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too big?

Are top-tier CEMs getting too dominant?

   By Claire Serant

   Electronic Buyers' News (04/03/00)

   The rapid expansion of the world's leading contract electronics manufacturers has prompted many executives and analysts to weigh the impact this dominance will have on the electronics industry.

   Are the five or six companies that make up the industry's top tier getting so big and powerful that they'll have an unfair influence over component pricing and supply? Will they lose their edge and make a mad dash toward vertical integration?

   Or, as some market watchers see it, is the creation of this megatier of companies simply a sign that a relatively young industry is beginning to mature, with consolidation a natural part of that evolution?

   The debate goes on, but it's clear that a handful of companies are in a class by themselves. These include Celestica Inc., Flextronics International Ltd., Jabil Circuit Inc., SCI Systems Inc., and Solectron Corp.

   Within 18 months, the mega-CEMs will have a combined revenue of $43 billion, representing nearly half of the $90 billion global electronics manufacturing services (EMS) industry, said Jerry Labowitz, an analyst at Merrill Lynch & Co. Inc., New York.

   Labowitz and others predict these players will only get bigger, since some segments of the electronics industry, such as telecom and networking, are just beginning to outsource their vast manufacturing requirements. Companies like Ericsson, Lucent, and Nortel will likely look to the top tier because of global requirements and the massive volume of their business, experts said.

   And with a big chunk of CEM revenue represented by component costs, the buying power within the elite group is awesome. That's why many parts suppliers and distributors have created dedicated teams to go after this business.

   “They'll have more power over suppliers in the long term. As they grow, they can demand more allocation,” said J. Anton Hie, an analyst at J.C. Bradford & Co., Nashville, Tenn. “They'll have more leverage with their sheer volume.”

   As components such as tantalum capacitors and flash-memory chips become tougher to obtain, some fear these big CEMs will get first crack at the available inventory, leaving OEMs and smaller CEMs battling for scraps.

   “It happens all the time, in all markets,” said Scott Stephens, chief technology officer at the Supply Chain Council, Washington. “Companies use buying power to provide customers with better terms.”

   Analyst James Corridore of S&P Equity Group, New York, said that even mammoth companies can't escape parts shortages. He noted that Solectron, which had $8.4 billion in revenue last year, reported problems securing certain components.

   These top players have expanded in three ways: by taking over manufacturing plants of huge OEMs looking to outsource production; by acquiring other CEMs that fill geographic or technological needs; or by augmenting services.

   Indeed, many of the top-tier CEMs handle virtually every aspect of design and production. For years, CEMs focused solely on printed-circuit-board assembly, and later added system assembly and logistics. But today, some companies control every aspect of the supply chain, from plastics and sheet metal to cable assemblies and backplanes, system-level design services, and end-market delivery and service.

   “The world can't make up its mind. Now, its fashionable to say that CEMs should be vertically integrated. There's a frenzy of ideas flying around,” said Roger Norberg, an analyst at U.S. Bancorp Piper Jaffray, Minneapolis.

   For Viasystems Inc., a $1 billion CEM based in St. Louis, “our philosophy is that you have be vertically integrated,” said chairman James Mills, who recently took the company public and has set his sights on the top tier of the business.Still, some believe the pendulum may swing in the other direction as the business continues to mature. “I don't see total vertical integration,” said S&P's Corridore. “The components shortage shows CEMs don't want to have total control. They prefer support services like design or shipping.”

   Will the dominance of the top players put smaller competitors out of business? No, according to most analysts and management experts. “Most mature markets have a few key people. Look at the automotive industry and personal computers,” said the Supply Chain Council's Stephens. “It doesn't mean competition isn't there.”

   Merrill Lynch's Labowitz agreed, saying that smaller companies, with sales of $100 million to $2 billion, will have plenty of opportunities if they focus and run strong operations. “As the need for outsourcing grows, the more successful and profitable EMS companies should mirror their customers in size and reach,” he wrote in a recent report.

   Smaller niche providers should focus on select market segments and programs,” he added. Automotive, industrial, medical, and military products are multibillion-dollar markets out of the reach of most mega-CEMs.

   “Size won't affect our outsourcing decision. We want companies to be flexible with order turnarounds, lead times, and provide repair and manufacturing facilities,” said Jeff Nelson, senior marketing manager at Mitsubishi Wireless Communications in Duluth, Ga.
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   Motorola Becomes Latest Member Of Technology-Outsourcing Wave (excerpt)

   By GARY MCWILLIAMS

   The use of outsiders to manufacture brand-name technology products got another big-name endorsement with a $30 billion deal by communications giant Motorola Inc. to outsource a sizable chunk of its cellular-phone, pager and switch production.

   Under terms of the five-year agreement, Motorola expects 15% of its communications products will be manufactured by Singapore-based Flextronics International Ltd., one of the larger of a group of little-known but fast-growing companies that build everything from cell phones to computers for others. . .

   "One by one, the dyed-in-the-wool manufacturing specialists have determined that outsourcing makes economic sense," says Pamela J. Gordon, president of market watchers Technology Forecasters Inc. She expects contract manufacturers' revenues from electronics companies will hit $126 billion in 2002.

   In a sign of their growing role in the business, contract manufacturers are expanding into product design, handling customer orders and repair services. Their ability to manage everything from design to production and delivery is winning some unexpected customers.

   Even Dell Computer Corp., whose factories are the envy of the computer business, last year picked SCI Systems to build its first-ever purely consumer PC line. In SCI, it found a company willing to adapt from mass production to a build-to-order system. "With our growth, we're having to add factories and infrastructure. That costs a lot of money," says Martin J. Garvin, Dell's vice president of world-wide procurement.

   What's the downside to all this? The size and scope of outsourcing deals is putting more and more brand-name products in the hands of a small number of manufacturing specialists in the throes of a massive consolidation.

   Already, Ms. Gordon says, revenue for the 12-largest electronics contract manufacturers is expanding at more than twice the industry's projected 17% growth rate for this year. In part, these companies are expanding by gobbling up one another. On Monday, Solectron signaled the consolidation would reach to every corner of the globe when it bought Australia's Bluegum Group for an undisclosed price.

   "A few years from now, two thirds of the business will be controlled by the top five to seven companies," says J. Keith Dunne, a managing director at investment banker FleetBoston Robertson Stephens Inc. He estimates there have been 60 acquisitions within the sector since mid-1999. Mr. Dunne says the consolidation isn't worrisome because the industry is still in its infancy. He projects that 60% of electronics goods will be made by such companies in the future, up from about 20% today. "This business has the growth potential of the Internet with proven profits," he says.

   Of course, the trend isn't unanimously embraced. It means the biggest names in some very competitive industries are placing their futures in the hands of companies earning tiny margins on the gear they make. And building several makes of cell phones or PCs in the same factory, while efficient, can lead to common looking -- and acting -- products.
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room for small players (BMS)

New plant widens BMS' scope

   By Claire Serant

   Electronic Buyers' News (04/13/00)

   Two former Solectron Corp. employees with a strong entrepreneurial spirit see no limits for Boundless Manufacturing Services Inc., the new company they are running.

   BMS, a subsidiary of Boundless Corp., a maker of thin-client computer terminals, has completed its acquisition of a 70,000-sq.-ft. printed-circuit-board assembly plant from OEM Boca Research Inc. in Boca Raton, Fla.

   In addition to gaining PCB-assembly capabilities, BMS expects to be able to expand its build-to-order manufacturing and supply-chain management services.

   The company will provide manufacturing services to Boca Research over the next 12 months, and will also use the plant to contract with other OEMs, especially small manufacturers and start-ups, said Joseph V. Joy, president of BMS, Hauppauge, N.Y.

   “As you get big, you're business has to come to you in larger chunks,” Joy said. “There are small guys that need big-company service.”

   That's why Joy, a former Solectron sales and marketing manager, and his partner, Tony Giovaniello, a former Solectron director of business development, joined forces last year to create BMS. The entrepreneurs own a combined interest of 25% in BMS. Parent company Boundless owns a majority interest.

   Attempts to persuade Solectron to set up a specialized manufacturing niche fell on deaf ears, according to Joy. That's when the business partners decided to approach Boundless president Gerald Combs, who was receptive to launching a CEM subsidiary, Giovaniello recalled.

   “Solectron focuses on tier-one OEMs, and other top-tier CEMs are going after the same customers,” Joy explained. “It's a choice they've made, but midsize companies need some level of service too.”

   BMS launched its operations last fall in the parent company's then-underutilized 55,000--sq.-ft. Hauppauge plant.

   The accord was a win for both companies, since Boundless, which has been assembling desktop computer products on a build-to-order basis for several years, now has a CEM in-house.

   “BMS had a core competency, certain CEM skill sets. We needed first-class execution,” said Boundless' Combs.

   Said Giovaniello, “We could have created our own BTO facility, [but] Boundless eliminated the risk.”

   With the addition of the Boca Research plant in Florida, BMS can build systems and assemble PCBs for a wider range of customers, Giovaniello said. Providing BTO, he added, is not an assembly process but a customized service.

   The BMS executives said they expect revenue to reach $65 million this year.

   The parent company is counting on its subsidiary's success. Boundless reported that 1999 fourth-quarter sales fell 11%, to $19.2 million from $21.8 million in the year-ago quarter. Net income in the same period fell 43%, to $1.2 million, or 28 cents a share, compared with $2.2 million, or 49 cents a share, in the year-ago quarter.

   For the year, Boundless' revenue fell 10%, to $80 million from $90 million in 1998. Net income dropped 27%, to $3.1 million, or 72 cents a share, compared with $4.4 million, or 90 cents a share, in 1998.

   Company executives attributed Boundless' sagging revenue and net income to its move away from “green screen” text terminals toward higher-margin, Windows-based terminals.

   In addition to launching BMS last year, Boundless created a wholly owned subsidiary, Merinta Inc., Austin, Texas, which develops software solutions for Internet applications.

   Last week, Merinta's first customer, Internet Appliance Network Inc., New York, began rolling out the first 10,000 units of its Webplayer Internet appliance.

   Merinta's iBrow software aids in interfacing with Virgin Entertainment's Webplayer. The flat-panel screen will be connected to a wireless keyboard, which will be linked to a Virginconnect-branded portal and will serve as the user's entry point to the Internet.

   BMS will be responsible for the product's assembly, fulfillment, and backup support services.

   “We identified a structural problem in the industry,” Giovaniello said. “Customers want customized products and supply-chain management delivered with it.”

   Web Wide World, a four-year-old, New York-based technology-solutions provider, found that BMS fit its need to “put together a solid custom-made computer system,” said president Frank Mosco.

   Mosco narrowed the field of CEM candidates to BMS and ACT Manufacturing Inc., Hudson, Mass.

   “I liked BMS' approach. We wanted someone to see us as an important customer,” Mosco said.

B2B

High-tech leaders form Web company dedicated to supply-chain management

   By Jennifer Baljko Shah and Mark Hachman

   Electronic Buyers' News (05/01/00)

   Joining forces to drive greater supply-chain efficiencies, 12 major players in the PC industry are forming an online exchange.

   AMD, Compaq, Gateway, Hitachi, Hewlett-Packard, Infineon, NEC, Quantum, Samsung, SCI Systems, Solectron, and Western Digital today announced their intent to launch an independent company that will run an exchange targeting the supply-chain community. Missing from the roster, however, is a number of other industry heavy hitters, such as Intel Corp. and Dell Computer Corp.

   While exchanges have been popping up in various industries for the last several months and have been winning attention from executives and analysts, this is the first one of its kind to specifically serve the PC sector. Until now, many companies have been developing their own Internet-based, e-commerce platforms to better communicate with their partners.

   However, setting up an open environment with a multitude of companies that stretch across the entire supply chain is where executives expect to see the greatest benefits, a number of officials said during a press conference held today in New York.

   "All 12 of the founding members were doing similar experiments in this area," said Carly Fiorina, HP's president and chief executive. "But what we want to create is a deep, liquid market with lots of players."

   Anticipating that $600 billion in high-tech component sales will take place online in the next few years, the venture is aiming to lower manufacturing and purchasing costs through process efficiencies; reduce levels of inventory by better matching supply and demand via the marketplace; and increase customer satisfaction by improving response capability among partners.

   "This is all about supply-chain savings and driving benefits to our customers," said Michael Capellas, Compaq's president and chief executive.

   The new yet-to-be-named company will use best-in-class technology to deliver a variety of services to participants. Some of the services include open sourcing, e-catalogs, auctions, dynamic pricing, supply planning, and logistics. The exchange, which can be found at www.ehitex.com, is expected to begin operations in 90 days.

   Each of the founders will have equal ownership, and will contribute resources and an initial total of $100 million to the new company, executives said.

   The foundation for the exchange came partly from HP's Strategic Planning and Modeling (SPAM) program, an internal R&D arm devoted to supply-chain management. HP's own TradingHubs exchange features 250 suppliers and allows HP to buy products in short supply and sell excess parts.

   "The way to get people involved in this is to have a common cause," said Tom Constantino, general manager of the TradingHubs program. "The entire industry is plagued with inefficiencies in the supply chain. The concepts of auctions and bidding goes back to Mesopotamia, but only in the past hundred years has it become practical for business."

   While the dozen participants represent a fair share of the PC OEM and component vendor marketplace, there were some major omissions. Dell Computer Corp., which has optimized the PC industry's shift toward a build-to-order sales strategy, has forged its own independent supply-chain model and did not join in today's announcement.

   A spokesman for the Round Rock, Texas, company characterized Dell's supply-chain management model as "quite advanced," but declined to give specifics beyond acknowledging that several of the processes are patented. He stopped short of saying that Dell might actually risk exposing or sharing these processes should it decide to participate in the exchange.

   "We are aware of [the exchange], but it is not clear what it is, or what its benefit to Dell would be," the spokesman said. "Dell is generally regarded as a leader in supply-chain management. We have developed our own Internet-based tools for supply-chain management and in the management of finished goods."

   Intel Corp., the world's leading chipmaker and a key enabler of Dell's direct sales efforts, declined to comment whether it was considering a plan to join the supply-chain program.

   "We have ongoing technical innovations in software and services and continue to be vigilant in regards to these things," the spokesman said. Intel is a member of RosettaNet, a consortium developing standards for communicating via the Internet, and has developed internal Web-based tools for procurement and other needs.

   "There's a lot more exploration that needs to be done," the spokesman said.

   In hard terms, Constantino sees the exchange as a forum for buying components, even on allocation, and selling excess parts. A key feature, from HP's perspective, will be the inclusion of a dynamic, real-time pricing model. But how will the exchange handle components on allocation?

   "That's a very good question," he said. "I don't think there's quite an answer yet. If the exchange can get 20,000 [capacitors], for example, who gets them? I don't think there are any rules governing that."

   What, then, are the benefits? "Whoever participates in the exchange should benefit from better visibility into supply," Constantino said. "If dynamic pricing is implemented, I would think that whichever company is willing to pay the most for a product in short supply, than they would get that product.

   "I don't want to imply that there are no other procurement methods," he added. "But I'd estimate that there are one in four buy-sell relationships that are suited to this model. The goal is to drive as much volume as possible through this model."

