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Overall Growth of Nearly 20% for First Half

Buoyed by growth of Asia-based
EMS providers and ODMs, a group of
32 large outsourcing providers pro-
duced an overall salesincrease of
19.9% in the first-half of 2007 versus
the year-earlier period. Thisnewsis
both good and bad. On the positive
side, it shows that the secular trend in
outsourcing remains robust years after
the trend went global. But thereisa
darker message here aswell. These 32
large providers represent by far the
bulk of the businessin outsourced
manufacturing; their 19.9% growth
rate can be used as a proxy for the out-
sourcing market at large. Outsourcing
providersthat grew at below that rate
in thefirst half did not keep up with
the overall market.

Consisting of 21 EMS providers
and 11 ODM s, this group of 32 public-
ly held companies together accounted
for first-half sales of $109.5 hillion, up
from $91.3 billion in the same period a
year ago. Theresulting 19.9% growth
rate iswell above long-term growth
forecasts, which typically are below
15%. What' s more, growth of the out-
sourcing business (EMS + ODM) has
been running ahead of long-range pro-
jections for some time now, MMI be-
lieves. Growth of last year's Top 25
providersin outsourcing amounted to
21.6% (May, p. 1-2), which followed a
22.4% increase for the 2005 Top 25.

Perhaps the best news of all, group
net profit increased at an even faster
rate than did sales. In the first half of
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Table 1: First-Half Results by Outsourcing Groups in M US$
, , Q12 Q1-2 Net
- - 0, 0,
EMS Group No. of Q1-2'07 Q1-2'06 /0 ‘07 net '06 net /0 mar-
cos. sales sales chg. . .. chg.

profit  profit gin

Asia-listed 7 25635 20464 253 1,136 877 295 4.4

Europe-listed 6 3,374 3,195 56 (55) 27 -303 -1.6

US-listed 8 33,175 29,791 114 335 283 185 1.0

Combined 21 62,184 53,450 16.3 1,416 1,187 19.3 2.3

EMS
ODM Group 11 47,309 37,883 249 1411 912 546 3.0
Total/avg. 32 109,493 91,333 19.9 2,827 2,099 34.7 2.6

on monthly datafrom the U.S. Federal
Reserve.) This net profit equated to a may not be fat, but they are far from
net margin of 2.6% (Table 1). It shows negligible.

that profitsin the outsourcing space
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First Half

Chart 2: First-Half 2007 Growth (%) for Large Public Table 2: Six-Month 2007 GAAP Results for Eight
0 EMS Providers Large EMS Providers, US Traded (M$ or %)
Compan , , 1-2 Q1-2
25 | (in ordgr o); Q1-2°07 Q1-2 '06 Yr.-yr. 'O?net (% net
6-mo. sales) sales sales  chg. inc. inc.
20 1 Flextronics 9,833.8 7,590.0 29.6 227.6 127.4
15 | Jabil 5,936.8 4,907.5 21.0 20.1 133.2
Solectron 5,887.2 5,202.2 13.2 274 724
10 | Sanmina-SCI  5,100.1 5,376.3 -5.1 (53.7)(130.9)
5 | Celestica 3,779.3 4,1575 -9.1 (9.4) (47.7)
|I| Benchmark 1,508.8 1,4004 7.7 50.4 54.0
0 Plexus 739.8 735.3 0.6 25.7 436
7 Asia-listed 6 Europe-listed 8 US-listed 21 EMS Nam Tai 3894 4220 -7.7 472 31.0
Asin the past, ODMs as awhole combined Total/avg. 33,175.2 29,791.2 11.4 335.3 283.0

outpaced their EM S counterparts when
it came to revenue growth. In the first
half of 2007, aggregate growth of the
11 ODMsin the group exceeded that
of the 21 EMS providers by 8.6 per-
centage points, asignificant margin.
ODMs combined for 24.9% growth (in
U.S. dollars) in thefirst half, com-
pared with a 16.3% increase for the
EMS companies (Chart 1, p. 1). ODM
growth isadirect reflection of the PC,
display and other productsin which
ODMs specialize.

With salestotaling $62.2 billion,
EMS providers still represented ama-
jority of salesfor the group of 32. But
within the EM S subset, growth varied
widely. Led by Hon Hai Precision
Industry, theworld'slargest EMS
provider, the seven Asia-listed provid-
ers chalked up a 25.3% growth rate for
thefirst six months. This performance
left U.S.- and Europe-listed providers
playing catch-up astheir first-half
growth rates camein at 11.4% and
5.6% respectively (Table 1, p. 1 and
Chart 2).

