Manufacturing Market

inside the contract manufacturing industry

Vol. 20, No. 5

May 2010

MMI Ranks the 25 Largest Providers in Outsourcing

Group sales declined
by 6.5% in 2009

When MMI ranked the 25 largest
providersin outsourcing by 2009 sales
in U.S. dollars, several things stood
out. First, ODMsin the group man-
aged to pull off an overall sales
increase, resulting in a better-than-
expected single-digit declinefor the
Top 25 last year. Second, the gap be-
tween ODM and EM S growth widened
in 2009 within the Top 25. Third,
some important changesin the Top 25
order occurred. Fourth, the addition of
three EMS providers meant that the
EMS side was once more in the major-
ity of the Top 25. Finally, Taiwan-
based companiesincreased their
already commanding share of Top 25
revenue.

After 2009 sales were compiled for
the 25 largest providersin outsourcing,
their combined performance for 2009
did not look as bleak as one might
have expected given the severity of the
global downturn. Indeed, Top 25 sales
declined by 6.5% in 2009, well above
ablended forecast that called for a
12.5% drop in outsourcing revenue
(Feb., p. 7). Top 25 salestotaled
$234.1 billion for 2009, down from
$250.5 hillion the year before.

The Top 25 decline would have
been more severe had it not been for
the contribution of the 11 ODMs that
made the 20009 list. Their combined

revenue grew by 4.7%
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more resilient during the recession
than the more diversified EMS model
was. The EMS-ODM growth gap with-
inthe Top 25 was far greater than in
the previous three years when the
ODM advantage ranged from 4.9% to
5.9%. This pronounced widening of
the growth gap in 2009 signified great-
er share gains by ODMs last year.
Asevidence of ODM share gains,
ODMsin the Top 25 accounted for
47.9% of group salesin 2009, com-
pared with 44.0% of salesthe year be-

fore. Thisincrease becomes al the
more significant when you realize that
the 2009 Top 25 contains three fewer
ODMsthan in 2008 (Chart 2, p. 3).

In 2009, the Top 25 growth rate
declined for the second year in arow.
The 2009 rate of -6.5% followed the
prior year’s 9.8%, which represented
24 companies (2008 sales growth was
not applicable in one case.) Both the
2009 and 2008 rates departed from the
results of the previous five years
(Chart 3, p. 3). Yet the average growth
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rate over the last seven years still
equals 16.2%, despite the slide of the
last two years. Questions now arise:
Will future yearsreturn to this aver-
age? Or do 2008 and 2009 presage a
new norm of lower growth?

The Top 25 providersin outsourc-
ing appear in Table 1. The 2009 stand-
ings, based on revenue for the year,
reveal anew order in the outsourcing
space. While Hon Hai Precision In-
dustry retained its virtually unassail-
able number-one position, Quanta
Computer overtook Flextronicsfor
second place. With Flextronics drop-
ping to third, Compal Electronics
held onto fourth position. Wistron and
Pegatron/Unihan switched places
from 2008, as Wistron moved up one
rung to fifth, and Pegatron/Unihan cor-
respondingly moved down to sixth.
Likewise, I nventec and Jabil Circuit
exchanged positions, with Inventec
taking over seventh from Jabil, which
landed in eighth. Completing the top
10 were TPV Technology and Celes-
ticain ninth and tenth place respec-
tively, the same positions they held for
2008.

Three contract manufacturers made
the greatest advance in the 2009 stand-
ings from the year before. ODMs
AmTRAN and Ability Enterprise
and EMS provider Plexus each rose
three positions from 2008 to 2009.

In 2009, sales declines madeiit easi-
er to join both the top 10 and the Top
25. To be ranked in the top 10, acon-
tract manufacturer needed aminimum
of $6.09 hillion in sales, which was
$1.59 hillion lower than the 2008 cut-
off. Membership in the outsourcing
Top 25 required 2009 sales of at least
$850 million, compared with a 2008
minimum of $1.06 billion (May 2009,
p. 2). The Top 25 cutoff reached its
peak in 2008 and last year returned to
within $20 million of its 2006 level
(Chart 4, p. 3).

