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Title of each class Name of each exchange on which registered
Common Stock, par value $0.10 per shareNew York Stock Exchange, Inc.
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Act. Yes ¨ Noþ

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes þ No ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the
preceding 12 months (or for such shorter periods that the registrant was required to submit and post such files).

Yesþ No ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. þ

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b–2 of the Act.

Large accelerated filer þ Accelerated filer ¨ Non-accelerated filer ¨ Smaller Reporting Company ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b–2 of the Act).

Yes ¨ No þ
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As of June 30, 2012, the number of outstanding Common Shares was 56,581,208. As of such date, the aggregate
market value of the Common Shares held by non-affiliates, based on the closing price of the Common Shares on the
New York Stock Exchange on such date, was approximately $777 million.

As of February 25, 2013, there were 55,195,329 Common Shares of Benchmark Electronics, Inc., par value $0.10 per
share, outstanding.

Documents Incorporated by Reference:

Portions of the Company’s Proxy Statement for the 2013 Annual Meeting of Shareholders (Part III, Items 10-14).
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PART I

Item 1. Business.

Background

Benchmark Electronics, Inc. (Benchmark), formerly named Electronics, Inc., began operations in 1979 and was
incorporated under Texas law in 1981 as a wholly owned subsidiary of Intermedics, Inc., a medical implant
manufacturer based in Angleton, Texas. In 1986, Intermedics sold 90% of the outstanding common shares of the
Company to Electronic Investors Corp. In 1988, Electronic Investors Corp. was merged into Benchmark, and in 1990
we completed the initial public offering of our common shares.

General

We are a worldwide provider of integrated electronic manufacturing services. We provide our services to original
equipment manufacturers (OEMs) of computers and related products for business enterprises, medical devices,
industrial control equipment (which includes equipment for the aerospace and defense industry), testing and
instrumentation products, and telecommunication equipment. The services that we provide are commonly referred to
as electronics manufacturing services (EMS). We offer our customers comprehensive and integrated design and
manufacturing services from initial product design to volume production including direct order fulfillment and
post-deployment services. Our manufacturing and assembly operations include printed circuit boards and subsystem
assembly, box build and systems integration, the process of integrating subsystems and, often, downloading and
integrating software, to produce a fully configured product. Our precision technology manufacturing capabilities
complement our proven electronic manufacturing expertise by providing further vertical integration of critical
mechanical components. These capabilities include precision machining, advanced metal joining, assembly and
functional testing for multiple industries including medical, instrumentation, aerospace and semiconductor capital
equipment. We also are able to provide specialized engineering services, including product design, printed circuit
board layout, prototyping, and test development. We believe that we have developed strengths in the manufacturing
process for large, complex, high-density printed circuit boards as well as the ability to manufacture high and low
volume products in lower cost regions such as Brazil, China, Malaysia, Mexico, Romania and Thailand.

We believe that our global manufacturing presence increases our ability to be responsive to our customers’ needs by
providing accelerated time-to-market and time-to-volume production of high quality products. These capabilities
enable us to build stronger strategic relationships with our customers and to become a more integral part of their
operations. Our customers face challenges in planning, procuring and managing their inventories efficiently due to
fluctuations in customer demand, product design changes, short product life cycles and component price fluctuations.
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We employ production management systems to manage their procurement and manufacturing processes in an efficient
and cost-effective manner so that, where possible, components arrive on a just-in-time, as-and-when-needed basis. We
are a significant purchaser of electronic components and other raw materials, and can capitalize on the economies of
scale associated with our relationships with suppliers to negotiate price discounts, obtain components and other raw
materials that are in short supply, and return excess components. Our expertise in supply chain management and our
relationships with suppliers across the supply chain enable us to reduce our customers’ cost of goods sold and
inventory exposure.

Our worldwide facilities include 1.1 million square feet in our domestic facilities in Alabama, Arizona, California,
Minnesota, New Hampshire, North Dakota and Texas; and 1.9 million square feet in our international facilities in
Brazil, China, Malaysia, Mexico, the Netherlands, Romania, Singapore and Thailand.

Our capabilities have continued to grow through acquisitions and through internal expansion. In January 2011, we
acquired facilities and certain other assets to expand our precision technology capabilities in Penang, Malaysia. In
2009, we added certain precision machining assets and capabilities in Arizona, California and Mexico through a
business acquisition, and we leased a larger facility in Brasov, Romania that expanded our manufacturing capability in
Eastern Europe. In 2008, we completed the construction of a new building in Suzhou, China and increased our China
manufacturing capacity. Our global operations include 21 facilities in nine countries.