First-half resultsfor the eight U.S.-
traded providersin this analysis ap-
peared in last month’ sissue (Aug., p.
5). Table 2 reprises these results.
While sales grew at a below-average
11.4% in thefirst half, GAAP netin-
comerose at 18.5% year over year,
some seven percentage points higher
than sales growth and less than one
point below overall margin growth for
the 21 EMS providersin thisanaysis

2

(Table 1, p. 1). On the other hand, net
margin for the U.S.-traded providers
amounted to 1.0%, or 130 basis points
below the combined margin of the 21
providers. Despite the increasein net
income for the U.S.-traded providers,
their combined net margin still has
much room for improvement if the
benchmark to shoot for is the 2.3%
combined margin of the 21 EMS pro-
viders analyzed here.

Anchored by Hon Hai, the seven
Asialisted providersinthe EMS
group easily outgrew their U.S. and
European counterparts on a combined
basis. Collectively, these Asia-listed
companies also led their counterparts
with respect to net profit gain (29.5%)
and net margin (4.4%) in thefirst half
(Table 1).

Hon Hai’ s growth continues to defy
the law of large numbersto some de-
gree, but not as much asin the past.
For thefirst half, the mammoth pro-

75% respectively.

On aconsolidated basis, the provid-
er' s net income attributable to share-
holders more than kept pace with
sales. (Note that Hon Hai reports con-
solidated results only twice ayear.)
Net incomein the first half amounted
to $947 million, up 28.3% year over
year (31.6% in NT dollars). But gross
margin decreased by 35 basis pointsto
9.87%, and operating margin was
down 26 basis points to 5.60%. Attrib-
utable net margin increased by 9 basis
points to 4.39%, which included a 39-
basis point reduction in income tax
expense as a percentage of sales.

Hon Hai’ s consolidated resultsin-
clude those of its majority-owned
handset subsidiary, Foxconn Interna-
tional Holdings (FIH), whichisama-
jor EMS provider initsownright.
Unlikein 2006, FIH's performance in
the first half of 2007 did not contribute
to the growth of its parent company in

vider reported con-

: Table 3: First-Half Results for Seven Asia-Based
gidglg?”sslnesagfin_ EMS Providers in M US$
crea;se of 25.’6% in Company Q1-2'07 Q1-2'06 Yr.- Q1-2 '0_7 Q1-2 '0_6

sales sales yr. % net profit net profit

U.S.-dollar terms HonHai 21,538 17,144 256 947 738
(28.8%in NT dol- Venture 1,201 923 39.9 98 63
lars) fromayear ear- | cal-comp 1,236 854 44.7 40 24
lier (Table 3 at right usl 891 792 12.6 27 18
and Table 4, p. 3). Jurong 271 341 -20.5 17 21
By comparison, the | Wong's Intl. 211 239 -11.6 3 7
company’ sconsoli- SMT 196 172 13.8 4 6
dated revenuein- Total/avg. 25,635 20,464 25.3 1,136 877
creases for 2006 and | Currencies converted to US$ using 6-month averages based on
2005 were 38% and monthly 2006 and 2007 data from the US Federal Reserve.
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Table 4: Q2 2007 and Six-Month Results for Seven Asia-Based EMS Providers

Home Cur- Q2'07 Q2'06 Yr- Q2°07 Q206 Q1-2'07 Q1-2'06 Yr-yr. Q1-2'07 Q1-2'06 Y-
Company yI. net net ) Y

base rency sales sales - . sales sales chg. net profit net profit
chg. profit  profit chg.
Hon Hai Taiwan M NT$ 711,257 552,249 28.8 31,261 23,759 31.6
Venture Singapore K S$ 1,004,653 750,589 33.8 78,662 52,555 1,973,555 1,484,454 32.9 149,374 101,918 46.6
Cal-Comp  Thailand M Baht 19,815 19,381 2.2 618 595 41,042 33,023 243 1,328 944 40.7
uslI Taiwan M NT$ 29,439 25499 155 905 571 58.7
Jurong Singapore K S$ 195,968 249,293 -21.4 13,895 17,503 414,284 548,001 -24.4 26,673 33,968 -21.5
Wong's Intl. Hong Kong K HK$ 1,648,864 1,852,874 -11.0 24,851 50,550 -50.8
SMT Hong Kong K HK$ 816,843 703,309 16.1 15,410 21,120 1,533,372 1,337,915 14.6 29,646 49,418 -40.0

