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ODMs Take a Majority of the Outsourcing Top 25

MMI’s 2008 list of the 25 largest
providersin outsourcing offers further
evidence of the progress made by
ODMs. For thefirst time, ODMs ac-
counted for amajority of the compa-
nies on the Top 25 list. Of the Top 25
outsourcing providersin 2008, 14
wereinthe ODM category, compared
with 11 companies predominately or
wholly inthe EMS camp. To put it
another way, ODMs represented 56%
of the contract manufacturers on the
list, while the remaining 44% were
EMS providers (Chart 1).

Still, EMS providers continued to
produce a majority of Top 25 revenue,
which totaled $253.5 billion in 2008
(Chart 2). The EMS share of 56%
would not have been possible without
a$61.9-billion contribution from EMS
provider Hon Hai Precision Indus-
try, by far the world’ slargest compa-
ny in the outsourcing space.

Despite aU.S. recession that
spanned all of 2008 and a global finan-
cial crisisthat boiled over in the fall of
the year, aggregate growth for 24 out
of 25 companies on thelist was just
shy of double digits. (Providers Pega-
tron and Unihan were spun off from
Asustek in January 2008. It was not
possible to assign 2007 salesto this
spinoff combination so it was absent
from the composite growth rate.) The
24 contract manufacturers collectively
increased sales by an effective rate of
9.8%.

Chart 1: Top 25 Providers by Type growth rates of the pre-
vious four years (Chart
3, p. 3). The 2008 rate
was less than half the
21.5% rate calculated

EMS id i
proviaers for 2007. In computing

44%

no adjustment for the
Solectron acquisition,
which added about 1.6
percentage pointsto
that rate.

The Top 25 provid-
ersin outsourcing be-

Note that thisrate
includes additional reve-
nue of $8.89 hillion esti-
mated as the 2007 sales
of Solectron, which was
acquired by Flextronics
in October 2007. This
revenue was added in
because it was not re-
ported by Flextronics.

Composite growth of
9.8% (for 24 compa-
nies) in 2008 was well
below the Top 25

Chart 2: Top-25 Sales by Type of Provider
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Top 25

came abillion-dollar club last year. To
make the 2008 list, a provider needed
sales of at least $1.06 billion. That's
up from the 2007 minimum of $813
million. The barrier to entry rosein
2008 mainly due to the addition of two
players, Qisdaand AmTRAN, both
Talwan-based ODMs. Qisda compris-
esthe former ODM/EM S operations
of BenQ, which in 2007 hived off its
own-brand business under the BenQ
name. The selection of AMTRAN
might be questioned by some since the
company is often portrayed as the
manufacturing arm for LCD TVssold
by Vizio, in which AmMTRAN also
holds an ownership stake. However,
AmMTRAN reportedly is not the sole
producer for Vizio, and the two com-
panies are separate with AMTRAN
reportedly owning a23% interest in
Vizio. Furthermore, AMTRAN is said
to have other customers.

Table 1 liststhe Top 25 providers
in outsourcing. Companies were
ranked based on their total salesin
U.S. dollars for calendar 2008. In a
few cases, the presence of own-brand
manufacturing (OBM) sales as a part
of total revenue might have unfairly
boosted a provider’s rank. Unfortu-
nately, OBM sales could not be sepa-
rated out from outsourcing revenuein
these cases. A company was classified
asEMS or ODM based on which mod-
el supplied the company’s primary
source of revenue or was estimated as
such.

Whileit was harder to make the
Top 25 for 2008, the opposite was true
for landing in atop-10 spot. The top-