Celestica eschews industry Web exchange for own customer approach

   By Claire Serant

   Electronic Buyers' News (05/23/00)

   While other contract electronics manufacturers jump on the Internet trading-hub bandwagon, Celestica Inc. has chosen to chart its own course.

   Two weeks ago, several well-known OEMs along with two major CEMs revealed plans to create an e-marketplace that would boost supply-chain initiatives by connecting component suppliers, distributors, and OEMs. The initiative, called High-Tech Exchange, is slated to begin operations within 90 days to implement a joint Web-based supply-chain management practice among several companies.

   Reading like a “Who's Who” of the electronics industry, the exchange's 12 partners are Advanced Micro Devices Inc., Compaq Computer Corp, Gateway Inc., Hewlett-Packard Co., Hitachi Ltd., Infineon Technologies AG, NEC Electronics Inc., Quantum Corp., Samsung Electronics Co. Ltd., Western Digital Corp., and top-tier CEMs Solectron Corp. and SCI Systems Inc.

   Celestica, the world's third-largest CEM with $5.4 billion in sales last year, is missing from the exchange's lineup. So are CEM heavy-hitters such as Flextronics International Ltd., San Jose, and Jabil Circuit Inc., St. Petersburg, Fla., along with component distributors.

   Preferring not to get caught up in the hype of must-have e-commerce solution, Celestica is adopting its own approach.

   “The exchange won't cure all ills,” said Eugene Polistuk, Celestica's president and chief executive, at the company's headquarters here. “We want to be connected to our customers, then look at business-to-business and e-collaboration.”

   In Asia, for example, Celestica uses ECnet, a software tool from Advanced Manufacturing Online Inc., a Redwood Shores, Calif., company that links suppliers with partners, said Andrew Gort, Celestica's senior vice president of supply-chain services.

   Celestica recently purchased Alventive's Online Design Community, an Internet-based solution from Alventive Inc., Santa Clara, Calif., to expand its e-business strategy, design-service offerings, and customers' product life cycles. The information-technology tool will be used throughout Celestica's 31 manufacturing sites in Asia, Brazil, Europe, and the United States.

   “We're focused on results. We've been talking to different partners about exchanges and various OEMs,” Gort said. Without a technical advisor or software provider involved, Gort expressed doubt about how effective the High-Tech Exchange can be for its supporters.

   “The idea of an exchange is excellent, but suppliers don't want to do business with five exchanges. The value of an exchange increases with more parties working with many suppliers,” Gort said.

   Phil Fok, Solectron's director of corporate operations, begs to differ. He said the exchange will “help everyone in the supply chain do things more efficiently. “Orders are usually e-mailed or faxed, and someone has to receive and review them, then fax or e-mail them back. E-commerce done correctly can eliminate redundant entry stuff. You get improved performance,” Fok said.

   Celestica for now says it is doing just fine with the “War Room,” a dedicated area the CEM set up in October at its headquarters, where its components needs are tracked, said Paul Blom, vice president of North American supply-chain management.

   That's where hard-to-find key components such as tantalum and chip capacitors, flash memory, resistors, and discrete devices are easily located within Celestica's internal operation, which uses one database to find the “best prices worldwide.”

   “The War Room makes sure that the supplies support real time and that we have parts for allocation,” Blom said.

   Meanwhile, the High-Tech Exchange intends to offer catalog management, auctions, and eye-catching features such as a news ticker. Later on, the exchange will add such features as demand forecasting, inventory visibility, capacity utilization, online supply commits, reverse logistics, trading agents, and collaborative product-design service capabilities.

   According to the Yankee Group, a Boston research company, nearly $3 trillion in transactions will be conducted electronically in the United States by 2004. E-marketplace transactions will account for about $850 billion of that amount.

   “It remains to be seen if the alliance will work,” said Stuart Bogard, an analyst at Stephens Inc. in Little Rock, Ark. “It's still new.

   “Let's say, if 20 OEMs and a couple of CEMs get together to buy from Arrow [Electronics Inc.] or Vishay [Intertechnology Inc.] to get a better price; in theory it sounds good. But it's harder to implement on the street,” Bogard explained. “How do you divvy it up? Who gets what parts? You could end up ticking off the suppliers.”

   That's the headache Celestica appears to want to avoid.

   “There's some validity about getting something going. It's an ongoing development. [But] we want to make the right move,” Gort said.

   Gort would like to see an exchange that provides “interchange [among participants] with standardization. You can't have an auction without an auction tool. An exchange is a form of the Internet,” Gort added.

   Celestica's Polistuk agrees. “[The exchange] has exciting potential. But companies must have the best information-technology tools [inside] and the exchange outside,” he said.

New Web exchange claims it “won't have any rival”

   By Matthew Sheerin

   Electronic Buyers' News (06/07/00)

   Armed with $200 million in venture funding and more than $200 billion in purchasing power, eight major companies today launched e2open.com, an Internet-based trading exchange.

   The founding members of the new company are Hitachi, IBM, LG Electronics, Matsushita Electric, Nortel Networks, Seagate Technology, Solectron, and Toshiba. The exchange, which has acquired some existing Internet sites that it plans to tie together, claims it is already in operation. But it will phase in a variety of services, such as auctions and MRO products, over the next 12 months, according to Stephen M. Ward Jr., general manager of the Global Industrial Sector at IBM Corp., which has spearheaded the Internet initiative.

   e2open.com plans to bring on thousands of participating component suppliers and OEMs, he said. Electronic component distributors were absent from the e2open announcement, but Ward said in a teleconference this morning that they would be involved.

   “The decision was made to make it very clear how this will work [before we] bring in distributors,” Ward said. “Distributors play an extremely important role.”

   He declined to say which distributors have been approached to participate in the exchange. Most of the major franchised distributors, such as Arrow, Avnet and Pioneer-Standard, have been active in a variety of Internet exchanges in the last year.

   The e2open announcement comes less than a month after a group rival companies, including Hewlett-Packard Co. and Compaq Computer Corp., announced the High-Tech Exchange, a similar e-marketplace initiative. That initiative, however, is in the formative stages, and Ward made a point to note that e2open “is fully operational.”

   “We think this network won't have any rival whatsoever,” he said.

   In addition to the founding partners, three companies are joining as technology partners, which will build and operate the site: Ariba, IBM, and i2.

   The founding companies together are investing $125 million in equity capital in e2open, and Crosspoint Venture Partners and Morgan Stanley Dean Witter have committed $80 million in venture funding in exchange for a 20% equity stake. The exchange expects to go public at some point.

   Services expected to be provided by the exchange include content, such as spec sheets and electronic component information; spot-market transactions, including auctions; MRO procurement services; supply-chain services, such as fulfillment and logistics planning; strategic sourcing services; and value-added services, such as credit and insurance.

   The new venture plans to generate revenue by charging memberships fees, as well as fees based on transactions made through the site. Ward said exact details need to be worked out.

   Contract electronics manufacturer Solectron Corp. and chip maker Hitachi America Ltd. are founding partners of both e2open and the High-Tech Exchange. Solectron executive Phil Fok said he envisioned several major exchanges or marketplaces co-existing in the industry.

   “We feel that, with hundreds of customers and thousands are suppliers, each require a unique way to make transactions,” Fok said. “But if we can get this down to a couple of dozen or half a dozen, it will simplify things tremendously.”

paring supplier lists

CEMs trimming supplier lists to lower costs for customer base

   By Claire Serant

   Electronic Buyers' News (05/26/00)

   Concerned about duplication of services from suppliers, and striving for improved time-to-market and pricing, an increasing number of contract electronics manufacturers are cutting back their supplier rosters.

   Flextronics International Ltd., Singapore, plans to pare its base of 10,000 suppliers to 8,000. Manufacturers' Services Ltd. has a similar initiative under way. And Solectron Corp., which has already cut its supply base to 6,000, is setting tougher criteria for those suppliers.

   "We're going to take each commodity and look at the numbers to make better sourcing decisions," said Steve Martson, Flextronics' senior vice president and chief procurement officer.

   From suppliers of bare printed-circuit boards to electronic-components designers and distributors, CEMs have been scaling back their supply base to further drive down costs for OEMs, said Peter Bendor-Samuel, editor of the Outsourcing Journal in Dallas.

   "CEMs are spending lots of money with suppliers, and they've become important," Bendor-Samuel said. "They don't have to keep certain contracts. CEMs are starting to take on more responsibility. They want more partners than vendors."

   The increased scrutiny comes at a time when many key components are in short supply. But CEM executives noted that the reduction programs will be limited to commodity parts of which there is an abundant supply.

   "Suppliers are looking at major CEMs to have good relationships with. They have their own customer-evaluation programs," said Mark Giudici, an analyst at Dataquest Inc., a San Jose-based research firm.

   "Today, you don't need as many options," said Eddie Maxie, vice president of global supply-base management at Solectron, Milpitas, Calif. "Two or three people on an approved list are all you need to get parts. But you can't cut supply without examining the landscape. ... You might find yourself in trouble with parts."

   Maxie should know, given that Solectron has stated it has had problems securing key components.

   One of the biggest factors in the vendor-reduction movement is that as CEMs bring on additional OEM customers, they often introduce redundancies into the supply chain. In the past, OEM and CEM providers created their own supply chains, which resulted in duplication of services such as distribution, logistics management, manufacturing, and inventory management, said Jerry Labowitz, an analyst at Merrill Lynch & Co. Inc., New York.

   "Companies that are able to decrease these inefficiencies should benefit from more flexibility, increased communication, and quicker response time with the supply chain," Labowitz said. "That results in lower-cost products, decreased time-to-market, and increased quality."

   The current component shortage has suppliers seeking even stronger relationships with CEMs, according to Flextronics' Martson.

   "Component suppliers want direct relationships with CEMs. They're telling OEMs to turn over [responsibilities] for commodities and materials management to CEMs," he said. "We have over 10,000 suppliers and over 60,000 part numbers to manage. Some things need to be consolidated and centralized. We're in the process of improving."

   And so is Manufacturers' Services, Concord, Mass. "Over the past two years, we've reduced our supply base 50%. We've been focused on it," said John Boucher, MSL's vice president of global supply-chain management.

   Under the company's Total Cost and Ownership Program, suppliers are graded quarterly on quality, price, and performance. "We moved one customer who had multiple passives suppliers to one partner. It gave us improved pricing," Boucher said.

   When presented with approved-vendor lists from OEMs, MSL uses the opportunity to propose "alternative solutions," he added. "It helps me when I need allocation. It's a positive change."

   At Solectron, the emphasis is no longer on supplier reduction but on quality, Maxie said. Earlier this month, the mega-CEM revised its supplier score card, an internal document used to measure supplier performance for inclusion on Solectron's coveted approved-vendor list, which currently numbers 105.

   Those crowned as Solectron's preferred suppliers can expect more business, according to Maxie. "We try to move more business to our preferred suppliers. We drive business their way when possible," he said.

   Suppliers recognize the benefits of being linked with big CEMs, said Roger Norberg, an analyst at Chase H&Q, Minneapolis. "If I'm a supplier of Flextronics, Jabil, and SCI, and they're growing their revenue 40% to 50% a year, my business will grow too," Norberg said. "That's fewer people that I have to talk to."

   The squeeze, which is not currently being felt among the majority of suppliers, means the vast marketplace "will become more competitive," said a spokeswoman for the Supply Chain Management Council (SCMC) in Chicago.

   From the point of view of OEMs that outsource, such initiatives show that CEMs are pushing to become true supply-chain facilitators, analysts said. "I think CEMs are going to show [OEMs] a blueprint that says: 'This is what we can do for you from these specific suppliers,'" said Herve Francois, analyst with Credit Suisse First Boston, New York.

   At OEM Sirocco Systems Inc., CEM participation in supplier scrutiny is welcomed, but not without Sirocco's own participation, said Mike Martinich, materials manager at the Wallingford, Conn., maker of optical-networking equipment.

   “I make strong suggestions,” Martinich said. “I tell CEMs not to drift from my recipe until my product is made.”

   Analyst Norberg added that “OEM engineers still make major decisions. They put together product ideas and they're the primary drivers of the supply base. But that line of responsibility is being slowly moved to CEMs since both sides are motivated to work with fewer numbers of suppliers.”

aftersales

One-On-One: CEMs find aftersales market offers profitable opportunities

   By Claire Serant

   Electronic Buyers' News (06/22/00)

   Contract electronics manufacturers have long devoted attention to their front-end capabilities such as design and prototyping. But now, with the boom in cell phones and other telecom products, back-end offerings such as repair and warranty have taken on increased importance.

   In fact, areas like field maintenance and repair present CEMs with a $350 billion revenue opportunity, said Jerry Labowitz, an analyst at Merrill Lynch & Co. Inc., New York, in a report.

   “We think OEMs will increasingly demand a global services partner,” he said. “Companies such as Celestica, Jabil Circuit, and Solectron have started building a global infrastructure to develop leadership positions in markets that include repair, refurbishment, warranty, logistics, and product upgrades.”

   Celestica Inc., Toronto, has eight repair centers in Asia, Canada, Europe, and the United States. The repair center in the United Kingdom, which handles IT equipment, networking products, and telecommunication devices, is one of the two busiest, along with the center in Dallas, which repairs huge volumes of cell phones, according to Dave Lusk, Celestica's vice president of worldwide repair services.

   EBN recently interviewed Lusk, an aftersales veteran of 10 years, about this mushrooming market and its future.

   EBN: How has the aftersales market changed in recent years?

   Lusk: Major changes have involved the penetration of technology, the types and volume of products that require repair, and the the way [products] are used. In the past, OEMs may have had one or two repair centers on a global basis. Nowadays, it's a case that products might be manufactured in a single geography, but they want them serviced on a global basis.

   People more and more are using mobile products. They may buy in one location and want it serviced in any location around the world. From our standpoint, customer requirements, the changing technology, and providing our service on a much more global basis are the things that have changed the most.

   If you go back 25 years, you repaired products in large computer rooms. Now, we repair products like mainframes, large servers, and other products, including cell phones and personal digital systems. The product range has broadened considerably. Also, the volume of product has grown.

   EBN: Are OEMs becoming more demanding with their repair requirements?

   Lusk: We're the experts, but our customers will specify the level to which they wish to have the product repaired. We take that specification and produce a process that repairs the product regardless of how it comes in, but to our customers' specifications.

   EBN: How many levels of repair are you talking about?

   Lusk: Just getting the product to work is one level. Then taking the product back to a standard level-which might include cleaning it and refurbishing it-is a second level.

   For example, if your car didn't work, you would take it to a garage and they would fix it. You would want the car fixed to a certain standard, a certain functionality. Our customers will say to us, we have specifications we would like you to look at. We work the processes to provide them with that in the quickest time.

   EBN: Can you discuss the volume of product that passes through Celestica's doors?

   Lusk: In the U.K., tens of thousands of products daily, and Dallas is similar. The difference is, we've got different types of products going through different facilities.

   EBN: How do you keep this all together? To know what is being repaired where? Are you using e-business?

   Lusk: More and more, what we're seeing is e-connectivity being involved in the areas of interface. Basic e-business is EDI transactions and orders and acknowledgements-we've had those in place for a long time. Our ability to offer customers real-time tracking information-that's becoming something that more and more are expecting.

