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North American Market Drawing Offshore Players in EMS

Given the prolonged shrinkage of
the EMSindustry in the U.S. and the
current state of the U.S. economy, it
might seem that now is not the time for
an Asian or European EM S company
to beinvesting in aNorth American
presence. Nevertheless, at |east four
offshore players are gaining EM S foot-
holdsin North Americaor planning to
do so.

EMS production in the U.S. has
been dwelling in Asia' s shadow for
some years now, but the U.S. market
has not entirely lost its luster. For one
thing, any EMS provider wishing to
call itself global must haveitsticket
punched in North America. Globaliza-
tion, which took large U.S.-based pro-
vidersinto Asiaand Europe, is now
bringing EM S companies from those
regionsinto North America.

Within the EM S industry, global-
ization has more than one driver. More
and more providers want to have NP
operations close to their customers
design activities. Although U.S.-based
OEM s have sent large amounts of out-
sourced production to offshore opera-
tions, they often maintain some level
of engineering activity inthe U.S.
Hence, offshore providers need a
North American presence if they want
to support customers’ U.S. design
groups with an operation in the same
time zone.

Thetrend toward regional manufac-
turing also playsinto thisindustry
need for globalization. Manufacturing

in or near the region of product con-
sumption isbecoming increasingly
attractive. A North American opera-
tion allows offshore providers to take
their European and Asian customers
into the U.S. market.

L ocating an operation in North
Americanot only affords better sup-
port for existing customers, it also
helps an offshore player with market-
inginthe U.S. It'susually easier to
sell toaU.S. customer if you already
have a manufacturing operationin the
country or next door. For example, an
offshore provider can promote the ad-
vantage of having aU.S. operation to
handl e prototypes and pilot produc-
tion.

Of course, an offshore provider can
enter the U.S. market either by setting
up agreenfield facility or by making
an acquisition. An acquisition costs
more but comeswith aU.S. customer
base that can be a potential source of
new business for the acquirer’slow-
cost manufacturing facilities offshore.

Cal-Comp to acquire two
North American providers

Cal-Comp Electronics, atop-10
EMS provider based in Thailand, has
entered into an agreement to acquire
Spectragr aphics, the holding compa-
ny for two EM S providers, Total
Electronics and SM S Technologies.
Thailand-listed Cal-Comp, amember
of Taiwan's New Kinpo Group, has
selected Spectragraphics and itstwo
subsidiaries as Cal-Comp’ s entry to
the North American el ectronics manu-
facturing industry. Total Electronics
has operationsin Logansport, IN, and
Reynosa, Mexico, while SMSmain-
tainsaplant in San Diego, CA. Terms
of the acquisition were not disclosed.

However, in June Cal-Comp’s
board approved a $20-million invest-
ment to acquire acompany engaging
inEMSinthe U.S. Last month, MMI
reported that Cal-Comp planned to
make the investment to expand its
business basein North Americaand
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support customer needs (Sept., p. 6).
In aMay meeting, the board autho-
rized a$3-million expenditureto gain
control of two companiesinthe U.S.
and Mexico. MMI reported that Cal-
Comp intended to undertake thisin-
vestment aswell. When asked whether
the $3-million investment has been
replaced by the larger investment, a
Cal-Comp executive referred MMI to
the Spectragraphics deal .

Recognizing that the great migra-
tion of American productsto Asian
manufacturing siteshas slowed and is
now stable, Cal-Comp believesthat a
smaller but vibrant North American
electronics market will continueto be
served by North American factories,
according to a statement issued by
Spectragraphics. In order to participate
in this market, Cal-Comp elected to
acquire Spectragraphics and its subsid-
iaries asits entry point. Cal-Comp
plansto help the EMS subsidiaries
grow rapidly in the North American
market.

Spectragraphics' saleswill end up
at $60 million to $70 million this year.
The company employs about 400 peo-
ple, all of whom will be asked to con-
tinue in their present positions. In San
Diego, SI;/I S Technologies offers
45,000 ft of manufacturing space,
while Total Electronics' facilitiesin
Indiana and Mexico are listed at
75,000 ft’ and 25,000 ft” respectively.
More than 29 years old, Spectragraph-
ics has been in the EM S business since
1992. It acquired Total Electronicsin
2004.

When the deal is completed, the
merged companies will operate under
the name Cal-Comp USA and continue
to serve customers of SMSand Total
in the same fashion asin the past. In
addition, the companies plan for a sub-
stantial acceleration in the growth rate
of North American operations.