The 2009 Top 25 includes three
EMS providers that did not show up
on the 2008 list. They are Asia-based
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Table 1: Top 25 Providers in Outsourcing for 2009
Sales 2009 Sales Sales
Organization Headquarters calendar rank by 2008 calendar growth Business
2009 total rank 2008 '08-'09 model
(M US$) sales (M US$) (%)
Hon Hai Tucheng City, $59,333 1 1 $61,879 -4 EMS/compo-
Precision Industry Taiwan nents/channel/
ODM/other
Quanta Computer Gueishan, $25,433 2 3 $25974 -2 ODM
Taoyuan, Taiwan
Flextronics Singapore  $23,754 3 2 $33,141  -28 EMS/compo-
nents/ODM
Compal  Taipei, Taiwan $20,451 4 4 $15,188 85 ODM
Electronics
Wistron Hsinchu, Taiwan $16,556 5 6 $14,121 17 ODM/EMS
Pegatron/Unihan  Taipei, Taiwan $13,999 6 5 $14,775 -5 ODM/EMS
Inventec  Taipei, Taiwan $13,478 7 8 $12,030 12 ODM
Jabil Circuit ~ St. Petersburg, $10,962 8 7 $12,113 -10 EMS
FL
TPV Technology  Taipei, Taiwan  $8,032 9 9  $9,247 -13 ODM/OBM
Celestica Toronto, Canada  $6,092 10 10 $7,678 21 EMS
Sanmina-SCI SanJose, CA  $5,237 11 11  $6,844 -23 EMS/compo-
nents
Innolux Display* Miao-Li, Taiwan  $4,989 12 14 $5,097 -2 ODM/compo-
nents
Qisda Gueishan,  $4,547 13 12 $5,378 -15 ODM/EMS
Taoyuan, Taiwan
New Kinpo  Taipei, Taiwan  $4,200 14 13**  $4,700 -11 EMS/ODM
Group
Venture Singapore  $2,343 15 16 $2,679 -13 EMS/ODM
Elcoteq Luxembourg ~ $2,095 16 15 $5,070 -59 EMS
Benchmark Angleton, TX  $2,089 17 17  $2,590 -19 EMS
Electronics
AmTRAN Chong He City,  $2,037 18 21 $2,021 1 ODM
Taiwan
Plexus Neenah, WI  $1,591 19 22 $1,840 -14 EMS
Universal Nantou, Taiwan  $1,563 20 19 $2,062 -24 EMS/ODM
Scientific
Industrial (USI)
Inventec  Taipei, Taiwan  $1,492 21 18 $2,202 -32 ODM/OBM
Appliances
Ability Enterprise Taipei, Taiwan  $1,109 22 25 $1,070 4 ODM
Beyonics Singapore  $1,028 23 new $886 16 EMS
Technology
SIIX Osaka, Japan $865 24  new $897 -4 EMS
Zollner Elektronik  Zandt, Germany ~$850 25 new  $1,050 -19 EMS
Totallavg. $234,125 $250,532 6.5
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. *In 2010, Innolux Display merged with Chi Mei Optoelectronics
and TPO Displays to create Chimei Innolux. **2008 rank included a power supply company that was
excluded from this analysis.

Beyonics Technology and SI1X and
Europe' s Zollner Elektronik. Both

SIIX and Zollner are returnees, having
made the 2007 list, while Beyonicsisa
newcomer. Three ODMs disappeared
from the 2009 list. Two dropped off

because of sales declines, and athird
was reclassified as a branded-product
OEM. The replacement of three
ODMswith three EM S providersre-
stored the EM S side to amajority of
the Top 25.
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Chart 2: Top-25 Sales by Type of Provider

EMS providers
52.1%

Of the Top 25, ODM Compal
Electronics had by far the highest
growth rate at 35% (in U.S. dollars).
Three other contract manufacturers—
ODMs Wi stron and I nventec and
EMS provider Beyonics— also posted
double-digit growth ratesin 2009. For
19 members of the Top 25, saleswere
down in 2009 on a U.S.-dollar basis.

Hon Hai' s consolidated salesfell
by 4% in U.S. dollars (essentialy flat
in NT dollars), dlightly above the Top
25 average. The company’ s non-con-
solidated sales were off 8%, and sales
of its majority-owned handset subsid-
iary, Foxconn International Hold-
ings, were down 22%. Buffering these
declines was a 55% increase in the
sales of other units whose revenue
Hon Hai can claim (Table 2). The oth-
er units, which are not affiliates, ac-
counted for 15% of Hon Hai’s
consolidated salesin 2009.

