Manufacturing Market

inside the contract manufacturing industry

Vol. 23, No. 6

High Volumes Return to US

A year ago, it would have been al-
most laughable to mention high vol-
umes and US production in the same
breath. Despitethe run-up in China's
labor costs, it was still cheaper, and
hence more desirable, to manufacture
commodity products such as PCsand
cell phonesin China. Nobody was
talking about assembling high-volume
productsin the US. Mexico maybe,
but not the US. Now, as Bob Dylan
once sang, “Thetimesthey are a-chan-
gn'.”

Not one, not two, but three OEMs
have decided to build high-volume
type productsin the US. Apple, Leno-
vo and Google-owned Motorola Mo-
bility are al putting some of their
mass production in aUS location. In
one case, an EMS provider will handle
US manufacturing, and in a second
case amanufacturing partner will like-
ly beinvolved. So far, Apple has not
been forthcoming with its rationale for
manufacturing inthe US, but it ap-
pears that Motorola Mobility and Len-
ovo have decided on US production
for reasons other than cost.

At last month’s D: All Things Digi-
tal conference, Dennis Woodside,
CEO of Motorola Mohility, revealed
that the company’ s new Moto X prod-
uct will be the first smartphone to be
built in the US. Available this summer,
every Moto X soldinthe USwill be
assembled in Forth Worth, TX, Motor-
olaMohility stated on itswebsite. The

PR statement &l so noted that Flextron-
icsremains Motorola’ s global manu-
facturing partner (Flextronics recently
took over Motorola operationsin Chi-
naand Brazil) and that Flextronicsis
hiring for anew facility in Forth
Worth. Woodside reported that the
facility will employ 2,000 people be-
fore August.

Two days after Woodside's an-
nouncement, Flextronics CEO Mike
McNamara confirmed in ameeting
with analysts that the provider2 has
been working on a480,000-ft opera-
tionin Fort Worth and isin the pro-
cess of scaling up the workforce there
to about 2,000 people. (Last month on
p. 7, MMI reported that leased space
of about that size was being renovated
for Flextronicsin Fort Worth.) Mc-
Namarasaid, “Thiswill be our main-
stream assembly operation for the
Moto X product.”

According to MotorolaMohility,
there are several advantagesto having
itslllinois- and California-based de-

June 2013

signers and engineers much closer to
itsfactory. “For instance, we'll be able
to iterate on design much faster, create
aleaner supply chain, respond much
more quickly to purchasing trends and
demands, and deliver devicesto peo-
ple here much more quickly,” the com-
pany stated.

“When your manufacturing isthou-
sands of miles away from your engji-
neers and your designers, you actually
lose the ability to innovate. You lose
the ability to make fast changes to how
you' re manufacturing things,” said
Woodside. “There's aton of technolo-
gy that’s coming in around 3D printing
and around much smaller run manufac-
turing that we think we can take ad-
vantage of right here.”

Rising costs in Chinawere not one
of the reasons Motorola gave for as-
sembling in Texas. “The costsin Chi-
na keep going up. It's not areason to
go buildin Texas,” said McNamara.

The Fort Worth facility isno
stranger to mobile phone production.
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At onetime, it was used to manufac-
ture Nokia phones. Offering | ogistical
advantages, the facility islocated with-
in aforeign-trade zone along with
FedEx and UPS activities. FedEx
operates aregional hub at Alliance
Airport within the zone, and UPS
maintains aregional hub at nearby
Dallas/Fort Worth International Air-
port.

While Flextronics will be putting
the phone together in Texas, not all
assembly will be done there. Wood-
side reported that the Moto X contains
1,100 parts, and 70% of its assembly
will occur in Texas. Some subassem-
blieswill be supplied to the Fort
Worth plant.

PC production
comes back tothe US

Thismonth, L enovo officially
opened itsfirst PC manufacturing line
in the US. Capable of turning out
desktops, notebooks and other prod-
ucts, thelineislocated within an exist-
ing 240,000-ft2 Lenovo facility in

Whitsett, NC. The new line began op-
erationsin January and is on track to
fully ramp up production by the end of
June.

Tom Looney, VP and GM for Len-
ovo North America, told NPR that the
new line gives Lenovo flexibility and
speed to win in the marketplace. NPR
cited Lenovo management as saying
that it still costs less to produce com-
puters offshore.

Lenovo’'s new PC operation reflects
the company’ sin-house manufacturing
strategy, which, the company says,
givesit control over both product de-
velopment and supply chain opera-
tions.

