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Alternative Energy: An EMS Opportunity

There can be little doubt of the
growth prospects for alternative ener-
gy technologies. Two of the growth
drivers, the economics of high ail pric-
es and the mitigation of global warm-
ing, can befound in nearly any
newspaper. Peter Lindgren, Celesti-
ca’'ssenior VP and GM for growth and
emerging markets, adds two more: the
spread of government incentives
around the world and energy security
concerns. Taken together, these
growth promoters create enormous
potential for forms of alternative ener-
gy. Will the EMS industry act as aby-
stander as these technol ogies advance
or doesit have aroleto play? MMI
contacted three of the largest EMS
providers and found that all three are
making a place for themselvesin the
alternative energy arena. Their efforts,
which are beginning to produce re-
sults, show the emergence of an EMS
opportunity in alternative energy.

“For us, it'smorethan EMS. It's
actually some of our components busi-
ness as well, enclosures and module
fabrication and perhaps boards. I'm
not sure about that. Certainly, it'san
opportunity for everything we do,”
said Joe Bronson, president and COO
of Sanmina-SCI, during an interview
with MMI.

Asalternative energy technologies
move into the mainstream, they will
need to ramp volume in multiple geog-
raphies and reduce their costs, two re-

guirements that are central to the value
proposition of EM S companies. “It's
around pulling cost out. It's around
process efficiencies, especially in
these technologies that are in some
cases very unstable and very imma-
ture,” Lindgren told MMI. “It creates a
real opportunity for usto apply our
model and cut and pasteit in multiple
geographies to be able to get the scale
and volume that we need.”

Up to this point, the industrial seg-
ment within Flextr onics has not seen a
lot of aternative energy companiesin
need of its services. “ They’ ve been
more in the technol ogy development
lifecycle,” said E.C. Sykes, president
of Flextronics Industrial. But that is
beginning to change. Sykes has no-
ticed much more energy going into
effortsto start deploying technology
into thefield. “As companies get to
that part of their life cycle, then there
will be more opportunities for those
companies that are positioned to sup-
port them. And we think we got ahead

of the curve on thisone,” he said.

Alternative energy may bein the
“firstinning” asamarket for the EMS
business, as Joe Bronson putsit, but
opportunitiesin this market are begin-
ning to turninto program wins. This
month, Swiss-based Oerlikon Solar,
which makes equipment for mass
production of thin-film silicon solar
modul es, announced an agreement
whereby Flextronicswill provide ca-
pacity and supply chain solutions
needed to accel erate the expansion of
Oerlikon’s global production capacity.

Manufacturing for providers of cap-
ital equipment to the solar industry is
one of two solar segments being pur-
sued by EM 'S companies. This seg-
ment isanatural extension for EMS
providerslike Flextronics who already
build product for the semiconductor
capital equipment market. “All the ca-
pabilities that we have to support the
capital equipment market comeinto
play,” said Sykes.

Another provider has also made
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Alternative Energy

inroads here. Bronson reported that
Sanmina-SCl isalready manufacturing
equipment for the solar industry.

The other piece of the EM S oppor-
tunity in solar liesin the production of
photovoltaic (PV) modules, also called
solar panels. Celesticais ramping busi-
nessin solar panelsfor itsfirst engage-
ment in thisarea. The businessis
being ramped initially out of Celesti-
ca sfacility in Spain, a country with a
rapidly growing solar market. “We're
looking at replicating and driving
growth of that across other regions
through our operating sites throughout
the world. We have targeted specific
facilitiesthat we haveinvested in to
have this type of capability,” said
Lindgren.

Thereis precedent for thiskind of
EMS activity in Germany, which pro-
moted solar energy early on. A Ger-
man EM S provider, ml& s, serves as
manufacturing partner for Germany’s
SOL ON, amanufacturer of PV mod-
ules. To further their relationship,
SOLON took a41% interestin ml&s
last year.

Flextronicsisinvolved in PV mod-
ule assembly aswell. “It’s an assembly
process that fitswell within our gener-
al manufacturing capabilities. It has
some technology piecesin it asyou go
through that manufacturing process,
but they’ re pretty easy to pick up and
transfer,” said Sykes. The company
has done some prototype work at the
module level but has not announced
any engagements.