Last year, Taiwan tightened its grip
on the outsourcing space, based on
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Top 25 data. Taiwan-based providers
in the Top 25 accounted for 75.7% of
group sales (Chart 5). That’s up from
71.3% of revenue for the 2008 list,
which contained three more Taiwanese
ODMs (May 2009, p. 3). The 14 Tai-
wan-based providersin the 2009 Top
25 combined for sales of $177.2 hil-
lion, up 1% from ayear earlier.
Editor’snote: A company was
classified as EMS or ODM based on
which model supplied the company’s
primary source of revenue or was esti-
mated as such. The EM S-versus-ODM
analysis presented here does not allow
for the fact that some companies pur-
sue both EMS and ODM business.
The Top 25's sales of $234.1 hil-
lion were not all derived from EMS
and ODM work. Asshownin Table 1,
some companies mix in revenue from
other businesses such as components
or own brand manufacturing (OBM).
Mammoth Hon Hai hastaken this
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strategy the furthest, with revenue
streams coming not only from compo-
nents and the channel but also from
other areas such asretail and software.
To some degree, Top 25 sales and
growth figures have been influenced

by revenue from businesses outside the
realm of contract manufacturing. Ina
few cases, the addition of other busi-
ness to contract manufacturing revenue
might have unfairly boosted a provid-
er'srank.

Table 2: Components of Hon Hai's Sales

Sales Sales Sales
calendar calendar growth

2009 2008 '08-'09
(MUS$) (MUSS$) (%)

Sales
component

Hon Hai non-
consolidated

43,022 46,732 -8

Foxconn Inter- 7,214 9,271 -22
national Holdings

Other units 9,098 5876 55

Hon Hai 59,333 61,879 -4

consolidated

Chart 5: Taiwan-Based Companies' Share
of Top-25 Sales in 2009

Taiw an-based
companies
75.7%



Hon Hai Boosts Q1
Results for Top 11

Thanks to the contribution of Hon
Hai Precision Industry, combined Q1
salesfor the eleven largest EM S pro-
vidersincreased 27.3% year over year
in U.S. dollars. However, without Hon
Hai, revenue growth for the other ten
companies amounted to a modest 7.0%
(Table 1). Hon Hal, by far the largest
company in the group, had the highest
growth rate year over year. Only one
other provider in the top 11 was even
close.

On asequential basis, top-11 reve-
nue for Q1 was down 8.2%, but aggre-
gate net profit fell at afaster rate of
25.9%. For this comparison, Hon Hai
exerted adrag on results. Excluding
Hon Hai, combined sales for the rest
of the group slipped by 6.7% from the
prior quarter, while net profit rose by
17%. Only two providers, Plexus and
Sanmina-SCI, were ableto increase
their sales sequentially in a quarter
prone to seasonal effects.

GAAP margins were analyzed for
the six U.S.-traded provid-

revenue dropped 24%. Extended lead
times impacted shipments by about
$20 million in the quarter. Non-GAAP
gross margin rose to 7.9% from 7.3%
in the prior quarter, and non-GAAP
operating margin was 4.0%, up 50 ba-
sispoints sequentially. Benchmark
posted non-GAAP EPS of $0.30 for
Q1, which represented an 88% in-
Ccrease year over year.

During Q1, the provider booked 11
new programs estimated to generate
revenue of $300 million to $375 mil-
lion at full ramp. Two are computing
programs together worth about $200
millioninrevenue.

Cal-Comp Electronics. Q1 sales
of 27.3 billion baht grew 12.7% year
over year mainly dueto increased de-
mand in the PC peripherals sector.
Gross margin amounted to 3.58%, up
38 basis points from the year-earlier
period as aresult of an increase in box
build. The company saw its net income
more than triple from 103.5 million
baht in Q1 2009 to 381.9 million baht
in Q1 2010. Net profit margin for the
quarter was 1.4%.

Celestica. The provider reported
Q1 adjusted EPS of $0.19 versus
$0.15 for the year-earlier period. Ad-
justed gross margin was 7.2%, up 10
basis points from the prior quarter, but
down 60 basis points from ayear earli-
er. Adjusted operating margin equaled
3.4%, compared with 3.6% for the pre-
vious quarter and 3.2% ayear ago.
The 3.4% operating margin was the
company’s best result for its seasonal -
ly weak Q1 in more than eight years.
Celestica continues to pursue an ad-
justed gross margin target of 7% to
7.5% and an adjusted operating mar-
gin goal of 3.5% to 4%.