Apple, on the other hand, iswell
known for its extensive use of out-
sourcing. Y et Apple has also decided
to start building PCsin the US. Late
last year, CEO Tim Cook announced
in a Bloomberg Businessweek inter-
view that Appleintended to spend
over $100 million this year on produc-
tion of Mac computersin the US. He
told the magazine that the company

would not undertake this project alone
(Dec. 2012, p. 8).

In May testimony beforeaUS Sen-
ate subcommittee, Cook divulged a
little bit more. He said, “We're invest-
ing $100 million to build aline of
Macsin the US|ater thisyear. This
product will be assembled in Texas....”

At Apple’ sannual developer con-
ference this month, the company dis-
closed that its new cylindrical Mac Pro
desktop will be assembled in the US.
Putting two and two together, it would
appear that the new Mac Pro will be
produced in Texas. Now the question
iswho will be Appl€e' s contract manu-
facturer for building the Mac Proin
Texas. Reportedly, an Asia-based ana-
lyst told Taiwan’s Economic Daily
News that Flextronics has landed this
program. MMI, however, would like to
some solid evidence before reaching
any such conclusion.

But what can be concluded is that
US manufacturing and high-volume
products are no longer mutually exclu-
sive.

Results

Starting the Year

in a Small Hole

Combined Q1 salesfor eight mid-
tier and smaller EM S providers based
in North Americawere off 3.3% year
over year, not agreat start for the year
but not aterrible one either. This
group of North American providers
won’t need a tremendous amount of
growth later in the year to make up for
the aggregate sales declinein Q1.
They’re starting the year in the hole,
but it's not abig one.

What's more, their overall sales
performance in Q1 compared quite
favorably to that of agroup of their
large competitors. On ayear-over-year
basis, the collective sales drop for the
mid-size and smaller providerswas 5.5
percentage points less than the revenue
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decline of the six largest US-traded
providers (chart below). In Q1, com-
pany size apparently was not an over-
all disadvantage for the mid-tier and
smaller group. And they achieved a
better result in spite of, or perhaps be-
cause of, being based in North America.
Q1 revenue for the mid-tier and
smaller group totaled $610 million,
down from $631 millionin
the year-earlier period. Of
the eight providersin the

year-ago period (Table 1, p. 3).
Compared with the prior quarter,
Q1 salesfor the group of eight de-
creased 3.2%. Again, the mid-tier and
smaller providers as awhole outper-
formed their larger US-traded counter-
parts, whose combined sales sank
8.7% sequentialy. Three providers—
|EC Electronics, Kimball Electronics

Q1 Sales Growth Year Over Year (%)
Six Largest US-Traded EMS  Eight N. Amercan EMS
0
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Table 1: Q1 2013 GAAP Results for Eight Mid-tier and Smaller EMS Providers Based in North America (M$ or %)
o 01'13 Q4'12 Qtr.- Q112 Yryr Q113 0Q4'120Q1'12Q1'13Q4'12Q1'12Q1 ';L3 Q4 '.12 Q1 '.12
Organization tr. gross Qgross gross oper. oper. oper. netin- netin- netin-
sales sales sales chg.
chg. marg. marg. marg. marg. marg. marg. come come come
Stand-Alone EMS Providers
Key Tronic 84.3 94.6-108 955 -11.7 9.3 10.0 9.1 4.3 5.6 4.9 2.9 36 34
SMTC 654 732-105 725 -9.7 10.6 78 104 30 -1.0 4.3 1.2 1.0 24
Sparton 639 66.0 -3.2 55.0 160 157 173 16.6 35 53 5.8 1.5 44 2.0
IEC Electronics* 33.7 33.0 21 380 -114 86 126 213 -42 04 113 (1.1) (0.1) 25
Nortech Systems 259 250 36 284 -86 125 140 106 0.9 1.9 1.2 0.1 03 0.1
Subtotal/avg. 273.3 291.7 -6.3 2894 -56 11.3 118 126 24 3.0 54 4.5 9.1 105
EMS Units of Larger Public Companies
Kimball Electronics 182.1 164.2 10.9 161.0 13.1 4.9 3.0 3.1 6.5 39 33
Group?
Ducommun LaBarge 103.2 111.7 -7.6 110.1 -6.2 7.7% 10.2® 75°
Technologies
CTS Electronics Manu- 515 62.6 -17.8 70.6 -27.1 2.14% 8945 0.6%
facturing Solutions
Total/avg. 610.0 630.3 -3.2 631.0 -3.3
LIEC reported preliminary estimated results for Q1 '13 and will restate results for the previous five quarters. MMI computed gross and
operating margins and net income for prior quarters by using IEC's estimated adjustments to financial statements of those quarters.