Foxconn Technology Group, an-
chored by Hon Hai Precision Indus-
try, theworld’slargest EM S provider,
is also eyeing the solar energy space.
Foxconn recently invested in I nfinia,
developer of asystem that converts
concentrated solar energy into electric-
ity (May, p. 7).

Market research firm iSuppli re-
cently stated that the market for PV
cellsis expected to grow by 40% a
year until 2010. That projection
squares with numbers provided by
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Celestica’ sLindgren (39% CAGR for
PV installation) and Sanmina-SCI’ s
Bronson (40% ayear for solar over-
all). But PV module manufacturing is
almost exclusively donein-house. This
fact isborne out in aforecast that out-
sourcing of module assembly will only
rise to the 3% level by 2012, accord-
ing to The Worldwide Solar Panel As-
sembly Market, a new report published
by Electronic Trend Publications.

Fuel cells are another aternative
energy technology that is starting to
create business for EM S providers.
Celesticaand Sanmina-SCI each have
afuel-cell customer that has gone pub-
lic with its outsourcing relationship.
Last year, MMI reported that an auto-
mated production linewas set up in
Celestica s Galway, Ireland, facility to
manufacture fuel cell power packsfor
Medis Technologies (Nov. 2007, p.
8). Neah Power Systems has selected
Sanmina-SCI to provide engineering
and manufacturing support for com-
mercializing Neah'sfuel cell systems
(June, p. 6).

In the alternative energy space,
more money goesinto wind installa-
tions than solar, yet only one of the
three providersinterviewed has any
wind business. That provider, Sanmi-
na-SCl, is pretty much doing what it
calls component integration, whichis
akin to its semiconductor capital
equipment type of business. The com-
pany has more than one wind customer.

Energy-efficient lighting is often
grouped with alternative energy tech-
nologies under the more general head-
ing of clean technologies. EMS
providers are winning programsin this
clean tech areaaswell. Earlier this
year, Ceravision, developer of ahigh-
efficiency lighting system powered by
microwaves, selected Sanmina-SCl as
its worldwide manufacturing partner
(March, p. 8). Last month, Carmanah
Technologies of Canada disclosed that
it will outsource production of its solar
technology productsto Flextronics.
Carmanah’ s products include solar-

powered LED lighting and solar power
systems, which make thiswin apro-
gram that straddles both lighting and
solar energy. Celesticaalso hasan
LED lighting customer, for which
Celesticaprovides manufacturing in
highly automated environment.

But clean technol ogies present bar-
riersto entry. These technologies can
be capital intensive. They can also be
problematic when there are competing
technologies and winners must be se-
lected.

What's more, the EMS businessin
clean tech is starting from such a small
base that initial growth rates may not
provide atrue indication of what can
be expected from this emerging market
over time. Nevertheless, dternative
energy and other clean technologies
present an opportunity that some EMS
providers cannot pass up.

Market Data

Some QZ2 Results in Brief

Benchmark Electronics. Q2 reve-
nue of $682 million fell below the
company’s guidance of $715 million
to $750 million. Thisis the second
quarter in arow that Benchmark has
missed its revenue guidance (April, p.
5). The company said revenue was
impacted by maturing programs at two
to three customers declining at amore
rapid pace than new programs ramped
and by a soft macro environment.
Sales from computing and test and
measurement declined sequentially,
whileindustrial controls, medical and
telecom all showed gains from the pri-
or quarter. Revenue for the quarter
was down 9.8% year over year and flat
on asequential basis. Still, Benchmark
raised its non-GAAP operating margin
30 basis points sequentially to 3.6%.
Non-GAAP EPS for Q2 was $0.35 at
the low end of guidance. After com-
pleting a $125-million share repur-
chase, the company announced a new
$100-million buyback program.

Celestica. Adjusted EPS for Q2
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amounted to $0.17 compared with
$0.02 ayear earlier. GAAP EPS also
camein at $0.17 versus aloss of $0.08
per sharein Q2 2007. Revenue of
$1.88 hillion was up 2.2% sequentially
but down 3.1% year over year. Non-
GAAP operating marginin Q2 im-
proved to 3.0% from 2.7% in the prior
quarter. Gross margin for the second
quarter stood at 6.7%, up from 6.3% in
Q1. Return on invested capital includ-
ing intangibles amounted to 11.8%
versus 10.5% in Q1 and 3.8% in the
year-ago quarter. Celesticagenerated
Q2 free cash flow of $54 million. The
company’sfirst-half sales of $3.71
billion were off 1.8% from the same
period ayear earlier.