Chart 3: First-Half 2007 Growth (%) for Large Public
EMS Providers Excluding Hon Hai

fectsdid come

rong Technologies' first-half salesfell

o5 into play here. In  20.5% year over year in U.S. dollars
U.S. dollar (24.4% in Singapore dollars), and the
20 terms, Cal-Comp provider attributed its Q2 sales decline
Electronics (Table 4) to adelay in amajor custom-
15 1 (Thailand) and er'sexecution plan. Wong' s nterna-
0] Venturg (Sin- tional also posted afirst-half decrease
gapore) in- in revenue from ayear earlier. What's
5 | creased sales by more, these two companies plus a
| I 44.7% and third, Surface Mount Technology
0 39.9% respec- (Holdings) Limited, saw first-half
6 Asia-listed 6 Europe-listed 8 US-listed 20 EMS tively (Table 3). earnings go down year over year.
that period. For thefirst six months, combined But when growth Likethe Asian group, the six Eu-

FIH recorded sales of $4.6 billion, an
increase of 4.9% year over year. In
contrast, FIH’ s revenue went up by
63.1% in 2006. First-half net profit
(attributabl e to sharehol ders) rose by
7.4% from the year-ago period to
$324.0 million, equivalent to anim-
pressive net margin of 7.1%.

Because of Hon Hai’s massive size,
the company isin aposition to skew
overall results. Asmentioned earlier,
the 21 EMS providers grew salesat a
combined rate of 16.3% in thefirst
half. Without Hon Hai, aggregate
growth would decrease by 4.3 percent-

age pointsto 12.0% (Chart 3). This Asian EMS group, - :
Hon Hai effect was less pronounced whichincreased Table 5: FgatéHslf R.Zsuns. f(:vrl 3|§$European
than in last year' sfirst-half anlysis 29.5% year over year o127 “g;_;f&'” \r- 01207 Q12 06
(Sept. 2.006’ P- 2.and 3). inU.S. dollars, im- Company sales sales yr. % net profit net profit
Butin t_he Asiatraded group of p_roved faster than Elcoteq 2554 2473 3.3 (90) 3
EM S providers, the absence of Hon did sales (Table 3). | partnertech 197 196 03 5 g8
Hai would have had asmall effect — Four out of seven Scanfil 148 151 -2.0 8 (1)
less than two percentage points—on companies achieved Neways 184 137 34.1 10 6
aggregate growth, expressed as U.S. high growth rates for Kitron 163 128 26.8 6 3
dollars. Besides Hon Hai, four other net profits. NOTE 129 110 17.7 6 4
Asian providers reported double-digit But not all boats Total/avg. 3,374 3,195 56 (55) 27
growth in thefirst half (Table 3, p. 2 rose with this out- Currencies converted to US$ using 6-month averages based on
and Table 4). However, currency ef- sourcing tide. Ju- monthly 2006 and 2007 data from the US Federal Reserve.

is calculated from the companies' re-
porting currencies, the numbers drop
to 24.3% and 32.9% (Table 4). In the
former case, appreciation of Thai-
land’ s baht against the dollar inflated
Cal-Comp’ sfirst-half growth ex-
pressed in U.S. dollars by some 20
percentage points. By comparing Ta-
bles 3 and 4, one can gauge the curren-
cy effect on each Asian provider.
Asian providers clearly benefited
on the bottom line as well as on the top
line from the continuing popularity of
outsourcing to low-cost countriesin
the region. First-half net profitsfor the

rope-traded providers are dominated
by asingle EM S provider, in this case
Elcoteq. This European EM S group
collectively increased first-half sales
by 5.6% (in U.S. dollars) from ayear
earlier, largely asaresult of Elcoteq's
3.3% revenue gain in the period (Ta-
ble5). Again, currency effects were
present. In this European group, appre-
ciation of European currencies against
the dollar caused significant inflation
of salesand earnings when converted
to U.S. dollars.

Despite these effects, it is clear that
both Neways and Kitron produced
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Table 6: Q2 2007 and Six-Month Results for Six European EMS Providers
Company Home base Cur- Q2'07 Q2'06 Yr.-yr. Q2 r?e7t Q2 rga? Q1-2'07 Q1-2'06 Yr-yr. Q1-2 '0_7 Q1-2 '0_6
rency sales sales chg. . ! sales sales chg. net profit net profit
profit  profit
Elcoteq Finland M EUR 968.3 1,029.6 -6.0 (20.6) 44 19208 2,107 -45 (675) 65
PartnerTech Sweden M SEK 683.1 8476 -194 160 403 13653 14878 -82 343 62.0
Scanfil Finland M EUR 58.9 624 -5.6 3.2 3.7 1111 1225 93 6.3 (0.9)
Neways Netherlands M EUR 138.6 111.7 241 78 47
Kitron Norway M NOK 5105 3952 29.2 197 0.5 996.2 828.4 20.3 345 164
NOTE Sweden M SEK 470.2 4331 86 224 1538 895.2 8316 7.6 384 27.9

first-half revenue gains above 20% no
matter how they’ re measured. Three
European providers — Elcoteq, Part-
ner Tech and Scanfil — recorded sales
declinesin their native currencies,
whilejust one (Scanfil) appears with a
decrease expressed in U.S. dollars
(Table5, p. 3and Table 6).

