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Positive Sign in Mexico

According to a popular perception,
therisein regional manufacturing —
making a product in the region where
it will be sold —will benefit Mexico,
because it can offer lower costsin ful-
filling North American demand. But is
this perception areality? One way to
answer this question isto look for
EMS providers who are adding capaci-
ty in Mexico. Asthe EMSindustry is
well aware, providers don’t add capac-
ity unlessthey have customers ready to
utilizeit. While MMI did not find
enough evidence to indicate that de-
mand is growing in Mexico across the
board, some providers at least have
been adding capacity —apositive sign
for Mexico's prospects.

EMS giant Hon Hai Precision In-
dustry is said to have ambitious plans
for expanding operations at asitein
Mexico. The Albuquerque Journal
reported that Hon Hai expectsto put
into operatzion thisyear itsthird
400,000-ft facility in San Jerénimo,
Mexico, across the border from Santa
Teresa, NM. What's more, Hon Hai
plansto add 13 more factories of that
sizein San Jer6énimo in the future, ac-
cording to the Journal.

However, the massive expansion
planned for the future in San Jerénimo
may be driven primarily by consolida-
tion of operations from Hon Hai’ s oth-
er facilitiesin Mexico. For a2011
article, aHon Hai executive told
weekly newspaper El Paso Inc. that

the main reason for ahuge campusin
San Jerénimo was the need to bring
the operations at the company’ s four
other sitesin Mexico into asingle lo-
cation.

Sanmina is another large provider
that is adding capacity in Mexico. The
company isinvesting in five more
SMT linesfor its Guadal gjara opera-
tions. In addition, Sanmina has funded
the installation of anew failure analy-
sislab so that the company can pro-
vide more technical support and
services to its Guadal gjara customers.
Sanminais adding capacity in Mexico
to meet requirementsfor regional
manufacturing, said Javier Carral, ex-
ecutive VP IMS (Integrated Manufac-
turing Services), Mexico.

Still, if new business were pouring
in across the EM Sindustry in Mexico,
one would expect to see indications of
that at other large providers. But un-
fortunately, MMI came up empty |ook-
ing for such evidence. Jabil told MMI
that it does not have any significant
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expansion plans being implemented in
Mexico. Flextronics did not respond

when MMI asked whether Flextronics
is expanding any operationsin Mexico.

Responding to customers

OnCore Manufacturing isyet an-
other EM S provider responding to in-
creased demand for manufacturing in
Mexico. The company recently opened
its second plant in Tijuana, which
more than doubles the size of On-
Core' sfootprint there. This new plant
is84,000 ft in size, bringing the com-
pany'stotgl floor space inzTijuanato
142,000 ft from 58,000 ft . OnCore
reported that its businessin Mexico is
enjoying double-digit growth.

In deciding to expand in Tijuana,
OnCore recognized the trend toward
regional manufacturing and Mexico's
rolein that trend. “Many of thefolks
we'retalking to are moving to a‘build
inregion for region’ model, aslogis-
tics costs become alarger portion of a
product’s cost and as the labor arbi-
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trage becomes ever less consequen-
tial,” said Dave Busch, VP business
development/marketing at OnCore.

Creation Technologies aso
launched anew Mexico facility inre-
cent months. With the 2012 acquisi-
tion of Aidling Industriesand its
operation in Mexicali, Creation had
planned all along to move the opera-
tioninto alarger facility there (Oct.,
2012, p. 7). The company isinitially
occupying 85,000 ft of the new facili-
ty, with the abil ityzto expand into an
adjacent 40,000 ft asthe business re-
quires. Thisis asignificant step up
from the 40,000-ft facility obtained in
the Aigling deal.

The need to offer North American
clients alow-cost source of regional
manufacturing was Creation’ smain
motivation for making that deal. “ The
acquisition of Aisling allowed usto
offer right-shore manufacturing to
OEMs selling complex productsinto
North American end markets,” said
Jeff Lambkin, market devel opment
manager at Creation.

He noted that |ess than six months
experience in the new location is prob-
ably not enough time to see any signif-
icant business trends. “ However, the
initial response and level of interest
from our customer base have been ex-
tremely positive and encouraging,”
said Lambkin.

At the core of aregional manufac-
turing model is proximity to end cus-
tomers, afactor behind the growth that
iscoming Sanmina sway in Mexico.
“We are seeing greater demand, and
part of that growth is based on custom-
erstrying to produce products closer
to the final customer or consumer,”
said Sanmina s Carral. “They arelook-
ing for a best time-to-market solution.
If the product is available, you get the
sale, or otherwise you lose the sale. So
flexibility and availability of the prod-
uct are very, very important.”