Flextronics. For itsfiscal Q1 ended
June 27, sales totaled $8.35 hillion, up
62% from the year-earlier period,
which did not contain any salesfrom
the Solectron acquisition. Adjusted
net income increased 69% year over
year to $227 million, while adjusted
EPS grew 23% to $0.27. GAAP net
income rose 22% from ayear earlier to
$130 million, as GAAP EPS decreased
to $0.16 from $0.17 in the year-ago
quarter. Adjusted operating margin

held steady at 3.4% versus the prior
quarter but improved by 40 basis
points from the year-ago period. All of
Flextronics' segments showed sequen-
tial gainsin revenue. The company’s
board recently authorized a stock re-
purchase of up to ten percent of its
outstanding ordinary shares. Guidance
for fiscal Q3 impliesthat both sales
and adjusted EPS will increase se-
quentialy.

Plexus. Salesfor itsfiscal Q3 end-
ed June 28 amounted to $456 million,
exceeding the company’ s guidance of
$430 million to $450 million. EPS of
$0.41 was at the top end of the guid-
ance range. The company posted an
ROIC (as defined by Plexus) of 21%,
gross margin of 10.7% and operating
margin of 4.9%, consistent with Plex-
us 20-10-5 model. Revenue increased
20% year over year but was up slightly
from the prior quarter. Sequentially
strong performance in the company’ s
wireline/networking and medical sec-
tors offset amodest declineinitsin-
dustrial/commercial businessand an
expected $26-million drop in revenue
fromitslarge unnamed defense pro-
gram. During the quarter, Plexus won

15 significant new manufacturing pro-
grams worth about $108 millionin
annual revenue aswell as about $17
million in engineering business. At the
midpoint of fiscal Q4 guidance, Plexus
would enjoy sales growth above 19%
for fiscal 2008.

Sanmina-SCI. For itsfiscal Q3
ended June 28, the company’ s sales of
$1.90 hillion for continuing operations
came in above guidance of $1.775 bil-
lion to $1.875 billion. Sales were up
4.7% quarter to quarter and 13.7%
year over year. Sequential growthin
communications and enterprising com-
puting more than offset quarter-to-
quarter declinesin the company’s
other three segments. Non-GAAP
gross margin was 7.4% compared with
6.9% in the prior quarter and 5.8% in
the year-ago quarter. Non-GAAP op-
erating margin equaled 3.2% versus
2.5% in the prior period and 0.6% a
year earlier. Non-GAAP EPSim-
proved to $0.05 from ayear-earlier
loss of $0.07. The provider generated
free cash flow of $118.7 million. San-
mina-SCI’ s board of directors has au-
thorized areverse stock split, which
must be approved by shareholders.

M&A

M&A Up in First Half

The difficulties of the U.S. banking
sector did not put alid on EM Sindus-
try deal making in first half of 2008.
MMI counted 29 M&A transactions
closed in thefirst half, up 32% from
22 deals done in the same period a
year ago (Chart 1).

Doesthisincreasereflect anin-
crease in consolidation activity? Not
according to MMI’ s data. The number
of first-half consolidation deals—
where one EM S provider subsumes
another through acquisition —re-
mained at the same level as reported
for the year-earlier period. In both pe-
riods, 11 consolidation deals took
place (Chart 2, p. 4). What's more, the
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11 consolidation deals closed in
thefirst half of thisyear were 35

Chart 1: EMS Industry M&A Deals

fairly closeto an average of 9.6 5 |
first-half deals of thiskind from
2004 to 2008.