   It's similar to some of the logistics companies that can track a parcel from Los Angeles to London and tell where it is at any point in time. Our customers are looking for us to offer them the same capabilities.

   EBN: Any particular software that Celestica is using?

   Lusk: We're using a variety of software. It tends to be driven by how our customers are looking for that information. Some are looking for information on a real-time basis and some are looking for batch information. It varies from customer to customer.

   EBN: What are your turnaround times for repairs?

   Lusk: It varies from customer to customer. The shortest time we operate is one day. We get the product in and we get it ready for shipment on the same day. For other customers, the speed in turnaround time is not as critical. They may ask us for it in two or five days.

   EBN: How do you deal with storage space?

   Lusk: We'll work with warehousing and logistics companies to come up with the best model for our customers. The customer might require the product stored in a different place than where it's repaired. We work with them and the appropriate partners to find the right warehouse strategy. We have warehousing capability co-located with our repair sites; we use that to identify the right place to support our customers.

   If there is an unusually large volume of product stored, either defective or good, then the total inventory model is not as efficient as it could be. So what we do is work with the customer to identify how best to optimize that inventory.

   EBN: What kinds of problems do you encounter with the products you work on?

   Lusk: We see products coming back across the board. Some have internal-component issues-a product might reach a point in its life cycle where some of the components have died, but the product overall still has life. In the past, we've seen products that were damaged through power surges or faulty power transmissions; or products broken because they've been dropped or damaged in other ways. Sometimes people put the wrong battery in a product or the user puts a wrong code in.

   EBN: What's the biggest misconception about Celestica's aftersales unit?

   Lusk: That we repair product only for Celestica. On a volume basis, about 20% of the products come from Celestica. The balance has been built by somebody else. We repair products for Sun Microsystems, IBM, and other companies.

   EBN: Do you think CEMs will acquire aftersales companies the way they have chased after design services?

   Lusk: Aftersales is an extremely valuable opportunity. Services like design have come up the pecking order. Aftersales is an opportunity that we'll start seeing people looking at in more detail.

   EBN: Do you think we'll see consolidation in the aftersales market?

   Lusk: Yes. We acquired two sites in Dallas in December/January. One is a telecom repair facility we acquired from EPS Wireless Inc. The other is a repair center that was part of International Computer Ltd. in the U.K.

   EBN: Within the next five years, what do you see happening in the aftersales market?

   Lusk: You'll see two things. From a Celestica standpoint, you'll see expansion of our geographic coverage. You'll see in the marketplace in general an expansion of the services, but it's hard to predict what those services will be.

Japan

Japan begins opening doors to North American CEMs

   By Claire Serant 

Electronic Buyers' News (07/03/00)

   Having made extensive inroads throughout most of the world, North American contract electronics manufacturers are preparing an excursion into their next frontier: Japan.

   As a key electronics hub, Japan's efforts to keep pace with the changing global market will see it claim a significant share of Asia's outsourcing opportunity, which analysts estimated at $5 billion last year.

   Currently, Japan outsources about 15% of its manufacturing to North American and European CEMs, and that number is expected to climb to 25% to 30% within the next four years, said Mark Giudici, an analyst at Dataquest Inc., San Jose.

   That's because Japanese OEMs are shedding their traditional vertically integrated business models. Although they still manufacture in-house, some of the country's OEMs are beginning to outsource production at facilities they have established in other countries, Jerry Labowitz, an analyst at Merrill Lynch & Co. Inc., New York, noted in a recent report.

   Japanese OEMs are seeking the same cost savings outsourcing has offered manufacturers in Europe and the United States. And the Japanese appear to be removing cultural barriers that have kept them tethered to business relationships with each other, said Eric Miscoll, an analyst at Technology Forecasters Inc. in Alameda, Calif.

   Changes, however slow, are occurring, Labowitz said.

   Last month, Celestica Inc. signed an agreement to buy NEC Corp.'s Sao Paulo, Brazil, facility. Under the deal, Celestica and the Japanese OEM also forged a five-year customer agreement valued at $1.2 billion.

   In February, NEC sold its Oregon facility to NatSteel Electronics Ltd.

   Last year, Japan Victor Co. (JVC) laid out new cost-reduction plans that included increasing the outsourcing of television manufacturing in Europe.

   Also in 1999, Fujitsu Siemens Computers, a joint venture, outsourced production of its advanced server networks in Germany to Flextronics International Ltd., Singapore and San Jose.

   The recent Celestica deal benefits both parties.

   “Celestica had a small plant in Brazil,” said Herve Francois, an analyst at Credit Suisse First Boston, New York. “They found it difficult to break in customers. Now, doing an asset acquisition, you have a guaranteed customer in there.” The arrangement enables Celestica to build relationships with other customers, according to Tony Puppi, Celestica's chief financial officer.

   “[The acquisition] wasn't just for NEC. It was for other customers, like Cisco, Lucent, and Nortel, that are looking to expand in a deregulated market,” he said.

   The deal strengthens NEC's relationship with Celestica, which currently makes wireless products for NEC in the United Kingdom. “We're not in Japan, but we're serving the market through Europe,” said Eugene Polistuk, chairman and chief executive of Celestica, Toronto.

   The company builds servers for Fujitsu in Europe and information-technology products for Sony in the United States. Japanese OEMs, including NEC, account for 10% of Celestica's customer base, Puppi said.

   “One of the largest potential opportunities for the [electronics manufacturing services] industry could be with Sony,” Labowitz said.

   In early 1998, Sony announced plans to cut 17,000 jobs over four years and reduce its number of factories from 70 to 55, he added.

   Sony scaled back production at its San Diego facility in favor of turning the site into a technology-design center, a company spokesman said. Sony continues to manufacture semiconductors from a San Antonio plant and makes large-screen televisions at its New Stanton, Pa., facility. Sony also produces color-TV monitors, videocassette recorders, and other TV devices in Tijuana, Mexico.

   Although executives are tight-lipped about the company's outsourcing strategy, Sony has relationships with major CEMs such as Celestica, Flextronics, SCI Systems Inc., and Solectron, according to Labowitz. “Japan hasn't been strong for the past six or seven years. Now, it's reasonably active,” said Michael Marks, Flextronics' chairman and chief executive. “Sony will restructure its business, and they'll be part of the next big [outsourcing] wave.”

   But those outsourcing tides don't always bring Japanese OEMs to these shores. Some OEMs have established plants in low-cost Asian countries such as Malaysia and Singapore, where North American CEMs thrive.

   “Companies like Toshiba and Hitachi used to build semiconductor or disk-drive plants in Japan. Now, they build offshore in places like Malaysia and the Philippines in the Far East to take advantage of lower labor costs,” Dataquest's Giudici said.

   Mitsubishi Electric Corp. uses an approved-vendor list of "a little over 10" CEMs, a company spokesman said. However, he declined to say how many vendors were North American and what types of products they manufacture. Mitsubishi's CEM roster includes Solectron, according to Merrill Lynch's Labowitz.

   Solectron, the world's largest CEM, has a product-introduction center and a sales office in Japan. Earlier this year, SCI Systems Inc., Huntsville, Ala., hired a Japanese senior executive to drum up business there. SCI's customers include NEC, Sony, and Toshiba, all in several regions.

   “We view Japan as an emerging market. We make personal computers for NEC and set-top enclosures for Sony,” said Robert Bradshaw, SCI's chief operations officer. “We feel having a key contact there will allow us to do business better.”

   Manufacturers' Services Ltd. counts a “small number of Japanese OEMs among its customer ranks for printed-circuit boards and peripherals,” said Rodolfo Archbold, chief technology officer at MSL, Concord, Mass.

   “Many Japanese OEMs are trying to restructure. Some companies are outsourcing human resources and facilities management. It'll extend to the CEMs because outsourcing is such a dominant [restructuring] tool,” said Peter Bendor-Samuel, editor of the Dallas-based Outsourcing Journal.

   But just because some Japanese OEMs are changing their business models does not mean that consumer electronics will go to outside vendors, according to Mary Olsson, an analyst at Dataquest, which estimates that revenue from Japan's electronic-equipment production totaled $191 billion in 1999 and is expected to grow to $262.4 billion by 2004.

   “Japan has not outsourced its consumer electronics. They might outsource [printed-circuit] boards or components, but they want to do the box-build assembly at home,” Olsson said.

   “They're the largest consumers of their own components that go in their equipment,” she added. “If the market has a downturn, the sales of their equipment will slow down internally, which affects the consumption of their semiconductors. But that doesn't necessarily turn into 'do we outsource more?'”

   Japanese companies are also facing diverse market challenges.

   “Japan is a country with a lot of different competitive pressures, and it's pursuing different strategies depending on who the OEM is,” said Tim Main, president of Jabil Circuit Inc., a St. Petersburg, Fla., CEM.

   And as U.S. and European OEMs streamline their manufacturing operations through divestitures, some CEMs wonder about the quality of sites slated for sale in the United States and abroad.

   “If a Japanese OEM is simply trying to reduce head count, eliminate under-utilized factories, or have a garage sale of stuff they don't want, I don't think we'll go to the garage sale,” Jabil's Main said. “We want to develop long-term prospects. We have to see how it unfolds over the next couple of years.”

UPDATES

ACT buys GSS

ACT to expand into Asia with purchase of Thai mfg. facility

   By Claire Serant

   Electronic Buyers' News (03/16/00)

   Establishing its first manufacturing facility in Asia, ACT Manufacturing Inc. said this week it plans to purchase GSS Array Technology Public Co. Ltd. of Thailand.

   ACT, a Hudson, Mass., contract electronics manufacturer, said Wednesday that certain principal shareholders of GSS Array have agreed to hand over all their shares and outstanding options to ACT for approximately $93 million in cash. GSS Array would then be de-listed from the Stock Exchange of Thailand. The deal is expected to close in August.

   "This acquisition is being undertaken to establish a significant footprint in the Far East for ACT and delivers on our commitment to achieve our strategic business-development objectives for global expansion," said ACT's chairman and chief executive John A. Pino, in a statement.

   In recent years, major CEMs expanding their global manufacturing services have turned to Asia's low-cost regions to boost profitability. The combination of low labor rates and tax incentives has lured companies like Flextronics International Ltd., Jabil Circuit Inc., and SCI Systems Inc. to Far East locales, including China, Malaysia, and Singapore.

   In its latest move, ACT joins Canadian CEM Celestica Inc. and Singapore's NatSteel Electronics Ltd., both of which have manufacturing facilities in Thailand.

   Jerry Labowitz, an analyst with Merrill Lynch & Co. Inc. in New York, said CEMs in 1999 outsourced approximately $5 billion in business to Asia, a trend that he expects to continue growing at 25% annually through 2003.

   Last year, ACT acquired CMC Industries Inc., a Santa Clara, Calif., CEM, along with a GSS Array manufacturing facility in San Jose. ACT also has operations in Ireland, Mexico, and the United States.

WSJI, May 1, 2000

   GSS Array Technology Holders Clear Way for Takeover by ACT

   By PICHAYAPORN UTUMPORN

   BANGKOK, Thailand -- GSS Array Technology PCL has won shareholder approval to delist from the Stock Exchange of Thailand, paving the way for the company to be taken over by Nasdaq-listed ACT Manufacturing Inc. in a $90 million deal.

   The delisting can be completed this month, said James Menges, president and chief operating officer GSS. The contract electronics manufacturer will inform regulators of the decision this week.

   After the delisting, ACT will make a tender offer for GSS at 163 baht ($4.28 or 5 euros) a share. The acquisition will likely be completed in August, Mr. Menges said.

   GSS shares were trading at 147 baht when trading in the stock was suspended Friday, the day the shareholder vote was announced.

   The deal has been closely watched for several reasons, mostly for the premium ACT is willing to pay for GSS. At 163 baht a share, the Massachusetts-based electronics manufacturer is paying a 91% premium over the market value when the agreement was reached.

   That, some analysts say, suggests that GSS stock has been very undervalued here, and so may be other SET-listed electronics companies. For instance, Hana Microelectronics PCL's chief executive, Richard Han, has been complaining about his company's share price, saying it is well behind that of its counterparts in Hong Kong, Singapore and Malaysia. So when Hana merged its Hong Kong-based integrated-circuit assembly-and-testing operation with another integrated-circuit assembler there late last year, Mr. Han said he would list the merged entity on Nasdaq, where he believes he can get a more reasonable valuation for the stock.

   GSS shares were trading around 85 baht when the ACT offer was announced in mid-March, but for about a year before the ACT deal came along, GSS shares traded in a range of 20 baht to 40 baht. "It was 40 baht when we started negotiating," said Doug Bradley, a senior vice president of Lehman Brothers Inc., who advised GSS in the acquisition.

   A takeover of GSS might trigger similar transactions, some analysts said. Besides the undervaluation of many electronics stocks, analysts say, the cost of electronics manufacturing is lower in Thailand than in other countries in the region. "I don't think the market really understood the industry," said Doug Bradley, a senior vice president of Lehman Brothers Inc., who advised GSS in the acquisition.

   For U.S. or European electronics companies seeking an expanded manufacturing base, it would be cheaper for them to buy into existing companies in Thailand than to set up a manufacturing facility of their own, Mr. Bradley said.

   "If you go to China, you're going to build your own factory," he said. "But if you come to Thailand, you can buy a company that already has a current customer base, a current set of operation and a current know-how. That's what ACT decided to do. It's a lot cheaper to pay GSS [approximately] $100 million than to go and start their own factory here."

Benchmark/Avex

Benchmark Electronics to sell Sweden manufacturing plant

   By Claire Serant

   Electronic Buyers' News (05/01/00)

   Benchmark Electronics Inc. plans to sell its manufacturing plant in Sweden to concentrate on expanding operations in Ireland and the United States.

   In the next two months, Benchmark, an Angleton, Texas, midtier contract electronics manufacturer, expects to shed the 50,000--sq.-ft. Katrineholm, Sweden, plant it inherited last year as part of its acquisition of Avex Electronics Inc.The boom in telecom and communications products has created the need for Benchmark to re-examine the disposition of its plants, said president and chief executive Donald Nigbor.

   “We're seeing growth potential in certain areas,” Nigbor said of the company's plans to double the size of its Dublin, Ireland, plant and make significant additions to three stateside facilities.

   By the fall, Benchmark's Ireland plant will be increased from roughly 50,000 sq. ft. to more than 100,000 sq. ft. to make room for new telecom, networking, and communications OEMs knocking on the CEM's door.

   In the United States, Benchmark will increase manufacturing capacity at its plants in Huntsville, Ala.; Hudson, N.H.; and Beaverton, Ore.

   “We're seeing demand in many areas-medical and test and instruments-along with computer sectors,” Nigbor said. But Benchmark, which is still in the process of integrating Avex into its operations, will sell the Sweden plant, which operates at 70% capacity and serves just one customer, he said.

   The company is moving quickly to please its telecom and networking customers, which helped boost its fiscal 2000 first-quarter sales.

   For the quarter ended March 31, sales jumped 138%, to $349 million from $146 million during the same period in 1999. Benchmark's net income fell 60%, to $1.9 million, or 12 cents a share, compared with $5 million, or 43 cents a share, in the corresponding 1999 quarter.