“We see agood, solid trend of busi-
ness coming into Mexico. So the pipe-
lineis pretty solid,” he said.
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With costsin Chinacontinualy ris-
ing, has Mexico reached parity with
Chinawith respect to total landed
costs? Carral was unwilling to make
general comparisons of thetwo re-
gions because the analysis of whereto
manufacture depends too much on the
product and on variation of demand
from forecasts. Still, Sanmina has no-
ticed atrend in certain markets. “In
some specific markets such as telecom
and medical, because of the size of the
product and the variability of require-
ment, we see Mexico more and more
as being amore attractive solution in
the manufacturing area,” said Carral.
Sanminahas witnessed not only tele-
com infrastructure and bulky medical
products coming back from Asia, but
also industrial products such as power
metersreturning.

Iscrime an issue?

Crimein Mexico makes headlines,
but does it deter some OEMs from
choosing Mexico for their manufactur-
ing solution?“OEMsfeel very com-
fortable with visiting our plantsin
Mexico,” said Carral. “Soitisnot re-
ally afactor in the decision making
process.”

OnCore with itstwo Tijuana plants
is not concerned about crime either. “It
never was a problem in Tijuana,” said
Dave Busch.

But Plexus has adifferent view.
“We believe we are currently disad-
vantaged in the Americas region with
our low-cost solution in Juarez, Mexi-
co. Although the siteis performing
well, we believe the brand at that site
istarnished by violence in Juarez. We
are exploring solutionsin Mexico and
hope to make a decision and announce
our plansin thefiscal third [June]
quarter,” said Plexus CFO Ginger
Jones during the company’ s earnings
call last month.

Observing a general trend

“We are seeing atrend in general of
more companies manufacturingin

Mexico, some of which are transfer-
ring products from Asiato Mexico,”
said Carral. But he pointed out, “It's
not for every product or every market
because it depends on a number of fac-
tors. But being close to American cus-
tomersisthe most obvious one.”
Analysis of acustomer’stotal landed
cost will include the sales price, time
to market, the cost of money, and the
logistics of delivering finished goods.

“We have seen that trend going on
for the last few years, and we see that
it's going to continue for afew more
years,” said Carral. Thetrend is accel-
erating in some areas. He cited as ex-
amples the telecom and medical
sectors, where products are normally
bulky, and | ogistics costs favor Mexi-
co over Asia. Also, shipping goods
from Mexico beats flying them from
Asiawhen deliveries become urgent.

But the magnitude and pace of this
trend remain elusive. Therate at which
OEMs convert to aregional manufac-
turing model will have alot to do with
how fast thistrend progresses. And if
thistrend isindeed a major one, more
EMS providerswill chimein with ca
pacity additions.

Hon Hai Drags Down
Top-11 Sales

EMS giant Hon Hai Precision In-
dustry usually boosts the combined
sales of the largest EM S providers.
Not thistime. In Q1, collective sales
of the 11-largest EM S providerstook a
double-digit plunge from ayear earli-
er, and almost half of that drop can be
attributed to Hon Hai. Q1 revenue for
the top 11 fell 15.0% year over year;
without Hon Hai, the decline would
have been a more tolerable 8.0%
(chart, p. 3).

A 15% decline in revenue puts the
top 11, and by extension the EMSin-
dustry at large, in arather large hole to
start the year.

Top-11 sales for the quarter totaled
$43.6 billion, down from $51.3 hillion
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in the same period ayear ago. At
$27.4 billion in Q1 sales, Hon Hai
represented 62.9% of top-11 sales, as
the company lost 2.8 percentage points
of top-11 market share from ayear
earlier.

Hon Hai’ s sales decline of 18.7%
year over year in US dollars nearly
tied for the worst such result turned in
by atop-11 provider. Celestica’'s
18.8% drop was just sightly greater.
Although Apple sold 7% more iPhones
in Q1 than ayear earlier, an analyst
told IDG News Service that weak de-
mand for the iPhone 5 was the primary
cause of the slump in Hon Hai’ s sales.
Reuters quoted another analyst as say-
ing, “iPhone orders corrected more
than expected” for Hon Hali.