Part of this growth will originate
from increased prototyping and new
product introduction. The companies
intend to rapidly increase the number
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of customers going through prototyp-
ing inthe North American facilities
and the flow from prototypesto low-
to-medium production in North
Americafollowed by high-volume
productionin Asia.

Cal-Comp has a number of multina-
tional customers “who want to have
their prototypes donein the U.S. and
their initial product launches done by a
manufacturer closeto their U.S. engi-
neering design centers,” said Bob
Blumberg, president of Spectragraph-
ics.

Growth will also come from the
ability to attract customers that Spec-
tragraphics couldn’t reach before be-
causeit didn’t have access to low-cost
manufacturing in Asia. With Cal-
Comp, “I’m able to serve the customer
need for lower unit volume manufac-
turingin Asia,” said Blumberg.
Cal-Comp’sAsian facilitiesarein
Thailand and China (Sept., p. 6). Spec-
tragraphics will also have accessto the
Taiwan facilities of New Kinpo
Group.

Also included in growth plans are
possible acquisitions, he told MMI.

In addition, the parties also plan to
expand product design servicesin
North America. Although the Spectra-
graphics operations do some design
work, Cal-Comp’s more extensive ca-
pabilitiesin such areas as board lay-
out, DFM and DFT will give the North
American operations alot more depth
inthis area, said Blumberg.

After considerable research, Cal-
Comp selected Spectragraphics based
on two attributes: its ability to provide
high-mix and moderate volume manu-
facturing and its NPI capabilities.
Spectragraphics geographic footprint
also factored in the decision.

“This showsthat essentially atier-
one size company that’s Asian recog-
nized the importance of having a
manufacturing footprint inthe U.S.,”
said Blumberg.

The transaction is expected to close
after avote of Spectragraphics’ share-

holders.

Other market entries

Cal-Compisnot theonly Asian
provider aiming to establish amanu-
facturing footprint in North America.
In August, lonicsEM S, a Philippines-
based EM S provider, received approv-
al fromits parent lonicsto set up a
U.S. company that will function asa
full-service design and prototyping
housein Silicon Valley. lonicsEMS,
which wasvoluntarily delisted from
the Singapore Exchange thisyear, re-
ported 2009 sales of $70.7 million.
The provider operates eight plantsin
the Philippines and one in Southern
China, according to its website.

Earlier thisyear, Season Group, a
vertically integrated EM S provider
based in Hong Kong, gained afoot-
hold in the U.S. through its acguisjtion
of DC Electronics, a5,400-ft EMS
operation in San Antonio, TX (May, p.
8). The deal enables Season to offer
U.S. customers services such as proto-
typing and NPI aswell aslow- to high-
volume manufacturing. “Itisa
tremendous advantage to have ado-
mestic USA site and use Season’s glo-
bal infrastructure to help our USA
customers launch products quicker and
more effectively,” stated David
Chavez, director of USA salesfor Sea-
son Group.

The company operates seven plants
spread among four countries: Canada,
USA, Maaysiaand China. In Canada,
Season engagesin die and mold mak-
ing and injection molding, but not
EMS. So the acquired operation in
Texasis Season'sfirst EMSsitein
North America

A European EMS provider isalso
entering the North American market.
Norway’s Kitron, an MMI Top 50
EMS provider, has decided to set up a
wholly owned subsidiary in Johns-
town, PA (June, p. 7). Scheduled to be
operational as of Jan. 1, 2011, the site
will focus primarily on the defense
industry in the near term. Kitron said
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the new unit serves as an example of
Kitron following its customersinterna-
tionally.

The company has located a site
with 20,000 ft of space.

Using an alliance
for market access

Acquisitions are one way to break
into anew region, but there’' s another.
A well-known strategy in EM Sindus-
try isto form an aliance that allows a
provider in a one region to offer manu-
facturing through a partner in another
region. An offshore provider can use
an aliance to gain exposure to the
North American market through aU.S.
partner.

Several such alliances have ap-
peared over the last year, and two of
them involved an EM S provider in
India. EPIC Technologies, a Top 50
provider based in Ohio, forged a part-
nership with SFO Technologies, de-

scribed by EPIC as India’ slargest in-
digenous design and manufacturing
provider. The alliance allows EPIC to
offer amanufacturing option in Asia,
while SFO can giveits customers a
North American solution through

EPIC sfacilities (April, p. 6).

Another Indian EMS provider, M o-
bile TelecommunicationsLimited,
whichisalso in other businesses, en-
tered into an alliance with aU.S. pro-
vider, Aimtron of Illinois (Jan., p. 7).
Again, Aimtron is offering manufac-
turing in Indiathrough its partner.
MTL isinapositionto gain U.S. cus-
tomersthrough Aimtron.