3
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We believe our primary competitive advantages are our design, manufacturing, testing and supply chain management
capabilities. We offer our customers flexible manufacturing solutions throughout the life cycle of their products.
These solutions provide accelerated time-to-market, time-to-volume production, and reduced production costs. As a
result of working closely with our customers and responding promptly to their needs, we have become an integral part
of their operations.

Our Industry

The EMS industry experienced rapid change in growth during the 1990s as an increasing number of OEMs outsourced
their manufacturing requirements. In mid-2001 and again in late 2008, the industry’s revenue declined as a result of
significant cutbacks in its customers’ production requirements, which was consistent with overall global economic
downturns. OEMs have continued to turn to outsourcing in order to reduce product cost, achieve accelerated
time-to-market and time-to-volume production, access advanced design and manufacturing technologies, improve
inventory management and purchasing power, and reduce their capital investment in manufacturing resources.
Outsourcing enables OEMs to concentrate on what they believe to be their core strengths, such as new product
definition, marketing and sales. In addition, the number of industries serviced by EMS providers and these providers’
market penetration in certain industries has increased in recent years. We believe further growth opportunities exist for
EMS providers to penetrate the worldwide electronics markets.

Our Strategy

Our goal is to be the EMS outsourcing provider of choice to leading OEMs in the electronics industry that we perceive
from time to time to offer the greatest potential for growth. To meet this goal, we have implemented the following
strategies:

·

Maintain and Develop Close, Long-Term Relationships with Customers. Our core strategy is to maintain and
establish long-term relationships with leading OEMs in expanding industries by becoming an integral part of our
customers’ manufacturing operations. To accomplish this, we work closely with our customers throughout the design,
manufacturing and distribution process, and we offer flexible and responsive services. We rely on our local
management teams to respond to frequently changing customer design specifications and production requirements,
which develops stronger customer relationships.

·Focus on High-End Products in Growth Industries. EMS providers produce products for a wide range of OEMs in
different industries, such as consumer electronics, internet-focused businesses and information technology
equipment. The product scope ranges from easy to assemble, low-cost high-volume products targeted for the
consumer market to complicated state-of-the-art, mission critical electronic hardware targeted for military, medical
and other high-end computer use. Similarly, OEMs’ customers range from consumer-oriented companies that compete
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primarily on price and redesign their products every year to manufacturers of high-end telecommunications
equipment and computer and related products for business enterprises that compete on technology and quality. We
currently offer state-of-the-art products for industry leaders who require specialized engineering design and
production services, as well as high volume manufacturing capabilities to our customer base. Our ability to offer both
of these types of services enables us to expand our business relationships.

4
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·

Deliver Complete High and Low Volume Manufacturing Solutions Globally. We believe OEMs are increasingly
requiring a wide range of specialized engineering and manufacturing services from EMS providers in order to reduce
costs and accelerate their time-to-market and time-to-volume production. Building on our integrated engineering and
manufacturing capabilities, we offer services from initial product design and test to final product assembly and
distribution to OEM customers. Our systems integration assembly and direct order fulfillment services allow our
customers to reduce product cost and risk of product obsolescence by reducing their total work-in-process and
finished goods inventory. These services are available at many of our manufacturing locations. In 2009, we added
certain precision machining assets and capabilities to provide precision machining, metal joining and complex
electromechanical manufacturing services in Arizona, California and Mexico. In January 2011, we acquired facilities
and certain other assets to expand our precision technologies capabilities in Penang, Malaysia. This expansion added
sheet metal and frames fabrication services, advanced metal joining and grinding services, along with complex
mechanical assembly and machining services to our Asia service offerings. We also offer our customers high volume
production in low cost regions of the world, such as Brazil, China, Malaysia, Mexico, Romania and Thailand. These
full service capabilities allow us to offer customers the flexibility to move quickly from design and initial product
introduction to production and distribution. We offer our customers the opportunity to combine the benefits of low
cost manufacturing (for the portions of their products or systems that can benefit from the use of these geographic
areas) with the benefits and capabilities of our higher complexity support of systems integration in Asia, Europe or
the United States.