Table 1: Top 25 Providers in Outsourcing for 2008
Sales 2008 Sales Sales Primary
Organization Headquarters calendar rank by 2007 calendar .grO\,Nth business
2008 total rank 2007 '07-'08
(M US$) sales Muss) (%) Mode!
Hon Hai Pre- Tucheng City, 61,879 1 1 51,824 19 EMS/OBM/
cision Industry Taiwan ODM
Flextronics Singapore 33,141 2 2 24,460 35 EMS/ODM
Quanta Computer Gueishan, 25,974 3 3 23,663 10 ODM
Taoyuan, Taiwan
Compal Taipei, Taiwan 15,188 4 5 15,166 0 ODM
Electronics
Pegatron/Unihan Taipei, Taiwan 14,775 5 4* N/A N/A ODM/EMS
Wistron Hsinchu, Taiwan 14,121 6 8 8,728 62 ODM/EMS
Jabil Circuit ~ St. Petersburg, 12,794 7 6 12,435 3 EMS
FL
Inventec Taipei, Taiwan 12,030 8 11 7,983 51 ODM
TPV Technology  Taipei, Taiwan 9,247 9 9 8,455 9 ODM/OBM
Celestica Toronto, Canada 7,678 10 10 8,070 -5 EMS
Sanmina-SCI San Jose, CA 6,844 11 7 6,993 -2 EMS
Qisda Gueishan, 5,378 12 new 5,096 6 ODM/EMS
Taoyuan, Taiwan
New Kinpo Taipei, Taiwan 5,300 13 14 4,200 26 EMS/ODM
Group**
Innolux Display Miao-Li, Taiwan 5,097 14 13 4,784 7 ODM
Elcoteq Luxembourg 5,070 15 12 5,543 -9 EMS
Venture Singapore 2,679 16 18 2,561 5 EMS/ODM
Benchmark Angleton, TX 2,590 17 15 2,916 -11 EMS
Electronics
Inventec Taipei, Taiwan 2,202 18 16 2,820 -22 ODM/OBM
Appliances
Universal  Nantou, Taiwan 2,062 19 19 1,984 4 EMS/ODM
Scientific
Industrial (USI)
MITAC Hsin-Chu Hsien, 2,054 20 17 2,746 -25  ODM/OBM
International Taiwan
AmTRAN  Chong He City, 2,021 21 new 2,048 -1 ODM
Taiwan
Plexus Neenah, WI 1,840 22 21 1,624 13 EMS
FIC Global Taipei, Taiwan 1,294 23 20 1,771 -27 ODM
Compal Taipei, Taiwan 1,148 24 22 1,482 -23 ODM
Communications
Ability Enterprise  Taipei, Taiwan 1,063 25 23 1,102 -4 ODM
Companies with multiple businesses were classified as EMS or ODM as indicated by the
first acronym in the business model description. Some currency conversions, when
necessary, were done using average annual exchange rates from the US Federal Reserve.
* 2007 rank was based on combined sales of parent company, Asustek.
** Data represent all three companies in the group.

ten cutoff for 2008 was $7.68 hillion,

moved up one position to fourth. The

Table 2: Components of Hon Hai's Sales
Sales Sales Sales
Sales calendar calendar growth
component 2008 2007 '07-'08
(MUS$) (MUSS$) (%)
Hon Hai non- 46,732 37,607 24
consolidated
Foxconn Inter- 9,271 10,732 -14
national Holdings
Other units 5,876 3,484 69
HonHai 61,879 51,824 19
consolidated

compared with $8.07 billion the year
before. A sales decline at the tenth
company, Celestica, effectively low-
ered the cutoff point.

Within the top 10, Hon Hali, Flex-
tronics and Quanta Computer re-
mained in first, second and third place
respectively. Compal Electronics

Asustek spinoffs Pegatron/Unihan
were ranked fifth, replacing their par-
ent company whose total salesinclud-
ing OBM earned it afourth place
ranking for 2007. Wistron moved up
two placesto sixth, while Jabil Cir-
cuit moved down one position to sev-
enth. Of all companies listed in 2007,
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I nventec made the greatest advance in
the standings by rising three spotsto
eighth. TPV Technology and Celesti-
caretained their ninth and tenth posi-
tionsrespectively from the year
before.

Based on data from 24 companies
in the Top 25 (excluding Pegatron/
Unihan), the ODM sector of the out-
sourcing space continued to outgrow
the EMS side in 2008. Last year, com-
bined sales of the 13 ODMsin this
analysisincreased by 12.8% (in U.S.
dollars). By comparison, total revenue
for the 11 EM S providers on the other
siderose by 7.9% (Chart 4). There-
sulting growth gap of 4.9 percentage
points was somewhat |ess than the
2007 differential of 5.9 points but
about the same as the 2006 gap.

The fastest growersin 2008 were
both classified as ODMs. Wistron's
sales soared by 62% in U.S. dollars,
while Inventec’ s climbed by 51%.

Chart 5: Taiwan-Based Companies'
of Top-25 Sales in 2008

28.7%
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Hon Hai continued to defy the law
of large numbers with an above-aver-
age growth rate of 19% (15% in NT$).
Compared with a composite rate of
9.8% (for 24 companies), Hon Hai’'s
growth in 2008 indicates that it contin-
ued to gain share in the outsourcing
space. The company’ s growth rate
would have been even higher were it
not for the 14% sales decline of its
handset subsidiary, Foxconn Interna-
tional Holdings (Table 2, p. 2). Hon
Hai did have a palpable effect on the
composite growth rate. Without Hon
Hai, the growth rate would have been
6.8%, showing that the Hon Hai raised
composite growth by three percentage
points.