Finally, Express Manufacturing,
Inc., aU.S.-based EMS provider, and
Singapore-listed Beyonics Technolo-
gy, avertically integrated provider,
combined forcesto offer high-volume
production in Asiaand product devel-
opment and NPI in the U.S. (Nov.
2009, p. 7). Inthis partnership, EMI

takes on the role of product develop-
ment and NPI in the North American
market on behalf of Beyonics, whose
manufacturing is confined to Asia.
“The collaboration will bring new
business opportunities to Beyonics as
we could [sic] now take part in NPI
effortswith customersin North Ameri-
cathrough our affiliation with EMI,”
stated C.P. Goh, CEO of Beyonics.

Beyonics, which generated about
$1 billion in 2009 sales, operates man-
ufacturing facilitiesin Singapore, Ma-
laysia, Indonesia, Thailand and China.
Although EMI already had manufac-
turing operations in Southern Califor-
niaand Southern China, the Beyonics
pact enables EMI to expand its market
focus to include consumer products.

Whether by alliance, acquisition or
greenfield site, more and more off-
shore providers are recognizing that
they need to offer some level of manu-
facturing in North America.

Reverse Logistics

Distributors Target
Reverse Logistics

Recently, the two largest franchised
distributors each made an acquisition
inthe reverselogisticsfield, an area
that EM S providers have staked out
through their aftermarket services
(AMYS) offerings (see also Sept., p. 1-
3). So distributors and EM S providers
will both be seeking reverselogistics
businessfrom the AMS market.

Earlier this month, Avnet, the
world’ shiggest distributor, announced
that it acquired Broadband I ntegr at-
ed Resources, Ltd., areverselogistics
provider that specializesin the repair
of broadband and cable TV equipment
in support of cable operators and man-
ufacturers. Employing about 50 peo-
ple, Broadband generated services
revenue of about $9.5 million in 2009.
The company will become part of Av-
net L ogistics Services.

“Avnet’ s acquisition of Broadband
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Integrated Resources, Ltd. demon-
strates our commitment to expand our
services offerings and gives us an en-
try into anew customer base in North
America,” wrote Steve Church, senior
VP and chief business devel opment
and process officer at Avnet, in an
email to MMI. Previously, Avnet had
been providing some reverse logistics
services globally. “However, the ac-
quisition of Broadband will enable us
to offer reverse logisticsrepair servic-
esto cable operators and manufactur-
ersfor broadband and cable TV
equipment as part of our Avnet Logis-
tics Services business,” he noted.

“With management, systems and
processes that have built a successful
reverse logistics business, Avnet L o-
gistics Serviceswill gain aproven
platform upon which we can expand
our service offerings,” Church stated
inapressrelease.

From facilitiesin Columbus, OH,
and Dallas, TX, Broadband provides
repair services and logisticsto cable
operatorsinthe U.S,, including Time

Warner, Comcast and Charter Com-
munications. Repair services cover
the breadth of CATV equipment, in-
cluding line amplifiers, fiber optic
transmitters and receivers, and head-
end equipment aswell as cable mo-
dems and set-top boxes.

Before the Broadband acquisition,
Avnet’ sreverselogistics servicesin-
cluded arepair depot within Avnet’s
integration and logistics facility in
Chandler, AZ. That repair activity,
however, only covers products inte-
grated by the Chandler facility. Broad-
band will enable Avnet to act asa
repair service for broadband and cable
TV equipment manufactured by oth-
ers. Thisacquisition issimilar to the
route taken by EM S providers who set
up separate AM S units able to repair
equipment that the providers did not
manufacture.

Does Avnet seeitself competing
with some of its EMS customersin the
reverse logistics space?“ Avnet is con-
stantly evaluating waysto grow our
business in adjacent markets based on

3



our expertise, and reverse logistics
presents a tremendous market opportu-
nity with room for multiple partici-
pants to pursue with awide variety of
value propositions. With the acquisi-
tion of Broadband Integrated Resourc-
esLtd., we'll befocusing on providing
services to cable operators and manu-
facturers, companiesthat are not typi-
cally EMS customers,” Church wrote.