Although consolidation ac- 20 1
tivity varies somewhat from 15
year to year, thereisno discern- 1 |
ible trend yet in the up direction
(Chart 3, p. 4). Based on first-

half data, industry consolidation
on the acquisition side appearsto be a
relatively steady process, with some
ups and downs, rather than a phenome-
non that is progressively increasing.
MMI defines a consolidation deal
as atransaction resulting in the loss of
an independent EM S provider. For the
most part, consolidation deals occur
when one provider acquires another.
But much less frequently, an OEM will

6 mos. 2007 6 mos. 2008

sell off amanufacturing business used
to supply both internal and external
(EMS) customers. This constitutes
consolidation aswell. There were no
deals of thistypein the first half of
2008, but three went down in the year-
earlier period. If you strip out the three
OEM divestitures of EM S unitsin the
2007 period, then consolidation among
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Chart 2: First-Half Consolidation Deals

world’ s number-two pro-

vider by size, made three
deals of thistypeinthe
first half. The company
gained laptop ODM
capability with its acqui-
sition of Arima opera-
tions, broadened its
medical capabilitieswith

6 mos. 2007

independent EM S companies did in-
crease to 11 transactionsin the first
half of 2008 from eight in last year’s
first half. Thus, consolidation deals
among independents grew by 38%.
But thisincrease only accounts for
aportion of thefirst-half growthin
M&A. So what else could have driven
up the number of first-half M& A
transactions? For one thing, there was
amarked increase in the number of
transactions where a provider acquires

6 mos. 2008

the addition of Avail
Medical Products, and
deepened its vertical capabilitiesin
mobile phones through the purchase of
CEAG’sFRIWO Mobile Power
unit. Indeed, Flextronics was the most
active deal maker in thefirst half.
Smaller providers also engaged in
this activity during thefirst half. For
example, two providersin the north-
east U.S,, |EC Electronics and Sun-
burst EM S, both extended their
capabilities by acquiring local compa-
niesthat assemble wire harnesses.

earlier period. Add these two CM di-
vestituresto 11 consolidation dealsin
thisyear'sfirst half, and you end up
with 13 instances where one contract
manufacturer acquired operations from
acompetitor, versus nine such transac-
tionsin 2007 (Chart 4). The 44% in-
crease in these deal s primarily
reflected consolidation among inde-
pendent providers, as explained earlier.

Another contributor to M&A
growth stems from companies outside
the EMSindustry acquiring an EMS
operation. When an outside buyer
takes over an EM S property, a new
EMS player is created. MMI counted
four instances of new-player deals,
twice the number from the year before
(Chart 4).

Given the competitiveness and thin
margins of the industry, you would
think that companies outside the indus-
try would be dissuaded from acquiring

Chart 3: First-Half Consolidation Deals Over Time

6 mos. 2004 6 mos. 2005 6 mos. 2006 6 mos. 2007 6 mos. 2008

ahorizontal or vertical capability. There were
Eleven of these service or supply chain ~ also afew cases
extensions occurred in the first half of in which acon-
2008 compared with six in the year- tract manufac- 12 |
earlier period. That's an increase of turer divested
83% (Chart 4). an operationto 10
Capability deals appea to EMS acompetitor.
providers of all sizes, starting, of MMI found two
course, with the largest players. For such dealsin 6 -
them, one attraction is being able to thefirst half
pick up acapability often timesfor a compared with
relatively minor sum. Flextronics, the oneintheyear- 5 |
Chart 4: Deal Breakdow n First Half 2008 0
Versus First Half 2007
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operations within it. But in two cases,
an outsider obtained an EM S opera-
tion as part of alarger acquisition. For
example, Parker Hannifin, alarge
player in motion and control technolo-
gies, took over an EM S business unit
as part of its acquisition of Vansco
Electronics. In the other two transac-
tions, an EM S provider divested an
operation to a buyer, who then turned
the operation into an independent
EMS business. Asanillustration,
Elcoteq sold its German subsidiary to
aholding company, BAVARIA In-
dustriekapital, which now operates
the business under the name Xenterio.

At the turn of the century whenin-
dustry M& A dealswere at peak levels,
OEM divestitures of outsourced opera-
tions were an important part of the
mix. Today, that is no longer the case.
Just two transactions of thistype were
recorded in thefirst half, which was on
par with what occurred in the year-
earlier period (Chart 4, p. 4). One of
these, SM S Electronics UK acquisi-
tion of a Siemens after-sales opera-
tion, was classified as both an OEM
divestiture and a service extension.

As has been written herein the

past, EMS providers are generally
averseto taking on OEM plantsin
high-cost areas, where the bulk of out-
sourcing originates. Still, when exist-
ing OEM operations are outsourced,
an EM S provider often will transfer
some OEM inventory along with
equipment if needed to the provider’s
operations. OEM personnel may or
may not be part of these “ divestiture-
lite” deals, which are not always
reported. So the lack of OEM divesti-
turesin MMI’ sfirst-half statisticsis
not agood indicator of how many
OEM operations were outsourced.