   During the quarter, Benchmark transferred some of its production to Avex sites, which helped increase capacity usage for the combined company to 70% from 57%, said Herve Francois, an analyst at Credit Suisse First Boston in New York. Telecom accounted for 33% of Benchmark's sales in the first quarter, followed by computers (36%), audio/visual (11%), industrial controls (9%), test and instruments (6%), and medical (5%).

   “Analysts are starting to pay attention to Benchmark. Their book-to-bill ratio is 1.5,” said Stuart Bogard, an analyst at Stephens Inc. in Little Rock, Ark. “For every $1 they ship, they're bringing in $1.50. That's huge for the industry.”

   Benchmark has seven new customers, and two others are expected to sign on soon to further improve its balance sheets.

   “We're beginning to see the fruits of our aggressive sales and integration efforts to backfill the underutilized capacities of our last acquisition,” Nigbor said. “As a result of significant booking activities, the company is expanding in several locations to accommodate new programs.”

   Avex improved Benchmark's global presence with a much-needed low-cost manufacturing site in Malaysia. At the same time, observers say the CEM is working hard to overcome the shadow cast by the Avex purchase. The deal is the subject of a lawsuit between Benchmark and Avex's former parent company, J.M. Huber Corp., over the acquisition price, which Benchmark claims was too high.

   “A lot of Avex's facilities had lower utilization capacity than Benchmark facilities,” Nigbor said. “We're in the process now of building up utilization, adding new customers.”

   Among Benchmark's new customers are two small medical OEMs that are each expected to generate between $5 million and $7 million in revenue. Two telecom customers are slated to bring in contracts worth a combined $25 million. A test and instruments customer, Nigbor said, could generate between $150 million and $175 million next year.

   Now, with the pending sale of its Sweden location, Nigbor believes Benchmark is on its way to becoming a top-tier CEM, with just less than $2 billion in revenue projected for this year.

C-MAC

C-MAC teams with Hong Kong CEM to move into Mexico

   By Claire Serant

   Electronic Buyers' News (05/04/00)

   C-MAC Industries is strengthening its manufacturing capabilities south of the border, striking a joint venture with a Hong-Kong based contract electronics manufacturer.

   C-MAC, a Canadian CEM, said today it has formed a partnership with Wong's Electronics (Holdings) Co. Ltd. to make electronic systems and sub-assemblies from a shared facility in Mexicali, Mexico. The accord created C-MAC Wong's Electronics Mexico S.A. de C.V., a 50,000-sq.-ft. facility that began its first production run last month.

   The new agreement keeps C-MAC on track with its long held goal to expand its operations to Mexico. C-MAC has 35 manufacturing facilities in nine countries, but wants to be in low cost regions such as Mexico and Eastern Europe to keep pace with other North American CEMs.

   Wong's Electronics, a subsidiary of Wong's International USA Holdings, makes printed-circuit boards and electronic products for OEM customers. The recent pact marks the second time the companies have worked together. In 1995, C-MAC and the Hong Kong CEM established a joint venture in China.

   "We're in Mexico at the request of many of our customers who need support close to home but on a cost-competitive basis," said Paulus Chan, Wong's International's president.

   Said C-MAC chairman Dennis Wood, "The joint manufacturing operation will enable us to satisfy customers' demands for a low-cost manufacturing solution and to more effectively and responsively serve our customers in this strategic market region."

Celestica

Brazil (acq. from NEC)

Celestica buys NEC's Brazilian plant, signs supply agreement

   Electronic Buyers' News (06/23/00)

   Electronics manufacturer Celestica Inc. is expanding its presence in Latin America with a definitive agreement to acquire the manufacturing facility of NEC Corp.'s Brazilian subsidiary, NEC do Brasil Ltda.

   The purchase includes a five-year supply agreement worth a total of $1.2 billion. Further terms of the transaction were not disclosed. The transaction is expected to close next Friday.

   NEC decided to sell the Brazilian manufacturing operation as part of its strategy to focus on developing Internet business solutions, and expanding its network integration and systems integration businesses. Under Celestica, the operation will continue to manufacture NEC communications network equipment for distribution throughout Brazil.

   "After an extensive review of the alternatives, we believe that Celestica provides the broadest and most complementary range of services in the industry," said Renato Ishikawa, president of NEC do Brasil, in a statement. "NEC Do Brasil can now focus its resources on the development, marketing and distribution of telecommunications equipment."

   Celestica will continue to employ substantially all of the 680 people working at the plant.

   Latin America is one of the few regions that Toronto-based Celestica has not penetrated extensively, with one facility in Mexico and another in Hortolandia, Brazil.

   "Celestica is committed to providing world class technology, quality and supply chain management solutions that will assist NEC in delivering industry-leading products to its customers," said Eugene Polistuk, president and CEO of Celestica.

Malaysia expansion

The Star, July 15, 2000

   Celestica plans to invest RM100m more in Kulim plant

   By AHMAD ZUBER IBRAHIM

   CELESTICA, the world's third largest electronics manufacturing services (EMS) provider, plans to invest another RM100mil in its plant in the Kulim Technology Park, Kedah to meet demand.

   Its executive vice-president for worldwide operations Marvin MaGee said the company which had already invested RM120mil in the existing plant, would use the RM100mil in an expansion programme to put up a new building and install additional manufacturing facilities.

   "We hope to start construction on the new building in the next couple of months and hope to be operating by the middle of next year. The RM100mil will be spent gradually over the next few years,'' MaGee told reporters after a lease-signing ceremony between Celestica Sdn Bhd and Kulim Technology Park Corp Sdn Bhd in Kuala Lumpur yesterday.

   Present to witness the ceremony was Kedah Mentri Besar Datuk Seri Syed Razak Syed Zain.

   MaGee said with the completion of the expansion programme, the company would be in a position to at least double the operating capacity from the current 30,000 assemblies monthly.

   The expansion of Celestica's plant in Kulim, which only began operations nine months ago, is inevitable considering that the EMS industry has been growing rapidly at 60% in the last two years, according to Magee.

   He said the growing demand for its products was a result of a shift in the business model where computer manufacturers opted to farm out the manufacturing job to concentrate on other areas like marketing and human resources.

   The choice of Malaysia as the factory location has been proven correct because of the excellent facilities at the Kulim Technology Park and the skilled workforce needed to support Celestica's manufacturing requirements.

   "As a service provider, Celestica is only as good as the people and services that make up the company, such as the skills we have attracted in Malaysia.

   "By delivering strategic electronics manufacturing services to our customers, Celestica is participating in the exploding telecommunications and Internet markets by providing the manufacturing support customers need to succeed and as a result share in the success. The EMS industry is a US$90bil business growing at 25% annually. This growth will continue as communications and semiconductor companies increasingly pursue outsourced manufacturing due to the cost-benefits available,'' MaGee said.

JDS Uniphase

JDS Uniphase outsources optical-amplifier assembly to Celestica

   By Claire Serant

   Electronic Buyers' News (07/13/00)

   Fueling its drive into the fiber optics market, JDS Uniphase Ltd. has tapped Canadian contract electronics manufacturer Celestica Inc. to provide subassembly services for its optical amplifiers.

   The move brings the Toronto CEM closer to its goal of serving more of the communications markets and allows JDS, which has dual headquarters in Nepean, Ontario and San Jose, to meet the demands of the fast-growing fiber optics sector.

   Earlier this week, JDS revealed plans to merge with SDL Inc., a San Jose fiber optics component maker in a stock deal valued at $41 billion. The pact with Celestica provides more evidence that, as a technology receiving growing levels of attention, the market is ripe for outsourcing.

   "We believe that there is a tremendous market opportunity over the next few years for optical amplifiers," said Jay Abbe, JDS' president and chief operating officer, in a statement."By working with Celestica on this initiative, we expect to provide a significant increase in product availability to our optical amplifier customers."

   JDS designs, develops, manufacturers and distributes a wide range of fiber optic devices that are used in telecommunications and cable television industries.

Bull acq.

Celestica snaps up Bull Electronics

   By Claire Serant

   Electronic Buyers' News (08/02/00)

   Stretching its manufacturing services to Massachusetts, Celestica Inc. purchased Bull Electronics Inc. (BEI), a Lowell-based contract electronics manufacturer this week in an effort to expand its U.S. operations.

   Toronto-based Celestica bought BEI, a four-year old division of French conglomerate Groupe Bull for an undisclosed amount. Under the deal, the Celestica will acquire BEI's 130,000-sq.-ft Lowell facility which has more than 200 employees.

   This is the third time this year that Groupe Bull put segments of its CEM division on the auction block. In February, the company sold Bull Information Technology, located in the city of Contagem in Brazil, to Jabil Circuit Inc., St. Petersburg, Fla. Last month, ACT Manufacturing Inc., a Hudson, Mass., CEM revealed plans to purchase Groupe Bull's French operation, Bull Electronics Angers, for $56.6 million.

   Workers at Bull's Lowell facility have known the parent company wanted to sell its CEM division for the past two years, according to Anthony DeVito, general manager of the plant.

   Bull's diversified operations include consulting solutions and systems integration, as well as infrastructure composed of Internet-ready enterprise solutions, smart cards, and managed services for Intranets and e-commerce sites. Groupe Bull, like many OEMs, is streamlining its manufacturing operations to focus on core competencies -- mainly information technology.

   "The addition of this operation and its seasoned management team enhances Celestica's overall service offerings in the New England area," said Eugene Polistuk, Celestica's president and chief executive in a statement.

   The Lowell facility provides printed-circuit-board assembly, full system assembly, test and other supply-chain management services. The plant operates at an annual run rate of $40 million.

   Celestica, with 34 manufacturing sites around the globe, operates a leased 37,000-sq.-ft. facility in Chelmsford, Mass.

   "Strong demand for Celestica's services in the New England area demand greater capacity, which can be offloaded to this newly acquired operation," said Jerry Labowitz, an analyst with Merrill Lynch & Co. in New York.

Flextronics

cell phones for Siemens

Flextronics signs $1B deal to make cell phone for Siemens

   By Claire Serant

   Electronic Buyers' News (03/28/00)

   Flextronics International Ltd. pushed further into the European telecommunications market on Monday after it inked a three-year, $1 billion deal to manufacture cell phones for Siemens AG.

   Flextronics, San Jose, agreed to acquire a manufacturing facility in Denmark from Bosch Telecom GmbH, a German electronic-equipment manufacturer, which makes GSM mobile phones for Siemens. As part of the deal, Flextronics will enter a partnership with Siemens, a major European OEM in the telecom market.

   “This deal strengthens our position as the No. 1 electronics manufacturing service provider in Scandinavia and Europe,” said Ronny Nilsson, president of Flextronics' Western Europe division.

   Siemens' deal with Flextronics will help the company double the number of cell phones that it outsources from 30 million units this year to 60 million units in 2001.

   The pact also gives Flextronics a significant presence in the cell phone market. The top-tier contract electronics manufacturer can expect to garner $250 million in revenue within the first year of operation, and then see its investment balloon to a $1 billion-plus opportunity over three years, said Michael Zimm, an analyst with CIBC World Markets in New York.

   “Their long-term strategy could be to close the [Bosch] deal and figure out a way to move to their low-cost manufacturing facility in Hungary. They could fill up the existing factory with system work and higher-end telecom products,” Zimm said.

SpinCircuit (B2B jv w/ HP, Cadence)

Cadence, Flextronics, HP form supply chain supertool

   Marie Eve Demers

   El.News, Apr 04, 2000 --- SpinCircuit Inc. is the electronics industry’s latest attempt to boost supply chain efficiency. The company, an independent B2B e-commerce, was launched Monday by Cadence Design Systems Inc.--which came up with the idea in 1998--Flextronics International Ltd. and Hewlett-Packard Co.

   SpinCircuit estimates 90 percent of PCB manufacturing is done via out sourcing, resulting in a fragmented market and an information gap. A product’s cost is determined in the first 20 percent of its development process, SpinCircuit said, and more than 30 percent of a design engineer’s time goes toward choosing electronic components. To solve these problems and accelerate development of new products, the SpinCircuit Internet gateway will link PCB design engineers’ desktops directly to the supply chain through its taxonomy-based component browser. Engineers can access information on more than two million parts and are able to virtually use them--the site will include drag-and-drop symbols--in their conceptual design enabling them to analyze, compare and choose.

   "If we can make this tool as robust as we think we can, this is going to be the way that everybody works in the future," said Michael Marks, chief executive officer of Flextronics.

   SpinCircuit, which defines itself as "the current in the electronics supply chain," claims its solution goes beyond part procurement, providing electronics components and manufacturer information through its software tools as well as making that information accessible from computer desktops.

   "We are Internet-based, but most of the traffic will come through the tools," said Chris Hessler, SpinCircuit’s senior vice president. "We are not just another URL, we are truly integrated."

   SpinCircuit's partnership with Cadence and its links to the company’s schematic capture tool give it access to 65 percent of PCB engineers’ desktops. But this alliance with Cadence and with other backing companies, Hessler said, does not affect the new company’s neutrality and openness to partnerships with other industry players. The site’s revenues, executives explained, will result both from subscription and transaction fees.

   At Monday's conference, SpinCircuit also introduced Patrick Guerra as its new president and chief executive officer. Guerra formerly held positions with Advanced Micro Devices Inc., Hewlett-Packard and Ariba Inc.

   SpinCircuit’s most recent partners and investors, which signed a memorandum of understanding with the new company Monday, are distributors Avnet Inc. and All American Semiconductor Inc. as well as EDA company Innoveda Inc., formerly ViewLogic Systems Inc. until its March 23rd merger with Summit Design Inc.

X-Box

Sources say Flextronics to build X-Box for Microsoft

   By Jim Forbes

   Electronic Buyers' News (04/19/00)

   Sources close to Microsoft Corp., Redmond, Wash., and Flextronics International Ltd., San Jose, say the CEM will likely build the upcoming X-Box game console for the software giant.

   Although the sources say a final contract has not been signed, at least one chip supplier has been told to work with Flextronics. The companies declined to comment on the reports.

   Microsoft unveiled its plans to build a PC-based game console last month, using a powerful graphics subsystem, DVD-ROM drive, and hard drive able to store data-intensive gaming software. (see March 10 story). At the time, Microsoft said it would beging selling the box in the latter half of 2001, but added that it would not build the systems itself.

new Poland park and Swedish acquisition

Flextronics to build industrial park in Poland

   By Claire Serant

   Electronic Buyers' News (04/18/00)

   Tapping low-cost manufacturing opportunities in Eastern Europe, Flextronics International Ltd. today said it will build an industrial park in Poland that it expects to complete this year.

   Flextronics, a San Jose contract electronics manufacturer, inked a deal with Polish government officials to purchase 100 acres of land south of Gdansk. The site will house the top-tier CEM's sixth industrial park located outside the United States. Flextronics has other parks in Brazil, China, Hungary, and Mexico.

   Flextronics executives expect the Poland industrial park to have its first building -- a 160,000-sq.-ft. plant -- completed in November.

   "We are pleased to make these long-term investments in Poland, which strengthens our commitment to offer global world-class electronic manufacturing services," said Ronny Nilsson, president of Flextronics Western Europe, in a statement.

