accounts receivable and $98 million
for the write-down of inventory.

Asaresult of the Solectron acquisi-
tion in October 2007, Flextronics
share of Nortel’s business became too
large for both companies. In an Octo-
ber 2008 earnings call, Flextronics
CEO Mike McNamara said Flextron-
icswasinitially about 90% of Nortel’s
business. Flextronics has been working
to reduce its exposure to Nortel for
sometime. Nortel’ sbusiness with
Flextronics decreased by 37% from
$613 million in the December 2007
quarter to $387 million in the Decem-
ber 2008 quarter. Nortel represented
4.7% of Flextronics' salesin the quar-
ter, down from 6.8% in the year-earlier
period.

Sanmina-SCI (San Jose, CA), on
the other hand, isin the midst of re-
building its relationship with Nortel.
The provider estimated that its gross
Nortel exposure is about $20 million.
Against thisexposure, Sanmina-SCl in
itsfiscal Q1 ended Dec. 27, 2008 re-
corded charges of $10 million related
to the Nortel filings. Both Sanmina-
SCI and Flextronics said their esti-
mates for Nortel-related charges could
change as the Nortel proceedings de-
velop.

The Nortel action has al'so made an
impact in Taiwan. ODM Wistron,
which has maintained abusinessrela-
tionship with Nortel for many years,
estimated a maximum possible loss of
about NT$200 million ($5.9 million)
in connection with the Nortel move,
according to information posted on the
Taiwan Stock Exchange. Taiwan news
source Digitimes reported that this ex-
posure comes from | P phone orders.
Wistron has sent people to consult
with Nortel and stated it will require
Nortel to pay in accordance with the
law.

Accton Technology, another Tai-
wanese ODM, said in aJan. 16 filing
on the Taiwan Stock Exchange that it
would stop shipment to Nortel. As of
Jan. 15, Accton’ s accounts receivable
balance with Nortel was about NT$51
million ($1.5 million). Accton will re-
serve abad debt allowance.

NBS To Acquire
CompServ

EMS provider NBS (Santa Clara,
CA) intends to acquire CompServ
(Fremont, CA), aprovider of electron-
ic and mechanical servicesfor engi-
neering builds, quick-turn production
and volume manufacturing. NBS plans
to integrate CompServ’' s materials and
project management strengths into
NBS' s PCB layout and assembly ser-
vices. Financial termswere not dis-
closed. Closing istargeted for the end
of February.



News

NBSwill not only gain Comp-
Serv’s capabilities but also its presi-
dent, Michael Maslana, who will take
over as CEO and president of the ex-
panded company. Maslana replaces
NBS founder, president and CEO
Craig Arcuri, who isleaving the busi-
ness to spend more time with family
and to pursue his passion for aviation.
A CompServ executive will also over-
see NBS' s sales organization. Chris
Alessio, CompServ’'s VP of salesand
marketing, assumes the samerole at
the combined company. ,

CompServ’s 18,000-ft facility in
Fremont employs 32 people, of which
13 work in the company’ s Datest unit,
an independent test services house.
Plans are to combine CompServ’s op-
erations other than Datest with NBS's
Santa Clazraactivity, which occupiesa
40,000-ft" facility. Datest will operate
in aseparate location.

“NBShillsitself asadomestic NPI
provider. Weintend to extend and di-
versify our servicesto include high-
mix, low-to-medium production and
engineering development (ODM),”
Michael Maslanawrotein an email to
MMI. The company also plansto make
more acquisitions and to selectively
enter global markets.

According to Maslana, the reces-
sion had nothing to do with this deal.
“It was simply the culmination of two
separate attempts—the first camein
2006 —to combine our companies,” he
noted.

NBS has been one of four consign-
ment |abor sources for CompServ,
which provides customerswith turnkey
project management.

In 1999, NBS Design started as a
PCB layout firm and began offering
manufacturing in 2004. The company
isnow using the trade name NBS.
With 215 employees, NBS has design
and manufacturing facilitiesin Santa
Clara, CA, and Jakarta, Indonesia, as
well asdesign centersin Santa Bar-
bara, CA; Richardson, TX; and
Nashua, NH.
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The combined company will have
sales of about $50 million.

Computrol Buys
Utah Provider

Computrol, alow-volume EMS
provider based in Meridian, ID, has
acquired another provider, Wolf Elec-
tronix of Orem, UT.

“This acquisition expands Compu-
trol’ s service market in the high-tech
Salt Lake City areawhileincreasing
production capacity and overall flexi-
bility of service throughout our three
locations,” stated Charlie Scott, presi-
dent of Compuitrol.

Computrol expects the synergy of
this acquisition to provide greater cus-
tomer service and technology solutions
to both companies' current and future
customers.

Totaling 120,000 ftz, Computrol’s
three manufacturing facilitiesarein
Boise and Post Falls, ID, and now
Orem, UT. With the acquisition, the
company’ s workforce exceeds 300
people. Computrol, amember compa-
ny of Armstrong Global Holdings,
serves military, medical, aerospace,
broadcast and general industry cus-
tomers.