More acquired operations were
based in Europe or the Middle East
than in any other region (Chart 5, p.
4). Of the 29 transactionstallied for
thefirst half, 14, or nearly half, in-
volved buying EM S assetsin Europe
or the Middle East. All but one of
these acquisition targets werein Eu-
rope. Although Europe’ sEM S produc-
tion isthe smallest of the three major
EMS markets, this result is not out of
line. MMI estimates that among EM S
providers more restructuring activity is
now taking place in Europethanin the
other two regions. Restructuring

breeds M& A as providers and OEMs
attempt to sell off unwanted opera-
tions. Six of the European deals result-
ed from divestituresby OEMsor EMS
providers. In addition, the EM Sindus-
try in Europeis not as mature asthat in
North America. Hence, Europe has a
proportionately greater propensity for
deal making at this stage of its evolu-
tion.

North Americawas hometo 11 ac-
quired operations, or 38% of the total.
The remaining four acquisitions, or
14%, were based in Asia.

Editor’ s note: First-half 2008 sta-
tistics published here should be treated
as preliminary. Chances are that MMI
will come across additional first-half
transactions after thisarticleis pub-
lished. Four such deals were added to
first-half data presented in the July
2007 edition.

Also be advised that MMI’ s method
isto count only M&A transactions oc-
curring within the EM Sindustry. This
analysis excludes divestituresby EMS
providers where the operations sold
are not retained within the industry.
Private equity deals are omitted as
well unlessthey result in anew player.

News

Flextronics and LEGO
To End Pact

Construction toy maker LEGO
Group (Billund, Denmark) will phase
out its outsourcing agreement with
Flextronics (Singapore) during 2009.
LEGO, which has decided to mainly
focus on internal production, will take
back manufacturing from Flextronics.

According to a statement from
LEGO, the two companies have jointly
decided that LEGO will take over its
production currently handled by Flex-
tronicsin Juarez, Mexico, and Nyire-
gyhaza, Hungary. LEGO is negotiating
with Flextronicsto acquire the Nyire-
gyhazaplant and its employees. LEGO
wants to conclude these discussions by
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the end of the month. The Juarez pro-
duction will moveto anew sitein
Monterrey, Mexico, during thefirst
quarter of 2009, and the site is expect-
ed to be operational in the second
quarter.

“Jointly, we have now cometo the
conclusion that it is more optimal for
the LEGO Group to manage the global
manufacturing setup ourselves,” stated
Igbal Padda, LEGO executive VP in
charge of the company’ s global supply
chain.

In 2006, LEGO agreed to outsource
the greater part of its production to
Flextronics. But in August 2007,
LEGO announced that it would delay
further transfer of molding activitiesto
Flextronics due to the need for in-
creased capacity. Then in February
2008, LEGO said it would take back

production in Kladno, the Czech Re-
public, where Flextronics had acquired
operations from LEGO (Feb., p. 8).

Dealsdone...Sanmina-SCI (San
Jose, CA) has completed the transition
of its personal computing BTO/CTO
operations and associated logistics ser-
vicesin Australia, Hungary, Mexico
and the U.S. to Foxteq Holdings, a
member of the Foxconn Technology
Group. Thissale, which was an-
nounced earlier, completes Sanmina-
SCI’ sdivestiture of its PC business
(Feb., p. 6; June, p. 4)....Neways
Electronics I nternational (Son, The
Netherlands), a Top 50 EMS provider,
has agreed to acquire i-Products
(Leende, The Netherlands), which spe-
cializesin the development and engi-
neering of high-technology electronic



News

components and systems. With 15 de-
velopers and engineers, i-Products
matches Neways' desireto strengthen
its devel opment capabilities, further
enhancing the company’ s one-stop
provider offering....Kitron (Billing-
stad, Norway), another Top 50 provid-
er, has concluded adeal to acquire a
factory and the underlying land lease
in Kaunas, Lithuania, for 3.4 million
euros. Kitron currently conductsits
operations at this property. The invest-
ment isin line with the company’s
strategy to increase its production ca-
pacity in Lithuania. Kitron plansto
double tpe floor space from about
5,000 m today and substantially in-
crease production capacity within the
next few years.