Although Elcoteq’ s net lossin the
first half put the European group in the
red, the other European providers
made money in the period. What's
more, first-half net profitsimproved
year over year at four out of six Euro-
pean companies. On aU.S.-dollar ba-
sis, the provider that made the greatest
gain in profitswas Scanfil .

MMI’s analysis also includes 11
Talwan-based ODMs, of which ten
reported consolidated resultsin NT
(New Taiwan) dollars. Theseten
ODMs appear in Table 7. The remain-
ing company, TPV Technology, is
Hong Kong-listed and recordsits re-
sultsin U.S. dollars. TPV has been

added to Table 8, which presents re-
sultsin U.S. dollars.

For theten ODMsin Table 7, com-
bined gross marginin the first half of
2007 did not budge from the 7.9% of a
year earlier, but overall operating mar-

the highest first-half growth rate, fol-
lowed by Innolux Display. Growth
rates varied widely with two ODMs,
MiTAC International and I nventec
Appliances, showing salesdeclinesin
NT dollars.

gin went up 60 basis

points year over year Table 8: First-Half Results for 11 ODMs in M US$
to 3.5%. Thisincrease Q1-2'07 Q1-2'06  Yr- Q1-2'07 Q1-2'06
. . . Company 0 ) )
in operating margin sales sales yr. % net profit net profit
sent more profitsto Asustek 11,204 6,541 71.3 411 221
the bottom line. Eirst- Quanta 9,579 7974 20.1 232 151
half earnings (in NT Compa*l 6,882 4,924 398 177 121
dollars) for the ten TPV 3,798 3,251 16.8 68 74
obMsgrewmore | WIS Ul Sas 22 we 124
than twice asfast as o : : '
sales. Net profit Wistron 3,327 3,067 85 74 88
th P lnnolux 2,076 1,346 54.2 136  (5)
gro Zde%r4°‘2’fr year MITAC 1,308 1429 -85 73 73
amounted 64.2%CoM-| - entec 1200 1,501 -20.1 48 39
pared with an overall Appliances
revenue increase of FIC Global 945 859 10.1 (3) (46)
28.8% (Table 7). Totallavg. 47,309 37,883 249 1411 912
Thelargest ODM Currency converted to US$ using 6-month averages based on
by sales, Asustek monthly 2006 and 2007 data from the US Federal Reserve.
Computer, also had *Hong Kong-listed company reports results in US$.

Table 7: Consolidated First-Half Results for Ten Large ODMs in Millions of NT$ (or %)

Q1-2'07 Q1-2'06 Yi-yr Q1-2'07 Q1-2'07 Q1-2 '06 Q1-2'06 Q1-2 '07 Q1-2 '07 Q1-2 '06 Q1-2 '06 . Q1-2 IQ1-2
Company gross  gross Qgross  gross oper. oper. oper. oper. '07 net '06 net

sales sales chg. ) ) X ) i )

profit ~marg. profit marg. profit marg. profit  marg. profit profit

Asustek 370,003 210,717 75.6 33,326 9.0 20,949 99 14,490 3.9 7,592 3.6 13577 7,117
Quanta 316,349 256,861 23.2 17,638 5.6 14,178 55 8499 27 3979 15 7,646 4,866
Compal 227,278 158,631 43.3 15,068 6.6 11,100 7.0 9,837 43 6,894 43 5,852 3,890
Inventec 115592 115254 0.3 6,122 53 7,186 6.2 1523 13 1613 14 2,524 2,351
Lite-On 115,220 109,940 4.8 14,007 122 13,824 12.6 4,005 35 5040 4.6 3,895 3,994
Wistron 109,882 98,807 112 7,346 6.7 7196 7.3 2934 27 3544 36 2,451 2,819
Innolux 68,542 43346 581 7,734 113 2431 56 5358 7.8 663 15 4,500 (170)
MIiTAC 43,203 46,035 -6.2 6,399 1438 5187 11.3 2348 54 2431 53 2,413 2,364
Inventec 39,613 48,363 -18.1 4,336 10.9 3808 7.9 1946 49 1,200 25 1,581 1,244