Q1 saleswere down sequentialy in
all of Celestica’ s segments except tele-
com, where revenue increased 10%.

Elcoteq. Q1 salestotaled 220.5
million euros, down 53.1% year over
year. Sales of Elcoteq’ s Consumer
Electronics unit (77% of total sales)
fell by 50.7% mainly due to lower
handset deliveries and a shift to con-
signed businessin Juarez, Mexico.
Sales of the System Solutions unit
dropped about 59.6% primarily asa

ersinthetop 11 (Table 2,
p. 5). Composite gross
margin for this subset held
steady at 6.6% from the
prior quarter despite a
5.5% declinein combined
sales. What's more, com-
posite gross margin was
up by 230 basis points
year over year. Overall
operating margin for Q1
stood at 2.3%, down 10
basi s points sequentially.

Qlresultsin brief

Benchmark Electron-
ics. Q1 revenue of $571.9
million camein below
guidance of $580 million
to $620 million. Sales
were up sequentially in all
of Benchmark’s sectors
except computing, where
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Table 1: Q1 2010 Results for the 11 Largest EMS Providers (M US$ or %)

‘Company Head- Reports Q1'10 Q4'09 " Q1109 yp-yr Q1 10 Q4709 Q1709
(in order of uarters inUS$ sales sales . sales ch net net  net
Q1 sales) q chg. 9- profit  profit profit
Hon Hai Taiwan No 17,055 18,856 -9.6 11,137 53.1 564 898 393
(Foxconn)
Flextronics  Singapore Yes 5,940 6,556 -94 5583 64 60 93 (240)
Jabil Florida Yes 3,005 3,088 -2.7 2887 4.1 30 28 (866)
Sanmina-SCI California Yes 1528 1,478 33 1,195 27.8 10 59 (38)
Celestica Canada Yes 1518 1,664 -88 1,469 33 26 31 19
Cal-Comp Thailand No 831 849 -2.2 687 21.0 12 9 8
Electronics*
Benchmark Texas Yes 572 600 -4.7 497 15.1 18 17 9
Plexus  Wisconsin Yes 491 430 14.1 389 26.3 21 18 5
Venture  Singapore No 456 655 -30.4 480 -49 28 12 18
Universal Scien- Taiwan No 454 464 -2.0 314 445 17 16 8
tific Industrial
Elcoteq Luxembourg No 305 392 -22.2 612 -50.2 56** (46) (59)
Top-11 Total/avg. 32,154 35,034 -8.2 25,250 27.3 841 1,135 (748)
Total/avg. 15,100 16,178 -6.7 14,113 7.0 277 237 (1,141)

without Hon Hai

Results in non-U.S. currencies were converted to U.S. dollars by applying a three-month average rate for the
corresponding period. Average exchange rates were based on monthly 2009 and 2010 data from the U.S. Federal
Reserve. *Largest member of New Kinpo Group. **Includes one-time gain from hybrid securities transaction.
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(in order of gross gross gross

Table 2: Q1 2010 GAAP Margins for Six Large EMS
Providers, U.S.-Traded ( %)

Company Q1'10 Q4'09 Q1'09 Q1 '10 Q4 '09 Q1 ‘09

Q1 sales) marg. marg. marg. marg.

lion for the same
period ayear ago.
That'sanincrease
of 43.9% in Tai-

Flextronics* 54 5.7 2.0
Jabil 7.4 75 5.4
Sanmina-SCI 7.7 7.4 5.7
Celestica 7.0 6.6 7.6
Benchmark 7.9 7.3 6.4
Plexus 10.3 10.3 9.2
Total/avg. 6.6 6.6 4.3

oper. Oper. oper.
marg. marg| wandollars. While
19 22 -24 | Q1grossprofit
2.1 2.1 -24.4 | increased by
30 27 -11| 314%(inNT$)

24 24 22
3.7 31 21
4.8 47 14
2.3 24 -6.7

from ayear earlier,
gross margin fell
by 83 basis points
to 8.65%. Q1 oper-

operating income.

*Intangible amortization was subtracted from reported

ating margin of
3.65% was virtual-

result of the divestment of Ericsson-
related operations in Estonia. Elcoteq
believesthat it reached abottom in
QL. The provider reported an operat-
ing loss of 12.9 million euros for Q1
but expects operating profit to turn
positive for the second half of 2010.