·

Leverage Advanced Technological Capabilities. In addition to traditional strengths in manufacturing large, complex
high-density printed circuit boards and systems, we offer customers specialized and tailored advanced design,
technology and manufacturing solutions for their primary products. We provide this engineering expertise through
our design capabilities at our design centers and our advanced technology process development in each of our
facilities. We believe our capabilities help our customers utilize cutting edge technologies to improve product
performance and reduce costs.

·

Continue to Seek Cost Savings and Operational Excellence. We seek to optimize all of our facilities to provide
cost-efficient services for our customers. This is done through our culture of continuous improvement, sharing best
practices and implementing lean principles. We also provide operations in lower cost locations to further offer cost
saving solutions to our customers. These sites include Brazil, China, Malaysia, Mexico, Romania and Thailand, and
we continue to expand our presence and footprint in these lower cost locations as appropriate to meet the needs of our
customers.

·

Continue Our Global Focus. A network of strategically positioned facilities can reduce costs, simplify and shorten an
OEM’s supply chain and provide regional solutions, thus reducing the time it takes to bring product to market. We are
committed to maintaining our global focus in order to support our customers with cost-effective and timely delivery
of quality products and services worldwide. Our ongoing acquisition of facilities has in recent years expanded our
presence globally to include Malaysia, Romania and the Netherlands. These added sites provide a global
manufacturing solution to our customers through our 21 facilities in nine countries located in Brazil, China, Malaysia,
Mexico, the Netherlands, Romania, Singapore, Thailand and the United States.

·Pursue Strategic Acquisitions. Our capabilities have continued to grow through acquisitions and we will continue to
selectively seek acquisition opportunities. Our acquisitions have enhanced our business in the following ways:

Edgar Filing: BENCHMARK ELECTRONICS INC - Form 10-K

9



- expanded geographic presence;
- enhanced customer growth opportunities;

- developed strategic relationships;
- broadened service offerings;
- provided vertical solutions;

- diversified into new market sectors; and
- added experienced management teams.

5
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We believe that growth by selective acquisitions is critical for achieving the scale, flexibility and breadth of customer
services required to remain competitive in the EMS industry.

Services We Provide

We offer a wide range of engineering, automation, test, manufacturing and fulfillment solutions that support our
customers’ products from initial design through prototyping, design validation, testing, ramp-to-volume production,
worldwide distribution and aftermarket support. We support all of our service offerings with supply chain
management systems, superior quality program management and sophisticated information technology systems. Our
comprehensive service offerings enable us to provide a complete solution for our customers’ outsourcing requirements.

Engineering Solutions

Our approach is to coordinate and integrate our design, prototype and other engineering capabilities. Through this
approach, we provide a broad range of engineering services and, in some cases, dedicated production lines for
prototypes. These services strengthen our relationships with manufacturing customers and attract new customers
requiring specialized engineering services.

·

New Product Design, Prototype, Test and Related Engineering Solutions. We offer a full spectrum of new product
design, automation, test development, prototype and related engineering solutions. Our concurrent engineering
approach shortens product development cycles and gives our customers a competitive advantage in time-to-market
and time-to-profit. Our multi-disciplined engineering teams provide expertise in a number of core competencies
critical to serving OEMs in our target markets, including award-winning industrial design, mechanical and electrical
hardware, firmware, software and systems integration and support. We create specifications, designs and quick-turn
prototypes, and validate and ramp our customers’ products into high volume manufacturing.

·

Custom Test and Automation Equipment Design and Build Solutions. We provide our customers with a
comprehensive range of custom automated test equipment, functional test equipment, process automation and
replication solutions. We have expertise in tooling, testers, equipment control, systems planning, automation, floor
control, systems integration, replication and programming. Our custom functional test equipment, process automation
and replication solutions are available to our customers as part of our full service product design and manufacturing
solutions package or on a stand-alone basis for products designed and manufactured elsewhere. We also provide
custom test equipment and automation system solutions to OEMs. Our ability to provide these solutions allows us to
capitalize on OEMs’ increasing needs for custom manufacturing solutions and provides an additional opportunity for
us to introduce these customers to our comprehensive engineering and manufacturing services.