Although the U.S. gave outsourcing
its start, the lion’ s share of outsourcing
revenue now comes from companies
headquartered in Taiwan. Out of the
Top 25 for 2008, 17 companies are
Talwan-based. Last year, these compa-
nies accounted for
sales of $180.8 hil-
lion, or 71.3% of the
Top 25 total (Chart
5). The Taiwan-based

Share

share of Top 25 reve-
Taiwan-based nuewasslightly high-
companies er than the 2007
71.3% proportion of 69.7%

achieved by 15 Tai-

wan-based compa-
nies. As has been
written here more
than once, Taiwan's

11 EMS providers

13 ODMs 24 cos. combined

predominant role in the outsourcing
space primarily stems from the growth
of the Taiwan-controlled ODM busi-
ness aswell astherise of Taiwan-
based Hon Hai.

Editor’s note: At least four compa-
niesin the Top 25 engage in own-
brand manufacturing but do not break
out their OBM sales. To some degree,
Top 25 sales and growth figures have
been influenced by OBM revenue,
which is mixed in with outsourcing
revenue in these cases. Still, MMI be-
lievesthat OBM represents aminority
of company salesin most if not all of
these cases. In addition, the EM S-ver-
sus-ODM analysistreats companies as
onetype or the other without allowing
for the fact that some companies pur-
sue both EMS and ODM business.

Downturn Does a
Number on Q1 Sales

Combined Q1 salesfor the 11 larg-
est EM S providers dropped distress-
ingly by 21.5% year over year asthe
global downturn had its way with
OEM demand. These companies ac-
counted for Q1 sales of $25.3 hillion,
well below their $32.2 billion in total
revenue for the year-ago period. In
contrast, amajor group of ODMswas
not as hard hit, though it too showed a
double-digit sales decline for the quar-
ter. For 11 large Taiwan-based ODMs,
QL1 revenue totaled $18.0 hillion,




down 11.3% from ayear earlier. recorded year- Table 1: Q1 Revenue by Outsourcing Groups in M US$

The revenue decrease for the ODM over-year decreases EMS Grou No.of Q1'09 Q1'08 % Q1'09 Q1'08
group was 10.2 percentage points less in double figures. P cos. revenue revenue chg. net profit net profit
than that of the EM S set. If thisresult In the aggregate, Listed 5 13,230 16,538 -20.0 362 572
isindicative of the outsourcing space the sequential drop | outside U.S.
at large, then the ODM model ishold-  for these U.S.- US-listed 6 12,020 15622 -231 (1,110)  (67)
ing up better than the EM S paradigm traded providers Combéﬁg 11 25250 32160 -21.5 (748) 505
suguegtd sowiceiss | amomate | ooy i smo i ars 1 —m

’ T Total/avg. 22 43,250 52451 -175 (574) 1,034

and 11 ODMs produced Q1 sales of
$43.3 hillion, 17.5% below the year-
earlier level (Table 1). Itisclear from
this decline that the secular trend in
outsourcing was overwhelmed in Q1
by a broad-based and precipitous loss
of demand.

Profitability took a hit aswell. Col-

lectively, the 22 companies produced a

Q1 net loss of $574 million, compared
with anet profit of $1.0 billion for the
same period ayear ago (Table 1).
That’saswing of $1.6 billionin the
wrong direction.

On the EMS side, the six U.S.-trad-
ed EMS providers all experienced se-
quential salesdeclinesin double digits
for Q1, and al but one (Jabil Circuit)

year-over-year
decline was 23.1% (Table 2).
Composite gross margin (GAAP)
for the U.S.-traded subset equaled
4.3%, down 70 basis points from the
year-earlier period. Margins ranged
from 2.0% for Flextronicsto 9.2% for
Plexus (Table 2). Not surprisingly,
combined grossincome (GAAP) fell
at afaster rate of decline—35.1%
from ayear earlier —than sales did.
Despite double-digit sales declines
in Q1, half of the U.S.-traded provid-
ers achieved positive operating income
and net income (GAAP) for the quar-
ter. On the other hand, net losses are
adding up for the U.S.-traded provid-
ersasawhole. The U.S.-traded sub-

group racked up atotal net loss of $1.1
billion in Q1, which followed anet
loss of $7.3 billion in the prior quarter.
Goodwill write-offswere easily the
largest contributor to these losses.