2 Operating and net income are not necessarily equivalent to GAAP results on a stand-alone basis. ® Segment operating income did not
include corporate general and administrative expenses. * Segment operating income did not include corporate and shared services
charges. °Excluded restructuring and related charges of $0.8 million not allocated to business segments. © Excluded restructuring and
related charges of $3.8 million not allocated to business segments.

and Nortech Systems— managed to
increase their sales sequentialy, as
Kimball led with 210.9% gain.

The group of eight mid-tier and
smaller providers consists of five com-
paniesin the EMS space, all publicly
traded, and three EM S units within
larger publicly held corporations. To-
gether, the five stand-alone providers
produced a Q1 gross margin of 11.3%,
down 50 basis points sequentially and
130 basis points year over year. Three
out of five providers attained double-
digit gross margins, with a high of
15.7% turned in by Sparton.

In the aggregate, Q1 operating mar-
gin for the five stand-alone providers
stood at 2.4%, down 60 basis points
sequentially and 300 basis points year
over year. Key Tronic recorded a high
of 4.3%. SMTC wasthe only compa
ny ableto raiseits margin from the
prior quarter, albeit from a negative
value. In the year-over-year compari-
son, al five providers saw their oper-
ating margins erode (Table 1).

Among the EM S units, segment

Manufacturing Market Insider, June 2013

operating margins (see Table 1 foot-
notes) rose from ayear earlier at al
three units, but only Kimball Electron-
ics boosted its margin both sequential-
ly and year over year.

For the five stand-alone providers,
net income in Q1 amounted to $4.5
million, down from $9.1 million in the
prior quarter and $10.5 million in the
year-ago period. Q1 net margin of
1.6% dropped 150 basis points se-
quentialy and 200 basis points year
over year. IEC aoneincurred anet
lossin the quarter, based on a prelimi-
nary estimated result.

Net income can aso be found for
one of the EM S units, Kimball Elec-
tronics. In keeping with its operating
margin performance, Kimball was the
only provider to lift its Q1 net income
both quarter on quarter and year over
year.

A brief look at each provider

CTSElectronics Manufacturing
Solutions. Q1 salesof CTS SEMS
unit dropped 27% year over year, pri-

marily dueto lower demand in the de-
fense and aerospace and industrial
markets, partly offset by higher sales
in the communications market. Despite
lower salesvolume, EM S operating
income before corporate and shared
services chargesincreased to $1.1 mil-
lion from $455,000 a year earlier,
mainly because of lower net expenses
related to the Thailand floods of 2011.

On asequentia basis, salesfell
18%, primarily as aresult of weaker
salesin the defense and aerospace,
industrial and medical markets, partly
offset by increasesin the communica
tions market. EM S operating income
before corporate and shared services
charges was down by $4.5 million,
mainly due to flood insurance recover-
ies of $5.0 million received in Q4
2012 and lower sales, partly offset by
lower operating costs.

Ducommun L aBarge Technolo-
gies. Ducommun’sDLT segment re-
ported Q1 sales of $103.2 million,
down 6% year over year asaresult of
a32% decline in Ducommun’s end



markets outside aerospace and de-
fense, partly offset by a 15% increase
in sales of defense technologies prod-
ucts.

DLT s operating income for Q1,
which did not include corporate gener-
al and administrative expenses,
amounted to $7.9 million, or 7.7% of
revenue, compared with $8.3 million,
or 7.5% of revenue, in the year-earlier
period. EBITDA before certain allo-
cated corporate overhead camein at
12.2% of sales, up 40 basis points year
over year, even though EBITDA value
declined dlightly to $12.6 millionin
Q1 from $13.0 million ayear earlier.

| EC Electronics. For itsfiscal Q2
ended March 29, revenue declined by
$4.3 million, or 11%, from the year-
earlier period. Sales from the medical,
industrial and communication and oth-
er market sectors fell by atotal of $5.1
million, which was partly offset by a
$0.8-million increase in revenue from
the military and aerospace sector.

Infiscal Q2, gross margin de-
creased to 8.6% from 21.3% ayear
earlier. Lower salesvolume, which
reduced absorption of fixed production
costs, and unfavorable changesin
product mix at some locations were
partly offset by higher salesvolume
and favorable changesin mix at others.
In addition, higher labor costs were
incurred in anticipation of higher reve-
nue volumes that did not materializein
the quarter, particularly in the South-
ern California Braiding operation.
The costs of resolving technical prob-
lemsfor atelecom customer aso had a
negative effect on gross profit. Finally,
converting IEC’ sNewark, NY, loca-
tion from one large operation to three
smaller ones took a bite out of profit-
ability.