Manufacturing and Fulfillment Solutions
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As OEMs seek to provide greater functionality in smaller products, they increasingly require more sophisticated
manufacturing technologies and processes. Our investment in advanced manufacturing equipment and process
development as well as our experience in innovative packaging and interconnect technologies enable us to offer a
variety of advanced manufacturing solutions. These packaging and interconnect technologies include:

·
Printed Circuit Board Assembly & Test. We offer a wide range of printed circuit board assembly and test
solutions, including printed circuit board assembly, assembly of subsystems, circuitry and functionality
testing of printed assemblies, environmental and stress testing and component reliability testing.

·
Flex Circuit Assembly & Test. We provide our customers with a wide range of flex circuit assembly and test
solutions. We utilize specialized tooling strategies and advanced automation procedures to minimize circuit handling
and ensure that consistent processing parameters are maintained throughout the assembly process.

6
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·

Systems Assembly & Test. We work with our customers to develop product-specific test strategies. Our test
capabilities include manufacturing defect analysis, in-circuit tests to test the circuitry of the board and functional tests
to confirm that the board or assembly operates in accordance with its final design and manufacturing specifications.
We either custom design test equipment and software ourselves or use test equipment and software provided by our
customers. We also offer our own internally designed functional test solutions for cost effective and flexible test
solutions. In addition, we provide environmental stress tests of assemblies of boards or systems.

We also have expertise in advanced precision and electromechanical technologies and optical manufacturing services.
In order to meet our customers’ demand for systems assembly and test solutions, we offer subassembly build, final
assembly, functionality testing, configuration and software installation and final packaging services.

Precision Electromechanical Assembly and Test. We offer a full spectrum of precision subsystem and system
integration services. These services include assembly, configuration and testing of complex computers and related
products for business enterprises, medical devices, industrial control equipment (which includes equipment for the
aerospace and defense industry), testing and instrumentation products, and telecommunication equipment. We design,
develop and build product specific manufacturing processes utilizing manual, mechanized or fully automated lines to
meet our customers’ product volume and quality requirements. All of our assembly and test processes are developed
according to customer specifications and replicated within our facilities. Product life cycle testing services are
provided such as Ongoing Reliability Testing where units are continuously cycled for extended testing while
monitoring for early life failures.

Failure Analysis. We offer an array of analytical solutions and expertise to challenging issues that face our customers.
This includes focused techniques for failure mode, failure mechanism, and root cause determination. Specialized
analytical skill sets associated with electrical, mechanical, and metallurgical disciplines are used in conjunction with a
vast array of equipment such as ion chromatography, x-ray florescence, and scanning electron microscopy. Our
state-of-the-art lab facilities provide customers with detailed reporting and support in an unbiased, timely, and
cost-effective manner. Mastering emerging technologies coupled with a complete understanding of potential failure
mechanisms positions us to exceed customer expectations and maintain our technological diversity.

Direct Order Fulfillment. We provide direct order fulfillment for certain of our OEM customers. Direct order
fulfillment involves receiving customer orders, configuring products to quickly fill the orders and delivering the
products either to the OEM, a distribution channel or directly to the end customer. We manage our direct order
fulfillment processes using a core set of common systems and processes that receive order information from the
customer and provide comprehensive supply chain management, including procurement and production planning.
These systems and processes enable us to process orders for multiple system configurations and varying production
quantities, including single units. Our direct order fulfillment services include build-to-order (BTO) and
configure-to-order (CTO) capabilities. BTO involves building a complete system in real-time to a highly customized
configuration ordered by the OEM customer. CTO involves configuring systems to an end customer’s specifications at
the time the product is ordered. The end customer typically places this order by choosing from a variety of possible
system configurations and options. We are capable of meeting a 2 to 24 hour turnaround time for BTO and CTO. We
support our direct order fulfillment services with logistics that include delivery of parts and assemblies to the final
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assembly site, distribution and shipment of finished systems, and processing of customer returns.

Aftermarket Non-Warranty Services. We provide our customers with a range of aftermarket non-warranty services,
including repair, replacement, refurbishment, remanufacturing, exchange, systems upgrade and spare part
manufacturing throughout a product’s life cycle. These services are tracked and supported by specific information
technology systems that can be tailored to meet our customers’ individual requirements.

7
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Value-Added Support Systems. We support our engineering, manufacturing, distribution and aftermarket support
services with an efficient supply chain management system and a superior quality management program. Our
value-added support services are primarily implemented and managed through web-based information technology
systems that enable us to collaborate with our customers throughout all stages of the engineering, manufacturing and
order fulfillment processes.