Of the 11 largest EM S providers,
five are traded outside North America.
When Q1 sales of these five were ex-
pressed in U.S. dollars, salestotaled
$13.2 hillion, off 20.0% year over
year. All five providers showed year-
over-year salesdeclinesin U.S. dol-
lars, although Cal-Comp Electronics
posted asmall gaininits native cur-
rency (Table 3).

Asastandard practice, MMI con-
vertssalesto U.S. dollars by using an

Table 2: Q1 2009 GAAP Results for Six Large EMS Providers, U.S.-Traded (M US$ or %)

Company Q1'09 Q408 Qtr.-

Q1'09Q1'09 Q1'08 Q1'08 Q1'09Q1'09 Q1'08 Q1'08

(in order of qtr. Q1 08 Yr-yr gross Qgross Qross Qross  Oper. Oper. oOper. oper. Q1.'09 Q4.l08 QL .I08
sales  sales sales chg. ) ) . netinc. netinc. netinc.

Q1 sales) chg. profit marg. profit marg. Inc. marg.  inc. marg.
Flextronics 5,582.5 8,153.3 -31.5 7,775.4 -28.2 1089 20 2639 3.4 (136.4)* -24 (47.1)* -0.6 (239.8) (6,015.1) (92.8)
Jabil 2,887.4 3,382.5 -14.6 3,058.6 -5.6 1555 54 1879 6.1 (705.6) -244 16 01 (866.1) (275.9) (24.0)
Celestica 1,469.4 19354 -24.1 18357 -20.0 1112 76 1150 63 313 21 412 22 19.2 (822.2) 29.8
Sanmina-SCI 1,195.1 1,419.3 -158 1,8174 -342 686 57 1246 69 (132) -11 (86) -05 (375 (25.3)(24.4)*
Benchmark  496.8 5818 -146 6843 -274 316 64 451 66 102 21 211 31 9.2 (203.7) 223
Plexus 3889  456.1 -14.7 4510 -138 358 9.2 516 114 54 14 276 6.1 5.0 17.0 221
Totallavg. 12,020.115,928.4 -24515,622.4 -23.1 5116 43 7881 50 (808.3) -6.7 358 0.2(1,110.0) (7,325.2) (67.0)

*Intangible amortization was subtracted from reported operating income. **Company's net income includes discontinued operations of PC business.

Table 3: Q1 2009 Results for Five Large EMS Providers Traded Outside the U.S.

, . , . Q1'09 Q1'08 Q1'09 Q1'08

Company Home base rgnucg_/ Qslal(e)zz Qslalgfs; ch;A) r%%n?cg r%%”?f c;g sales sales chog) netinc. netinc.

' ) ' " (M US$) (M US$) ‘(M US$) (M USY)

Hon Hai Taiwan M NT$ 378,329 415,196 -8.9 13,346 16,074 -17.0| 11,137 13,174 -155 393 510
Cal-Comp* Thailand M baht 24,242 23,413 35 103 617 -83.3 687 756 -9.2 3 20
Elcoteq Luxembourg M euros 470.0 908.7 -48.3 (46.1) (11.3) NA 612 1,363 -55.1 (60) (17)
Venture Singapore K S$ 725519 939,137 -22.7 27,728 56,334 -50.8 480 667 -28.1 18 40
usl Taiwan M NT$ 10,684 18,206 -41.3 265 607 -56.3 315 578 -45.6 8 19