The company said it continues to
work on further strengthening its bal-
ance sheet and this month retired de-
bentures valued at 21.5 million euros
in exchange for a hybrid bond and
warrants (see also April, p. 7-8).

Flextronics. For itsfiscal Q4 ended
Mar. 31, non-GAAP EPS amounted to
$0.16, compared with $0.17 in the pri-
or quarter and $0.03 ayear earlier.
Non-GAAP gross margin for the
March quarter increased sequentially
by 30 basis pointsto 5.8% as overall
mix improved. The company’s compo-
nents businesses remained below nor-
malized profitability levels. Adjusted
operating margin for the quarter held
constant at 2.9% versus the prior quar-
ter but was up 200 basis points from a
year ago. Flextronics has anear-term
goal of 3.5% for this metric.

The provider was unable to claim
revenue estimated at $150 million to
$200 million because of component
shortages. Sales declined sequentially
in three out of Flextronics' five seg-
ments.

Hon Hai Precision Industry. The
world’slargest EM S provider reported
consolidated Q1 sales of NT$544.4
billion, compared with NT$378.3 bil-
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ly the same asthe year-earlier figure of
3.66%. On ayear-over-year basis, EPS
did not grow asfast as salesdid. Hon
Hai posted Q1 EPS of NT$2.08, up
34% from the year-ago result of
NT$1.55.

Jabil Circuit. For itsfiscal Q2 end-
ed Feb. 28, non-GAAP EPS of $0.29
more than doubled from $0.13 report-
ed ayear earlier. Non-GAAP operat-
ing margin stood at 3.2%, down 20
basis points sequentially but up 140
basis points year over year. Jabil expe-
rienced the lowest sequential decline
in fiscal Q2 revenue (see Table 1) and
non-GAAP operating margin since
fiscal 2004.

Revenue from the company’sEM S
division grew 10% sequentially, and in
three out of four sectors within the di-
vision there were double-digit increas-
es. Jabil’s Consumer division posted a
21% seasona decline in salesfrom the
prior quarter. Non-GAAP operating
margins for the EM S division and
Consumer division were 4.2% and 0%
respectively.

Plexus. Salesfor itsfiscal Q2 end-
ed April 3 were up 14% sequentialy,
while EPS rose 16%. Compared with
the prior quarter, revenue increased by
double-digitsin three out of Plexus
five sectorsled by wireless infrastruc-
ture with 42% growth. The only disap-
pointment was the defense/security/
aerospace sector, whose sales re-
mained nearly flat versusthe prior
quarter. Gross margin for fiscal Q2

was 10.3%, the same asin the prior
quarter, which included 70 basis points
from alegal settlement, while operat-
ing margin rose 10 basis points se-
quentialy to 4.8%, not far from the
company’ s 5% target.

During fiscal Q2, Plexuswon 18
new manufacturing programs expected
to bring in about $137 million in annu-
alized revenue when fully ramped.

Sanmina-SCI. For itsfiscal Q2
ended April 3, non-GAAP EPS of
$0.29 beat guidance of $0.22 to $0.27
and surpassed the prior quarter’s EPS
by $0.06. Non-GAAP gross margin of
7.8% improved by 20 basis points se-
quentialy and 190 basis points year
over year. Sanmina-SCI said non-
GAAP gross margin for its component
businesses is approaching the corpo-
rate average. Non-GAAP operating
margin was 3.7%, up 40 basis points
quarter to quarter and 270 basis points
from ayear earlier. The provider's
goal for non-GAAP operating margin
isto exceed 6%.

Compared with the prior quarter,
the company saw revenue growth in
three out of four segments. Sales were
down 10% in enterprise computing
and storage.

Universal Scientific Industrial.
Consolidated Q1 revenue totaled
NT$14.5 billion, representing growth
of 35.8% from the same period ayear
ago. Consolidated net incomeim-
proved at a much faster rate, asit dou-
bled from ayear earlier to NT$530.5
million. Gross margin for Q1 was
11.12%, nearly unchanged from
11.07% ayear earlier. But operating
margin rose by 198 basis points year
over year to 4.31%, and operating in-
come climbed by 151% (in NT$).