Supply Chain Management. Our inventory management and volume procurement capabilities contribute to assurance
of supply, cost reductions and reduce total cycle time. Our materials strategy is focused on leveraging our
procurement volume companywide while providing local execution for maximum flexibility at the division level. In
addition, our systems integration facilities have developed material processes required to support system integration
operations.

We utilize a full complement of electronic data interchange transactions with our suppliers to coordinate forecasts,
orders, reschedules, and inventory and component lead times. Our enterprise resource planning systems provide
product and production information to our supply chain management, engineering change management and floor
control systems. Our information systems also control serialization, production and quality data for all of our facilities
around the world utilizing state-of-the-art statistical process control techniques for continuous process improvements.
To enhance our ability to rapidly respond to changes in our customers’ requirements by effectively managing changes
in our supply chain, we utilize web-based interfaces and real-time supply chain management software products which
allow for scaling operations to meet customer needs, shifting capacity in response to product demand fluctuations,
reducing materials costs and effectively distributing products to our customers or their end-customers.

Manufacturing Technologies. We offer our customers expertise in a wide variety of traditional and advanced
manufacturing technologies. Our technical expertise supports standard printed circuit board assembly as well as
complex products that require advanced engineering skills and equipment.

We also provide our customers with a comprehensive set of manufacturing technologies and solutions which include:

· Pin Thru Hole;
· Surface Mount Technology;

· Fine Pitch;
· Ball Grid Array;

· Part on Part;
· Flip Chip;

· Chip On Board/Wire Bonding;
· In-Circuit Test;

· Board Level Functional Test; and
· Stress Testing.
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We also provide specialized solutions in support of our customers’ components, products and systems which include:

· Adhesives;
· Conformal Coating;
· Ultrasonic Welding;

· Splicing and Connectorization for Optical Applications;
· Hybrid Optical/Electrical Printed Circuit Board Assembly and Testing; and

· Sub-Micron Alignment of Optical Sub-Assemblies.

Through our Component Engineering Services, we are helping our customers deal with the changing international
environmental laws or regulations on content, packaging, labeling of their products or similar issues concerning the
environmental impact of their products including: “RoHS” (EU Directive 2002/95/EC on Restriction of the Use of
Hazardous Substances in Electrical and Electronic Equipment); “WEE” (EU Directive 2002/96/EC on Waste Electrical
and Electronic Equipment); “REACH” (EC Regulation No 1907/20067 on Registration, Evaluation and Authorization of
Chemicals); EU Member State’s Implementation of the foregoing; and the People’s Republic of China (PRC) Measures
for Administration of the Pollution Control of Electronic Information Products of 2006. Manufacturing sites in the
Americas, Asia and European regions are certified in both water soluble and no-clean processes and are currently
producing products that are compliant with these environmental laws and regulations.

8
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Precision Technologies. We provide precision machining, metal joining and complex electromechanical
manufacturing services and utilize the following precision technologies:

· Complex Small / Medium / Large Computer Numerical Controlled Machining;
· Precision Multi-Axis Grinding of Aerospace Engine Blades, Vanes and Nozzles;

· Precision Grinding of Mass Spectrometer Components;
· Sinker Electrical Discharge Machining;

· Turnkey Precision Clean Room Module Assembly and Functional Test;
· Major Electromechanical Sub Assembly;

· Laser Welding; and
· Advanced Metal Joining.

Marketing and Customers

We market our services primarily through a direct sales force and, in select markets, independent marketing
representatives. In addition, our divisional and executive management teams are an integral part of our sales and
marketing teams. We generally enter into supply arrangements with our customers. These arrangements, similar to
purchase orders, generally govern the conduct of business between our customer and ourselves relating to, among
other things, the manufacture of products which in many cases were previously produced by the customer itself. Such
arrangements generally identify the specific products to be manufactured, quality and production requirements,
product pricing and materials management. There can be no assurance that at any time these arrangements will remain
in effect or be renewed.

Our key customer accounts are supported by a dedicated team, including a global account manager who is directly
responsible for account management. Global account managers coordinate activities across divisions to effectively
satisfy customer requirements and have direct access to our executive management to quickly address customer
concerns. Local customer account teams further support the global teams and are linked by a comprehensive
communications and information management infrastructure. In addition, our executive management is heavily
involved in customer relations and devotes significant attention to broadening existing and developing new customer
relationships.