Nine out of 11 providers saw their
salesin US dollarsfall from the year-
earlier quarter (Table 1). Only Jabil
and Univer sal Scientific Industrial
recorded revenue increases, and US|
was alone in achieving double-digit
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growth.
On asequential basis, top-11 sales
in Q1 also plummeted by atwo-digit
percentage, and Hon Hai was responsi-
blefor aclear majority of the drop.
The group’ s revenue sank by 23.2%
from the prior quarter, weighed down
by Hon Hai’ s sequential decline of
29.8% in US dollars. Excluding Hon
Hai, group revenue would have fallen
by 8.8% sequentially. While
Hon Hai endured the great-
est decline, four other pro-
viders experienced
double-digit drops from the

prior quarter (Table1). Of  _, |

the 11 companies, Plexus

was the only provider able 4

to increase revenue sequen- -6 1

tialy. .8 4
Top-11 netincomefor . |

Q1 amounted to approxi-

mately $735 millionfora 127

net margin of about 1.7%. -14 |

(The net income total isap- _1¢

Table 1: Q1 2013 Results for the 11 Largest EMS Providers (M US$ or %) proximate because not
(igg$2?2¥ Head- Reports Q1'13 Q4 '12 Qtrt'r' 0112 Yiyr. & nl:; Q4 nlezt Qﬁetlz al companiesfollow the
. quarters inUS$ sales sales O sales chg. i . | sameaccounting stan-
Q1 '13 sales) chg. profit  profit profit dard.) Just three provid-
- - R - 1 1 1 :
Hon Hai Taiwan No 27,431 39,053 -29.8 33,736 -18.7 5541' 1,269 535 ers— Plexus, US| and
(Foxconn) Venture— achieved net
Flextronics Singapore Yes 5,295 6,123 -135 6,370 -16.9 (27) 32 143 . a_b 0 d
Jabil  Florida  Yes 4417 4637 -47 4236 43 89 106 98 | maginsabove3%,an
Sanmina California  Yes 1,428 1495 -45 1463 -2.4 21 1 (1) | onlyone Venture, a-
Celestca  Canada  Yes 1,372 1,496 -83 1,691 -18.8 1 7 43 | tainedanetmargin
Cal-Comp  Thailand No 994 1,019 -24 1,101 -9.7 9 5 8 | greater than 5%.
Electronics Net income was down
Shenzhen Kaifa China No 595 644 -76 640 -7.1 5 4 7 about 19% year over
Technology year, roughly in linewith
Plexus Wisconsin Yes 558 531 5.1 574 -2.7 18 17 20 the aforementioned sales
Universal Scien- China No 556 691 -196 466 19.3 21 26 16 | declineof 15%. Howev-
tific Industrial er, without Hon Hai’ s
Benchmark Texas Yes 542 634 -14.4 593 -8.6 12 18 6 contribution, net income
Electronics would have plunged by
Venture Singapore No 429 485 -11.6 455 57 23 31 28 about 51%. and net mar-
Total/ayg. 43,617 56,807 -23.2 51,325 -15.0 ~735 ~1,515 ~903 ginwould havefallen to
Total/avg. Wlth-_ 16,186 17,754 -8.8 17,588 -8.0 ~181 ~246 ~368 about 1.1%.
out Hon Hai For Q1, Hon Hai
Results in non-US currencies were converted to US dollars by applying a three-month average exchange "
rate for the corresponding quarter. Average exchange rates were based on monthly 2012 and 2013 eamed attributable IFRS
data from the US Federal Reserve. Net profit totals are approximate because not all companies net income of NT$16.4
follow the same accounting standard. *Hon Hai's Q1 '13 and Q1 '12 net income are based on IFRS billion ($554 million) on
accounting, while Hon Hai's Q4 '12 net income is not consistent with IFRS accounting. sales of NT$809.0 billion

($27.4 billion), resulting in a net mar-
gin of 2.0%. IFRS gross margin for the
guarter camein at 5.68%, up 85 basis
points year over year, while IFRS op-
erating margin was 1.72%, up 18 basis
points year over year. Despite ayear-
over-year sales decline of 19.2% in
NT dollars (18.7% in US dollars),
IFRS net incomerose 2.9% in NT dol-
lars (3.6% in US dollars) from ayear
earlier.

Hon Hai's Effect on Y-Y Growth of Q1 2013
Sales for the Largest EMS Providers

Top 11 EMS providers

Top 11 excluding Hon Hai




Dismal Start for
US-Traded Group

Combined first-quarter salesfor the
six largest US-traded EM S providers
fell 8.7% sequentially and 8.8% year
over year. This marksthe sixth straight
quarter in which aggregate sales de-
clined on ayear-over-year basis.

But the newswasn't all bad. Q1
salesfor the six providers totaled
$13.61 billion, $150 million higher
than MMI’ s estimate for the quarter.
Q1 sales performance was dismal, but
it could have been worse. MMI had
projected that sales would drop 9.8%
sequentially and year over year (Feb.,
p. 6). So actual results were 110 basis
points better than the sequential pro-
jection and 100 basis points better than
the year-over-year estimate. Note that
MMI’ s estimates were derived by tak-
ing the midpoint of each company’s
guidance.