“With Computrol’ stechnological
capability and financial stability, we
have found the right partner to assist
usin expanding our electronic contract
manufacturing capabilities,” said Jim
Trent, Jr., president of Wolf Electronix.

The company was founded in 1996
by the Trent family.

New business...ADB Group, a set-
top box OEM, intends to engage Fox-
conn Technology Group, whichis
anchored by Hon Hai Precision In-
dustry (Tucheng City, Taiwan). ADB
said it will continueits businessrela-
tionship with Thailand-based Cal-
Comp Electronics,itslongtime
manufacturing partner. Thisnew ar-
rangement will provide ADB witha
more diversified supply base, the com-

pany said. In addition, Hon Hai will
provide manufacturing for a netbook
partnership with Asustek Computer
and Best Buy, according to an uncon-
firmed report by Taiwan news source
CENS. The group is reportedly target-
ing the U.S. market for netbooks.
...Benchmark Electronics(Angleton,
TX) provided NPI services, PCB as-
sembly and functional test for aCray
supercomputer system that set anew
world record for computer speed at
Oak Ridge National Laboratory.
...In Q4 2008, three multibillion-dol -
lar global enterprises, all of which are
number onein their respective mar-
kets, selected Riverwood Solutions
(Menlo Park, CA) for supply chain
implementation and management. Riv-
erwood, a managed services provider,
offersthe Hybrid Outsourced Services
Team model, which supplies clients at
any stage of supply-chain maturity
with project management in the

world’ sinnovation centers and in-
country operations and supply chain
expertisein the world’ s leading manu-
facturing centers....BAE Systemshas
awarded L aBar ge (St. Louis, MO)
$2.9 million in contracts to manufac-
ture electronic assembliesfor the
Bradley combat vehicle program.
...Kongsberg Defence & Aerospace
has decided to employ NOTE’s pre-
ferred parts database for developing
new products. EMS provider NOTE is
based in Danderyd, Sweden....Under a
M entor-Protégé program sponsored by
the U.S. Department of Defense, Ray-
theon (Waltham, MA) and UEC Elec-
tronics (Hanahan, SC) will work on
Raytheon programs for three different
missiles. Raytheon will mentor UEC, a
small woman-owned business, for
three yearsin product design, test set
design and development, advanced
manufacturing and development, lean
manufacturing, 1T, HR and quality.
...OSl Electronics, abusinesswithin
the Optoel ectronic and Manufacturing
division of OSl Systems (Hawthorne,
CA), hasreceived a $25-million order
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from ITT Corporation for electronic
subassemblies to be used by the U.S.
Department of Defensein its Mine
Resistant Ambush Protected armored
vehicle program. OS| Systemsisaver-
tically integrated designer and manu-
facturer of electronic systemsand
components for the homeland security,
healthcare, defense and aerospace in-
dustries.

Elcoteq To Restructure

Elcoteq (L uxembourg) has decided
to launch arestructuring program in-
volving three plant closures, consoli-
dation of two other plants, personnel
cuts and other cost-saving measures.
The company said it made this deci-
sion to prepare it for the exceptionally
uncertain market situation and to se-
cure profitability in 2009.

Thefirst measureisto close plants
in Arad, Romania; Richardson, TX;
and St. Petersburg, Russia, aswell as
to consolidate the plant in Shenzhen,
China, into the plant in Beijing. Sec-
ondly, these measures combined with
other layoffswill result in personnel
cuts of about 5,000 out of a current
total of about 21,000 employees at
Elcoteq. Thirdly, the company will
pursue several other cost-saving mea-
sures, including selling machinery and
equipment, terminating facility and
machinery leases aswell as cutting
external services.

Annual savingstargeted for this
restructuring plan are in the range of
80 to 100 million euros. Elcoteq ex-
pects that results from the plan will
significantly improvethe company’s
full-year profitability for 2009. One-
time costs related to the plan will be
about 24 million euros, of which 15
million euroswill be booked in De-
cember 2008, and the rest during Q1
2009.

Elcoteq has a so started a process
to strengthen its balance sheet by
raising capital through a structured
equity-linked instrument during the
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first half of 2009.

More cost cutting...During the
quarter ended Dec. 27, 2008, Sanmi-
na-SCI implemented layoffs of about
10% of itsworkforce. The company’s
top two executives will take asalary
reduction of 20%, while other execu-
tives have agreed to a 10% pay cut.
Sanmina-SCl isalso forcing all em-
ployeesto take aminimum of two
weeks off without pay per quarter. Va-
cations can be used to comply. The
company will close its enclosure oper-
ation in Toronto, Canada, and move
most of that businessto Mexico. Also
in Canada, Sanmina-SCI will combine
factoriesin Kanata and Montreal into
one facility. Besides what the company
has already announced, “some addi-
tional staffing reduction will continue
around the world as we tune up to
present demand,” said Jure Sola, San-
mina-SCI’ s chairman and CEO, during
its January earnings conference
cal....Partner Tech (Malmo, Sweden)
has obtained shareholder approval to
sell itsunit in Poole, UK, to the unit’'s
management. The purchase priceis
estimated at £377,013, the unit’s net
worth. The Poole unit, one of Part-
nerTech’ sthree British subsidiaries,
does PCB assembly for local custom-
ers and accounts for about 3% of Part-
nerTech’s sales. The company is
divesting the Poole business because it
isoperating at aloss and lacks strate-
gic importance in that the unit does not
supply PCBASsto other than local cus-
tomers.