Arrow Electronics, the second
largest distributor, has also made a
move in the reverse logistics space. In
June, Arrow reported that it completed
its acquisition of Conver ge, another
provider of reverse logistics services.
Converge, which employed 350 peo-
ple at that time, is organized into three
divisions: component distribution, re-
verse supply chain solutionsand IT
asset disposition. Headquartered in
Peabody, MA, the company has offic-
esin Columbus, OH; Irvine, CA; Sin-
gapore; and Amsterdam, along with
support centers throughout Europe,
Asiaand the Americas.

“Arrow’ s acquisition of Converge
complementsitsglobal strategy by
now allowing it to provide comprehen-

sive services across the entire product
life cyclefor suppliers and customers.
Reverselogisticsisarapidly growing
area, and the acquisition of Converge
builds on Arrow’ s global capabilities
as supply chain and logistics expert,”
Mark Romanowski, Converge' s mar-
keting director, told MMI by email.
Providing life cycle servicesincluding
AMS has become areoccurring theme
inthe EMSindustry (seeaso p. 8).

Converge offers customized servic-
esfor parts supply and total asset man-
agement. “While Converge doesn’t do
repairs, per se, we work with our cus-
tomersto salvage electronics by refur-
bishing and remarketing these assets to
generate revenue and reduce waste,”
said Romanowski.

MMI’stake

Both Arrow and Avnet have identi-
fied reverse logistics as an areaworth
pursuing. Reverse logisticsare also a
mainstay of AMS offeringsin the
EMS industry. Arethese distributors,
who count EM S providers asimpor-
tant customers, becoming their com-
petitorsin the reverse logistics

business? Avnet’s CATV equipment
repair business serves adliver of the
AMS market and is only a potential
threat to an EM S provider that repairs
CATYV equipment or is planning to do
so0. And Arrow’ s acquisition does not
include repair.

But both Arrow and Avnet now
offer asset recovery services, an area
that some EMS providers address.
MMI believesthat at present thereis
more potential for competition in asset
recovery thanin repair. Still, EMS
companiesin the AMS business will
likely watch Avnet to seeif it expands
itsrepair business into other markets
and Arrow to determine whether it will
become afactor on the repair side.

These distributors and a number of
their EM S customers want a piece of
the reverse logistics pie. Perhaps the
pieisbig enough that the distributors
can avoid competing with their EMS
customers. On the other hand, if the
distributors continue to expand their
reverselogistics services, whileEMS
providers hunt for more AM S busi-
ness, the chances of one side running
into the other go up.

Strategy

Jabil Unveils New
Reporting Structure

Reflects company’s strategy
for thefuture

Jabil Circuit has changed the way
it presentsits businessto the outside
world. The company’ s new reporting
structure now mirrors an internal strat-
egy to rely more on the part of its busi-
nesswith higher long-term growth
prospects and a better margin profile.
This strategy means putting more re-
sourcesinto a number of high-mix
markets including those that are heavi-
ly populated by mid-tier and smaller
providers. While the new reporting
structure gives investors a better pic-
ture of how Jabil will operatein the
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future, it also sends smaller competi-
tors amessage that Jabil will be put-
ting more effort into winning business
intheir bread-and-butter markets.
During Jabil’ s fiscal Q3 conference
call in June, the company told analysts
that it would place more emphasis and
investment in a basket of sectors ex-
pected to exhibit along-term growth
rate of 20% to 30%. Under the new
reporting system revealed during last
month’ sfiscal Q4 call, this group of
sectorswill be called Diversified Man-
ufacturing Services, consisting of af-
termarket services, clean tech, defense
and aerospace, healthcare and life sci-
ences, industrial, instrumentation and
Jabil Green Point plus unspecified
mid-market services and new business
initiatives. Jabil has set atarget of ob-
taining 50% of its revenue from Diver-
sified Manufacturing Servicesin three

to five years. For fiscal Q4 ended Aug.
31, Diversified Manufacturing Servic-
es accounted for 33% of total revenue.

The remainder of Jabil’s business
fallsinto two new categories, project-
ed to grow at a more modest 5% to
10% rate over the long term. The first
one, Enterprise & Infrastructure, con-
tains the computing and storage, net-
working, and telecom sectors. In the
second, dubbed High Velocity Sys-
tems, Jabil has put automotive, dis-
plays, mobility EMS, POS terminals,
printing and set-top boxes. For fiscal
Q4, High Velocity Systems represent-
ed 34% of sales, while Enterprise &
Infrastructure made up 33%. Jabil’s
goal isto take the combined share of
these two areas down to 50% in the
three- to five-year time frame.