Five out of the six companies re-
ported that their sales declined from
the year-earlier period. Only Jabil was
ableto grow its revenue year over
year. (Jabil’ sresults were based on the
quarter ended Feb. 28.) Posting the
greatest sales declines from ayear ear-
lier were Celestica and Flextronics,
both of which endured double-digit
drops (Table 1A).

When results were compared quar-
ter to quarter, asimilar pattern
emerged; again, five out of six compa-

nies saw their sales decline. Plexus
was the sole provider to achieve a se-
guential increase. Two companies,
Benchmark Electronicsand Flextron-
ics, ended up with double-digit de-
creasesin revenue.

Five out of six providersfollow
GAAP accounting rules, while the
sixth, Celestica, adheresto IFRS re-
porting standards. For the five GAAP
companies, GAAP gross marginin Q1
was a combined 5.8%, down 10 basis
points sequentially and 90 basis points
year over year. For the second quarter
inarow, restructuring charges taken
against gross profit by Flextronics had
amajor impact on aggregate gross
margin. Of the five GAAP companies,
only Sanmina succeeded inimproving
its gross margin from the prior quarter.
None of these companies could raise
its gross margin from the year-earlier
period, although Benchmark was able
to maintain the status quo (Table 1A).

Together, the five companies pro-
duced a GAAP operating margin of
just 1.6%, down 50 basis points se-
quentially and 100 basis points year
over year. Flextronics' restructuring
charges, which totaled $125 million,
drove Flextronics' GAAP operating
margin into negative territory and took
their toll on the combined margin of
the five companies. Asusual, Plexus
attained the highest operating margin
at 4.2%, while both Jabil and Sanmina
camein above 3%. Plexus and Sanmi-

naraised their GAAP operating mar-
ginsfrom the prior quarter, and
Benchmark and Sanmina achieved
year-over-year gains (Table 1A). As
for the lone IFRS reporting company,
Celestica, its IFRS operating margin
amounted to 1.2%, down 160 basis
points year over year.

GAAP net income for the five com-
panies fell much faster than sales did
in both quarter-on-quarter and year-
over-year comparisons. Their com-
bined GAAP net income totaled
$112.2 million, down 35% sequential-
ly and 58% year over year. By con-
trast, salesfor the five providers
declined 8.8% sequentially and 7.5%
year over year. Aggregate net margin
in Q1 amounted to 0.9%, compared
with 1.3% in the prior quarter and
2.0% ayear earlier. (In February, MMI
published a Q4 2012 net margin of
1.2%, which included net income from
Flextronics' discontinued operations.)
In keeping with operating margin im-
provements, Plexus and Sanminawere
able to boost their GAAP net income
from the prior quarter, while Bench-
mark and Sanmina accomplished year-
over-year increases (Table 1A).

Q1 summariesfor
three providers

Last month’ sissue covered quarter-
ly results for three out of the six larg-
est US-traded providers. Results for
the remaining three companies are

Table 1A: Q1 2013 Results for the Six Largest US-Traded EMS Providers (M US$ or %)
Q1'13 Q4'12 Qur- Q1'12 Yr.-yr. QL'13Q4"12Q1'12Q1'13 Q412 Q112 Q1'13 Q4'12 Q1'12
Company qftr. gross Qgross Qgross oper. oper. oper. . . .
sales sales sales chg. net inc. netinc. netinc.
chg. marg. marg. marg. marg. marg. marg.
Flextronics 5,295.3 6,123.3 -13.5 6,370.0 -16.9 3.7 4.0 56 -0.7* 05! 21! (27.0) 323214332
Jabil® 4,417.3 4,637.0 -4.7 42362 43 7.3 7.6 7.6 34 3.7 35 88.5 1058 97.7
Sanmina 1,427.6 14949 -45 14631 -24 7.0 6.5 7.3 3.2 21 21 21.2 0.6 (1.4)
Plexus 557.8 5305 51 5735 -27 9.3 9.6 9.5 4.2 4.0 4.5 18.0 16.6 20.0
Benchmark 542.4 6339 -14.4 5934 -8.6 6.8 7.2 6.8 2.6 3.9 1.3 11.5 18.1 5.6
Subtotal/avg. 12,2404 13,419.6 -8.8 13,236.2 -7.5 5.8 59 6.7 1.6 2.1 26 1122 1734 265.2
Celestica 1,3724 1,496.2 -8.3 1,690.9 -18.8 6.3 6.7 6.6 1.2 0.2 2.8 10.5 7.2 432
Total/avg. 13,612.8 14,915.8 -8.7 14,927.1 -8.8
All results are based on GAAP except those of Celestica, which has converted to IFRS reporting. With the exception of sales, GAAP and
IFRS results are not necessarily comparable. *Intangible amortization was subtracted from reported operating income.
2Net income from continuing operations. °For Jabil, Q1 '13 corresponds to the quarter ended Feb. 28.
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briefly summarized below.