The following table sets forth the percentages of our sales by industry for 2012, 2011 and 2010.

2012 2011 2010
Computers and related products for business enterprises 31 % 29 % 32 %
Industrial control equipment 27 29 25
Telecommunication equipment 26 23 23
Testing and instrumentation products 6 10 10
Medical devices 10 9 10

Edgar Filing: BENCHMARK ELECTRONICS INC - Form 10-K

17



Historically, a substantial percentage of our sales have been made to a small number of customers. Sales to our ten
largest customers represented 56%, 53% and 47% of our sales in 2012, 2011and 2010, respectively. In 2012, sales to
International Business Machines Corporation represented 21% of our sales. The loss of a major customer, if not
replaced, would adversely affect us. Our future sales are dependent on the success of our customers, some of which
operate in businesses associated with rapid technological change and consequent product obsolescence. Developments
adverse to our major customers or their products, or the failure of a major customer to pay for components or services,
could have an adverse effect on us.

9
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Seasonality

Seasonality in our business has historically been driven by customer and product mix, particularly the industries which
our customers serve. Although we have in the past experienced higher levels of sales during the fourth quarter, this
pattern has not repeated itself every year. The extent to which our business will become more seasonal in the future
depends upon our future customer base and the industries that they serve, which we are unable to predict. Sales to our
customers in the computers and related products for business enterprises industry have recently exhibited particular
strength toward the end of the calendar year. As a result, we may experience stronger revenues in our fourth quarter as
compared to our first quarter.

Suppliers

We maintain a network of suppliers of components and other materials used in our operations. We procure
components when a purchase order or forecast is received from a customer and occasionally utilize components or
other materials for which a supplier is the single source of supply. If any of these single source suppliers were to be
unable to provide these materials, a shortage of these components could temporarily interrupt our operations and
lower our profits until such time as an alternate component could be identified and qualified for use. Although we
experience component shortages and longer lead times for various components from time to time, we have generally
been able to reduce the impact of the component shortages by working with customers to reschedule deliveries, by
working with suppliers to provide the needed components using just-in-time inventory programs, or by purchasing
components at somewhat higher prices from distributors rather than directly from manufacturers. In addition, by
developing long-term relationships with suppliers, we have been better able to minimize the effects of component
shortages compared to manufacturers without such relationships. The goal of these procedures is to reduce our
inventory risk.

Backlog

We had sales backlog of approximately $1.5 billion at December 31, 2012, as compared to the 2011 year-end backlog
of $1.6 billion. Backlog consists of purchase orders received, including, in some instances, forecast requirements
released for production under customer contracts. Although we expect to fill substantially all of our year-end backlog
during 2013, we currently do not have long-term agreements with all of our customers and customer orders can be
canceled, changed or delayed. The timely replacement of canceled, changed or delayed orders with orders from new
customers cannot be assured, nor can there be any assurance that any of our current customers will continue to utilize
our services. Because of these factors, our backlog is not a meaningful indicator of future financial results.
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Competition

The electronics manufacturing services we provide are available from many independent sources as well as from the
in-house manufacturing capabilities of current and potential customers. Our competitors include Celestica Inc.,
Flextronics International Ltd., Hon Hai Precision Industry Co., Ltd., Jabil Circuit, Inc., Plexus Corp and Sanmina-SCI
Corporation, who may be more established in the industry and have substantially greater financial, manufacturing or
marketing resources than we do. We believe that the principal competitive factors in our targeted markets are
engineering capabilities, product quality, flexibility, cost and timeliness in responding to design and schedule changes,
reliability in meeting product delivery schedules, pricing, technological sophistication and geographic location.

In addition, in recent years, original design manufacturers (ODMs) that provide design and manufacturing services to
OEMs have significantly increased their share of outsourced manufacturing services provided to OEMs in markets
such as notebook and desktop computers, personal computer motherboards, and consumer electronic products.
Competition from ODMs may increase if our business in these markets grows or if ODMs expand further into or
beyond these markets.