Change of ownership...Houstech
(Houston, TX), which specializesin
PCB assembly services, has been sold
to Mike Dennis, a Houston-based pri-
vate investor with experiencein the
circuit board field. The company’s
owner had decided to retire.

Divesting and acquiring...Jurong
TechnologiesIndustrial Corp. (Sin-
gapore) has entered into an agreement
to sell its plastics business consisting
of SEB, Amould Technologies and
related companiesto M AP Technolo-
gy Holdings, a Singapore-listed pro-
vider of EM S and components for disk
drives. The selling priceis S$26.3 mil-
lion ($19.3 million) in new MAP
shares. JurTech will hold about 22.7%
of MAP s stock including a previous
interest in MAP and gain exposure to
the hard disk drive sector. In addition,
the divestment will allow JurTech, a
Top 50 EM S provider, to focus on its
fast growing ODM business, according
to aclarification issued by the compa-
ny. JurTech has only owned SEB and
Amould since last year. These divest-
ments have not kept JurTech from
making another acquisition. The com-
pany recently signed an agreement to
purchase Priver Electric from Tai-
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wan-based Priver Corp., ameta parts
supplier that manufacturesin China.
JurTech will pay S$4.7 million ($3.3
million) in cash.

Joint venture in Bulgaria...A
Dutch-Bulgarian joint venture called
Rommtech-3Swas recently created to
offer contract manufacturing in2 Vratza,
Bulgaria. Housed in a1,900-m facili-
ty, production activity includes elec-
tronic and electromechanical products,
plastic details, metal boxes and cable
harnesses. Venture partners are Rom-
mens | nstrumenten en Appar aten-
bouw, an EM S provider in Halsteren,
The Netherlands, and Security Smart
Systems, aBulgarian company.

New business...Shiron Satellite
Communications has engaged Sanmi-
na-SCI to produce broadband satellite
communication devicescalled VSATs
(very small aperture terminals) in Hor-
tolandia, Brazil, according to
SatNews.com, a satellite news web-
site....Benchmark Electronics(An-
gleton, TX) haslanded a contract from
iRobot, reflecting anew relationship
between the two companies. The cus-
tomer specializesin robots that help
people compl ete complex and danger-
ous tasks such as those faced by the
military in Iraq and Afghanistan.
...LaBarge (St. Louis, MO) has se-
cured a$2.7-million contract from
BAE Systemsto continue to produce
the Ethernet Switch Unit for its Brad-
ley A3 combat vehicles. Also, La
Barge hasreceived a $1.7-million
award from Sikor sky Aircr aft to keep
providing PCB assemblies for various
models of Black Hawk helicopters.
...Proton Data Security (Miami, FL)
has chosen API Alliance and North-
ern Apex, bothin Fort Wayne, IN, for
the manufacturing of Proton’s data
destruction products. API is acontract
manufacturer, while Northern Apex
focuses on RFID design and integra-
tion services. Both companies former-
ly operated as one entity....Prism

Electronics (St. Ives, UK) hasre-
ceived an initial order of 400 PCBs
from ERB South Africa, whichis
manufacturing rail signaling equip-
ment for the Gautrain Rapid Rail Link
project. This project will support the
2010 FIFA World Cup (soccer) in
South Africa.

FIH Expanding in
Northern China

To avoid the increased labor costs
of southern China, Foxconn Interna-
tional Holdings, the handset subsid-
iary of Hon Hai Precision Industry
(Tucheng City, Taiwan), isadding ca-
pacity in two provinces of northern
China. Two new plants, one at Lang-
fang in Hebei province and the other at
Talyuan in Shanxi province, are slated
to begin production in thisyear’ sthird
quarter, according to an Asian news
source.

In FIH's outlook released earlier
thisyear, the company stated that it
would continue to expand its manufac-
turing basesin Langfang and Taiyuan
aswell asIndia. No mention was made
of southern China, where the compa-
ny’s Shenzhen facility, itslargest, is
located. It would appear that if the FIH
did have plansto build afactory at
Huizhou in southern China’' s Guang-
dong province, as published reports
indicated last fall, those plans have
been shelved (Nov. 2007, p. 7).