Venture. Q1 revenue of S$639.5
million fell by 11.9% year over year,
mainly due to an anticipated paring
down of the lower value-added portion
of the company’ s printing and imaging
business. Apart from the sales decline
in this business and related printing
and imaging peripherals and accesso-



ries classified under Venture' s com-
puter peripherals and data storage seg-
ment, the provider’ s other segments
contributed double-digit gains from a
year earlier. Despite the revenue de-
cline, adjusted profit after tax and mi-
nority interests came to S$40.3
million, up 29% from the year-earlier
period. Adjusted PATMI margin stood
at 6.3% for Q1 versus 4.3% ayear

ago.

Double-Digit Growth
Estimated for First Half

If the six largest EMS providersin
the U.S.-traded sector hit the midpoint
of their Q2 sales guidance, then this

highly visible group will achieve dou-
ble-digit sales growth for thefirst half
of 2010. With Q2 sales estimates set
equal to guidance midpoints, first-half
revenue for the group is projected to
total $26.90 billion, up 12.6% (table).
If this rate holds up for the entire year
within theindustry at large, then 2010
will surprise those people expecting a
single-digit recovery in 2010.

On ayear-over-year basis, compos-
ite growth for Q2 has an even better
outlook than thefirst half does. Again
based on guidance midpoints, Q2 sales
for the six providerswill amount to an
estimated $13.85 hillion, representing
a16.7% increase from ayear ago. The
lowest projected growth rate for the
quarter is9.8%, and in four out of six

cases, the estimated increases exceed
20% (table). At the high end are Plex-
usand Sanmina-SCI with projected
growth of 40.6% and 32.3% respec-
tively.

All six providers will attain sequen-
tial salesgrowthin Q2 if these projec-
tions prove accurate. Overall, the
sequential increase for the group’s Q2
revenueis estimated to be 6.1%.

Q2 guidance suggests that four out
of six companies expect their non-
GAAP EPSfor the quarter to improve
from Q1. Benchmark Electronics,
Jabil Circuit, Plexus and Sanmina-
SCI arein this camp. In the case of
Celestica and Flextronics, guidance
callsfor non-GAAP EPSin Q2 to be
equal to or greater than that in Q1.

Q2 2010 Guidance and Estimates for the Six Largest U.S.-Traded Providers (sales in B$ except as noted)
, tr.-qtr. , Yr.-yr. Q1-2 '10 1-2  esti- 1 EPS Q2 Guidance
Company . Q2 . QZ Q110 Qes’[iqm. Q209 estir)r/:. Qes’[imat- Q'09 mated QNon- ° Non-
guidance midpoint  sales chg. sales chg. ed sales sales change GAAP*$ GAAP*$
Flextronics 6.1-6.6 6.35 594 69% 5.78 9.8% 1229 1137 8.1% 0.16 0.16 - 0.19
Jabil** 3.1-33 3.2 300 65% 262 224% 6.20 550 12.8% 0.29 0.30 - 0.36
Sanmina-SCl  1.55 - 1.65 1.60 153 4.7% 121 32.3% 3.13 240 30.1% 0.29 0.30 - 0.36
Celestica 15-16 1.55 152 21% 140 10.5% 3.07 287 6.8% 0.19 0.19-0.23
Benchmark 600 -630M 615 M 057 75% 048 27.6% 119 0.98 21.3% 0.30 0.31-0.34
Plexus 520 - 545 M 5325 M 049 85% 0.38 40.6% 1.02 0.77 33.4% 0.51 0.54 - 0.60
Total/avg. 13.85 13.05 6.1% 11.87 16.7% 26.90 23.89 12.6%
Q2 estimates equal midpoint of Q2 guidance. First-half estimates equal Q1 sales plus midpoint of Q2 guidance.
*Non-GAAP EPS may not be comparable from company to company. **Q2 data corresponds to the quarter ending May 2010.

New IDC Forecast

According to a new forecast from
market research firm IDC (Framing-
ham, MA), the contract manufacturing
industry comprised of EMS providers
and ODMswill exhibit acompound
annual growth rate of 8% over the pe-
riod 2010-2014. The IDC forecast
seems to be saying that the industry is
no longer capable of generating dou-
ble-digit growth over the long term.

Thisforecasted growth follows an
industry contraction of 11% last year,
which IDC said was less than expected
due to aresurgence of consumer
spending late in the year. Note that this
estimated declineis still greater than

6

the 6.5% decrease computed for the
outsourcing Top 25 in 2009 (see arti-
cleonp. 1).