10
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Sustainability

Benchmark is committed to being a responsible corporate citizen. We use the term “sustainability” to describe our
long-term approach to address social, economic and environmental responsibilities that achieve our business
objectives and contribute to a more sustained world. Our sustainability priorities include: upholding the principle of
human rights and observing fair labor practices within our organization and our supply chain; protecting the
environment by conserving energy and natural resources and preventing pollution through appropriate management
technology and practices; ensuring ethical organizational governance; and applying fair, transparent and accountable
operating practices. All Benchmark manufacturing facilities are either currently certified or undergoing certification to
ISO 14001. We have endorsed the Electronics Industry Citizenship Coalition Code of Conduct, and flowed specific
requirements to our supply chain through our Purchase Order Terms and Conditions, Supplier Assurance Manual, and
Supplier Code of Conduct. We have also completed a B-level Global Reporting Initiative (GRI) Report as a baseline
for our sustainability efforts.

Governmental Regulation

Our operations, and the operations of businesses that we acquire, are subject to certain foreign, federal, state and local
regulatory requirements relating to security clearance, environmental, waste management, and health and safety
matters. We believe we operate in substantial compliance with all applicable requirements. However, material costs
and liabilities may arise from these requirements or from new, modified or more stringent requirements, which could
affect our earnings and competitive position. In addition, our past, current and future operations, and those of
businesses we acquire, may give rise to claims of exposure by employees or the public or to other claims or liabilities
relating to environmental, waste management or health and safety concerns.

We periodically generate and temporarily handle limited amounts of materials that are considered hazardous waste
under applicable law. We contract for the off-site disposal of these materials and have implemented a waste
management program to address related regulatory issues.

Employees

As of December 31, 2012, we employed 9,949 people, of whom 7,160 were engaged in manufacturing and operations,
1,486 in materials control and procurement, 510 in design and development, 271 in marketing and sales, and 522 in
administration. None of our domestic employees are represented by a labor union. In certain international locations,
our employees are represented by labor unions and by works councils. Some European countries also often have
mandatory legal provisions regarding terms of employment, severance compensation and other conditions of
employment that are more restrictive than U.S. laws. We have never experienced a strike or similar work stoppage and
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we believe that our employee relations are satisfactory.

Segments and International Operations

We have manufacturing facilities in the Americas, Asia and Europe regions to serve our customers. Benchmark is
operated and managed geographically and management evaluates performance and allocates resources on a
geographic basis. We currently operate outside the United States in Brazil, China, Malaysia, Mexico, the Netherlands,
Romania, Singapore and Thailand. During 2012, 2011 and 2010, 50%, 51% and 48%, respectively, of our sales were
from our international operations. Our foreign sales and operations are subject to risk of doing business abroad,
including fluctuations in the value of currency, export duties, import controls and trade barriers, including stoppages,
longer payment cycles, burdens of complying with a wide variety of foreign laws and, in certain parts of the world,
political instability. Additionally, some of our operations are in developing countries. Certain events, including natural
disasters, can impact the infrastructure of a developing country more severely than they would impact the
infrastructure of a developed country. A developing country can also take longer to recover from such events, which
could lead to delays in our ability to resume full operations. There can be no assurances that these factors will not
have an adverse impact on our results of operations in the future. See Item 1A for factors pertaining to our
international sales and fluctuations in the exchange rates of foreign currency and for further discussion of potential
adverse effects in operating results associated with the risks of doing business abroad. See Note 8 and Note 12 of
Notes to Consolidated Financial Statements in Item 8 of this report for segment and geographical information.
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Available Information

Our internet address is http://www.bench.com. We make available free of charge through our internet website our
filings with the Securities and Exchange Commission (SEC), including our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after electronically filing such material
with, or furnishing it to, the SEC. All reports we file with the SEC are also available free of charge via EDGAR
through the SEC’s website at http://www.sec.gov or to read and copy at the SEC Public Reference Room located at
100 F Street NE, Washington, DC 20549. Information can be obtained on the operation of the Public Reference Room
by calling the SEC at 1-800-SEC-0330.

Item 1A. Risk Factors.

Adverse market conditions in the electronics industry could reduce our future sales and earnings per share.

Uncertainty over an erosion of global consumer confidence amidst concerns over declining asset values, inflation,
volatility in energy costs, geopolitical issues, the availability and cost of credit, rising unemployment, and the stability
and solvency of financial institutions, financial markets, businesses, and sovereign nations slowed global economic
growth and have resulted in recessions in many countries, including in the United States, Europe and certain countries
in Asia over the past several years. Even though we have seen signs of an overall economic recovery, such recovery
may be weak and/or short-lived and recessionary conditions may return. If any of these potential negative economic
conditions occur, they may result in lower spending by businesses in the future, which in turn may affect demand for
our customers’ products and thus adversely affect our sales. Consequently, our past operating results, earnings and cash
flows may not be indicative of our future operating results, earnings and cash flows.