A gross profit decrease of $5.2 mil-
lion from the year-ago quarter and an
increasein SG& A weremainly re-
sponsible for afiscal Q2 net loss of
$1.1 million, compared with net in-
come of $2.5 million ayear earlier.

IEC isin the process of revising its

financial statementsfor thefive quar-
ters prior to fiscal Q2 due to an error
in accounting for work-in-processin-
ventory at Southern CaliforniaBraid-
ing. Since the company continuesto
review these matters, |EC has not yet
finalized itsfinancial statementsfor
fiscal Q2 as of thiswriting.

Key Tronic. Revenuefor itsfiscal
Q3 ended March 30 totaled $84.3 mil-
lion, down 12% year over year. Net
income amounted to $2.9 million, or
$0.26 a share, compared with $3.4
million, of $0.32 a share, in the same
period ayear ago. Thedrop in net in-
come was 16%.

Gross margin for the quarter stood
at 9.3%, up 20 basis points year over
year, while operating margin was
4.3%, down 60 basis points year over
year.

Revenuein the quarter was primari-
ly affected by an anticipated slowdown
from alarge customer that began to
reduce production levelsin the prior
quarter. Continued ramp-up of new
programsin fiscal Q3 did not make up
for the lower demand from this cus-
tomer.

The provider continuesto see aro-
bust pipeline of new business and has
further diversified itsfuture revenue
base during the quarter by winning
new programsinvolving RFID, indus-
trial power, LED lighting and commer-
cial washroom equipment.

For the June quarter, Key Tronic
expects revenue of $83 million to $87
million and EPS of $0.21 to $0.27.
The company anticipates renewed se-
guential growth during fiscal 2014.

Kimball Electronics Group. Par-
ent company Kimball International
was pleased with the performance of
its EM S unit, Kimball Electronics
Group, during the company’ sfiscal Q3
ended March 31. EMS sales increased
13% year over year in keeping with
the growth of salesto customersin all
four of Kimball Electronics’ segments:
automotive, medical, industrial and
public safety.

The unit’s gross margin improved
by 140 basis points from the year-ear-
lier quarter, mainly because of lever-
age gained on the higher revenue as
well as benefits realized from global
purchasing efforts and operating effi-
ciencies.

As apercentage of sales, SG& A
expenses for the unit increased 20 ba-
sispointsyear over year, as SG& A
costs went up 16% from ayear earlier
primarily due to greater incentive com-
pensation related to earnings improve-
ment in the quarter.

Nortech Systems. Q1 sales of
$25.9 million rose 4% sequentially but
declined 9% year over year. After an
impairment charge of $74,000 on a
building held for sale, operating in-
come was $224,000, down from
$328,000 for the same period in 2012.
The company earned net income of
$141,000 with the help of reinstated of
R& D tax credits. This figure compares
with $123,000 reported for the year-
ago period.

Ongoing productivity improve-
ments, including initiativesin automa-
tion and lean manufacturing, helped
drive profitability in the quarter as
Nortech saw gross margin increase
190 basis points year over year.

The company’ s 90-day backlog
grew 11% during the quarter, led by
defense and medical customers. Thisis
the first double-digit backlog increase
in more than 18 months, which gives
Nortech’s CEO areason to be optimis-
tic for 2013.

SMTC. The provider recorded Q1
revenue of $65.4 million, down 11%
sequentially and 10% year over year.
Compared with expectations, the com-
pany experienced areduction of $14
million in Q1 orderslargely from two
customers, which led to lower reve-
nues and higher inventoriesfor the
quarter. Margin improvement partly
offset the impact of the revenue decline.

Gross margin came in at 10.6%, up
from 7.8% in the prior quarter. How-
ever, when the effects of unrealized
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foreign exchange on derivative instru-
ments were removed, Q1 gross margin
became 9.1% versus 8.4% in the previ-
ous period.

In Q1, SMTC earned net income of
$1.2 million, up from $1.0 millionin
the prior quarter but down from $2.4
million ayear earlier. EPS for Q1 was
$0.07, while adjusted EPS was $0.04.

For 2013, the company has reduced
its revenue guidance to $260 million to
$275 million from $275 million to
$290 million. Guidance for adjusted
EPS has been lowered to $0.35 to
$0.40 from $0.45 to $0.55.