Benchmark Electronics. Q1 sales
totaled $542 million, down 14% se-
quentialy and 9% year over year.
Guidance called for sales of $530 to
$560 million. Non-GAAP EPS
amounted to $0.22, down 33% from
the prior quarter and 12% from the
year-earlier period. The EPS result
was one cent above the high end of
guidance, which specified $0.17 to
$0.21.

Benchmark earned GAAP net in-
come of $11.5 million, compared with
$18.1 million in the previous quarter
and $5.6 million ayear earlier. Note
that the prior quarter included a net
Thailand flood-related recovery of
$2.8 million, and the year-earlier quar-
ter included Thailand flood-related
charges of $10.2 million. There were
no flood insurance recoveries during
Q1.

Q1 revenue included softness that
was expected in the company’ s com-
puting and related products sector as
sector revenue dropped 34% sequen-
tially. Salesfrom theindustrial control
sector fell 5% from the prior quarter,
and telecom business al so weakened.
On the positive side, sales from test
and instrumentation rose 21% sequen-
tially, while medical sales grew 4%.

Non-GAAP operating margin came
inat 2.7%, down 100 basis points se-
quentialy and 30 basis points year
over year. The Q1 margin, which was
inline with expectations, suffered
from lower revenues and a higher-
than-usual level of new program
ramps.

For the company’ s Q2 guidance,
see the article on page 6.

Celestica. The company recorded
Q1 sales of $1.37 hillion, down 8%
sequentially and 19% year over year,
with the latter decline predominately
due to the company’ s disengagement
with RIM. Excluding RIM, revenue
would have been nearly flat versus a
year earlier. Non-IFRS EPS equaled
$0.16, down 36% sequentially and
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year over year. Compared with guid-
ance of $1.325 to $1.425 hillion, reve-
nue cameinjust ahair below the
midpoint, while non-1IFRS EPSfell
near the high end of the company’s
guidance range $0.11 to $0.17.

I FRS earnings amounted to $10.5
million, up from $7.2 million in the
prior quarter but down from $43.2 mil-
lion in the same period ayear ago. Q1
net earningsincluded restructuring
charges of $7.3 million.

Non-IFRS gross margin was 6.6%,
down 30 basis points from the prior
quarter primarily because of lower rev-
enue and down 20 basis points year
over year. Non-IFRS operating margin
of 2.5% declined 60 basis points se-
quentially on lower revenue and fell
90 basis points year over year. For Q2,
Celestica projects anon-1FRS operat-
ing margin of about 2.5% at the mid-
point of guidance, which appearson
page 6.

Sales from the company’ s diversi-
fied end markets were off 4% from the
prior quarter mainly due to seasonality
and demand weakness but grew from a
year earlier though not as much as ex-
pected. The diversified segment repre-
sented 24% of total sales, up from
19% ayear ago. At 40% of company
sales, communications businesswas
relatively flat on both a sequential and
year-over-year basis. Server business
shrank 10% sequentially and 9% year
over year, while revenue from the stor-
age end market dropped 14% sequen-
tially and wasrelatively flat versusa
year earlier. Sales from the consumer
end market declined 34% primarily
due to program transitions and fell
77% year over year mainly asaresult
of the RIM disengagement.

For Q2, Celestica expects the diver-
sified segment in Q2 to grow sequen-
tially by double digitsand is also
forecasting sequential increasesfor the
communications, storage and consum-
er end markets. Server businessis ex-
pected to decline from Q1 mainly
because of adecision by a server cus-

tomer to insource part of its business
with Celestica, causing a Q2 revenue
loss of about $35 million versus Q1
(Jan., p. 6).

Flextronics. For its Q4 ended
March 31, the provider reported sales
of $5.3 billion, at the high end of its
guidance range of $5.0 to $5.3 hillion.
Sales dropped 14% sequentially and
17% year over year. The mgjority of
the year-over-over decline stemmed
from ending assembly for RIM. Non-
GAAP EPS camein at $0.13, within
guidance of $0.11 to $0.15. The EPS
result was down 41% sequentially and
46% year over year. After including
restructuring charges of $125 million,
the company posted a GAAP net loss
of $27 million, compared with net in-
come of $148 million in the year-earli-
er period.