Appliances

FIC Global 31,221 27,657 129 2,092 6.7 1864 6.7 (359) -11 (1,203) -4.0 (92) (1,466)
Total/avg. 1,436,903 1,115,611 28.8 114,068 7.9 87,723 7.9 50,581 3.5 31,853 2.9 44,347 27,009

Net profit represents consolidated net income attributable to the parent company.
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With TPV added, the 11 ODMsin
this analysis combined for $47.3 bil-
lionin first-half sales, up 24.9% from
ayear earlier (Table 8, p. 4). While
first-half profitsfor the larger ODM
group increased at 54.6%, again more
than double the rate of sales growth,
earnings declined from ayear earlier at
three ODMs. All ODMs but one, FIC
Global, were profitable in the first half.

Net margin for the ODM group
stood at 3.0% for the first half, 70 ba-
sis points above that of the EM S group
(Tablel, p. 1). Yes, ODMson the
whole remain more profitable than
their EM S counterparts, but the edge
in profitability is not what it once was.

If there is one takeaway from this
analysis, it isthat the outsourcing busi-
ness overall isgrowing at around 20%,
not 10 to 15% as is often assumed.
The challenge for EMS companies, in
particular, isto ensure that they gain a
full share of this overall growth.

News

Flextronics
To Make ODM Move

Arima Computer (Taipei, Taiwan)
has signed a binding letter of intent to
sell its notebook and server related
operationsto Flextronics (Singapore).
The deal will extend Flextronics
ODM activities into the notebook
space and bolster its server capabili-
ties.

Flextronics will pay $191.5 million,
including a premium of $59.5 million,
for the Arima business, according to a
statement from Arima. Among the as-
sets of this business are a plant and
four dormitoriesin Wudiang, Ching;
products; technology; customer lists;
and inventories. In addition, the pro-
posed transaction includes the sale of
wholly owned Arimasubsidiariesin
the UK, Texas, Californiaand Japan.
A definitive purchase and sale agree-
ment is expected to be executed within
45 days of the deal’ s announcement on

Sept. 20.

Thisacquisition can also be viewed
asaway to outflank archrival Hon
Hai Precision Industry (also known
as Foxconn), which has held back
from entering the notebook ODM
business. The Hon Hai group isama-
jor supplier of casings to notebook
ODMs.

In June, an Arima official told Reu-
tersthat Arimawas shooting for about
1 million notebook computersin 2007,
an increase from 630,000 units last
year. Arimaestimated that its note-
book salesthisyear, part of which
comes from a clone notebook busi-
ness, will amount to NT$20 billion
($605 million), Digitimes reported.

According to iSuppli, Arima manu-
factured 52.7% of Gateway’s note-
booksin 2006. Last month, Acer
announced itsintention to acquire
Gateway. If the deal goesthrough, it
will combine the notebook supply
bases of the two companies. In that
event, the question will be whether or
not Acer will consolidate the com-
bined supply base.

On the server side, Arimaand Flex-
tronics have introduced platforms that
appear to be complementary. This
month, Arimabrought out mother-
board and barebones products based
on the Quad-Core AM D Opteron pro-
cessor. Earlier thisyear, Flextronics
unveiled a server motherboard based
on the Quad-Core I ntel Xeon proces-
sor (April, p. 4).

According to Arima, Flextronics
intends to offer jobs to substantially all
of Arima semployeesin its notebook
and server business. The business em-
ploys 3,500 people outside of Taiwan,
Digitimes reported.

After the purchase and sale agree-
ment issigned, Arimawill convene a
sharehol ders meeting to seek approval
of the transaction. Flextronics must
also gain approval from Taiwan'sIn-
vestment Commission.

For the first half of 2007, Arima
reported aloss of NT$1.22 billion
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($37 million at current exchange rates)
on consolidated sales of NT$10.59
billion ($322 million).

Flextronics said to be pursuing
purchase of ECI Telecom plants

An |sraeli newspaper, Yedioth Ahr-
onoth, reported that Flextronicsis
working on adeal to buy ECI Tele-
com’sthree plants, al in Israel, for
about $270 million, according to Reu-
ters. Reportedly, the deal includes a
five-year supply agreement.

When contacted by MMI, neither
Flextronics nor ECI Telecom would
comment on the deal.

ECl isapublicly held provider of
networking infrastructure equipment.
Last month, the company’ s sharehol d-
ers approved the acquisition of ECI by
privateinvestment entities.