SMTC said it ison track to discon-
tinue Canadian manufacturing opera-
tionsin Q2 2013.

Sparton. For itsfiscal Q3 ended

March 31, sales totaled $63.9 million,
up 16% year over year, while net in-
come amounted to $1.5 million, down
26% year over year. Excluding Spar-
ton’s November 2012 acquisition of
Onyx EMS, sales declined 6% from a
year earlier. EPS of $0.14 (GAAP and
non-GAAP) fell short of non-GAAP
EPS of $0.19 in the year-ago period
dueto lower foreign sonobuoy ship-
mentsin fiscal Q3 versusayear earli-
er. (Sonobuoys are used by US and
foreign navies.)

Omitting sales from Onyx, legacy
medical saleswere essentially flat ver-
susthe year-earlier quarter. Excluding
Onyx, gross margin of the legacy med-
ical business rose to 13.9% from
13.3% in the same period ayear ago.

With al of Onyx’s sales counted in the
medical segment, the segment’ ssales
climbed 45% year over year, whileits
gross margin was 13.6%.

Excluding a$0.5-million increase
inintracompany sales, Complex Sys-
tems salesto external customers grew
37% year over year because of in-
creased salesto the mgjority of this
segment’ s customers. CS gross margin
rose to 11.5% from 7.3% ayear earli-
er, mainly reflecting greater capacity
utilization and favorable product mix.
Revenue from Defense and Security
Systemsfell 33% year over year, as
gross margin decreased to 21.8% from
23.9% ayear earlier.

The company said it expectsa
“very strong” June quarter.

Double-Digit Drop for European Group

Reflecting the weakness that has
dogged European economies, com-
bined Q1 salesfor agroup of six Euro-
pean EMS providersfell 10.5% year
over year. Revenue for this group of
mid-sized providers totaled 297.1 mil-
lion euros, down from 332.0 million
euros in the same period a year ago.
Hereisanother case where end market
softness has overridden new business
from outsourcing.

The European providers' double-
digit decline does not compare well
with the Q1 performance of a group of
eight similar-sized providers based in
North America (see previous article).
Combined Q1 revenue of the North
American providers went down 3.3%
year over year in US dollars, which
was 7.2 percentage points better than
the European result calculated in eu-
ros. If these results can be extrapol at-
ed, then being based in Europe was a
disadvantagein Q1.

Of the six European providers, only
one, Scanfil, managed to increase Q1
sales from the year-earlier period.
Three of the others experienced dou-
ble-digit dropsin revenue versus a
year earlier (Table 1A).

Manufacturing Market Insider, June 2013

Scanfil attributed its 3% revenue
growth to a positive development in
the demand for professional electron-
ics products and a broader customer
base. The company’s Q1 revenue to-
taled 44.0 million euros. Representing
81% of the Q1 total, salesto profes-
sional electronics customerswere up
more than 10% year over year, partly
offset by adrop in telecom sales.

Operating profit for Q1 amounted
to 2.0 million euros, up

nue will increase versus 2012, and that
operating profit will be on par with
2012.

At Partner Tech, Q1 saleswere
SEK 553.9 million, down 9% (6% in
euros) year over year but up 1% se-
quentialy. Following adifficult Q4,
the company returned to positive oper-
ating income of SEK 8.1 million, or
1.5% of sales, down from SEK 21.1
million, or 3.5% of sales, in the year-

about 43% year over
year due to cost control

Table 1A: Q1 2013 Results for Six European
EMS Providers (M euros or %)

and the increase in sales (ir?g:‘;g?g{ Head- Reports Q1'13 Q1 '12 Yr-yr.
to professional electron- 01 '13 sales) quarters ineuros sales sales chg.
ICs customers, Og’tefé'o?g Partnerfech Sweden No 652 690 55
margin camein at 4.6%,

. . Newa Nether- Yes 63.8 733 -13.0
120 basis poi nts above Electronigz lands
the year-ago flgur_e. Ex- International
cluding nonrecurring Kitron  Norway No 509 594 -14.2
items, themarginin- Scanfil  Finland Yes 440 426 3.3
crease expanded to 230 LACROIX France  Yes 425 466 -88
basi s points. Scanfil Electronics

earned a net profit in Q1
of 1.1 million euros,

Connect Group
Total/avg.

compared with 1.2 mil-
lion euros ayear earlier.
The company esti-
mates that its 2013 reve-

obtained from OANDA.