Total 13,230 16,538 -20.0 362 572

Currencies were converted to US$ by using 3-month averages of monthly 2008 and 2009 data from the U.S. Federal Reserve.
*Largest member of New Kinpo Group.
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Table 4: Q1 2009 Results for 11 Large Taiwan-Based ODMs
Q109 Q1'08 % Q1'09 Q108 Ql_'09 Q1 '_08 Q1'09 Q1'08 0 Ql_'09 Q1 '_08
Company sales sales chg. oper. oper. net.inc. net.inc. sales  sales chg. net. inc. net. inc.
(M NT$) (M NT$) marg. marg. (M NT$) (M NT$) (M US$) (M US$) (M US$) (MUSS$)
Quanta 166,098 206,429 -19.5 2.6 23 4,383 4,003 4,889 6,550 -25.4 129 127
Compal 120,024 120,999 -0.8 3.2 3.6 2,800 3,209 3,533 3,839 -8.0 82 102
Wistron 112,524 86,810 29.6 1.2 19 1424 1,677 3,312 2,754 20.3 42 53
Inventec 98,932 71,891 37.6 0.9 1.2 1,411 511 2912 2,281 27.7 42 16
Qisda 33,307 41,076 -18.9 -2.3 -1.2  (2,246) 1,753 980 1,303 -24.8 (63) 56
Innolux 30,414 41,287 -26.3 -8.8 8.6 (2,607) 3,307 895 1,310 -31.7 (77) 105
AmMTRAN 16,812 19,201 -124 4.8 2.0 422 286 495 609 -18.8 12 9
MIiTAC 14,031 15,342 -85 4.7 3.1 (212) 718 413 487 -15.2 (6) 23
nventec  goo1 19392 587 -22 48 22 520 236 615 -61.7 1 16
Appliances
CompalCom-— ¢,07 9506 358 00 29 146 379 180 302 -40.4 4 12
munications
Ability
Enterprise 5,226 7,572 -31.0 4.3 3.8 263 313 154 240 -36.0 8 10
Total/avg. 611,476 639,505 -4.4 1.2 2.7 5906 16,676 | 18,000 20,291 -11.3 174 529
Currency was converted to US$ by using 3-month averages of monthly 2008 and 2009 data from the U.S. Federal Reserve.

average exchange rate pegged to each
reporting period. Compared with the
year-ago quarter, the U.S. dollar
strengthened against the reporting cur-
rencies of these companies. Hence,
their sales decreased by a greater
amount when converted to U.S. dol-
lars. This practice does introduce
distortion where businessis not trans-
actedin U.S. dollars.

Consolidated Q1 sales of Taiwan-
based Hon Hai Precision Industry
amounted to $11.1 hillion, twice those
of its nearest competitor, Flextronics
(Table 3, p. 4). Hon Hai’ s Q1 revenue
in U.S. dollarsfell by 15.5% (8.9% in
NT dollars) from ayear earlier, beat-
ing the EM S and overall averages by
six and two percentage points respec-
tively. Hon Hai’ s Q1 net income de-
creased faster than its revenue; net
income fell by 23.0% year over year in
U.S. dollars (17.0% in NT dollars).

Elcoteq, another EMS provider
listed outside North America, endured
the greatest Q1 sales drop onthe EMS
side. Revenuefell 55.1%in U.S. dol-
lars (48.3% in euros) from the year-
ago quarter. Euro-denominated sales
in the company’ s Personal Communi-
cations business, itslargest segment at
48% of Q1 revenue, were down 67%
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year over year mainly due to the manu-
facturing re-all ocation and insourcing
decisions made by Nokia (see aso
April, p. 5). Out of the five EMS pro-
viders traded outside North America,
Elcoteq was the only one that wasn’t
profitablein Q1 (Table 3).

While the 11 Taiwan-based ODMs
as agroup sustained less the damage
to Q1 revenue than their EM S counter-
parts did, sales results were quite un-
even across the ODM group. At one
end of the range, | nventec and Wist-
ron saw their Q1 salesin U.S. dollars
grow by 27.7% and 20.3% respective-
ly (37.6% and 29.6% in NT dollars)
from ayear earlier. But these were the
only two ODMsin the group to report
salesincreases. At the other end, I n-
ventec Appliances and Compal Com-
munications suffered sales declinesin
U.S. dollars of 61.7% and 40.4% re-
spectively (58.7% and 35.8% in NT
dollars). (See Table 4.)

Combined Q1 operating income for
the ODM group deteriorated much
faster than group sales. Operating in-
come dropped by 61.2% in U.S. dol-
lars (58.2% in NT dollars) from the
year-ago period, compared with a sales
decline of 11.3%in U.S. dollars (4.4%
in NT dollars). Composite operating

margin decreased by 150 basis points
to 1.2%. Five of the ODMs had zero
or negative operating margins. Net
income for Q1 totaled $174 million,
down 67.1% year over year.

Q1 Results for Smaller
U.S.-Traded Providers

Combined Q1 sales for seven
smaller U.S.-traded providersfell by
18.8% sequentially and 16.4% year
over year, but these declines were both
less than the comparable 24.5% and
23.1% decreases calculated for the
group of the six largest U.S.-traded
providers.

Three out of the seven smaller play-
ers managed to avoid alowering of
revenue quarter to quarter, but only
one was able to generate Q1 growth
year over year. That provider, IEC
Electronics, posted ayear-over-year
increase of 36.8%. Contributing to this
gain was the company’ s 2008 acquisi-
tion of amanufacturer of wire harness
assemblies. Four of these providers
recorded double-digit sales declines
from ayear earlier, with Nam Tai
Electronicsand Nortech Systemsin
the 30% range (table, p. 6).