At 47% of total sales, Integrated
Network Solutionsrevenue fell 10%
sequentially, reflecting normal season-
ality and aweak economic backdrop.
Compared with ayear earlier, INS rev-
enue was down 12%. Industrial and
Emerging Industries business de-
creased 5% sequentially and 4% year
over year, while High Reliability Solu-
tionsrevenue grew 9% sequentially
and 20% year over year. High Veloci-
ty Solutions business dropped 33%
sequentially, reflecting the seasonality
of end markets served by HV'S. Within
HV'S, mobile communications endured
the steepest decline at over 40%,
largely asaresult of ending RIM as-
sembly in the December quarter. Flex-
tronics said the March quarter marks a
bottom for the HV S segment. On a
year-over-year basis, HVS salesfell
41%.

Non-GAAP gross margin was
5.9%, up 20 basis points sequentially
and year over year. The company cited
restructuring activities asthe main rea-
son for theimprovement. Non-GAAP
operating income amounted to $106
million, down 28% sequentially and
33% year over year. Non-GAAP oper-
ating margin declined 40 basis points



of more than $150 million from itsre-
structuring effort. As part of this ef-
fort, the company isin the process of
closing seven factoriesincluding its
Multek factoriesin Germany and Bra-
zil. Both Multek sites are considered
high cost.

The company believes that the

from the prior quarter to 2.0%, driven
by the sequential drop in revenue. In
addition, increased investmentsin cor-
porate infrastructure caused SG& A
expenses to go up. Versus the year-
earlier quarter, non-GAAP operating
margin was down 50 basis points.
Flextronics expects annual savings

March quarter will mark amargin and
revenue trough. At the midpoint of
June quarter guidance (see below),
Flextronicsisforecasting INS and
HRS salesto beflat sequentialy, IEI
to seelow single-digit growth quarter
to quarter, and HV S to experience low
double-digit growth.

Table 1B: Q2 2013 Guidance and Estimates for the Six Largest US-Traded Providers (sales in B$ except as noted)

Company Q218 Qmic- Qu13 U 21z O QCE 0 B0 e midpoint agusted chg. ot adksted chg. at

guidance  point  sales chg. sales chg. ed sales sales change EPS* $ $ EPS*$ midpoint EPS*$ midpoint
Flextronics 53-56 55 530 29% 598 -8.8% 10.75 1235 -13.0% 0.12-0.16 0.14 0.13 8% 0.22 -36%
Jabil** 43-45 44 442 -04% 425 35% 882 849 39% 050-058 054 0.53 2% 0.64 -16%
Sanmina 145-150 1475 143 33% 155 -4.8% 290 301 -36% 032-0.38 0.35 0.30 17% 0.26 35%
Celestica 1.375-1.475 1425 137 38% 1.74 -183% 280 344 -186% 0.13-0.19 0.16 0.16 0% 0.22 -27%
Plexus 550-580M 0565 056 13% 061 -7.2% 1.12 118 -5.0% 0.55-0.62 0.59 0.52 13% 0.66 -11%
Benchmark 560-590M 0575 054 6.0% 0.63 -8.7% 112 122 -87% 025-030 0.28 0.22 25% 0.32 -14%

Totallavg. 13.89 13.61 2.0% 14.76 -5.9% 2750 29.69 -7.4%

Q2 estimates equal midpoint of Q2 guidance. First-half 2013 estimates equal Q1 sales plus midpoint of Q2 guidance.
*Adjusted EPS may not be comparable from company to company. **Q2 2013 data correspond to the quarter ending May 2013.

Weak First Half Projected for US-Traded Group

MMI is estimating that combined
first-half sales of the six largest US-
traded EM S providerswill be down
7.4% year over year. For this sector of
the EM S industry, hopesfor agrowth
year now rest on the second half.

First-half declines are projected for
five out of the six companies, with
double-digit drops estimated for
Celestica and Flextronics (Table 1B).
Jabil isthe only provider whose first-
half sales are expected to grow. (Note
that Jabil’ sfirst half endsin May
2013). Estimated first-half salesfor
this US-traded group total $27.50 hil-
lion, down from $29.69 billion in the
same period ayear ago.

First-half projections are based on
second-quarter estimates set equal to
the midpoint of sales guidance for
each company.

The group’ s estimated revenue for
the second quarter amounts to $13.61
billion, 5.9% below the year-earlier
total. Consistent with first-half projec-
tions, five out of six providers are also
expected to endure year-over-year de-
clinesintheir Q2 sales (Table 1B). As
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before, Jabil becomes the sole provid-
er with aforecast of year-over year
growth for its quarter.

But the Q2 outlook isnot all gloom
and doom. Compared with the prior
quarter, group sales are projected to
rise by 2.0%, a changein theright di-
rection. Not only that, if estimates
provetrue—that is, if each provider
hits the midpoint of its guidance —then
five out of six providerswill enjoy
some degree of sequential sales growth
in Q2 (Table 1B). Jabil isthe odd man
out in this comparison; its sales are
estimated to fall slightly by 0.4%.