IDC saystheindustry’ srecovery is
still on shaky ground, with periods of
weakness expected into 2011. The
firm expects that consumer spending
will be slow to recover, while most
enterprises remain cautiousin their
spending. “ Significant expansion op-
portunitieswill present themselves, but
growth will be uneven throughout the
industry, with some segmentsfaring
better than others,” stated Michael Pal-
ma, senior research analyst, Electron-
ics Manufacturing Services &
Consumer Device Semiconductors.

The firm listed a number of diffi-

cultiesthat contract manufacturerswill
face over thelong term. A greater pro-
portion of lower-priced computer and
consumer products will continue to put
downward pressure on revenues. Many
OEM s are expected to continue fol-
lowing commaodity purchasing pat-
terns, which erode profits for contract
manufacturers. OEM desiresto in-
crease efficiency in supply chainswill
continue to pressure lead times and
inventory levels. Consolidation of
OEMs and supplierswill continue
even as emerging entrants from devel-
oping regions begin to impact global
markets. Alternative service providers
are likely to pose a greater competitive
threat to contract manufacturers, and
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they will be challenged to keep provid-
ing new valueto their clients.

News

Sanmina-SCI
To Buy BreconRidge

Sanmina-SCI (San Jose, CA) has
signed a definitive agreement to ac-
quire BreconRidge (Ottawa, Canada),
adesign and manufacturing services
provider speciaizing in RF, micro-
wave and optical technologies and ap-
plications. The deal will expand
Sanmina-SCI’ sRF/microwave and
micro/opto-electronic capabilities,
which can be applied across a number
of market segments.

Subject to post closing adjustments,
the purchase price will be $53 million
including equity and assumption of
certain liabilities. BreconRidge, an
MMI Top 50 EMS provider, listed its
2009 sales as $225 million in the latest
Top 50 survey (March, p. 4). The
company’ s revenue isnow running at a
rate of about $45 million per quarter.
Sanmina-SCI expects revenue from the
acquisition to bein arange of $250
million to $300 million in the first
year. Closing is expected is occur in
about 30 days from the deal’ s an-
nouncement on April 26. The transac-
tion is expected to be accretive to
non-GAAP EPSwithin thefirst year.

“The number-one reason that we
wanted to do this transaction was the
engineering strength in opto-electron-
icsand RF that is applicable across all
of our vertical markets from wave
guidesin the defense and aerospace
business, in our optical communica-
tions business, in our medical busi-
ness,” said Hari Pillai, Sanmina-SCI’s
president and COO, during the compa-
ny’ s earnings conference call last
month. The industrial sector isanother
areamentioned in connection with
these capabilities.

BreconRidge has engineering ex-
pertise in component- and module/
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system-level solutionsfor RF/micro-
wave and optical applications up to
100 Gb/s, with advanced broadband
applications topping this speed. De-
sign and engineering strengths also
include multichip module solutions as
well as multiple semiconductor pack-
aging technologies and MEM S pack-
aging solutions.

By adding expertise in these lead-
ing-edge technol ogies, Sanmina-SCl is
following along-held strategy to build
high-end capahilities. The company
has applied the strategy to such areas
as PCBs, backplanes and mechanical
services. “We'retrying to create a
niche where we believe that we have a
competitive advantage,” said Jure
Sola, Sanmina-SCI’ s chairman and
CEO, during the earnings call.

“This acquisition strengthens both
our position and our customer basein
RF/microwave and micro/opto-elec-
tronic technologies,” stated Sola. He
asserted that after the deal closes,
“Sanmina-SCI will be the leading elec-
troni cs manufacturing services provid-
er for these rapidly expanding
leading-edgetechnologies.”

BreconRidge began lifeasan EMS
provider in 2001, when the divested
manufacturing, distribution and repair
operations of Mitel Networkswere
combined with a consulting and sourc-
ing firm and a devel oper of testing
hardware and software. Mitel remains
acustomer of BreconRidge, and other
clientsinclude Thales, GE, Catch the
Wind, BelAir Networksand R.L.
Drake. BreconRidge also servesthe
Nortel optical business that was sold
to Ciena, which happensto be a cus-
tomer of Sanmina-SCl.

Although customer overlapis
present, Sanmina-SCI reported that
thereisvirtually no program overlap.
The company views the customer
overlap as complementary.

BreconRidge operates manufactur-
ing sitesin Ottawa, Canada, and Shen-
zhen, China. The company aso hasa
logistics and repair center in Odgens-

burg, NY, and engineering and support
officesin Hong Kong. At the end of
2009, BreconRidge employed 1,200
people, according to Top 50 survey
data

With this acquisition, Sanmina-SCI
will take over responsibility for invest-
ment in the BreconRidge business.