Given the difference in projected
growth rates between Diversified Man-
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ufacturing Services and the other two
areas, Jabil will increasingly rely on
Diversified Manufacturing Servicesto
fuel itsgrowth. “1 think it’s clear to see
that our growth engineis shifting to
the Diversified Manufacturing Servic-
esarea,” said Timothy Main, Jabil’s
president and CEO, during the compa-
ny’sfiscal Q4 call.

In Diversified Manufacturing Ser-
vices, Jabil gains exposure to several
global trends. One, of course, isthe
outsourcing potential in healthcare and
other such markets with low penetra-
tion rates. Renewable energy and clean
tech comprise a second well-known
trend. Another one arises from the
demand for more healthcare devices
created by aging populationsin devel-
oped regions. Jabil also seesabig op-
portunity to take customers' complex
products into emerging economies. A
final trend involvesinnovating across
the markets that Jabil pursues. “We
believe this exposure to the global
trends provides us an outsized oppor-
tunity for growth and earnings,” said
Main.

“This Diversified Manufacturing
Services[area] will see amore signifi-
cant capital investment aswe move
forward, and we' re certainly broaden-
ing our services beyond our historical
boundaries of electronics manufactur-
ing,” he said. One way Jabil intendsto
achieve this broadening is by applying
its Green Point know-how in materials
to the healthcare, clean tech, industrial
and instrumentation sectors within Di-
versified Manufacturing Services.

With respect to Enterprise & Infra-
structure and High Velocity Systems,
Jabil’ sfocus is much more on custom-
ers and capabilities and much lesson
markets. The company is seeing com-
plex global order fulfillment as ex-
tremely important in these two parts of
its business. Jabil believesthere are
fewer fully scaled, multidisciplinary
competitorsin these areas. Cost and
total value management continueto be
akey success factor here, according to
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Jabil.

“In Enterprise & Infrastructure, we
need to be highly efficient and very
good asset managers, and in High Ve-
locity Systems, we really need to focus
on making sure that we are being deci-
sive about businesses that we want to
bein,” said Main. He added that in
both areas“we'll focus on being effi-
cient from a cost standpoint and sound
asset managers.”

In contrast, Jabil will “aggressively
pursue market share” in Diversified
Manufacturing Services, said Main.

L eft unsaid was who would be on the
losing end of this strategy. Clearly,
part of this strategy isto go after
OEMsin the healthcare, industrial and
instrumentation sectors who need to
deliver their productsin emerging
markets. Smaller providers serving
such customers or attempting to win
them over may well be vulnerableif
these smaller playerscan’t provide an
emerging market solution comparable
to Jabil’s.

While Diversified Manufacturing
Services accounted for 32% of salesin
fiscal 2010, the area’ s higher margins
meant that it contributed 47% of total
profit. That’s up from 18% of compa-
ny profit in fiscal 2006. Profit from
High Velocity Systems dropped to
24% of the total in fiscal 2010 from
47% in fiscal 2006. Jabil said fiscal
2010 profits showed better balance
and demonstrated growth from areas
where it has acompetitive advantage.

Fiscal Q4 resultsin brief

For the quarter ended Aug. 31,
Jabil’s non-GAAP EPS of $0.52 ex-
ceeded guidance of $0.45 to $0.50 and
the prior quarter’s result of $0.40.
Non-GAAP operating income im-
proved by 19% sequentially, asreve-
nue of $3.86 billion grew by 12% from
the prior quarter. Under the old report-
ing structure, sales from the compa-
ny’seEMS and Consumer divisions
increased sequentially by 10% and
18% respectively, while the sales from

the Aftermarket Servicesdivision de-
clined by 4%. Under the new structure,
Diversified Manufacturing Services
and High Velocity Systems contribut-
ed 18% and 12% growth respectively
in the quarter, while Enterprise & In-
frastructure sales advanced by 6%.

On ayear-over-year basis, Jabil’s
revenue rose 38% in the August quar-
ter. Within Diversified Manufacturing
Services, salesfrom Industrial &
Clean Tech and Healthcare & Instru-
mentation climbed by 51% and 64%
respectively.

Non-GAAP operating margin for
the quarter amounted to 4.1%, up 30
basis points sequentially and 180 basis
points year over year. The former
EMS, Consumer and AMSdivisions
produced non-GAAP operating mar-
gins of 5.0%, 2.4% and 8.2% respec-
tively. Under the new structure,
Diversified Manufacturing Services
supplied a margin of 7.1%, compared
with 4.3% from Enterprise & Infra-
structure and 1.3% from High Velocity
Systems.

GAAP net income for the August
quarter equaled $58.7 million versus
$52.0 million in the prior quarter and
$5.5 million in the year-earlier period.