More new facilities...Benchmark
Electronics will moveits Rozmani aop-
eration into anew 10,000-m facility
leased in an industrial park being de-
veloped in Brasov, according to an
online report from BURSA, a Roma-
nian news source. The report said the
new space is due to be up and running
at the end of January 2009. Bench-
mark’s Romaniaunit currently oper-
atzes in two buildings totaling 60,000
ft (5,574 mz) in aformer tractor facto-
ry in Brasov....Alsoin Romania, a
subsidiary of Top 50 EMS provider
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Connect Systems Group (Kampen-
hout, Belgium) has opened a new
16,000-m plant in Oradea. The plant
was constructed together with and on
theland of Centrum Romania, adivi-
sion of the Belgian company H. Ess-
ersgroup and alogistics supplier of
Connect Systems. With more than 750
employees, the Romaniafactory has
become Connect Systems' largest pro-
duction facility. Because of steady
growth over the years, thisisthe third
timeinfive yearsthat the Romania
operation hasincreased its floor space.
Its previou§ facility in Bors offered up
to 6,000 m ....Catalyst Manufactur-
ing Services has opened a contract
manufacturing operation in Tijuana,
Mexico. The provider will begin ship-
ping production therein mid2 July from
anewly renovated 60,000-ft facility.
Thisfacility will operate asafull-ser-
viceturnkey operation working with
customersin several market segments
including medical, aerospace and
industrial....The Indiasubsidiary of
EMS provider ProWorks (Santa
Clara, CA) was granted Special Eco-
nomic Zone Unit status, and the com-
pany has enteredzi nto an agreement to
lease a42,000-ft facility within an
SEZ park in Sriperumbudur. Construc-
tion and fit-out schedules allow the
Indiafacility to be operational as early
as Q1 2009.

Facility expansions...Silicon For -
est Electronics (Vancouver, W@) has
acquired an additional 20,000 ft of
manufacturing space. The provider has
also reconfigured two manufacturing
linesto gain speed and flexibility for
quick-turn, low-volume production,
while adding high-speed equipment to
increase capabilities for customers
with higher volume orders. The addi-
tionsin capacity will move SFE from
an overall machine capacity of about 3
million placements per month to over
7 million per month. SFE is planning
to expand capacity further by 2 to 4
million monthly placementsin late
2008....AWS Electronics Group
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(Worcester, UK) has added 1,500 m’
toits Slovakiafacility and is putting in
asecond SMT line along with other
equipment, reported Electronicstalk, a
UK-based website.

Some results from EMS providers
based in Europe and Asia...The first
six months of cumulative revenue for
Hon Hai Precision Industry, the
world’slargest EM S provider,
amounted to NT$615.40 billion, up
20.5% from the year-earlier period.
Thisrateiswell below the company’s
non-consolidated sales growth of
36.2% (in NT$) recorded for 2007.
Note that Hon Hai submits non-con-
solidated revenue monthly to the Tai-
wan Stock Exchange....Elcoteq
(Luxembourg) reported Q2 2008 sales
of 904.8 million euros, down 6.6%
from the same quarter ayear ago. The
company said the euro/dollar exchange
rate was partly to blame for the sales
decline. Although sales were 0.4%
lower in Q2 than in Q1, operating
income turned positivein Q2, as ex-
pected. Q2 sales from home communi-
cations and communications networks
rose sequentially, while personal com-
muni cations revenue declined from
QL. Elcoteq recorded a Q2 loss per
share of 0.42 euro compared with a
year-earlier loss per share of 0.64
euro. First-half 2008 sales amounted to
1,813.6 million euros, representing a
5.6% decrease year over year. The
company’ s outlook callsfor Q3 sales
to be below the Q2 level and for full-
year salesto be lower than in 2007.
Still, Elcoteq expects that operating
incomewill improve substantially in
2008 over 2007....The CMS (contract
manufacturing services) business of
V' Tech Holdings generated revenue of
$248.3 million for the fiscal year end-
ed March 31. Revenue increased 6.5%
over the prior year and accounted for
16.0% of VTech’stotal sales. This
growth was driven by new customers
in professional audio equipment,
which became the largest segment of

the CM S business, and RF products.
The CM S unit manufacturesin China.