   In a related development, Flextronics has acquired Swedish CEM Qcom AB, which serves the Scandinavian market. Though terms of the deal were not disclosed, Qcom's 82 workers in Poland and Sweden are slated to become Flextronics employees.

Israel (acq.)

Flextronics to buy Israeli CEM for $20M

   Electronic Buyers' News (04/24/00)

   Flextronics International Ltd. today extended its acquisition spree beyond captive OEM manufacturing plants with an agreement to buy Israel's Uniskor Ltd. for approximately $20 million.

   The acquisition strengthens Flextronics' presence in the Middle East and adds a number of the region's largest and fastest-growing OEMs to the contract electronics manufacturer's customer roster. Uniskor has more than 500 employees serving OEMs from its 8,000-sq.-m Migdal Haemek facility in northern Israel, the companies said.

   The latest acquisition is probably one of the smallest so far announced by Singapore-based Flextronics, although its thrust signifies the company's preparedness to extend its global reach by buying smaller niche-market CEMs rather than focusing solely on manufacturing assets divested by OEMs.

   "We are expanding our presence in Israel because it is one of the world's most active areas for the development of high- technology products," said Michael Marks, chairman and chief executive of Flextronics, in a statement. "By adding the manufacturing capabilities of Uniskor, we are complementing the skills of the Flextronics Semiconductor design teams in Elait and Tel Aviv."

Moto deal

WSJI, May 31, 2000

   Motorola Plans to Outsource $30 Billion In Production to Singapore's Flextronics

   By SCOTT THURM

   Motorola Inc. unveiled plans to outsource over $30 billion of consumer-electronics production over the next five years with Flextronics International Ltd. and take a small stake in the contract manufacturer.

   The deal, announced on Wednesday, is the largest outsourcing agreement between a name-brand electronics company and a contract manufacturer. By 2005, the companies expect Flextronics to make more than $10 billion of cellular phones, two-way pagers, set-top boxes, wireless-communications gear and components for Motorola. That would be nearly twice Flextronics's total revenue of $5.7 billion in the fiscal year ended March 31.

   Gray Benoist, a Motorola vice president, said the Schaumburg, Ill., electronics concern will continue to do most of its manufacturing itself. The Flextronics work will represent less than 15% of Motorola's manufacturing, he said.

   But Mr. Benoist said Motorola will assign an increasing share of its growth to contract manufacturers. Internal manufacturing will continue to grow, he said, but "the outsourcing piece grows faster."

   Mr. Benoist said Motorola wants to reduce its complement of roughly 25 contract manufacturers, and will consolidate much of the work with Flextronics, based in Singapore but operated from San Jose, Calif.

   The deal is the latest and most recent example of the broad outsourcing trend by electronics makers, who rely on little-known companies such as Flextronics, Solectron Corp. and SCI Systems Inc., to make the guts, and increasingly the entirety, of their machines.

   Revenue for the contract electronics-manufacturing industry reached approximately $75 billion last year and is expected to grow 25% this year, according to Technology Forecasters Inc., an Alameda, Calif., market researcher. In March, Canadian telecommunications-equipment maker Nortel Networks Corp. agreed to sell four factories to Solectron and agreed to buy roughly $10 billion of products from Solectron over four years.

   The Motorola-Flextronics deal won't involve transferring any factories. To accommodate Motorola's business, Flextronics will be "building like crazy," Chief Executive Michael Marks said. "We've got those construction crews at the ready." Flextronics already builds parts and products for Motorola in three U.S. plants, as well as factories in Mexico, Malaysia, Hungary, China and Brazil.

   Mr. Marks said he first broached the deal with Motorola executives in January. "Why is everyone piecemealing this stuff," he recalled asking. "Let's do a real deal." As part of the deal, Motorola will pay $100 million for an equity instrument convertible to 11 million shares of Flextronics, which would represent roughly a 5% stake in Flextronics. At roughly $9 a share, Motorola is getting the Flextronics stock at more than an 80% discount to Tuesday's 4 p.m. price of $50.0625 on the Nasdaq Stock Market. Motorola and Flextronics said they hope to use Internet technology to tie themselves more closely together and to streamline Motorola's supply chain. Flextronics already does that with other customers, such as Cisco Systems Inc. Cisco orders show up automatically on Flextronics's computers, and Flextronics frequently ships finished products directly to Cisco's customers.

Motorola, Flextronics sign $30B outsourcing deal

   By Claire Serant

   Electronic Buyers' News (05/31/00)

   Proving the outsourcing trend shows no signs of abating, telecom giant Motorola Inc. Tuesday said it has signed Flextronics International Ltd. to a five-year contract manufacturing deal valued at more than $30 billion.

   Under terms of the deal, Flextronics will manufacture a variety of products for Motorola, including wireless phones, two-way pagers, wireless infrastructure products and other devices, the companies said.

   For Flextronics, San Jose, the deal strengthens it position in the consumer telecom market, where its biggest customers include Ericsson.

   Motorola is the latest telecom OEM to embrace the outsourcing trend. Over the past two years, telecom companies have been stepping up their outsourcing activities based on increased consumer demand for high technology products such as mobile phones. CEMs with a global manufacturing presence that offer a broad array of services from design to after sales support have been the beneficiaries.

   The Motorola-Flextronics pact forms a non-exclusive strategic alliance that is expected to exceed $10 billion in the fifth year of the agreement.

   The accord is part of a decision by Motorola's Communications Enterprise to outsource non-core competencies, said Merle Gilmore, Motorola's executive vice president.

   "We will be better able to anticipate our customers' evolving needs and help speed the time to market of our products around the world," Gilmore said.

   The deal will represent about 15% of the total manufacturing requirements of the CE division over the next five years, Motorola said.

   The companies said they would tie Motorola's order entry and logistical requirements to Flextronics' operations activities, to provide a seamless interface between Motorola's customers and the production activities at Flextronics.

   ``We are extremely pleased that this alliance calls for the use of virtually all of Flextronics' capabilities,'' said Michael Marks, Chairman and chief executive of Flextronics International. ``Both companies have agreed to develop our businesses together in a substantial way, from e-commerce connections to global supply of a wide range of services, while sharing some financial costs and gains.''

moving deeper into chip design

Flextronics plans expansion with Aspec's IP, design library business

   Semiconductor Business News (06/01/00)

   SUNNYVALE, Calif.--Flextronics International Ltd. today announced its semiconductor group has completed the acquisition of Aspec Technology Inc.'s silicon library and intellectual property (IP) business. Last month, Aspec changed its name to Ingenuus Corp. after shifting its focus from IC design automation to Internet-based content management applications for business-to-business (B2B) markets.

   A purchase price was not released by Flextronics Semiconductor, which was formerly known as Dii Semiconductor. Flextronics' chip operation focuses on re-targeting ASICs and field-programmable gate arrays (FPGAs) for cost reduction and guaranteed long-term supply.

   "This acquisition significantly strengthens our technological capabilities in serving our data com andtelecom customers," said Ronald R. Snyder, president of Flextronics Semiconductor. "Their expertise in library and architecture development for deep sub-micron designs will complement and expand our existing team.''

   The acquisition includes Aspec's library and tools associated with the traditional ASIC libraries business. The technical group consists of 40 engineers. Flextronics said these engineers bring substantial experience and resources in the deep sub-micron area to the company's semiconductor services.

   Aspec was hit hard by changes in the design library business last year, forcing the San Jose company to change its strategic focus. One major change in the library business has been a shift to royalties from licensing agreements (see story from SBN online magazine Feb. 1, 1999).

   Aspec's libraries have been supplied to a range of large system makers and chip manufacturers for 0.35- to 0.25-micron designs, said Flextronics. Libraries for 0.18 micron are under development.

   "The stand-alone library business has changed dramatically in recent years, and it is a tough market," said Ralph Waggitt, vice president of marketing at Flextronics Semiconductor. "The ASIC business is still about shipping silicon, and as part of Flextronics Semiconductor, this group can be a part of that and contribute significantly to our future growth.

   "We will be making further product announcements in coming months as we roll out the new capabilities of the expanded team,'' he added.

China ops profile

June 2000 Issue, Nikkei Electronics Asia

   Flextronics Finds China Perfect for Contract Manufacturing

   The Doumen Industrial Park in Zhuhai not only represents Flextronics International Ltd's commitment in China, but also indicates that a western manufacturing concept can work well in the country.

   Flextronics is the world's 4th largest in contract manufacturing, an industry which saw phenomenal growth in recent years, as more and more original equipment manufacturers (OEM) chose to outsource manufacturing and focus on product design and marketing. In the early days, contract manufacturers handled only part of the production, but now they handle virtually every step of the production process, from product design and development, prototyping, mass production, to logistics services. Flextronics now has over 30 manufacturing facilities in 13 countries, with 29,000 employees worldwide.

   Established in 1997, the Doumen Industrial Park is one of the three Industrial Parks operated by Flextronics, the other two are in Mexico and Hungary. The Industrial Park is a manufacturing concept developed by Flextronics to "reduce logistical barriers to manufacturing and provide customers with a central manufacturing resource." Key suppliers are invited to locate within the same complex, where raw materials, components and sub-assemblies are made into the final products. This highly integrated production process is expected to enhance supply-chain and logistical efficiencies, thus reducing the time-to-market and cost for the customers. The Industrial Parks are located in low-labor cost regions to further reduce production cost.

   The Doumen Industrial Park has a manufacturing area of 500,000 sq ft, with a total of 3,500 employees. Facilities at the Park include printed circuit board (PCB) assembly, system assembly, clean room, PCB fabrication, and plastics injection molding. There is also a Product Introduction Center to provide design and engineering services to customers, such as board design, design process validation, prototyping, and improvement studies. According to Ash Bhardwaj, president of Flextronics International Asia-Pacific, there are three main operations at the Doumen Industrial Park: board assembly, plastic injection molding, and PCB board production. To cope with growing demands, the company is expanding all three areas in the coming months. New PCB manufacturing facilities are being built next to the main building; and as a result of a recent acquisition, a new manufacturing complex will be added some 5 minutes by car from the Park. This new facility will be used for the expansion of assembly lines as well as plastic injection molding.

   China plays an important role in Flextronics' operation in the Asia-Pacific region. In Asia, Flextronics also has a plant in Malaysia which concentrates on assembly, but in terms of scale its China operation is far bigger.

   Besides the Doumen Industrial Park, Flextronics also has a 300,000 sq ft factory in Xixiang in Shenzhen, in southern China. This facility, with 3,500 workers, produces mainly computer-related products and consumer electronics products. There is also a 240,000 sq ft factory for plastics injection molding, with 1,200 workers. All these investments have made Flextronics the largest contract manufacturer in China, and one of the largest employers in southern China.

   Bhardwaj said apart from the low labor cost, good infrastructure is also a major consideration for choosing China as the place for its manufacturing facilities in Asia. These include a viable transportation system, stable water and power supplies. In addition, Flextronics' Asia-Pacific headquarters in Hong Kong can provide the logistics for its China operations.

   "What we try to create here is a factory which looks like a western factory, with the Japanese way of manufacturing, and the Chinese cost structure," Bhardwaj said. He disagrees with a common perception that parts made in China are not good quality. "We trained our people very well before we put them on the production line, and we have technical talents from all over the world stationed here," he said. At present, Asia accounts for nearly 20% of the company's sales of US$3.8 billion, with telecom products being the fastest growing sector.

   Besides the expansion of existing facilities, Flextronics is looking into opportunities for setting up new facilities in the northern part of China. The company has recently acquired Palo Alto Products International, which has mechanical design and tool-making facilities in Thailand and Taiwan. With these new facilities, it hopes to expand into the fields of tool design and tool making, as well as the enclosure business.

adopting a brand

Flextronics strikes branding agreement with Microsoft

   By Claire Serant

   Electronic Buyers' News (07/24/00)

   Accustomed to surprising the industry, Flextronics International Ltd. has quietly broken new ground by launching a brand-awareness campaign with Microsoft Corp.

   Under a coveted deal, a small number of mice that Flextronics has made for Microsoft bear both companies' names, said Michael E. Marks, chairman and chief executive of Flextronics, Singapore.

   The move runs contrary to the silent-partner relationship most CEMs have with their OEM customers. Typical business arrangements dictate that only one name-the OEM's-appear on products sold to end users.

   "I'm not sure that [Microsoft chairman] Bill Gates knows. We have guys we work with who allowed us to do it. We got lucky," Marks said.

   A spokeswoman for Microsoft, Redmond, Wash., confirmed that company executives-even those who work in the mouse division-have no knowledge of a branding agreement with Flextronics.

   "They're one of five manufacturers we use, and they don't have the bulk of the work. We use [Flextronics'] manufacturing facilities. That's different than a brand-identity program," she said.

   The CEM is not becoming an OEM, but is trying to increase brand awareness through the pilot project with Microsoft, which is now more than a year old.

   Analysts, OEMs, and contractors expressed surprise and concern that Flextronics would take such a bold approach. But the company, which reported $5.74 billion in revenue for the year ended March 31, has rattled the industry before.

   Flextronics captured attention with the purchase last year of midsize CEM Dii Group Inc. for $2.4 billion. This year, it continued to expand in various regions and signed a five-year, $10 billion contract with Motorola Inc.

   The CEM also has a lucrative contract to make the X-Box, a Microsoft game device.

   "The bigger and more powerful we get, the more our name gets out there, and more companies [ask] us to say we're working with them. Microsoft let us say we're going to build the X-Box," Marks said. "A couple of years ago, they would have never done that. Our name would have gotten in the way of their name."

   A few networking start-ups, however, use their CEM partners' names, which the OEMs believe will help them secure more funding for initial public offerings, according to observers. They note that this information is discussed in Securities and Exchange Commission documents.

   Others wonder why a well-established OEM like Microsoft would use its real estate for a branding venture.

   "What's in it for them? We've never done branding with suppliers, and we don't have plans to," said a Motorola spokeswoman. "Suppliers can change so frequently. I'm not sure you want to do that."

   However, some industry watchers say Flextronics' strategy makes sense.

   "In our world, people know Flextronics, but the [average citizen] doesn't. [Brand identity] could be a way to establish awareness," said Michael Zimm, an analyst at Goldman Sachs & Co. in New York.

   "It's hard to determine if it's good or bad. What has to be given back to the OEM for using their real estate? The OEM would have to do a cost-benefit analysis. If Microsoft does it, it must make sense for Microsoft and Flextronics," Zimm said.

   For Mike Gibbons, president of K*Tec Electronics in Sugar Land, Texas, there is no rationale for a CEM to adopt such a program.

   "We wouldn't do it. We wouldn't want to compete with potential customers. If we build computers for Company A and Company B, Company B wouldn't like it if we came out with something called a Company A/K*Tec computer," Gibbons said.

   However, Marks insists a marketing initiative is good for both players.

   "We'll continue to do this with any customer that'll let us," Marks said. "Customers are letting us say we're doing work for them [in press releases] and that wasn't the case years ago."

Jabil

Jabil to construct $40M automotive plant in Michigan

   By Claire Serant

   Electronic Buyers' News (03/29/00)

   To boost its services for the automotive industry, Jabil Circuit Inc. said today it will build a $40 million manufacturing facility in Auburn Hills, Mich., where the CEM has purchased a 31-acre tract from TMW Enterprises.