For the November quarter, Jabil
expects revenue to be in arange of
$3.9 hillion to $4.0 billion and non-
GAAP EPSto bein arange of $0.53
to $0.57. Guidance also calls for non-
GAAP operating marginto fall ina
range of 4.2% to 4.4%.

For fiscal 2010 ended Aug. 31, rev-
enue totaled $13.4 hillion, up 15%
from the year before.

News

Foxconn Refutes
Survey Results
Reported by Media

Foxconn Technology Group,
which isanchored by Hon Hai Preci-
sion Industry (Tucheng City, Tai-
wan), has responded to media reports
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News

of aleaked worker survey (which has
since been released in Chinese) with
the potential to create more bad pub-
licity for Foxconn.

According to published reports,
survey findingsincluded excessive
overtime, exploitation of interns, a
wage increase with reduced benefits,
and occupational health and safety is-
sues. Conducted by teachers and stu-
dentsfrom 20 universitiesin Asia, the
survey polled 1,736 Foxconn employ-
eesat 12 plantsin nine cities.

In response, Foxconn stated that it
“strongly and categorically rejectsre-
portsin the Chinese and international
mediathat are attributed to research by
academics and students alleging work-
er abuse, illegal labor practices, and
unsafe working conditions at our oper-
ationsin China.”

Regarding overtime, Foxconn said
its policy isto ensure that overtime
does not exceed the Electronic Indus-
try Citizenship Coalition guidelines of
no more than 60 hours per week and
noted that it isworking to reduce over-
time hours to no more than 36 hours
per month, atarget for 2011.

Asfor student interns, Foxconn
said it provides afull package of com-
pensation and benefits for them.
“While we have found asmall number
of incidents where interns have volun-
tarily and legally worked overtime
hours, we are working hard to institute
aban on any overtime work by in-
terns,” the company stated.

Foxconn answered other allegations
aswell. The company pointed out that
October wage increases have not in-
cluded any reduction or elimination of
benefits or payments. In addition,
Foxconn said it strictly follows gov-
ernment regulations and industry stan-
dards to provide not only proper
protection to workers but also regular
monitoring of the health of workers
who may beinvolved in areas with
potential workplace hazards. The com-
pany’s response also included its pro-
cessfor handling grievances.
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European Providers
Now Linked

Last month, Scanfil plc, parent
company of Top 50 EMS provider
Scanfil EM S (Sievi, Finland), bought
a32.96% stake in Kitron (Billingstad,
Norway), another Top 50 provider.
The purchase price was NOK 143.9
million (about 18.0 million euros).
Through thisinvestment, Scanfil
Group wants to strengthen its position
and commitment in international con-
tract manufacturing markets.

In addition, Scanfil EMS recently
acquired a40% interest in Greenpoint
Oy (Pori, Finland) and signed a supply
contract with the company. Greenpoint
speciaizesin development of solu-
tions and equipment to drive impulse
sales of fast-moving consumer goods.

Acquisition approved...The Euro-
pean Commission has approved the
acquisition of Dell’s computer produc-
tion facility in Lodz, Poland, by Hon
Hai Precision Industry. This deal was
reported here late last year (Dec. 2009,
p. 6-7).

Deal done...Integrated Micro-
Electronics, Inc. (Laguna, Philip-
pines), a Top 50 EMS provider and a
member of the Ayala group, has com-
pleted the acquisition of amajority
stake in PSi Technologies, a provider
of power semiconductor assembly and
test services (July, p. 6-7).

Some new business...Hon Hai is
expected to produce high-end frame-
less LCD TVsfor Sony, reported Tai-
wan’'s Digitimes, relyingon TV
industry sources....Advanced Ener gy
Industries (Fort Collins, CO) has en-
gaged Celestica, based in Ontario,
Canada, to manufacture two brands of
PV (photovoltaic) grid-tieinverter
productsin Ontario. The contract with
Celesticawill expand Advanced Ener-
gy’ sworldwide production capability
to meet growing demand for the com-