People on the move.. .Jouni Harti-
kainen, president and CEO of Elcoteq,
will take over management of the com-
pany’ s personal communications busi-
ness areain place of Anssi Korhonen,
who isleaving Elcoteq for aposition
outside the company. This arearepre-
sents more than 70% of Elcoteq's
sales. Hartikainen will retain his chief
executive duties but give up HR re-
sponsihility, which he assumed in Oc-
tober 2007. HR oversight is being
passed to Sandor Hajnal, who has been
appointed VP, human resources.
...Key Tronic (Spokane Valley, WA)
has promoted Doug Burkhardt to VP
of worldwide operations and Larry
Bostwick to VP of engineering and
quality. Also, Efren Perez has retired
from his position as VP of Southwest
operations....At Winland Electronics
(Mankato, MN), Thomas Goodmanson
was elected chairman of the provider’s
board of directors. He replaces Tho-
mas de Petra, who stepped down from
the chairmanship when he became
Winland's CEO and president....Sili-
con Forest Electronics has hired Jim
Y eager as quality assurance manager
and Jay Schmidt as sales and market-
ing manager. Prior to joining SFE,

Y eager was director of quality and en-
gineering at EM S provider Suntron,
while Schmidt’s most recent positions
were VP, operations at OECO and
plant manager for Tyco-Precision In-
terconnect.

Company news...Jabil Circuit (St.
Petersburg, FL) is considering its op-
tions asto where to locate its head-
guarters and a new manufacturing
facility, according to two Florida
newspapers, which quoted Jabil
spokesperson Beth Walters. The S.
Petersburg Times reported that $34.4
million worth of state, city and county
incentives have been put together to
convince Jabil to remainin St. Peters-
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Last Word

New Life
in Regional Production

Most companies, and people for that
matter, avoid risk. Business decisions
are often made in favor of the “safe”
choice. In recent years, many OEM ex-
ecutives viewed China as a safe bet to
lower costsand further job security. But
that was then; today is different. Eco-
nomic forces are undermining the idea
of China as a nearly universal destina
tion for outsourcing and breathing new
lifeinto regional manufacturing.

Thecostsof outsourcingto Chinaare
going up, as last month’s cover story
pointed out. First, China s heated econ-
omy has created inflation, which trans-
latesinto ageneral increaseinthecost of
doing business there. Part and parcel of
thisinflation are wage increases, which
haverippledthroughout thesupply chain.
China snew labor law isaddingtowork-
er costs. A second cost driver is the
decliningvalueof theU.S. dollar against
the Chinese yuan. According to data
from the U.S. Federal Reserve, from
May 2007 to May 2008 the dollar de-
clined by 9.2% versus the yuan. That
means costs, when converted from Chi-
nese to U.S. currency, effectively rose
by about 10%, everything else being
equal. Thirdly, China s new corporate
tax lawisincreasingtaxespaidin China.
Thus, wage and other inflation, dollar
decline and taxes all work against cost
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reduction of products offshored to
China.

Another aspect of landed cost islo-
gistics. Ocean shipping, the standard
method of transport from China, has
become more expensive with the high
cost of fuel. Fuel surcharges are the
norm. And the longstanding drawback
of seatransport isthat it’ snot geared for
rapid changes in demand. But heaven
help the OEM that must resort to air
shipmentsfor satisfying anupside. With
the skyrocketing cost of jet fuel, OEMs
now pay an even greater penalty for
expediting by air.

As reported in last month’s cover
story, asurvey of North American EMS
providers found that 80% of respon-
dents are seeing new opportunities as a
result of therising costs of offshoring to
China. To MMI, thisindicates growing
interest in regional manufacturing.

Thereis more evidence that regional
manufacturing is on the upswing. Dur-
ing Flextronics earningsconferencecall
this month, CEO Mike McNamara re-
ported, “This is going to be the first
[fiscal] year in along time where our
Mexico operations and Latin American
operationsare going to grow faster than
our operationsin Asia.”

Landed cost increases are not the
only reason that an OEM might decide
against China. The survey found other
reasons aswell. But these other reasons
have not changed. What's new is that
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economics have begun to work against
China.

Of course, regional manufacturing
doesn’t work for every product. High-
volumeconsumer productsmadeinAsia
will probably never come back unless
ocean transport becomes prohibitively
expensive. The OEM universe is too
variegated to be making blanket state-
ments about which products should be
produced regionally.

Nevertheless, regional manufactur-
ing, which always been a part of the
EMS industry, isback in vogue.
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