Guidance suggests that adjusted
EPSfor Q2 will increase sequentially
at Sanmina, Plexus and Benchmark
Electronics. At the midpoint of their
guidance, al three providers would see
their adjusted EPS grow by double
digitsfrom the prior quarter (Table
1B). No inferences can be drawn from
the guidance of the other three compa-
nies, but at the midpoint of their guid-
ance adjusted EPS would rise
sequentially by 8% and 2% at Flex-
tronics and Jabil respectively and re-

main flat at Celestica.

When compared with the year-ear-
lier quarter, EPS guidance offerslittle
to cheer about. Five companies out of
six expect adjusted EPS to drop from a
year earlier, given their guidance, and
at the midpoint EPS of all five would
decline by double digits (Table 1B).
Sanminaisthe only provider whose
outlook pointsto ayear-over-year gain
in adjusted EPS. At the midpoint of its
guidance, the increase would be 35%.

News

Foxconn Won't
Make Deadline for
Working Hours

A spokesman for Foxconn Tech-
nology Group told Reutersthat it
would be unable to meet a July 1 dead-
linefor complying with China slegal
limit for working hours, which calls
for 40 hours per week plus an average
of nine hours of overtime per week.
Foxconn agreed to the working hours
deadline following the Fair Labor
Association’s 2012 assessment of
working conditions and worker treat-
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ment at three Foxconn facilities that
manufacture Apple products. The FLA
inspection found excessive overtime
and other seriousissuesthat Foxconn
planned to correct through remedial
actions (April 2012, p. 7-8).

In a second status report on actions
taken from July 1, 2012 to Dec. 31,
2012, FLA confirmed that workers at
the Longhuaand Chengdu facilities
worked between 40 and 60 hours per
week during that period. The same was
true in the Guanlan facility with the
exception of two weeksin September
and one in October when working
hours were between 40 and 70 per
week. FLA said Foxconn has made
significant progressin reducing total
hours worked to 60 per week consis-
tent with FLA and Apple standards,
with the goal of reaching full compli-
ance with the Chinese legal limit of 49
hours per week on average while pro-
tecting worker pay.

FLA’s assessment resulted in 360
action itemsto be completed by July 1,
2013. Asof Dec. 31, 2012, Foxconn
had achieved a completion rate of
98.3%.

FLA assessors reported notable in-
creases in the participation of workers
in union committees. As of January
2013, worker representatives com-
prised 38.7%, 40.9% and 29.5% of
main union committees at Guanlan,
Longhuaand Chengdu respectively.

Two employee suicides near
Zhengzhou campus

In response to areport from China
Labor Watch, Foxconn Technology
Group has confirmed the death of a
female employee on April 27th and of
amale employee on May 14th, both
found outside off-campus residences
near Foxconn’sfacility in Zhengzhou,
China. A government news portal re-
ported that both employees ended their
lives by jumping off buildings.

In a statement provided to MMI,
Foxconn noted, “We cannot specul ate
on individual reasonsfor these actions,

Manufacturing Market Insider, May 2013

but an internal review shows that there
isno indication that they were caused
by work-related matters.”

The CLW report included a third
suicide, but Foxconn pointed out this
person, amale who died on April 24th,
had applied to work at its Zhengzhou
campus but was not yet an employee
and had never worked at any Foxconn
facility.

Suicide prevention has become an
important mission at Foxconn follow-
ing a series of employee suicidesin
2010.

Season Group to Make
UK Acquisition

EMS provider Season Group
(Hong Kong) isin the process of ac-
quiring another EM 'S company, Out-
source Electronicsi_imited, which
operates a 25,000-ft factory in Ha
vant, UK.

According to Season Group, this
acquisition ensuresthat the company is
well placed to respond to the growing
trend towards right shoring. With the
addition of OEL, Season Group can
now provide PCBA, electromechanical
assembly, cable assembly and after-
market servicesin both Europe and
North Americafor OEMswho want
some of their product portfolio manu-
factured on aregional basis. The com-
pany said that its Malaysiaand China
siteswill still appeal to many OEMSs,
especialy astheir sales opportunities
in those markets continue to grow.

“We have been working closely
with OEL for around 18 months on a
number of projects,” stated Carl Hung,
president and COO of Season Group.
“During thistime we have had excel-
lent feedback from customersinvolved
in these joint activities—atestimony
that they clearly value the opportunity
to validate their designsin the UK be-
fore moving production to Season
Group's other sites.”

Hung added, “ OEL’ s established
customers have al so seen the opportu-

nity to leverage Season Group’sin-
house cable and plastics capabilities,
and some are |ooking to consolidate
all of their products — some of which
are with other UK and Far East suppli-
ers —to Season Group.”