pany’sinverter product linesfor solar-
power generation. By having inverter
products manufactured in Ontario, Ad-
vanced Energy will also meet the local
content requirement of the feed-in-
tariff program under the Ontario Green
Energy Act....Elcoteq (L uxembourg)
and a German fan and motor company,
ebm-papst St. Geor gen, have started
arelationship for manufacturingin
Elcoteq’ sfactory in Pécs, Hungary.
Production mainly consists of manu-
facturing PCBAs for fan blowers, but
the companies’ agreement coversthe
manufacturing of 10 different products
altogether. Ebm-papst St. Georgenisa
subsidiary of ebm-papst group.
...SMTC (Markham, Ontario, Cana-
da) has begun manufacturing avoice-
controlled communication badge for
Vocera Communicationsat SMTC's
facility in Chihuahua, Mexico. Vocera
will use SMTC' sregional manufactur-
ing sitein San Jose, CA, to support the
development and introduction of the
next-generation badge before the prod-
uct istransferred to SMTC's Mexico
facility....WD (Lake Forest, CA),
which will begin hard drive manufac-
turing operationsin Brazil, is partner-
ing with Brazilian EMS provider
Digitron to perform manufacturing
operations and fulfillment services.
Digitron’s high-volume notebook PC
assembly and motherboard manufac-
turing plant in the Manaus Free Trade
Zoneisbeing utilized for WD’s
products....Networ kfleet (San Diego,
CA), aprovider of wireless fleet man-
agement services, has expanded its
relationship with The M or ey
Corporation, an EMS company in
Woodridge, IL. In addition to manu-
facturing all of Networkfleet’ stelemat-
ics-based fleet management hardware,
Morey will now take on product de-
sign and fulfillment responsibilities,
also asasole supplier....Top 50 EMS
provider LaBarge (St. Louis, MO) has
landed a $1-million contract from
LORD Corporation to produce elec-
tronic assembliesfor military and ci-
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vilian helicopters. LaBarge expects
follow-on orders....A Swedish subsid-
iary of Norway-based Kitron hasre-
ceived new orders of about NOK 34
million ($5.9 million) from Saab Dy-
namicsfor missile control systems.
The subsidiary also gained about NOK
26 million ($4.5 million) worth of new
ordersfrom BAE Systems. These or-
dersinvolve manufacturing and techni-
cal servicesfor control systemsfor the
Archer artillery project.

Customer withdrawing...Kitronis
losing adata/tel ecommunications cus-
tomer whose departure will have an
estimated impact of NOK 100 million
($17.2 million) on annual sales.

Alliance...Technolution (Gouda,
the Netherlands), a devel oper of elec-
tronics and software solutions, and
EMS provider tbp electronics (Dirks-
land, the Netherlands) recently formed
acollaborative venture called Techno-
tbp. The venture gives OEMsasingle
contact point for their design and man-
ufacturing needs.

New facilities...Hon Hal has
opened acomputer plant in Chengdu,
the capital of Sichuan provincein
southwestern China and one of the lo-
cations designated for the company’s
inland expansion (Aug., p. 1-2), re-
ported China’s official Xinhua News
Agency. This month, Hon Hai indirect-
ly invested $80 million in the new tab-
let PC operation in addition to the $20
million it had already put in, according
to acompany filing. Total investment
for the plant’ sfirst stage came to $299
million, and the price tag is expected
to hit $2 billion, once the second and
third phases are finished, Xinhua re-
ported. In Chongging, another south-
western city, Hon Hai indirectly
invested $15 million to begin work on
anew manufacturing operation for
communications equipment including
switching and routing apparatus, the
company reported in afiling. Note that
Cisco has pledged to work with the
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Chongging city government on devel-
opment of atelecom manufacturing
base there (Aug., p. 2; April, p. 1).
Hon Hai’ sinland expansion also in-
cludes Zhengzhou in the central prov-
ince of Henan where the company
added $22 million to its previous $12-
million investment in one mobile-
phone unit and $80 million to the $20
million already invested in a second
mobile-phone unit. Thefirst activity,
which has started production in atem-
porary facility, will mainly assemble
Applé€ siPhone, Xinhua reported. Fi-
nally, through subsidiaries Hon Hai
spent $50 million toward a new com-
puter chassis and metal stamping
operation in Huizhou, located in
Guangdong province of southern
China....Flextronics (Singapore) has
launched its newest Flextronics Com-
puting facility in Wuzhozng, China.
With over one million ft ', the facility
provides complete design and manu-
facturing servicesfor desktops, all-in-
one computers, notebook products and
tablets (Oct. 2009, p. 4). The company
expects to hire more than 12,000 engji-
neering and manufacturing employees
for the new site.

New subsidiary in India...Publicly
held CTS (Elkhart, IN), which does
business in components and sensors
and EMS, has established a new sub-
sidiary near New Delhi, India, expand-
ing its capabilitiesin thisfast growing
market. The company said its new sub-
sidiary will allow CTSto operate with
full manufacturing, sales and service
capabilitieswithin India.