Company

Q1'09 Q1 '09 Q1 '08 Q1 '08 Q1 '09 Q1 '09 Q1' 08 Q1 '08

Q1 2009 GAAP Results for Seven Smaller EMS Providers, U.S.-Traded (M US$ or %)

; : tr.- . ; ; '

(in order of Q109 Q408 ° tr. Q108 Y-y gross Qgross Qgross gross oOper. Oper. Oper. oper. Q1.09 Q4.08 Q1.08
Q1 sales) sales  sales chg. sales  chg. profit marg. profit marg. Inc. marg. inc. marg. netinc. netinc. netinc.
Nam Tai 102.2 169.0 -39.5 147.1 -30.5 71 70 195 133 (65 -64 78 53 (39) (144) 284
LaBarge 722 682 59 754 -42 147 204 150 199 68 94 73 97 3.8 02 43
Sparton 54.6 545 0.2 581 -6.0 50 9.2 4.7 81 01 01 (04 -07 (08) (28) 06
SMTC 485 61.1 -20.6 55.1 -12.0 28 58 44 80 (200 41 14 25 (25 (0.1) o04
Key Tronic 442 470 -6.0 515 -14.2 33 75 4.2 82 04 10 15 29 0.3 01 12
Nortech 216 27.0 -20.0 31.2 -30.8 08 38 48 154 (21) 97 12 38 (1.3) 01 06
[EC 163 158 32 119 36.8 26 16.0 14 116 1.1 70 04 32 2.6 05 07
Total/lavg. 359.6 4426 -18.8 4303 -164 36.3 101 540 125 (22) -06 192 45 (1.8) (164) 36.2

Despite the downturn, the smaller
providers collectively achieved a dou-
ble-digit gross margin for Q1, albeit
240 basis points below the year-earlier
level. The group’s gross margin for the
quarter stood at 10.1%, compared with
12.5% for the same period a year ago.
The composite Q1 margin of the
smaller providers was far above the
4.3% group margin of the large pro-
vidersin the U.S.-traded sector. Still,
aggregate grossincome was down
32.7% year over year, sightly below
the 35.1% drop computed for the large
providers. Both LaBarge and IEC

Electronics attained two-digit gross
margins, and top honorswent to La-
Barge (table above).

Three of smaller providers reported
an operating loss for the quarter, and
four recorded a net loss. Operating
loss for the smaller providerstotaled
$2.2 million versus operating income
of $19.2 million in the year-ago peri-
od, and net loss amounted to $1.8 mil-
lion compared with anet loss of $16.4
million in the prior quarter and net in-
come of $36.2 million ayear earlier.

Six out of the seven companies are
based in North America, while only

Nam Tai hasits headquarters and all
of itsmanufacturing in Asia. If the six
North American providers are consid-
ered as a separate group, the sequential
and year-over-year sales declinesfor
Q1 narrow to 5.9% and 9.1% respec-
tively. Gross margin for this North
American group risesto 11.4%. The
group produced an operating margin
of 1.7%, down from 4.0% ayear earli-
er. Net income totaled $2.1 million
versus anet loss of $2.0 millionin the
prior quarter and net income of $7.8
million in the year-ago period.

Q2 Estimates
Offer Some Solace

If the six largest U.S.-traded pro-
viders hit the midpoint of their Q2
sales guidance, then thefirst half of
2009 will look as bad for this sector as
the disastrous first quarter did based

percentage points worse than the year-
over-year drop in Q1. But despite this
gloomy projection, one can also find
solacein adifferent comparison.
When the sum of Q2 guidance mid-
pointsis measured against Q1 revenue
for this group of six, things don’t look
so bad. Q2 midpoints add up to $11.55
billion, representing a 3.9% decrease

from Q1 (table). Compare that project-
ed change to Q1's composite free-fall
of 24.5% from the prior quarter. If Q2
sales come in at guidance midpoaints,
then the aggregate sales decline quar-
ter to quarter will be alot more tolera-
ble than what happened in Q1.