Deal done...TQ-Group (Seefeld,
Germany) recently acquired SRI
Holding (Durach, Germany), an EMS
provider that filed for insolvency in
2012.

Change of ownership...Selcom
Group, whose holdingsinclude Top
50 EMS provider Selcom Elettronica
(Bologna, Italy), is now operating un-
der new ownership. BluO (Munich,
Germany, and Luxembourg), aprivate
equity group that specializesin turn-
arounds, recently purchased Selcom
Group.

New facilities...According to an
online report from a Texas newspaper,
the Fort V\éorth Sar-Telegram, about
470,000 ft of leased space in north
Fort Worth is being renovated before
Flextronics (Singapore) movesin.
The newspaper based its report on a
government filing. MMI was unable to
confirm thisreport with Flextronics.
...EPIC Technologies (Norwak, OH)
hasrel ocgted operations from a
56,000-ft fzacility in Lebanon, OH, to
a 74,000-ft facility in Mason, OH.
EPIC’ s Ohio Valley Operations facili-
ty isfocused on low-to-medium vol-
ume, higher mix production. The
added square footage will be used to
expand the facility’ s higher level as-
sembly operations. “In the last several
years, We' ve seen two projects brought
back from China and hope our expand-
ed facility will attract more of this
business,” said John Smith, the facili-
ty’'sGM....Vanguard EM S (Beaver-
ton, OR) plansto relocate during the2
summer of 2013 to alarger 77,000-ft
facility within three miles of its current
location. “Vanguard’ s new facility of-
fers benefits to customers and employ-
ees,” said CEO Floyd Sutz, “including
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10% more manufacturing floor space
with high ceilings throughout for box
build, accessto light-rail service and a
shorter commute for most employees,
double the electrical power of our cur-
rent facility, and an open manufactur-
ing area, at lower facility coststhan
today.” An LLC owned by Vanguard's
CEO purchased the facility in March,
and Vanguard has entered into a 10-
year, fixed-rate lease....Proto-Pac
Engineering of2\/ViImington, MA, has
leased 42,000 ft for anew facility
close by its existing location. The new
facility will replace the EM S provid-
erz’ sexisting factory of about 18,000
ft". “We have outgrown our existing
space, and we want to have updated
space to offer our customers a broader
range of services and to allow for ad-
ditional capital equipment,” said Dav-
id Prunier, director of operations at
Proto-Pac. At the new location, Proto-
Pac will have access to an additional
10,000 ft’ of optional space that the
company islooking at as a phase-two
expansion.

Some new business...According to a
Digitimes report, Hon Hai Precision
Industry (New Taipei, Taiwan), an-
chor company of the Foxconn Tech-
nology Group, is assembling
Micr osoft’ s next-generation game
console, unveiled this month asthe
Xbox One....Plexus (Neenah, WI) has

I:I Please bill me.

[] I want an electronic subscription to MMI. Email me 12
monthly issues (PDF files) for the annual cost of US$565.

|:| Payment is enclosed to JBT Communications.

] Charge my credit card (see below).

teamed with Sensity Systems, devel-
oper of Light Sensory Networks, asits
first EMS partner in an effort to
further build out these networks of
sensor-equipped LED luminaires.
Working with Plexus, companies that
join Sensity’ s Lighting Manufacturer
Partner program will be able to design
and install Sensity’ s NetSense technol-
ogy into their own fixtures, enabling
an LSN to be created for use by their
customers.

People on the move... This month,
Paul Read ended histenure as CFO of
Flextronics. The company said he de-
cided to leave the company to pursue
new opportunities but will remain
available through the end of the quar-
ter for any necessary transitional
activities. Flextronics appointed Chris-
topher Collier asits new CFO effec-
tive May 3rd. The company said
Callier, its chief accounting officer
since 2007, has been groomed for the
CFO position for many years.
...SMTC (Markham, Ontario, Cana-
da) has named Larry Silber interim
president and CEO in place of co-
CEOs Alex Walker and Claude Ger-
main. By mutual agreement, Walker
and Germain are departing as officers
and directors of the company to pursue
their merchant banking businessfull
time. Silber joined SMTC'sboard as a
director in 2012 and recently served as
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COO of Hayward Industries, apri-
vately held equipment manufacturing
company. In addition, SMTC has ap-
pointed another director, Clarke
Bailey, to serve as executive chairman.
Hewill lead the board’s CEO Search
Committee to find a permanent CEO
for SMTC. Finally, the company has
hired Steve Brown as VP, quality and
engineering. He has held senior posi-
tionsin product design, NPI, assembly
and test engineering, R&D, and all
aspects of quality, most recently with
Celestica.
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