Canadian Provider
Changes Hands

A group of EMSindustry veterans
led by Paul Walker, the former CEO
of SMTC and one of its founders, has
purchased Artaflex, aCanadian EMS
provider in Markham, Ontario, whose
offeringsinclude product devel opment
and commercialization. Thetermsand

value of the deal were not disclosed.

Joining Walker in the ownership
group are Gerry luliano, co-founder of
Artaflex, and Phil Woodard, who
served under Walker asSMTC's
COO. Walker has taken on the CEO
role at Artaflex, luliano is company
president, and Woodard has regained
hisformer title of COO.

The new owners were attracted to
the high-mix, high-complexity work
done by Artaflex in the medium-vol-
umerange. They also liked the compa-
ny’s customer list, whichincludes alot
of military/aerospace, medical and in-
frastructure type products. “ There
tends to be margin in those areas,”
Walker told MMI.

He believesthat Artaflex has some
attributes that separate it from its com-
petitors. With an engineering staff
covering multiple disciplines, Artaflex
can start with a customer’ sidea and
developitinto afully commercialized
product. For acompany of Artaflex’s
size, that isa“big differentiator,”
Walker said. In addition, Artaflex de-
veloped its own wireless modules and
isdoing reverselogisticswork that is
atypical for smaller EMS providers.

Walker and histeam are already
hunting for other deals. He said, “ The
Canadian [EM S] marketplaceis pretty
fragmented,” and the company is pur-
suing consolidation opportunities. “We
have a history of doing that [at SMTC]
sowe' regoing to do it again,” he
added.

Artaflex, which isfocused on Cana-
da, also plansto extend its market
coverage. Walker thinksthat New En-
gland and upstate New Y ork comprise
an achievable target for expansion.

The company’s sales are under $50
million, and Walker describes Artaflex
asvery profitable and growing.

Walker was originally brought in to
advise Artaflex. “For the past four,
fiveyears|’ve been restructuring busi-
nesses and getting them fixed and sold.
This one we bought, though,” he said.
It was adeal he couldn’t pass up.



Last Word

Old Sales Pitch in New Packaging

Theterm life cycle is appearing
more and more these days in descrip-
tions of EMS offerings. For providers
whose services range from design
through aftermarket services, theterm
gives acompany aconvenient way to
sum up what is being offered. Whether
an EMS company positionsitself asa
life-cycle services partner or aprovid-
er of product life-cycle solutions, to
cite two examples, the ideais the same
—to follow a product from cradle to
grave. But does the increasing use of
the term reflect a surge in the demand
for end-to-end services or a greater
focus on selling such services? MMI
chooses the latter explanation.

Whilelife cycle may be arelative
newcomer in the marketing lexicon of
the EM S industry, the concept behind
the term isnot. Providers have been
promoting their end-to-end services
for years. One could argue that the
term life cycleisaglossier repackag-
ing of the same kind of offering. This
point may well be correct, asfar asit
goes.

But for the EM S industry, selling
end-to-end services, however they’re
packaged, is potentially awinning
strategy. If aprovider can get an OEM
to outsource product design or parts of
it, manufacturing, fulfillment and after-
market support al in asingle contract,
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then that provider would have achunk
of businessthat won't easily be
switched to a competitor. Furthermore,
the business would bring in more reve-
nue and higher margins than manufac-
turing alonewould.

On the OEM side of an end-to-end
relationship, the customer benefits
from having to manage just one suppli-
er for aproduct line. Such arelation-
shipisalso anideal setup for the
feedback of defect data from the repair
cycleto design activitiesin a process
for improving an OEM’ s next-genera-
tion product.

But for the most part, OEMs have
not adopted the end-to-end model for
outsourcing. With respect to the back
end, typically one OEM group will
choose a manufacturing partner, and
another group will select an aftermar-
ket services partner (Sept., p. 2).

OEM s can defend this practice by say-
ing that it gives them moreflexibility —
they’re not locked into one supplier —
and allows them to pick the best of
breed in each category.

Oneway EMS providers can over-
come the best-of-breed objection isto
show that both their EMS and AMS
offerings are top-notch. The other
thing they need to do is convince
OEMsthat it’ sworth trading off flexi-
bility for the ease of working with a
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single supplier.

This approach has not worked very
well in the past. However, a number of
providers, especially some of the larg-
est ones, have been putting more em-
phasison AMS (Sept., p. 1). Their
effortswill lend more credenceto a
sales pitch for the full range of servic-
esfrom design through AM S. Repack-
aging this offering with ashiny new
label such aslife-cycle serviceswon’t
hurt either.
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