Belgium Yes 30.7 411 -253

297.1 332.0 -105
Results in non-euro currencies were converted to euros by
applying a three-month average exchange rate for the
corresponding quarter. Average exchange rates were




earlier period. The decrease in operat-
ing incomewas mainly caused by low-
er sales. For Q1, PartnerTech reported
anet profit of SEK 1.8 million, com-
pared with SEK 12.3 million ayear
earlier.

Salesin the company’ s electronics
segment declined 5% year over year,
mostly due to lower volumes for Infor-
mation Technology, the company’s
largest market area. The segment’s
operating margin camein at 4.6%,
down 20 basis points year over year.
Revenue from the systemsintegration
and enclosures segment dropped 12%
year over year mainly because of a
sharp declinein the IT market area,
though there was growth from mari-
time business. This segment operated
at aloss, as did the company’s machin-
ing segment, whose salesfell 10%
year over year.

Neways Electronics I nter national
recorded sales of 63.8 million eurosin
QL1, representing adrop of 13% from
the year-earlier period but again of
6% from the prior quarter. For Q1, the
company booked a slight loss exclud-
ing exceptional items, but thisresult
was asignificant improvement over
Q4 2012. The provider recorded an
extraordinary reorganization charge of
3.7 million euros (pretax) in Q1, re-
flecting the dispersal of production
activitiesin Echt, The Netherlands, to
other Neways operating companies.

Animbalancein capacity utiliza-
tion across the Neways Group re-
mained at arelatively high level in Q1
dueto persistent market volatility. Dis-
tributing production activitiesin Echt
to other unitswill result inimproved
utilization aswell as cost savings and
reduced investment levels, said
Neways. Thisaction will produce an-
nual savings roughly equivalent to the
reorganization charge.

Neways does not expect to see
clear improvement in the EMS market
in the coming months. The company
doesforesee that high volatility in the
market will continue.
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Kitron reported Q1 revenue of
NOK 378.3 million, down 16% (14%
in euros) from the same period in
2012. Compared with ayear earlier,
sales decreased in all five of the com-
pany’s segments. The largest drop of
36% occurred in the Energy/Telecoms
segment, where metering business has
been shrinking for Kitron. Double-
digit declineswere also seen in two
other segments, Defense/Aerospace
and Industry as sales went down 20%
and 17% respectively.

Operating profit (EBIT) amounted
to NOK 4.0 millionin Q1, which was
well below the year-earlier level of
NOK 21.5 million. Kitron posted a Q1
net profit of NOK 1.4 million, com-
pared with NOK 10.0 million ayear
ago.

Order intake in the quarter was
20% lower than in Q1 2012, while or-
der backlog was down 5% from a year
earlier.

Kitron has reduced its revenue out-
look for 2013 and now expects slightly
lower salesthan in 2012. To compen-
sate for alower top line, Kitron will
take actions to reduce its cost level and
the number of full-time employeesin
the company.

LACROIX Electronics, theEMS
unit of LACROIX Group, generated
sales of 42.5 million euros for the
Group'sfiscal Q2 ended March 31.
Sales were 9% below the year-earlier
level. For thefirst six months of fiscal
2013, EMSrevenue totaled 81.1 mil-
lion euros, down 7% year over year.
The Group said thisdrop in first-half
revenue, which was expected, should
reverse in abuoyant second half
through the gradual ramp-up of new
business.

Finally, Connect Group posted Q1
sales of 30.7 million euros, up 5% se-
quentially but down 25% year over
year. Operating profit (EBIT), includ-
ing 350,000 euros of reorganization
costs, was at break-even. The order
book was 78.8 million euros as of
March 31, dightly above 77 million

euros as of year-end 2012,

Connect Group expectsadlight in-
creasein sales and enhanced resultsin
the next quarters due to new customers
and the effect of cost savings. Howev-
er, the company seesthe general trend
in electronics markets as remaining
restrained, and market uncertainty con-
tinues to bear down on outlooks.