Some financial results...Sales for
Flextronics' fiscal Q3 ended Dec. 31,
2008 totaled $8.15 hillion, down
10.1% from the year-earlier period.
Adjusted operating margin for the De-
cember quarter was 2.3% versus 3.3%
in the prior quarter and the same peri-
od ayear ago. Adjusted operating in-
come for the quarter was off 38.1%
year over year. Non-GAAP EPS
equaled $0.16, compared with $0.30

for the year-ago quarter. Flextronics
recorded a non-cash charge of $5.9
billion in the December 2008 quarter
to write off the entire carrying value of
its goodwill. The company’s GAAP
net loss for the quarter amounted to
$6.02 hillion. Top-ten customers rep-
resented 48% of salesin the quarter.
Excluding the write-off of Nortel in-
ventory (see p. 5), Flextronics reduced
inventory by about $936 million quar-
ter to quarter. For the quarter ending
Mar. 31, the company expects revenue
to be in the range of $5.5 hillion to
$6.5 hillion and adjusted EPSto bein
the range of $0.02 to $0.07....For the
first fiscal quarter ended Dec. 27,
2008, Sanmina-SCI reported revenue
of $1.42 hillion, down 16.4% sequen-
tially and 19.9% year over year on a
non-GAAP basis. Revenue decreased
sequentially in all seven of the compa-
ny’s end markets. Non-GAAP gross
margin was 6.7%, compared with
7.8% inthe prior quarter and 7.4%in
the year-earlier period. Non-GAAP
operating margin came to 2.2%, versus
3.5% in the previous quarter and 2.3%
in the same period ayear ago. For fis-
cal Q1, non-GAAP EPS was at break-
even, compared with EPS of $0.05in
the preceding period and $0.01 a year
earlier. Sanmina-SCI recorded a
GAAP net loss of $25.3 million, com-
pared with anet loss of $9.5 million
from continuing operationsin the year-
ago quarter. The company was unable
to provide guidance for its fiscal sec-
ond quarter, but did stateitsinternal
targets for the quarter: about $1.3 hil-
lionin revenue, non-GAAP EPS at
break-even, and positive free cash flow.

Correction...The wrong company
name was used to identify the source
of one of the forecasts presented in the
front-page article of the December
2008 edition. The correct name of this
sourceis TFI Quarterly Forum, not
Technology Forecasters Inc. Note that
the electronic version of the December
issuewas revised accordingly and reis-

sued.
.



Last Word

EMS Brands

For many EM S providers, branding
isastrategy to be practiced by their
customers, but to be avoided by them
lest they be seen as competing with
their customers. But asthe EMSindus-
try comesto termswith a slower
growth environment, providerswill
look for new waysto expand business
opportunities. And branding will be
one of them, MMI believes.

Thisisnot acall to start developing
branded products, as some ODMs
have done. The idea hereisto brand
not a product but an EM S company. In
the next few years, EM S providers that
have succeeded in developing a brand
identity for themselveswill beat a
competitive advantage.

Think about it. In mature industries
where one company’ s offering is not
that much different from another’s,
what often marks the difference be-
tween them? Brand names.

By and large, service offeringsin
the EM Sindustry seem pretty much
alike. Most companies provide SMT
assembly and box build, and many of -
fer design services at some level.
Some providerswould argue that their
service is more comprehensive than
the next guy’s. And a nuanced audit of
their operations might agree. But
generaly that is hard to tell from the
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outside.

Industry growth is forecasted to
dow down thisyear and may stay in
singledigitsfor the next two years
and possibly longer. In this environ-
ment, providers will be pushing hard
to grow faster than the average. Mar-
gin improvement can only do so much
for the bottom line. A common ap-
proach to this problem will be to di-
versify into new product areas, thereby
increasing the number opportunitiesin
the quotation pipeline. More opportu-
nities should translate into more wins.
MMI would submit that branding is
another way to increase opportunities.

If aprovider has an established
brand name, some prospects will be
attracted at least in part by the brand.
Although a having abrand nameisn’'t
enough to land a new program, the
name should expose a provider to po-
tential customersthat might not turn
up otherwise. This effect becomes es-
pecially useful in anew product area
where the provider’ s brand name may
be the only connection a prospect has
with that company.

Deciding to adopt a branding strate-
gy isthe easy part. Figuring out what
the brand should convey isthe rub.
Associating a brand with such generic
concepts as full-service provider, one-
stop shop, low-cost solution, global
network and high-mix/low-volumewill
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not get the job done. A brand must
communicate what istruly special
about a company, and it must do so
succinctly.

Companies of all sizes can benefit
from abrand. For the largest players, it
isaway to differentiate a provider
from its competitors. A brand gives
medium-sized and smaller companies
ahigher profile to stand out in the
markets where they compete.

For some providers, branding will
likely become asimportant to them as
itisto their customers.
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