   The expansion project will connect an existing 125,000-sq.-ft. facility with a new 200,000-sq.-ft. structure, according to St. Petersburg, Fla.-based Jabil. Construction will be completed in early 2001.

   As one of a number of major CEMs that are focusing on the lucrative communications market, Jabil is also seeking to diversify its customer base and create a niche market for luxury automobile electronics such as overhead digital compasses, remote-control devices, and keyless- entry systems.

   “The automotive market is already outsourcing components and electromechanical assemblies, but we think more outsourcing will occur in the future as the electrical content inside automobiles continues to increase,” said Jerry Labowitz, an analyst at Merrill Lynch & Co. Inc. in New York.Jabil employs about 1,200 workers in its high-tech circuit-board-assembly plants in Michigan. State officials expect Jabil's expansion to create 1,100 new jobs. The top-tier CEM was recently awarded a Michigan tax credit valued at more than $14.5 million over a 20-year period for the expansion project.

   “The strategic importance of the automotive industry for Jabil and a growing need for electronic manufacturing services in the Great Lakes region were important reasons behind Jabil's decision to expand its Michigan operations,” said Randy Haight, vice president of business development. Jabil hopes to break ground on the construction project in May. The new facility will join two other Jabil sites in Auburn Hills: a 15,000-sq.-ft. warehouse and a 55,000-sq-ft. manufacturing plant.

MCMS

MCMS vows to overcome loss of Fore Systems as customer

   By Claire Serant

   Electronic Buyers' News (05/01/00)

   The loss of an $80 million customer has only strengthened MCMS Inc.'s resolve to bring in more OEM clients to bolster its sales and bottom line.

   In fact, MCMS, a privately held contract electronics manufacturer based in Nampa, Idaho, is well on its way to accomplishing that goal. The midtier CEM lost its second-largest customer, Fore Systems Inc., late last year, according to chief executive Rick Rowe.

   MCMS has filed a breach of contract lawsuit against the Warrendale, Pa., networking company, for which the CEM provided complex printed-circuit boards and system-level assemblies.

   Fore, now a part of Marconi Communications, has filed a countersuit that MCMS executives say has “no merit.” A Fore spokesman declined to comment on the litigation.

   “Fore decided to move certain end-of-life programs,” Rowe said. “Anytime $80 million is pulled out, that's painful. We have other customers, but Fore dragged on our earnings.”

   For the second quarter of fiscal 2000, which ended March 2, MCMS' net loss widened to $9 million, or $1.99 a share, from a loss of $4.5 million, or $1.10 a share, in the year-ago quarter. Sales in the period fell 14%, to $99 million from $116 million. In fiscal 1999, MCMS had revenue of $432.7 million.

   “The [recent] quarter was difficult as anticipated, but we're very pleased with how we've positioned the company for future growth,” Rowe said.

   Earlier this month, MCMS signed a manufacturing contract with Tachion Networks, an Eatontown, N.J., networking company. The agreement calls for MCMS to provide new-product prototypes, engineering services, complex PCBs, and systems assembly for Tachion's next-generation broadband- service solutions.

   Last month, Digital Lightwave Inc., a Clearwater, Fla., maker of high-speed optical-networking solutions, and MCMS worked out a deal for the CEM to provide manufacturing capacity for some of Digital's components.

   MCMS last month also forged a strategic partnership with Atmosphere Networks in which the CEM will offer a broad range of prototype and volume-manufacturing services to the Campbell, Calif., optical-networking company.

   “We're winning a lot of new programs,” said Chris J. Anton, MCMS' chief financial officer. “We don't need OEM divestitures to [improve] our growth rates. We've been succeeding with customers that are past the start-up phase and have contracts between $10 million and $30 million that aren't on the radar screen [of larger CEMs].”

   MCMS has manufacturing sites in Nampa; Durham, N.C.; Penang, Malaysia; Monterrey, Mexico; and Colfontaine, Belgium; and an international procurement office in Singapore. Plans are under way to open a manufacturing operation in San Jose.

   Last year, the CEM expanded its low- cost Malaysia plant from 36,000 sq. ft. to 118,000 sq. ft. Its combined manufacturing capacity is 641,000 sq. ft.

   MCMS' U.S. expansion plans involve “growing with our customers,” Rowe said.

   Communications giant Cisco Systems Inc. is among MCMS' largest clients, but the CEM says its customer “sweet spot” are those in the $30 million to $80 million range. MCMS has four customers with contracts of more than $100 million.

   “We're not disadvantaged by size. We have the same global footprint as the other [midtier] players,” Rowe said, adding that he expects revenue to exceed $550 million this calendar year.

   And just as privately held midtier CEM Manufacturers' Services Ltd., Concord, Mass., will go public this year, an MCMS IPO is on the horizon, according to Rowe.

   “We could likely file an IPO in 12 months,” he said. “This quarter was our low [point]. The worst is over.”

   MCMS entered the CEM business in 1989, a year after it had been spun off from Nampa-based memory maker Micron Electronics Inc.

   At that time, a New York equity company, Cornerstone Equity Investors LLC, acquired 90% of MCMS for about $256 million. Micron Electronics Inc. California, a wholly owned subsidiary of Micron Electronics, owns 10% of the CEM.

MSL

Ireland

Manufacturers' Services to build new site in Galway, Ireland

   By Claire Serant

   Electronic Buyers' News (04/27/00)

   Manufacturers' Services Ltd. said today it will expand the company's European presence with a greenfield facility in Galway, Ireland.

   The Concord, Mass., contract electronics manufacturer expects construction will be completed on the 60,000-sq.-ft. facility by late summer. The new operation, MSL executives said, will enable the mid-tier CEM to provide OEM customers with a wide range of supply-chain services for wireless telecommunications, networking, computer peripherals, industrial, and medical industries.

   Although MSL has a plant in Athlone, Ireland, the Galway location will allow the company to further tap into electronics start-ups in the region, said MSL president Robert Donahue. MSL has another European manufacturing operation in Valencia, Spain.

   "This expansion will enhance our ability to meet the needs of established and emerging leaders for a comprehensive manufacturing solution that delivers a lower landed cost of doing business in this critical market," Donahue said.

   MSL plans to hire 150 employees for the Galway facility, which will feature an engineering and design center. Tony Boyle, an MSL's vice president, will oversee operations at the new location. MSL chairman, Kevin C. Melia, a Galway native, heads the five-year-old company, which had 1999 revenue of $921 million.

China

Manufacturers' Services opens first plant in China

   By Claire Serant

   Electronic Buyers' News (06/19/00)

   Stretching its manufacturing reach farther into Asia, Manufacturers' Services Limited has opened its first plant in China.

   MSL, a Concord, Mass., contract electronics manufacturer, has expanded its global operations with a 50,000-sq.-ft. facility in Longhua Town in the southern region of Shenzen. The new facility offers printed-circuit-board assembly, box- build, and fulfillment services for OEMs in the communications, peripherals, consumer, and industrial electronics markets.

   MSL recently expanded its European operations with a second location in Ireland. Now, the CEM, like many of its competitors, has turned to low-cost Far East regions. MSL already has manufacturing operations in Singapore and Malaysia.

   "China has emerged as a key marketplace for global companies," said Robert Donahue, MSL's president, in a statement. "Expanding our presence in this region will enhance our ability to serve customers seeking to enter new markets."

Multek

Multek adds Mexico site to manufacturing stable

   By Claire Serant

   Electronic Buyers' News (05/26/00)

   Multilayer Technology Inc. is adding Mexico to its roster of low-cost manufacturing sites.

   The Irvine, Calif., printed-circuit-board manufacturer, also known as Multek, is moving into the 150,000-sq.-ft. Guadalajara plant that housed Multek's former owner, Dii Group Inc., Niwot, Colo.

   Two months ago, Multek and Dii were merged into Singapore-based CEM Flextronics International Ltd. in a $2.4 billion deal. Now, Multek is giving new life to Dii's Guadalajara plant, which Flextronics chairman and chief executive Michael E. Marks said was slated for the auction block.

   Sanmina Corp., a San Jose CEM, is pushing to beef up its PCB capacity through a pending $1.3 billion deal to purchase Hadco Corp., which is why Flextronics is anxious to increase Multek's visibility, according to industry observers.

   “We want Multek to be a pure global supplier,” Marks said. “There's a bunch of regional players, but no global player.”

   With PCBs in heavy demand, especially by manufacturers of mobile phones, Multek will not only serve Flextronics but continue to expand its services to OEMs and major CEMs.

   “We've grown rapidly,” said Steve C. Schlepp, president of Multek's nine manufacturing operations in four countries.

   The company runs three plants in Zhuhai, China, as well as facilities in Hong Kong; Irvine, Calif.; Austin, Texas; Roseville, Minn.; Sao Paulo, Brazil; and Boeblingen, Germany.

   Those sites allow Multek to carry out “price-blended sourcing,” Schlepp said.

   “For example, we'll start production in Austin, then we'll move it to a low-cost end-product site in China and sell the product at a blended price,” he said of the pricing strategy that has won praise from customers.

   Multek is expanding one of its China plants and has accepted an opportunity to build more mobile-phone boards in Brazil.

   “We're looking favorable after the Hadco-Sanmina deal. Other CEMs want us to allocate more capacity to them,” Schlepp said.

   Multek counts 300 OEMs and 12 CEMs, including Benchmark Electronics, Celestica, Jabil Circuit, SCI Systems, and Solectron, among its customers. Its sales last year totaled $400 million. This year, with Flextronics as the parent company, Schlepp anticipates sales of $600 million.

   “We've had significant growth from our existing customer base. There's so much [in the market] that's untapped,” he said.

   Flextronics is making sure Multek stays on its proper growth track, said Roger Norberg, an analyst at Chase H&Q in Minneapolis.

   Industry observers say Multek will benefit from Flextronics' well-established relationships with OEMs.

   “No one owns enough board capacity. Multek's a high-margin board shop. It's starting to get legs,” Norberg said.

   That's exactly what the company needs, Schlepp insisted, to keep pace with mushrooming demand.

NatSteel

buys 3Com US plant and forms 3Com-Accton jv

Dow Jones, March 21, 2000

   Singapore NatSteel Elec Boosts Telecom Mfg Know-how

   By BERNICE HAN

   SINGAPORE -- Singapore's NatSteel Electronics Ltd. (P.NSE) signaled its intention to boost its capability as an outsourcing contract manufacturer for the communications sector with the formation of a US$40 million joint venture company with U.S. networking company 3Com Corp. (COMS) and Taiwanese networking equipment provider Accton Technology Corp. (Q.ACT).

   The Singapore contract manufacturer also said Tuesday it will acquire 3Com's manufacturing facility in Illinois for between US$130 million and US$160 million and receive a 3-year contract to manufacture modems and multi-services platform equipment for the U.S. company. NatSteel Electronics said it will retain all of 3Com's 1,200 employees affiliated with the Mount Prospect manufacturing facility.

   The three-year contract will bring in annual revenue of US$500 million, NatSteel Electronics said.

   The purchase of the factory will strengthen the company's "communications manufacturing know-how," said Chief Financial Officer Chay Yee Meng at a media and analyst briefing Tuesday.

   "We are buying into the design capability," he said.

   Analysts mostly applauded the company's strategy to boost its communications manufacturing expertise given the explosive growth in the sector.

   While no projections were available for the communications industry, most analysts see the global telecommunications sector growing at a conservative 30%.

   "Basically it will strengthen NatSteel Elec's ODM (original design manufacturing) capability as well as lock in 3Com as one of its customers," said Lim Tee Wee, an associate for corporate research at DBS Securities.

   NatSteel Electronics' Chief Executive Chester Lin said the deal would help the company form a lasting link with a key customer.

   "In order to have a long-term relationship, you should have some kind of investment inside."

   The as yet unnamed joint-venture company, to be based in Chicago, will design, market and sell Internet access products, including U.S. Robotics-branded analog modems.

   3Com will transfer about 250 employees in engineering, marketing, sales and support to the new company, which will have its own board that will include members from the three parent companies. The companies expect to make an initial public offering for the new company, which will begin operations in May.

   The move will bolster NatSteel's presence in the U.S., the world's biggest outsourcing market, analysts said.

   In February, NatSteel acquired NEC America Inc.'s factory in Oregon for US$200 million as part of a three-year agreement to manufacture communications equipment and electronic components for automobiles. NEC America is a unit of Japan's NEC Corp. (J.NEC).

   Outsourcing in the U.S. is expected to generate revenues of US$60 billion to US$70 billion by 2003, up from US$30 billion to US$40 billion in 1998, analysts said.

   "While the U.S. market isn't the fastest growing in the world, it's definitely the biggest," said an analyst at a local research house who didn't want to be named.

   3Com's stake in the newly formed company won't exceed 20% while NatSteel Electronics and Accton will each take a stake of between 20% and 50%.

   The joint-venture isn't expected to generate immediate revenues for NatSteel Electronics but it will make the company the first choice manufacturer for any products that are developed, analysts said.

   At the press briefing Tuesday, chief executive Lin said he was confident the company will derive more than 35% of group revenues from the telecommunications sector, a target that was set last year.

   He said telecommunications contracts accounted for 7%-8% of its revenue of S$3.2 billion in 1999.

WSJI, June 7, 2000

   3Com's Sale of Unit Gives New Life to U.S. Robotics

   By SCOTT THURM

   Silicon Valley is well-known for racing ahead to the future. Today, 3Com Corp. will summon the past.

   3Com will announce that it has completed the transfer of its division that makes modems to a joint venture with two Asian companies. The new company will be called U.S. Robotics.

   The name should sound familiar. U.S. Robotics was the modem- and networking-equipment maker that 3Com acquired for $6.6 billion in 1997, in a deal that never lived up to expectations.

   But the U.S. Robotics brand name remained well-known. So well-known, in fact, that consumers rebelled when 3Com tried to rebrand its modems with its own name. Chastened, 3Com sold the modems as U.S. Robotics and reduced the 3Com presence to small logos on the box.

   3Com announced in March that it would sell the analog-modem business to a venture of Accton Technology Corp. of Taiwan and NatSteel Electronics Ltd. of Singapore. 3Com will retain a stake of less than 20% in the new U.S. Robotics. NatSteel also is buying from 3Com a onetime U.S. Robotics factory in Mount Prospect, Ill., where the modems still are made.

   The U.S. Robotics name "was so synonymous with analog modems that it made sense to use it for this [new] analog modem company," said Jef Graham, 3Com's senior vice president for commercial and consumer networks.

   The new U.S. Robotics will be very different from its predecessor, however. In addition to traditional modems, the old U.S. Robotics also made high-speed modems to tap the Internet through phone or cable-TV lines and the equipment that Internet services use to "answer" calls from users. 3Com is keeping those units.

   The old U.S. Robotics also made a little-known device called the Palm handheld organizer, which has proved to be hugely popular. 3Com is in the process of spinning off Palm Inc., which now has a market value of $14.5 billion.

Dow Jones Newswires, June 7, 2000

   3Com Confirms Analog Modem Alliance

   SANTA CLARA, Calif. -- 3Com Corp. (COMS) confirmed an analog modem alliance with Accton Technology Corp. of Taiwan and NatSteel Electronics Ltd. of Singapore.