News

Some new business...Hon Hai Pre-
cision Industry (New Taipei, Taiwan)
isbuilding alow-cost smartphone for
Taiwan Mobile, Taiwan’s number-
two mobile carrier, reported CNA, the
Taiwanese news agency. Also, Hon
Hai is producing Sony’s PlayStation 4
game console, according to a Digi-
timesreport....Flextronics (Singapore)
will expand its existing relationship
with Citrix Systems (SantaClara,
CA), acloud computing company, to
include manufacturing, fulfillment and
repair in Hungary.... The Wall Street
Journal reported that Pegatron
(Taipei, Taiwan) will be the main pro-
ducer of alow-cost iPhone due out
later intheyear....Kimball Electron-
ics Group (Jasper, IN) has received
another LED lighting assemblies con-
tract from automotive supplier
Johnson Controls....Partner Tech
(Vellinge, Sweden) and Cavidi (Upp-
sala, Sweden), a company in the health
and life science sector, have signed a
framework agreement for the devel op-
ment of an instrument for HIV tests.
...Under a 10-year agreement, Dia-
Sorin’slrish branch has selected
Kitron (Billingstad, Norway) asEM S
partner for DiaSorin’s nucleic extrac-
tion instruments. DiaSorinisan Italian
company in thefield of in vitro diag-
nostics....ESCATEC (Penang, Malay-
sia) has helped Azuri Technologies
(Cambridge, UK) commercialize a
solar power charging station designed
to provide lighting and mobile phone
charging to Africanswho lack electric-
ity....Spektikor (Oulu, Finland) has
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contracted Incap (Helsinki, Finland)
to manufacture el ectronic subassem-
blies for adisposable ECG indicator,
intended for heart beat monitoring.
Also, Incap’sIndiaunit has signed a
manufacturing agreement with T ok-
heim India. The unit will manufacture
PCBAsfor Tokheim’sfuel retailing
equipment.

Adding sheet metal capabilities...
Key Tronic (Spokane Valley, WA)
intends to purchase the assets of Sabre
Manufacturing, a sheet metal fabrica-
tor, for about $5.1 million in cash.
With annual revenue of over $7.0 mil-
lion and about 90 en21pl oyees, Sabre
operates a 66,000-ft facility near the
Key Tronic campusin Juarez, Mexico.
The acquisition will enable Key Tron-
ic to offer metal fabrication directly to
its customersin combination with its
other services and will expand its cus-
tomer base. The deal is expected to
closein July and to beimmediately
accretiveto earnings.

Expanding capabilities...TT elec-
tronicsintegrated manufacturing
services, the EMS subsidiary of TT
electronics (Weybridge, UK), isadd-
ing the operations of New Chapel
Electronics (Fairford, UK), acable
harness provider that is aready owned
by TT electronics. New Chapel sup-
pliesinterconnect solutions for harsh
environments found in the aerospace
and defense markets. By integrated
New Chapel’s operations, TT electron-
ics-IMSwill expand its cable and har-
ness capabilities.

Alliances...Under anew alliance
with Mozilla, Hon Hai is developing
more than five devicesthat run on
Mozilla's Firefox mobile operating
system, according to published
reports....SigmaTron | nternational
(Elk Grove Village, IL), apublicly
held EM S company, and I nfinite Vi-
sion (Scotts Valley, CA), aproduct
development firm, have teamed up for
projects where clients need both prod-
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uct development and manufacturing
support....EMS providers Firstronic
(Grand Rapids, MI) and M axway
Technology (Shenzhen, China) have
formed ajoint venture called M ax-
tronic that will be housed initialy in
Maxway’ s Shenzhen manufacturing
operation. “The new JV gives Firstron-
ic a scalable manufacturing footprint
in Chinaand provides Maxway Tech-
nology with a partner who can provide
similar geographic reach for projects
that must be built in the US or Eu-
rope,” said John Sammut, Firstronic’s
CEO. Both companies are heavily fo-
cused on the automotive market.

New forecasts...A new study from
Frost & Sullivan, Analysis of the In-
dian Electronics Manufacturing Ser-
vices Market, predictsthat the EMS
businessin Indiawill grow at a29%
CAGR from $3.79 hillion in 2012 to
$10.67 billion in 2016. Another Frost
& Sullivan study, EMS Opportunities
in the Medical Industry, finds that
EMS revenue from the medical sector
totaled more than $16.43 billionin
2012 and estimates that revenue will
reach $34.38 hillion in 2019. These
two valuesyield aseven-year CAGR
of 11%....IPC — Association Con-
necting Electronics | ndustries (Ban-
nockburn, IL) has forecasted that the
North American EMS market will be
worth $69 billion for 2013.

People on the move...OnCore
Manufacturing (San Jose, CA) has
hired Walt Hussey as COO. With over
30 years of manufacturing experience,
Hussey held executive operations man-
agement positions at OEMsincluding
Motorola Solutions, Symbol Tech-
nologies and Bose. He also worked in
senior management at both Sanmina
and Jabil....Dag Songedal, managing
director of Kitron’s Norway operation,
has agreed to serve as Kitron'sinterim
CEO. Heisreplacing Jergen Bredesen
(April, p. 8)....LACROI X Group has
promoted Vincent Bedouin from man-

aging director of itsEMS unit, LA-
CROIX Electronics (Saint-Pierre-
Montlimart, France), to managing
director of the group. Francois Beaux-
iswill become managing director of
LACROIX Electronics.