What if providers' Q2 sales don’'t
reach the middle of their guidance

on ayesr-over Q2 Guidance and First-Half 2009 Revenue Estimates for Six Large
zfe?re\(l:gnn;p;arllzlsrosrtl U.S.-Traded Providers (sales in B$ except as noted)
. , Q1-2'09 Q1-2 %esti- Q1 EPS Q2 Guidance
Pigfgg:;ﬁ?; the Company Q: algz guid ar%i mi dpo?nzt (:Qr;[;nqgtg estimat- '08 mated  Non- Non-
N ed sales sales growth GAAP*$ GAAP*$
midpoint of Flextonics 558  50-6.0 55 -15 1108 1613 -31.3 003 004-008
g:ﬁgﬂ:fangez Jabil 289 25-27 26 -100 549 615 -107 013 (0.08)-0.08
total $23.57 bil- Celestica 1.47 13-145 1.375 -6.4 284 371 -234 0.13 0.07 -0.13
lion, down Sanmina-SCI 1.20 1.1751.250 1.213 15 241 3.72 -353 (0.06) (0.04) - (0.02)
26.3% from the Benchmark 497 M 460-520M 490 M -1.4 099 137 -27.8 0.16 0.13-0.21
year-earlier peri- Plexus 389 M 355-385M 370 M -4.9 0.76 091 -164 0.28 0.18- 0.25
od. This decline Total 12.02 11.55 -39 2357 3198 -26.3
isactually 3.2 First-half 2009 estimates equal Q1 sales plus midpoint of Q2 guidance.
*Non-GAAP EPS may not be comparable from company to company.
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range? One pessimistic scenario would
have revenue at the low end of each
company’ s guidance. Under that sce-
nario, combined saleswould decrease
by 10.2% sequentially, indicating the
possibility of amore distant recovery.

On the other hand, what if estimates
based on guidance midpoints are too
conservative? If providers Q2 reve-
nues match the high end of their guid-
ance, then the group would achieve
sequential growth of 2.4%, making the
case for the start of arecovery for this
sector of the EM Sindustry.

With Q2 sales estimates set equal to
guidance midpoints, sequential sales
growth for the quarter would range
from -10.0% for Jabil Cir cuit to 1.5%
for Sanmina-SCI. But first-half pro-
jectionsincorporating these Q2 esti-
mates show double-digit declinesyear
over year for each company in the
group. If these projections prove accu-
rate, first-half sales at four out of six
providers would drop by more than
20% from ayear earlier, with Flex-
tronics and Sanmina-SCI each posting
decreases over 30% (lower table, p. 6).

Flextronics' Q2 guidance implies
that non-GAAP EPS will improve
from the prior quarter. Sanmina-SCl’s
internal forecast isalso targeting non-
GAAP EPS improvement, but the
company would still produce a non-
GAAP |oss per share, based on this
outlook. Both Jabil and Plexus expect
their non-GAAP EPS to decrease se-
quentialy in Q2. Celestica’s Q2 guid-
ance callsfor non-GAAP EPS to
remain flat or decline versus the prior
quarter. No such conclusions can be
drawn from Benchmark’ s guidance.

News

Toshiba To Outsource
Phone Production

Japan’s Toshiba said it will out-
source maobile phone production for
the Japanese market to EM S providers
outside the country. The company’s
Hino operationsin Japan, amobile
phone facility serving the Japanese
market, will outsource manufacturing
to overseas EM S providers starting
October 2009.

The approximately 200 employees
now engaged in mobile phone produc-
tion at Hino will be reassigned within
Toshiba group.

Japan’ s mobile phone market went
into a steep decline following the in-
troduction of anew sales system that
raised handset prices and encouraged a
long-term replacement cycle. The de-
clinewasreinforced by aloss of con-
sumer demand resulting from the
current recession. In responding to
these new market conditions, Toshiba
has undertaken afull review of mobile
phone production under profitability
improvement programs announced in
January.

Product development and design
will continue at Hino, which will also
focus on product control, NPI support
for EM S providers, and repair and ser-
vice,

Smart phone production for all
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markets will continue to take place at
a Toshiba operation in Hangzhou,
China.

Toshiba produced 3 million hand-
setsinitslast fiscal year, and most of
them went into the Japanese market,
according to areport by the Associated
Press.