   The alliance was first announced on March 20, when 3Com said it would leave the analog modem business by selling its analog desktop and PC Card modem operations to U.S. Robotics, the new company to be created through the alliance. 3Com also at the time that the new entity would make an initial public offering.

   A company spokesman said that there is "no set time in mind" for the IPO.

   U.S. Robotics will be headquartered in Chicago and begin full operations by Sept. 2, 3Com said in a press release Wednesday.

   About 250 workers from 3Com in engineering, marketing, sales and support will transfer to U.S. Robotics, 3Com said, and the new company will have its own board.

   In addition, NatSteel will continue to make broadband modems and carrier-based, multi-services access platform equipment for 3Com. The deal is subject to a definitive agreement, which is expected to be completed shortly.

   Accton Tech designs, makes and sells networking products while NatSteel is an electronic contract manufacturer.

jv w/ LiteOn Enclosure

BT Online, April 21, 2000

   NEL in tie-up with Taiwan's LiteOn

   By Carol Eng

   NATSTEEL Electronics (NEL) has tied up with Taiwan's LiteOn Enclosure to expand its supply chain capabilities.

   In a statement yesterday, NEL said the joint venture will come under the name of LiteOn and will engage mainly in making metal and plastic enclosures and final assembly of information technology products.

   It said that LiteOn will provide NEL with access to metal and plastic enclosure capabilities in Asia, Mexico and, eventually, Europe. There are other unspecified partners in the outfit too.

   "This joint venture with LiteOn is an important move for NEL. We will now be able to deliver complete assembly capabilities to our customers across the world, moving us closer to our vision to provide integrated global supply chain capabilities," said NEL's chief executive officer Chester Lin.

   NEL's contribution to the venture will include an injection of its metal stamping assets from its Mexican subsidiary, which has an estimated value of about US$20 million (S$34 million). Together with other existing assets and new injections from other joint venture partners, the venture's assets are expected to increase to about US$110 million.

   It will then have manufacturing facilities in Taipei, Shenzhen and Guadalajara.

   NEL said it will be one of the three major shareholders in the venture, with each of them holding an equal interest.

   The venture will later also set up similar facilities in Budapest, Hungary adjacent to NEL's current Hungarian operations.

   The transaction is not expected to have a material impact on NEL's net tangible assets and earnings per share.

analysis

WSJI, June 8, 2000

   NatSteel's Shopping Spree Provides Cautionary Tale

   By JON E. HILSENRATH

   When executives from NatSteel Electronics met with analysts in March, the year ahead looked bright. In its race to keep up with big U.S. contract manufacturers, the company had just reached an agreement to purchase 690,000 square feet of manufacturing space in Illinois, sales were on a pace to beat the industry average, and the share price was up 137% from a year earlier.

   Today, this Singaporean manufacturer of electronic equipment is in the doghouse of the analysts who cover it, and the share price has tanked. The company announced last month that earnings for the first six months of the year are likely to fall short of last year's numbers, and that it is likely to fall well short of analysts' expectations for the full year.

   Despite the sector's huge growth, this looks set to be "a year of consolidation for them," says Shailesh Jaitly, an analyst at Nomura Securities.

   Behind the sudden turn of events is a useful lesson for investors as Asia's economic recovery becomes more entrenched: Fast growth might be the mantra of the New Economy, but it's also the trickiest kind of growth to manage.

   What happened since late March?

   On the surface, it looks like NatSteel has fallen victim to the same component shortages that are hurting the likes of Intel and Cisco Systems. The motherboards NatSteel spits out for multinational customers are filled with tiny silvery specks called capacitors and resistors, which have been in tight supply for more than a year. Faced with a choice between shutting down its lines as it waits for deliveries, or buying components at higher prices in spot markets, NatSteel has opted to keep its lines running and paid the price in lower profit margins.

   "We have less flexibility in managing costs," says Chay Yee Meng, NatSteel's chief financial officer. NatSteel says it has been upfront with analysts about the issue, and notes other companies have made similar warnings in recent weeks. But several analysts said they should have gotten guidance earlier about the severity of the problem.

   There is more to the story, though. Those shortages have been around for months, and some of NatSteel's competitors say they are managing to live with them. Danny Tan, the materials manager for JIT Holdings, a much smaller Singaporean contract manufacturer, says he has been able to use the market clout of JIT's customers, which include Hewlett-Packard and Motorola, to secure components. And JIT is often able to pass the higher costs on to them. "Our customers come in and help us," he says. "Our hit in this area is minimal."

   In addition to the component shortage, NatSteel is in the midst of an aggressive acquisition drive, engineered to keep pace as the contract manufacturing business booms and big deals are consolidated in the hands of a few competitors. The industry is dominated by large North American concerns like Solectron, SCI Systems and Celestia, and Singapore's Flextronics, which are winning ever larger contracts from U.S. brands eager to farm out their manufacturing and focus on research and marketing.

   NatSteel is No. 5 in the industry, and has been buying capacity to keep up as the sector booms. In September, the company took a 30% stake in Eumitcom Technology, a Taiwan maker of communications equipment, for 227 million New Taiwan dollars (US$7.4 million). It also signed a joint-venture agreement to expand into the distribution business in China.

   In February, it agreed to shell out US$200 million to acquire the U.S. electronics manufacturing assets of NEC of Japan. In March, it agreed to pay between US$130 million and US$160 million for a 700,000-square-foot modem manufacturing facility owned by 3Com. In April, it signed a joint-venture deal with LightOn Enclosure of Taiwan to make metal and plastic enclosures for its electronic gadgets.

   NatSteel's strategy is two-pronged. By acquiring interests in Taiwan electronics design companies, it hopes to get into the research and development game and provide additional services to customers. And by acquiring facilities in the U.S., it hopes to be able to deliver products to customers there more quickly. It also is trying to build a distribution network in Asia.

   Many analysts were expecting the acquisition drive to pay off quickly, and it may yet prove a wise strategy. But, so far, NatSteel's efforts to become a global, value-added supplier are proving harder than those analysts expected. Mr. Chay says NatSteel has had to pump additional capital into its newly acquired U.S. operations to build up a marketing presence and to tie together its computer systems with the new operations. Because it paid a hefty price for the NEC plant, amortization costs are rising. (Mr. Chay says "more than half" of the value of the NEC transaction was goodwill, which is the difference between the value of the manufacturing assets and the price paid for them.) And existing plants in Mexico and Hungary produce much lower returns than NatSteel's Asian operations.

   Meanwhile, the company has piled on debt to finance the expansions. In addition to US$250 million in convertible bonds issued last year, it has drawn down US$200 million in bank credit. It will likely need additional funds this year when it completes the 3Com deal, the company says.

buys Kodak plant in China

BT Online, June 27, 2000

   NEL, Hi-P buy Kodak's PCBA ops in China

   By Jennifer Lien

   CONTRACT manufacturer NatSteel Electronics (NEL) has teamed up with local plastics firm Hi-P to buy the printed circuit board assembly (PCBA) and plastic moulding operations of US-based photo giant Kodak in Shanghai, China.

   NEL and privately-held Hi-P, a supplier to NEL, will jointly pay US$6 million (S$10.4 million) for all of Kodak's electronics and plastic moulding manufacturing assets. The two companies may also purchase inventory from Kodak. Kodak will continue to operate its Chinese camera assembly and testing operations, which will use parts from NEL and Hi-P. As part of the contract, NEL will supply Kodak with PCBAs globally for three years.

   About 1,000 staff from the Kodak camera plant will move over to NEL and Hi-P's new facilities nearby, with about two-thirds of the staff joining NEL, said NEL's chief financial officer Chay Yee Meng yesterday. He said NEL would be paying about half of the US$6 million purchase price for "a couple" of PCBA lines and some other camera electronics lines.

   While the deal will only contribute a "couple" of percentage points to NEL's revenue, it represents a "good start" for NEL's Shanghai operations, and provides an opportunity for the company to diversify into imaging products, said Mr Chay.

   "We don't have to start up (in Shanghai) from zero," said Mr Chay, who expects the Shanghai operations to be profitable immediately. Non-camera-related activities, such as PC assembly, are expected to be added to the plant over time.

   The plant will contribute "normal" profitability levels to NEL, said Mr Chay. But he stressed that the move was more important from a strategic standpoint: "I see it as a very positive move in our diversification strategy into another non-PC business."

   NEL will work "aggressively" to add digital imaging products, from Kodak and other companies, to its portfolio with this investment, said Mr Chay.

Sanmina

acquires Hadco (PCB maker)

Sanmina to acquire Hadco for $1.3 billion

   Electronic Buyers' News (04/17/00)

   Sanmina Corp. Monday said it would acquire printed-circuit-board maker Hadco Corp. for about $1.3 billion in stock, strengthening its position as a vertically integrated contract electronics manufacturer.

   Sanmina, San Jose, is known for its expertise in building and assembling complex PCBs. The Hadco acquisition will enable Sanmina to meet “increasing customer demands for higher layer count, higher density,” the company said in a statement.

   “The combination of our two companies enhances our ability to meet the increasing demands by our telecommunications customers for advanced optical networking technology,” said Jure Sola, Sanmina's chairman and chief executive. “We believe this merger firmly establishes Sanmina as the global leader in printed circuit board fabrication technology."

   For years, Sanmina focused solely on PCB production, but in the last three years has rapidly expanded into all phases of manufacturing and logistics.

   For Hadco, the deal will enable its “growth opportunities [to] accelerate as we bring more value-added services to our clients,” said president and chief executive Andrew E. Lietz.

   Hadco, which had been trying to position itself as a full-service CEM by expanding its manufacturing services, has not received the same respect on Wall Street as traditional CEMs such as Sanmina, Solectron and Flextronics.

   The Salem, N.H., company also has not been experiencing the growth rates enjoyed by its full-service CEM competitors. In Hadco's fiscal 2000 first quarter, revenue increased only 3.7%, to $244.7 million from $236 million. Earnings reached $7.1 million, or 51 cents per share, from $2 million, or 15 cents pre share. Although the company's profits jumped significantly, Hadco's earnings results were still 3 cents below analysts' estimates.

   The company's gross profit margin at 16.7% was also more than five points below its fiscal 1997 level of 21.8%.

   Like many of its U.S. counterparts, Hadco's costs escalated over the years. As a result, the printed-circuit board industry became ripe for consolidation. Many PCB makers struggled to emerge from debt when most electronic component industries in early 1999 recovered from a three-year recession. Many U.S. PCB makers incurred much of their debt from aggressive expansion gone sour, high-operating costs, pricing pressures, and increased competition.

   Praegitzer Industries Inc., for instance, last November surrendered to Tyco International Ltd., which paid only $72 million for the PCB manufacturer.

WSJI, April 18, 2000

   Sanmina to Buy Hadco For $1.11 Billion of Stock (excerpt)

   By KHANH T.L. TRAN

   Sanmina Corp. said it agreed to buy Hadco Corp. for $1.11 billion in stock, as it attempts to expand its manufacturing facilities to meet the growing demand for Internet infrastructure equipment.

   Sanmina, of San Jose, Calif., is a contract electronics manufacturer that is hired by firms such as Cisco Systems Inc. and Motorola Inc. to build their wireless and networking products. Hadco, of Salem, N.H., specializes in making advanced printed circuit boards.

   Sanmina said the acquisition, which is expected to be completed by September, will about double its work force to 15,000 employees from 9,000 and will bring its annual revenue to more than $3 billion. Sanmina also will add Hadco's 10 facilities to its roster of 38 manufacturing sites.

   "In today's business, you've got to get to a certain size to stay competitive," Sanmina Chairman and Chief Executive Jure Sola said.

pre-acquisition Hadco story

Hadco to expand assembly operations

   By Claire Serant

   Electronic Buyers' News (03/22/00)

   Looking to boost sales in its Value-Added Manufacturing (VAM) division, board maker Hadco Corp. is expanding its operations in Silicon Valley.

   The Salem, N.H., company, which still derives most of its revenue from printed-circuit-board fabrication, has made a renewed commitment to complete contract electronics manufacturing services, following in the footsteps of such competitors as Sanmina Corp. and Viasystems Inc.

   To that end, Hadco believes that increasing its value-added operation in Santa Clara, Calif., will enable it to take on more customers in the rapidly growing telecommunications and networking businesses.

   Hadco is expanding its Santa Clara facility to nearly 90,000 sq. ft. from 50,000 sq. ft. The company plans to spend more than $3 million to add the capacity, as well as renovate two buildings currently under lease.

   In addition, the VAM division has created its own dedicated sales force to stir up business. It also recently added four customers, including Alcatel and Lucent Technologies Inc.

   In addition to the West Coast operation, the VAM division operates a 65,000-sq.-ft. facility in New Hampshire.

   "Bringing in new products takes room. We want more telecommunications and networking customers," said John Caruso Jr., senior vice president of the value-added operation.

   The VAM division provides design services, PCB assembly and test, chassis assembly, and quick-turn prototype assembly, as well as systems integration and direct-order fulfillment.

   Analysts said Hadco's expansion is necessary, given tough competition from Sanmina and other competitors.

   "It's tough to take business away from Sanmina. They're one of the best managers in the EMS [electronics manufacturing services] industry," said Shawn M. Severson, an analyst with Raymond, James & Associates Inc., St. Petersburg, Fla. "This is what they need. They need to put capacity in place to attract new customers."

enclosures

Sanmina to expand enclosure operations in Toronto

   By Claire Serant

   Electronic Buyers' News (05/23/00)

   Adding more capabilities to its manufacturing services roster, Sanmina Corp. said today it has purchased a 24-acre site in Toronto, Canada, to begin construction of a 275,000-sq.-ft. enclosure plant.

   Sanmina will launch the first phase of a construction project that will house the company's current enclosure operations and provide more manufacturing capacity for the top-tier CEM. The new $15 million facility, which will be located less than one mile from present operations, is expected to open in December and employ 600 workers.

   Sanmina joins several CEMs which have targeted enclosures as a means to beef up supply-chain services to OEMs. Earlier today, Applied Power Inc., a Wisconsin power supply and enclosure maker, revealed plans to purchase five shelter enclosure facilities from European telecom giant LM Ericsson (see story).

   Sanmina's new location will feature state-of the art enclosure design, integration, and test capabilities. The facility will serve as the headquarters for Sanmina's Enclosure Systems Division, which also includes operations in Clinton, N.C., and San Jose.

   “The area provides the infrastructure, including excellent workforce and educational facilities, necessary to support one of the most advanced enclosure design and manufacturing operations in the world,” said Michael J. Clarke, senior vice president and general manager of Sanmina's Enclosure Systems Division.

Swedish acq.

Sanmina deepens European commitment with acquisition of Sweden's Essex

   By Claire Serant

   Electronic Buyers' News (06/02/00)

   To boost its presence in Europe, Sanmina Corp. has acquired Essex AB, a privately held European contract electronics manufacturer with four plants in Sweden and Finland.

   Essex, a Swedish CEM, serves the Nordic region's communications, industrial, and medical markets with supply chain services for major OEMs such as LM Ericsson, Nokia Corp. and Siemens AG.

   The deal is a pooling of interest transaction that is worth about $115 million, said Jerry Labowitz, an analyst with Merill Lynch & Co. in New York. Essex has 1,000 employees and operates at a $200 million revenue rate.