Last Word

Do ODMs Pose a
Threat to the EMS
Industry?

If ODMs are to make a push into
the EM S industry, now would be the
opportune time. The PC industry, a
bread-and-butter source of ODM busi-
ness, saw shipments drop last year,
and volumes are down again in Q1
year over year, giving ODMs that sup-
ply the industry a good reason to look
for other sources of revenue. Since
manufacturing ismanufacturing,
whether done on an ODM or EMS ba-
sis, one could argue that entering the
EMS market would be alogical exten-
sion for these ODMs. However, MMI
believesthat while ODMs have the
requisite manufacturing expertise, they
are generally lacking in other areas
essential to EMS. Yet ODMs cannot
be completely counted out; nor should
companies that offer both kinds of ser-
vices be overlooked.

Mogt, if not all, large ODMs are
Asia-centric manufacturers, with much
of their capacity resting in China. By
and large, their manufacturing foot-
prints do not accommodate regional
manufacturing, agrowing requirement
inthe EMSindustry. Even if an ODM
had facilitiesin various regions, that
would not be enough to satisfy demand
inthoseregions. A contract manufac-
turer, whether EM S provider or ODM,
must have afully functioning supply
base in each region, presenting ODMs
with another barrier to entering the
EMS business.

Y et another obstacle faced by
ODMsliesin the number of customers
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Last Word

that they would have to win and ser-
vice under an EMS model in order to
make a significant impact on sales.
ODMs are used to dealing with arela-
tively small portfolio of customers that
doesn’t change much. In general,
ODMs do not have the business devel-
opment organizations necessary to
pursue alarge number of EM S oppor-
tunities across multiple marketsin dif-
ferent regions. Also, ODMs are not
structured to provide account and sup-
ply chain management for amuch larg-
er client base.

Though ODMstypically lack the
organization and distributed footprint
to start gobbling up lots of EMS cus-
tomers across various marketsin dif-
ferent countries, their diversification
efforts can still pose athreat to some
EMS providers. A natural way for an
ODM to seek new sources of revenue
isto apply its design expertise to more
products. Servers have become a prod-
uct line extension for anumber of
ODMslooking to diversify. A new
product line, such aslow-end servers,
can attract OEM s that might otherwise
design the product and outsource it to
an EMS provider. Tablets are another
product areatargeted by ODMs and at
least one EMS provider, Hon Hai.
Where ODMs and EM S providers set
their sights on the same product area,
thereisthe possibility of customers
migrating from an EM S solution to an
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ODM one, especialy in the case of
commodity-type products.

Though it may be difficult for an
ODM to branch out into EMS, there
are hybrid companiesthat already em-
ploy both models. Pegatron is one
such company, and it's becoming a
much larger EM S competitor, MMI
believes, thanks to business awarded
by Apple. Though Pegatron is not a
concern for most EM S providers, itis
clearly acompetitive threat for Ap-
ple' s main assembler of handheld de-
vices, Hon Hai. In addition, Wistron,
another hybrid company, and EMS
provider Jabil both reportedly pro-
ducefor RIM, which has shrunk its
supply base. (Whether the supply base
is down to two contractorsis unclear.)
This month, Digitimes reported that
Wistron has acquired aRIM R&D ac-
tivity in Chicago, paving the way for
Wistron to serve as ODM for four new
BlackBerry smartphones. If thisreport
isaccurate, then RIM has shifted away
from the EMS model for these new
products. Furthermore, Wistron plans
to set up amedical unit by the end of
the year, according to another Digi-
times report. Of course, healthcareisa
sector coveted by EMS providers.

In MMI’ s opinion, the vast majority
of EMS providers have nothing to fear
from ODMsthat are after additional
revenue streams. ODMs generally lack
the organi zation and the footprint nec-
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essary to develop and support a broad
portfolio of EMS customers. For this
reason, the EM S and ODM worlds
will remain largely separate. However,
the ODM and EM S sectors do overlap
for products such as servers, tablets,
smart phones and some communi ca-
tions gear, giving OEMs a choice be-
tween an EMS and an ODM solution.
The two models also intersect within a
relatively small number of hybrid com-
panies, which can present acompeti-
tive threat, especially for the largest
EMS providers.
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