Nokia Siemens Aims
To Sell Plants to Jabil

Responding to an MMI inquiry,
Nokia Siemens Networ ks has con-
firmed that it intends to divest two
plantsin Italy to Jabil Circuit (St. Pe-
tersburg, FL). Oneisamicrowave fa-
cility in Cassinade Pecchi near Milan,
and the other is aradio access equip-
ment facility in Marcianise near Na-
ples. A preliminary agreement with
Jabil callsfor the transfer of some 600
Nokia Siemens employeesto Jabil.
Nokia Siemens expects the deal to
close in the next few months.

The company told MMI that the
reason for thismoveisto increase
flexibility when it comes to manufac-
turing. Nokia Siemens has also said
that it will look at business transfers
like thiswhen meeting headcount syn-
ergy goals.

The European Commission has set
aprovisiona deadline of Oct. 17 for
itsreview of thisdivestiture.

Note that Jabil already operates two
sitesin Italy, one of whichisin Mar-
cianise.



News

Two Consolidation
Deals in Europe

Besides North America, Europe
provides some of the most fertile
ground for EM Sindustry consolida-
tion. Two dealsin Europe, one com-
pleted and one announced, illustrate
thispoint.

In the first instance, AW S Elec-
tronics Group based in Newcastle-
under-Lyme, UK, has acquired another
UK provider, Instem Technologiesin
Stone, Staffordshire, creating, said
AWS, the UK’ slargest independent
EMS provider. AWS' s annual sales
now exceed £40 million ($81 million),
the company reported.

“The acquisition is strategic, asit
allows usto provide flexibility and
capacity for the sales growth being
created within both businesses,” stated
Paul Deehan, AWS Group CEO. With
the company’ s growth forecasts and
current order book, Deehan said he
needs the extra capacity that Instem
brings both in terms of people skills
and facility production.

L ocated some eight miles from
AWS sNewcastle-under-Lyme opera-
tion, Instem specializesin high-com-
plexity box build and has customersin
awiderange of industry sectorsin-
cluding mining, scientific and medical.
AWS plans to manage both sites as
one entity to gain flexibility and re-
duce overhead costs.

The company said it isreversing
the downsizing trend in electronic
manufacturing that is prevalent in the
UK and specifically in the Northwest
region of England.

Thisdeal isAWS's second acquisi-
tion thisyear and itsthird in the UK
(March, p. 5-6).

In another European deal, Enics
(Baden, Switzerland) has entered into
an agreement to purchase certain as-
setsof ZTS Elektronika, acompany
engaged in EM S and other activitiesin
Nova Dubnica, the Slovak Republic.
Thetransaction is expected to be com-
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pleted after the necessary approvals
from authorities are obtained.

Thisacquisition will give Enics
quick accessto its second production
facility in Eastern Europe.

“Dueto our rapid growth and in-
creasing customer demand, we have
been looking for a suitable place to
expand our Eastern European pres-
ence. Slovak Republicisan ideal solu-
tion to us becauseit is centrally
located, close to the large markets of
Central Europe, and provides excellent
connections also to Western and
Southern Europe,” stated Reijo It-
konen, president and CEO of Enics.

In the new location, the company
can also tap into alarge pool of com-
petent workers, according to Enics.

NOTE Gains
Capacity in China

In thefirst phase of astrategic alli-
ance with lonics EM S of the Philip-
pines, NOTE (Danderyd, Sweden)
will acquire 50% of lonics’ facility in
Tangxia, Guangdong Province, China.

“Thefacility is new (2005) and cur-
rently hastrained, skilled staff on site
and new machines. Our intention isto
utilize the unit for existing and new
customers. We already have customers
inthe telecom and industrial segments
that need production in Chinaand
Asia,” said Arne Forslund, NOTE's
CEO and president. “ Thisinitiative
also means...consolidating our role as
along-term partner for our major cus-
tomers.”

Thefacility has annual production
capacity equivalent to about SEK 500
million ($76.8 million), and current
capacity utilization islessthan SEK
100 million ($15.4 million).

Another investment...EMS provider
Cal-Comp Electronics (Bangkok,
Thailand), amember of Taiwan’sKin-
po Group, has approved a $500,000
investment in A-Ten Technology, a
Talwanese company that will strength-

en Cal-Comp’s R&D capability for
telecom products. The investment will
also create asales channel in China
and elsewhere. A Cal-Comp subsidiary
will end up with a55% stakein
A-Ten.

Deal done...Stadium Group
(Hartlepool, UK), apublicly held
EMS company with a branded plastics
business, has acquired Ferrus Power
Limited (Peterborough, UK), a manu-
facturer of custom power converters
and power supplies.