   The acquisition is further evidence of Sanmina's desire to become a global player in the $88 billion CEM industry. In April, the San Jose CEM agreed to pay $1.3 billion in a pending transaction to merge with printed-circuit-board maker Hadco Corp. of Salem, N.H. Hadco will boost Sanmina's operations with facilities in the United States and Malaysia.

   “The acquisition of Essex AB further strengthens Sanmina's European footprint, complementing our operations in Ireland," said Jure Sola, Sanmina's chairman and chief executive in a statement. "Our global customers are increasingly demanding that their strategic supplier have the flexibility and service levels to meet their local requirements."

   Said Labowitz, “We believe Sanmina should be able to leverage its vertical integration strategy by selling more services, including printed-circuit-board fabrication, backplane assembly, cable and wire harness assembly, and enclosure production to Essex customers.”

DSP subsystem design acq.

Sanmina acquires front-end design company InterWorks

   By Claire Serant

   Electronic Buyers' News (06/27/00)

   Sanmina Corp. boosted its front-end supply-chain services today with the cash purchase of InterWorks, a California-based standard and custom modular subsystem design company.

   Sanmina, a San Jose contract electronics manufacturer, beefed up its advanced engineering strengths in printed-circuit-board assembly and fabrication to serve networking equipment and communication sectors with the purchase of InterWorks. The Irvine, Calif., company is expected to generate $60 million in revenue. Sanmina officials said InterWorks' price tag was in the $40 million to $45 million range.

   Sanmina has been on a buying spree since it decided to merge with printed circuit board maker Hadco Corp., Salem, N.H. The $1.3 billion transaction was completed last week.

   The CEM is playing catch-up to the expansive growth that has taken place in the industry among its competitors such as Solectron Corp., Flextronics International Ltd. and Celestica Inc.

   "We like InterWorks' subsystem applications and their knowledge base. Their ability to add to our technology and engineering [enhances our] value-added services," said Randy Furr, Sanmina's president.

   InterWorks is a five-year-old privately-held company that designs, manufactures, tests and distributes a complete line of digital signal processor (DSP) modular solutions. DSP modules use semiconductor products from Texas Instruments, Motorola and other OEMs.

   "We believe InterWorks, which has an active product inventory of more than 300 assemblies -- one of the largest subsystem offerings in the industry, is a perfect fit. We expect to see strong growth in the modular and subsystem product market," said Jure Sola, Sanmina's chairman and chief executive.

Ocean (Shenzhen acq.)

Sanmina expands Asian presence with Ocean Manufacturing purchase

   By Claire Serant

   Electronic Buyers' News (07/11/00)

   Pushing further into the Far East, Sanmina Corp. has acquired Chinese contract electronics manufacturer Ocean Manufacturing Ltd. in an effort to tap into the low-cost region.

   Sanmina, San Jose, paid $65 million for the 10-year-old CEM, which has a 270,000-sq.-ft. facility in Shenzhen, China, and administrative offices in Hong Kong and Taiwan. Ocean offers printed-circuit-board and system assembly services and has 2,800 workers.

   Sanmina has been expanding its manufacturing presence this year. The company merged with PCB maker Hadco Corp., Salem, N.H., in a $1.3 billion deal last month. That transaction beefed up Sanmina's stateside operations and landed it a facility in Malaysia.

   In June, Sanmina, signed a $115 million deal to purchase Essex AB, a Swedish CEM whose customer list includes OEM heavyweights like LM Ericsson, Nokia Corp., and Siemens AG. And as recently as last week, the company boosted its front-end supply-chain design services when it acquired InterWorks, an Irvine, Calif., design company.

   "We believe that we are now well-positioned to take advantage of the rapidly growing international market and to expand our customer partners globally," Jure Sola, Sanmina's chairman and chief executive, said in a statement.

   Sanmina will tap into Ocean's customer base which includes Alcatel, Hewlett-Packard, IBM, and Fujitsu, among others. About half of Ocean's sales are from computers, with 30% coming from telecom, and 20% from customers in the industrial sector, according to Herve Francois, an analyst with Credit Suisse First Boston in New York.

   Ocean's chief operating officer, Bernard Leung, will continue to manage the business, reporting to P.K. Chan, vice president of Sanmina Asia.

   In a separate deal, Sanmina revealed a three-year service contract with Canadian OEM Nortel Networks Corp. that will allow Sanmina to purchase certain Electronics Computer-Aided Design [ECAD] systems and Product Integrity [PI} operations from the telecom company. The deal gives Sanmina test facilities and associated equipment in the United States, Canada, and Europe and entails the transition of 110 Nortel employees. The deal is expected to close by the end of the month.

   "We view both transactions as positive. Ocean expands Sanmina's global presence and the Nortel agreement strengthens Sanmina's engineering capabilities," Francois said.

SCI

Nokia acq.

SCI Systems acquires Nokia's Swedish multimedia development group

   By Claire Serant

   Electronic Buyers' News (04/19/00)

   In an effort to upgrade its manufacturing presence in Europe, SCI Systems Inc. said today it will acquire Nokia Corp.'s Multimedia Development Group in Sweden for an undisclosed amount.

   Under the deal, Nokia , a Finnish telecommunications company, will transfer 46 employees from its Motala, Sweden, office to SCI, a Huntsville, Ala., contract electronics manufacturer.

   SCI has been pursuing manufacturing opportunities in Europe, as have several top-tier CEM competitors. With the Nokia pact, SCI will boost its mechanical and electrical engineering, and MPEG software and hardware development, along with component services to augment its global supply chain services.

   "This acquisition extends and deepens SCI's partnership with Nokia," said Eugene Sapp, SCI's president and chief executive.

   The agreement is a "natural step," for both companies to focus on their core competencies, said Stefan Majurin, vice president and general manger of Nokia Multimedia Terminals.

   "Sweden is an important base for Nokia Multimedia Terminals, and the local commitment done by SCI today is therefore especially encouraging," Majurin added.

Solectron

NorTel

WSJI, April 5, 2000

   Solectron, Nortel Set Supply Pact Valued at More Than $10 Billion

   MILPITAS, Calif. -- Solectron Corp., a major contract electronics manufacturer, said it entered into a four-year supply agreement with Nortel Networks Corp. valued at more than $10 billion.

   Under the deal, Solectron will provide new product prototyping, manufacturing and repair services for Nortel's optical, carrier, enterprise and wireless-networking products. Solectron also agreed to acquire certain Nortel prototyping, printed-circuit-board, and telephone-set assembly assets in North America and Asia for $900 million.

   The moves affect 4,200 Nortel employees, who all will be offered jobs with Solectron, the companies said. Nortel said the outsourcing pact will cut its costs by $200 million to $300 million a year.

   While Nortel in recent months has announced $660 million of manufacturing expansions for its hot optical-networking operations, the Brampton, Ontario, telecommunications-equipment supplier has been shedding older manufacturing operations in order to cut costs. Last year Nortel began outsourcing manufacturing of various printed circuit boards and other electronics, plus some repair operations.

   As a result of the agreement, Solectron said it will be gaining new product prototyping and manufacturing capabilities in Calgary, Alberta, and Research Triangle Park, N.C.; and manufacturing capabilities in Monterrey, Mexico, and Istanbul, Turkey. Solectron and Nortel also said they are discussing the sale or outsourcing of certain manufacturing and repair operations in Europe.

shifting cell phones from Georgia to Guadalajara

Solectron expands in Mexico; may cut 850 jobs in Georgia

   By Claire Serant

   Electronic Buyers' News (04/14/00)

   The booming cell-phone business in Mexico could cause Solectron Corp. to cut up to 850 permanent and temporary positions in Georgia.

   Solectron, a Milpitas, Calif., contract electronics manufacturer, said today that "due to changing market conditions," it will shift cell-phone production out of its Suwanee, Ga., plant to Guadalajara, where it makes products for OEM telecom customers.

   The transfer, which is expected to last through July, will potentially eliminate up to 475 core and 375 temporary jobs at the Suwanee site, or slightly less than 2% of Solectron's total workforce of 46,000. Meanwhile, Solectron executives vowed to preserve more than 700 positions at the Georgia plant dedicated to the production of cell phones and retail point-of-sale equipment.

   In recent years, Guadalajara has become a manufacturing hub for top- and midtier CEMs seeking reduced labor rates and tax incentives. Many CEMs, such as Flextronics International Ltd., NatSteel Electronics Ltd., and SCI Systems Inc., are expanding their Guadalajara operations to meet demand from OEM customers, said Jerry Labowitz, an analyst at Merrill Lynch & Co. Inc. in New York.

   "I don't think CEMs want to close facilities," said Tony Boase, an analyst with A.G. Edwards & Sons in St. Louis. "They could start transferring new [contracts] for lower-volume, high-margin [products] to their U.S. facilities and move cell phones to low-cost regions."

   Solectron's Guadalajara campus consists of six buildings with 7,500 workers and has "room to grow," said Alejandro Gomez, corporate vice president of Solectron's Mexico operations. The top-tier CEM recently added to its south-of-the-border operations with its agreement to purchase a Monterrey, Mexico, manufacturing plant from Canadian telecom giant Nortel Networks Corp. That facility is part of a $900 million deal that involves the sale of seven Nortel plants in North America and Turkey.

   Fred Forsyth, corporate vice president and president of Solectron Americas, said in a statement that the decision to streamline operations at the Georgia facility was difficult.

   "We cannot ignore the reality of an increasingly cost-conscious marketplace. Simply put, most of our competitors have already moved cell-phone manufacturing to lower labor-cost geographies and we must take action to remain competitive," Forsyth said, adding, "We are glad we've kept the remaining production work in Suwanee."

Suzhou

Solectron Suzhou Scores Booming Sales in China

   ABT, April 3, 2000 (SUZHOU, China) -- The Solectron (Suzhou) Technology Co., Ltd., funded by Solectron Corp. of the United States, has recorded booming sales since it went into operation in 1997.

   The company is mainly engaged in assembling and testing of high-quality and high-value electronic equipment. Its sales volume increased by 20 times in 1998 over 1997, and again by 10 times in 1999 over 1998.

   The company has raised its total investment to US$150 million from the original US$45 million.

   Kent Chen, general manager of the company, said that apart from its technology and internal management, his company has also benefited from highly qualified personnel in Suzhou.

   The Solectron, one of the world's top 500 companies, now has 40 production bases worldwide, with its total sales volume rising by 50 percent annually. Its sales last year amounted to US$8.39 billion.

   (Xinhua News Agency)

acq. Bluegum

Solectron to acquire Australian CEM

   By Claire Serant

   Electronic Buyers' News (05/31/00)

   Solectron Corp. today said it would acquire Bluegum Group Ltd., a three-year-old CEM located in Victoria, Australia.Financial terms of the deal were not disclosed.

   The deal will give Solectron, Milpitas, Calif., a major presence in Australia, where the majority of Bluegum's 700 employees are located. The deal, which is slated to close in July, will also give Solectron access to the New Zealand market that Bluegum serves.

   Solectron has been on a serious expansion path this year. In April, the company revealed plans to expand its services in North America and Turkey by purchasing certain manufacturing assets of Canadian telecommunications company Nortel Networks Corp. for $900 million. The transaction will also give the world's largest CEM a $10 billion four-year outsource agreement.

   Solectron told analysts earlier this year that the company expects to generate revenue of $14.5 billion this year with acquisitions.

   “We are pleased that this acquisition will bring Solectron into a new geography,” said Ken Tsai, Solectron's senior vice president and president of Solectron Asia, in a statement.

   Under the agreement Solectron will gain a New Product Introduction [NPI] center in Victoria, along with manufacturing operations in Liverpool, Melbourne, New South Wales, and Wangaratta.

IBM-Brazil acquisition

Solectron to acquire IBM plant in Brazil

   By Claire Serant

   Electronic Buyers' News (06/01/00)

   Solectron Corp. today said it will acquire IBM Corp.'s manufacturing operations in Brazil and enter a multi-year agreement to provide systems build and assembly for the computer maker.

   Solectron, the world's largest contract electronics manufacturer, agreed to purchase IBM's 140,000-sq.-ft. printed circuit board assembly operation in Sao Paulo. Solectron, Milpitas, Calif., has a long business relationship with the Armonk, N.Y.-based OEM. The CEM also operates a 327,000-sq.ft. facility in Sao Jose dos Campos, Brazil.

   Under the deal, Solectron will assume manufacturing responsibility for IBM's Personal Systems Group, Retail Systems Solutions Group and Enterprise Systems Group, which sell products to the South American market. Financial terms of the deal were not disclosed. The sale, Solectron officials said, will be completed at the end of the month.

   The transaction fits into Solectron's goal of being a global facilitator for OEMs in various markets.

   Yesterday, Solectron revealed plans to extend its operations to Australia with an agreement to purchase Bluegum Group, a four-year-old CEM with 700 employees. At the same time, the European Commission cleared the way for Solectron to purchase several PCB assembly plants from Canadian telecom giant Nortel Networks Corp as part of a $900 million deal. That transaction includes locations in North America and Turkey. Nortel has PCB operations in Canada, France, Ireland and the United Kingdom in addition to the pending Solectron sites.

   As part of the IBM-Solectron pact, Solectron will inherit the computer maker's 220 employees at the Sao Paulo facility. The CEM will provide IBM with a wide range of manufacturing services, including new product introduction support, PCB and systems assembly, product configuration services, repair, and end-of-life support.

   "We regard this decision by IBM as a statement of confidence in Solectron's ability to provide them with best-in-class supply chain services across a broad range of services," said Walt Wilson, Solectron's senior vice president of business integration and information technology. Wilson is also president of Solectron Americas.

Venture
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   Venture signs major deal with Cisco Systems

   By Eugene Low

   CONTRACT manufacturer Venture Manufacturing yesterday signed a major contract with Cisco Systems to build electronic components and products for networking equipment

   Venture's managing director Wong Ngit Liong declined to specify the exact value of the multi-million dollar contract.

   "We're looking at this on a long-term basis. You can get a feel (of the contract's worth) by looking at how big Cisco is and how fast they are growing," he told reporters after the signing ceremony.

   "As you know, Cisco's Asian market is growing by more than 100 per cent a year. In meeting Cisco's requirements, the challenges facing Venture are enormous. We need to put in place solid infrastructure and skilled manpower," Mr Wong said.

   He said Venture is looking to invest $30-$40 million to boost its manufacturing capacity. "We will also set up operations in other countries should Cisco require us to do so," he added.

   Under the agreement, Venture will become Cisco's first Singapore-based contract manufacturing partner. The group will make components and products for US-based Cisco's customers worldwide.

   Peter Rukavina, Cisco's director of world-wide manufacturing, said: "As a Cisco manufacturing partner, Venture will have full Internet access to our global supply chain system and will be able to assess our global fulfilment requirements on their own. In effect, they become a virtual extension of Cisco."

   Mr Wong said Cisco will become one of Venture's biggest customers, and will account for 20 to 30 per cent of sales eventually.

   He added that the manufacture of networking and communications products, which accounts for around 26 per cent of Venture's business currently, will grow to account for between 35 per cent and 40 per cent of sales.
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