The deal will augment Sanmina
SClI’ s optical capability, which the
company has been building in recent
years, starting with an optical activity
acquired from Alcatel in 2002 and
enhanced by the 2009 takeover of
JDSU’ soperationsin Shenzhen, China
(Feb. 2009, p. 7). To “take this capa-
bility to the next level,” Sanmina-SClI
felt that it needed the BreconRidge
acquisition, said Sola. Optical capabil-
itiesat Sanmina-SCI have a current
capacity of around $500 million to
$600 million in revenue, and he noted
that the optical side“could be a bil-
lion-dollar businessin acoupleyears.”
The company expects this type of
businessto deliver higher marginsthan
the corporate average.

Nortech Makes
Medical Move

Nortech Systems (Wayzata, MN),
apublicly held EMS provider, has ex-
panded its presencein the medical
market by acquiring the intellectual
property and assets of Trivirix (Mila
ca, MN), excluding cash and receiv-
ables.

Trivirix specializesin design, man-
ufacturing and post-production servic-
esfor complex electronic and
electromechanical medical devicesin
diagnostic, analytical and other life-
science applications. In addition, the
operation maintains 1SO 9001 and SO
13485 certification, FDA registration
and QSR compliance.

“This acquisition expands our capa-
bilities and expertise serving medical
electronics manufacturers,” said Mike
Degen, Nortech’s president and CEO.
“ Along with enhancing our long-term
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sales opportunities to both existing and
new customers, the quality systems,
supply chain expertise and lean manu-
facturing discipline we acquired make
thisastrategic fit with Nortech.”

According to Trivirix’ s website,
two of its customers are DuPont and
Neoprobe.

Nortech serves three core market
segments—industrial, defense and
medical —and market analysts expect
medical to have the strongest growth
potential for EM S firms.

Season Gains a
Foothold in the U.S.

Season Group (Hong Kong), aver-
tically integrated EM S provider, has
acquired the assets of DC Electronics,
a San Antonio, TX-based EMS com-
pany that will give Season a manufac-
turing siteinthe U.S.

The deal will enable Season to of-
fer U.S. customers services such as
NPI, prototype and quick-turn manu-
facturing aswell aslow- to high-vol-
ume manufacturing to help them
launch products quicker and more ef-
fectively, according to the company.

Season now operates seven manu-
facturing facilities spread among four
countries: Canada, USA, Malaysiaand
China, and manuzfacturi ng space ex-
ceeds 700,000 ft . The company has
some 1,600 employees.
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Other deals done...Flextronics
(Singapore) recently acquired an un-
identified operation that specializesin
variousforms of plating in the machin-
ing space. The company described this
deal asa“small, local acquisition.”
Flextronics said it has arapidly grow-
ing machining operation....In March,
EMS provider Cal-Comp Electronics
(Bangkok, Thailand), the largest mem-
ber of the New Kinpo Group, pur-
chased 53.08% of the common stock
of Avaplas (Singapore), a provider of
injection molded plastics and related
manufacturing services. Avaplas has
manufacturing plantsin China, Malay-
siaand Thailand. The price was
S$13.2 million ($9.4 million). Cal-
Comp has sinceincreased its share-
holding to 58.96%. The company
made this purchase to improveitsver-
tical integration capability.

Dealsin the pipeline...Last month,
Craig Muhlhauser, president and CEO
of Celestica, told Reutersthat the pro-
vider plansto complete two health-
care deals during the second half of
2010.

Nokia reportedly to outsource some
assembly...According to a Reuters
report, Nokia will resume contracting
out some of its assembly work in
2010. Last year, the largest mobile
phone maker stopped using contract
manufacturersto supply it with hand-
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set engines (April 2009, p. 5).

More on Russian facility...Last
month, MMI reported that Hon Hai
Precision Industry (Tucheng City,
Taiwan) opened a plant near St. Pe-
tersburg. However, according to are-
port published after the newsdletter’s
April deadline, thisis not the 32,000-
m plant for which Hon Hai and HP
broke ground in 2008. Rather, the
nezwly opened plant is aleased 10,000~
m facility with apilot production line,
The Moscow Times reported. The larg-
er facility is said to remain unfinished.
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