New business.. .Jahil’ s new factory
in Ho Chi Minh City, Vietnam, will
serve as an inkjet printer plant for HP
(May, p. 6). Thefacility will start vol-
ume manufacturing for HP next
month, and about one million units
will be made for export during the first
year of production. Eventually, HP
production will also be expanded to
cater to the domestic market. In addi-
tion, areport on the San Jose Mercury
News website states that Jabil and
Polk Audio (Baltimore, MD), abrand
of publicly held Directed Electronics,
are developing high-definition radios
that would allow usersto select music
for purchase later on....Teradyne has
extended its manufacturing contract
with Solectron to include additional
requirementsin the areas of fina as-
sembly, configuration and test for most
of Teradyne's Flex family of semicon-
ductor test products, according to a
Form 8-K filed by Teradyne. Solectron
will perform this new work in Suzhou,
China. The agreement will expirein
2010.... Under anewly signed con-
tract, Flextronics will manufacture a
full line of wafer probersfor Electro-
glas (San Jose, CA). Thiswork will
take placein Malu, China, where Flex-
troni cs manufactures semiconductor
equipment sold by other companies.
...Top 50 EMS provider VIDEOTON
Holding (Székesfehérvar, Hungary)
has started to supply new epilator (hair
removal) subassembliesto Braun
Germany from the provider’ssitein
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StaraZagora, Bulgaria....Pimatronics
(Hong Kong), an EM S provider with a
volume production facility in China,
will fabricate aline of RFID tagsfor
Intelleflex (SantaClara, CA)....Sci-
vanta Medical (Spring Lake, NJ) has
entered into a development agreement
with Sparton Medical Systems, aunit
of asubsidiary owned by Sparton
(Jackson, M1). Sparton Medical will
provide Scivantawith engineering and
development support for the hardware
component of the Hickey Cardiac
Monitoring System.

New Approach to
Medical Market

It's not exactly a secret that the
medical sector isan emerging EMS
market segment with largely untapped
outsourcing potential. EM S providers
targeting medical business are now
commonplace. The challenge then be-
comes: How do they actually win med-
ical customers? A key part of one
company’ s answer isto offer an un-
usual licensing plan for medical OEMs
with legacy products.

Thisyear, Suntron (Phoenix, AZ)
introduced alicensing program that
encourages amedical OEM to out-
source both production and engineer-
ing required to sustain products with
long life cycles. Asthe EMS world
knows, supporting such products
through their sunset phase often means
dealing with component obsolescence
and the associated sourcing problems.
Suntron will take on the obsolescence
issues of alegacy medical product as
part of alicensing agreement to con-
tinue production of the product. The
provider will sustain the engineering
necessary to continue manufacturing.

Suntron pays the OEM a negotiated
royalty based on the licensing agree-
ment.

Thelicensing effort has been re-
sponsible for winning some amount of
new business for Suntron. “ The licens-
ing plan continues to excite many new

customers,” says Martin Smith, direc-
tor of marketing and intellectual prop-
erty licensing at Suntron. Smith, a
registered license executive, devel-
oped the licensing strategy for Suntron.
Suntron recently earned the 2007
North American Frost & Sullivan
Competitive Strategy L eadership
Award in the medical EMS market.

Fastest growing segment at GEM

Suntron is not the only EM S pro-
vider below the top tier to report suc-
cess in the medical market. According
to Genesis Electronics Manufactur -
ing (Tampa, FL), the medical device
market has become GEM’ s fastest
growing business segment since 2003.
That’ s when the company attained 1SO
13485 certification for quality man-
agement in the supply of medical de-
vices.

“Today, medical device customers
account for about 28% of our manu-
facturing business,” states Scott Maul-
din, president of GEM. “By year end,
we anticipate our medical customers
will make up 30% of our manufactur-
ing revenue, which isin linewith our
market strategy.”

This month, GEM announced that it
added another medical device custom-
er to its growing base of EM S clients.