Some new business...Enphase En-
ergy (Petaluma, CA) has selected
Flextronics (Singapore) asits global
manufacturing partner for the produc-
tion of solar microinverters. Enphase
Microinverter Systems convert the DC
output of asingle solar module into
AC power....A top-five North Ameri-
can automotive supplier has awarded
Kimball Electronics Group (Jasper,
IN) athree-year contract to produce
Bluetooth hands-free radio devices for
the automotive OEM market. Paired
with Bluetooth-enabled mobile
phones, these devices provide drivers
with cell phone calls through a vehi-
cle’saudio system. Annual volumeis
expected to exceed 500,000 units. Pro-
duction will take place at Kimball’s
Jasper, IN, facility, which has been
manufacturing Bluetooth devices since
2007....The Rogerstone, UK, site of
TT electronicsintegrated manufac-
turing services (Weybridge, UK) has
won a contract in excess of £2.5 mil-
lion ayear to supply PCB manufactur-
ing servicesto Crowcon Detection
I nstruments (Abingdon, Oxfordshire,

UK), amaker of portable and fixed
gas detection products. Crowcon de-
cided to move to a single manufactur-
ing partner.

Facility projects...Hon Hai Preci-
sion Industry (Tucheng City, Taiwan)
will invest 30 billion yuan ($4.4 bil-
lion) to erect an industrial park in Xia-
men, China, with an emphasison
optoelectronics and will start construc-
tionin July for an R& D center in the
Kaohsiung Software Park in Taiwan,
reported Asian sources Digitimes and
China Knowledge....EM S provider
Cirtronics, which iscelebrating its
3(2)-year anniversary, has added 75,000
ft toitsfacility in Milford, NH, since
the beginning of theyear.....Sibex,
Inc. (Safety Harbor, FL), an EMS
company using the trade name Si bezzx
Electronics, is building a 52,500-ft
manufacturing facility in Homosassa,
FL.

Technology sharing...Freescale
Semiconductor has partnered with
Flextronicsto create a high-perfor-
mance reference design for the enter-
prise WLAN access point market....A
researcher from Singapore’ s Agency
for Science, Technology and Research
enabled CEI Contract Manufactur-
ing (Singapore) to strengthen its capa-
bilitiesin electro-optics under a
government-sponsored program, The
Straits Times reported.



Last Word

Lean Supply Chains
Could Turn Mean

So far, the pursuit of lean supply
chainshasproved agood thing for those
who participate at thevariousstagesof a
supply chain. Levelsof inventory over-
hangthat burdened providersand OEMs
during the last recession are absent this
time around. In today’s environment,
supply-chain players conserve cash by
minimizing theamount of inventory they
control and the capital tied up therein.
But lean supply chainsare not necessar-
ily astrategy for all seasons. Thesechains
could end up getting in the way of a
recovery.

Not only has inventory been taken
out of supply channels, but there are
concernsthat downstreamsuppliersseek-
ingto createl eaner operationsduringthe
downturn have also cut back on capaci-
ty. “Throughout the past few quarters of
downturn there has been capacity taken
out of many pointsin the supply chain,
which will make the spring-back to ac-
tion more difficult in different points,”
said Gayla Delly, president of Bench-
mark Electronics, during the compa-
ny’s earnings conference call in April.
Benchmark is trying to anticipate how
quickly its supply chain will be able to
respond when markets come back.

For many EM Sprograms, new orders
will not start with areturn of end market
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demand. In such cases, providers will
start ramping production when OEM
customers give them orders to begin
supplying product for finished goods
stocks that have been drawn down dur-
ing the recession. Another sign of an
industry recovery will appear when cus-
tomers restart new programs that have
been pushed out or put on hold.

What happens if large numbers of
OEMs decideto restart programsor in-
creaseproductionat about thesametime?
This scenario could very well happen.
The downturn was broad in its reach,
prompting areduction infinished goods
stocksacrosstheboard. If marketsstabi-
lize around the same time, many OEMs
will start thinking about ordering more
product tofill their channels. Otherswill
consider restarting programs that have
been delayed or suspended.

At one EMS provider, |. Technical
Services, several of its new customers
across various industries will resume
their program schedulesaround the July
to August time frame. If many other
OEMs have similar plans for the sum-
mer, that could spell trouble. “My con-
cern, aswe have seen before, isif all of
these requirements in different indus-
tries start up late summer, we could see
some component-level and capacity
shortages as they al vie for the same
resources,” said Michael Thompson,
CEO of I. Technical Services (and an
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MMI adviser). Hepointsto past shortag-
esof LEDs, tantalum capacitors, oscilla-
tors, raw card capacity and evenmemory.
“With thistiming along with the end of
theyear selling cyclebeforeschool starts,
holidaysand aslightly recovering econ-
omy, there could be component-level
shortages ahead,” he warned.

If lean supply chains end up caus-
ing component-level shortages that
delay shipments during arecovery, it
will become apparent that there are
times when inventory is not such a bad
thing.
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