New facilities...Vietnamese news
sources are reporting that Taiwan's
Hon Hai group planstoinvest in yet
another location in Vietnam. The latest
areafor investment is said to be the
northern province of Vinh Phuc, for
which Hon Hai has reportedly ear-
marked $1.1 billion for an industrial
park and urban area, where wireless
fixed-line and mobile phoneswill be
produced. Four other locations have
been reported here as part of Hon
Hai’ s $5-billion investment in Viet-
nam. They are Ho Chi Minh City and
the provinces of Bac Ninh, Bac Giang
and Binh Dinh (August, p. 7-8; July, p.
7). What's more, Hon Hai has also
signed an agreement with another city,
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Hai Phong, according to online reports
posted by Viet Nam News. Hon Hai
group continuesto invest in Chinaas
well. Parent company Hon Hai Preci-
sion Industry has committed to build-
ing an LED manufacturing center at
Wuhan in China s Hubei Province,
according to a Digitimes report based
on other news sources. In addition,
CENS.comisreporting that Hon Hai’'s
handset subsidiary, Foxconn Interna-
tional Holdings, aimsto set up abase
in Guangxi Province, recently targeted
for development by the parent compa-
ny. This report cited Xinhua News
Agency and alocal newspaper....Also
in China, Surface Mount Technology
(Holdings) Limited (Hong Kong), a
Top 50 EMS provider, recently
opened afactory in Changchun and a
second factory at Tangxia, Dongguan.
SMT has also completed construction
of aplant in Suzhou and is preparing
theinside. Another project is under-
way in Tianjin, where the company is
building afactory scheduled to start
operationsin mid 2008....This month,
NOTE will open what is described as
its most advanced factory at Norrtélje,
near Stockholm, Sweden....EMS pro-
vider Team Precision of Bangkok,
Thailand, has established a presencein
Sanderborg, Denmark, the company’s
first facility outside Thailand, accord-
ing to awebsite of Denmark’sMinis-
try of Foreign Affairs....TheMorey
Corporation (Woodridge, IL), which
presentsitself as an ODM, hasun-
veiled a27,500-ft advanced engineer-
ing and development center.

Promotions at Plexus...Plexus
(Neenah, WI) has appointed Ginger
Jones VP and CFO to succeed Gordon
Bitter who isretiring. The provider has
also named Mike Buseman senior VP,
global manufacturing operations;
Steve Frisch senior VP, global engi-
neering services; Todd Kelsey senior
VP, global customer services; and Y J
Lim regional president —Plexus Asia
Pacific.



Last Word

EMS Redefined?

Though the price sensitivity and
high volumes of consumer el ectronics
programs do not appeal to smaller
players and some othersin theindus-
try, most peoplein the EM S business
would still consider consumer elec-
tronics as part of this business. But
Jabil Circuit isnow sending a differ-
ent message. As of Sept. 1, Jabil split
off its consumer electronics business
into adivision apart from therest of its
EMS activities. At Jabil, thereisnow a
Consumer Electronics division and an
EMS division. Thismoveisnot only
an operational change; it’s also a shift
in nomenclature. In effect, the compa-
ny issaying that consumer electronics
no longer belong withinits definition
of EMS.

As Jabil explainsit, its consumer
el ectronics customers, who sell mobile
products, TV, set-top boxes and pe-
ripheral products to a mass market,
have different needs. These customers
look for suppliers with in-depth prod-
uct knowledge and expertise. Accord-
ing to Jabil, such customers also favor
vertical integration of certain technolo-
giesand capabilities.

Vertical integration of the supply
baseis certainly underway in the mo-
bile-phone space (Aug., p. 1). Plastics
appear to be amust-have for outsourc-
ing providers offering avertically inte-
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grated solution in that space. Why
plastics? At least part of the reason has
to do with a cell phone’ s casing, which
often contributes to the phone’ s brand
identity in the marketplace. With cell
phones and other consumer electron-
ics, physical packaging can be asim-
portant as functionality in making a
sale. So any supplier offering a design-
and-build solution in the handset space
must be able to handle devel opment of
not only the product’ s electronics but
also its mechanical aspects.

For an EMS provider or ODM, ver-
tical integration is a defense against
the pricing pressures of the consumer
electronics sector. By supplying com-
ponentsinternally, the supplier can
potentially hold the line on pricing
while capturing component margins.

Assembling avertically integrated
supply chain for acell phone, for ex-
ample, is beyond the reach of most
companiesin the EMS business. Only
the largest suppliers need apply. MMI
believes that as more vertically inte-
grated supply chains arise for mobile
phones and potentially other consumer
products, this outsourcing model will
be hard to beat. Purveyors of conven-
tional EM S solutionswill likely find a
wall going up around the high-volume
consumer space.

Inside the wall, mega-vertical sup-
pliers (Aug., p. 1) will hold sway. Out-
side, EM S providerswill continueto
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supply customerswith conventional
outsourcing solutionsthat don’t de-
pend on vertical integration and lots of
product knowledge. Thereal question
iswhich products will end up inside
thiswall. Will it mostly surround mo-
bile phones and other handhelds or
will other products be sucked in? Ei-
ther way, mega-vertical supplierswill
create a consumer €l ectronics space of
their own.

In the past, many providers avoided
consumer electronicsterritory. Now
there are real barriersto entering at
least some of that terrain.
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