In addition to our customers or potential customers reducing or delaying orders, a number of other negative effects on
our business could materialize, including the insolvency of key suppliers, which could result in production delays,
shorter payment terms from suppliers due to reduced availability of credit default insurance in the market, the inability
of customers to obtain credit, and the insolvency of one or more customers. Any of these effects could impact our
ability to effectively manage inventory levels and collect receivables, increase our need for cash, and decrease our net
revenue and profitability.

We are exposed to general economic conditions, which could have a material adverse impact on our business,
operating results and financial condition.
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Our business is cyclical and has experienced economic and industry downturns. If the economic conditions and
demand for our customers’ products deteriorate, we may experience a material adverse impact on our business,
operating results and financial condition.

In cases where the evidence suggests a customer may not be able to satisfy its obligation to us, we set up reserves in
an amount we determine appropriate for the perceived risk. There can be no assurance that our reserves will be
adequate. If the financial condition of our customers were to deteriorate, resulting in an impairment of their ability to
make payments, additional receivable and inventory reserves may be required and restructuring charges may be
incurred.
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Shortages or price increases of components specified by our customers would delay shipments and adversely
affect our profitability.

Substantially all of our sales are derived from manufacturing services in which we purchase components specified by
our customers. In the past, supply shortages have substantially curtailed production of all assemblies using a particular
component and industry-wide shortages of electronic components, particularly of memory and logic devices, have
occurred. For example, the 2011 earthquake and tsunami in Japan disrupted the global supply chain for certain
components manufactured in Japan that were incorporated in the products we manufactured, and the flooding in
Thailand in 2011 had a similar impact. Any such component shortages may result in delayed shipments, which could
have an adverse effect on our profit margins. Also, because of the continued increase in demand for surface mount
components, we anticipate component shortages and longer lead times for certain components to occur from time to
time. Also, we may bear the risk of component price increases that occur between periodic re-pricings of product
during the term of a customer contract. Accordingly, certain component price increases could adversely affect our
gross profit margins.

We are dependent on the success of our customers. When our customers experience a downturn in their
business, we may be similarly affected.

We are dependent on the continued growth, viability and financial stability of our customers. Our customers are
OEMs of:

· computers and related products for business enterprises;
· medical devices;

· industrial control equipment;
· testing and instrumentation products; and

· telecommunication equipment.

Often, these industries are subject to rapid technological change, vigorous competition, short product life cycles and
consequent product obsolescence. When our customers are adversely affected by these factors, we may be similarly
affected.

The loss of a major customer would adversely affect us.

Historically, a substantial percentage of our sales have been made to a small number of customers. The loss of a major
customer, if not replaced, would adversely affect us. Sales to our ten largest customers represented 56%, 53% and
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47% of our sales in 2012, 2011 and 2010, respectively. In 2012, sales to International Business Machines Corporation
represented 21% of our sales. Our future sales are dependent on the success of our customers, some of which operate
in businesses associated with rapid technological change and consequent product obsolescence. Developments adverse
to our major customers or their products, or the failure of a major customer to pay for components or services, could
have an adverse effect on us.

We expect to continue to depend on the sales to our largest customers and any material delay, cancellation or
reduction of orders from these customers or other significant customers would have a material adverse effect on our
results of operations. In addition, we generate significant accounts receivables in connection with providing
manufacturing services to our customers. If one or more of our customers were to become insolvent or otherwise
unable to pay for the manufacturing services provided by us, our operating results and financial condition would be
adversely affected.

13

Edgar Filing: BENCHMARK ELECTRONICS INC - Form 10-K

26



Most of our customers do not commit to long-term production schedules, which makes it difficult for us to
schedule production and achieve maximum efficiency of our manufacturing capacity.

The volume and timing of sales to our customers may vary due to:

· variation in demand for our customers’ products;
· our customers’ attempts to manage their inventory;

· design changes;
· changes in our customers’ manufacturing strategy; and
· acquisitions of or consolidations among customers.

Due in part to these factors, most of our customers do not commit to firm production schedules for more than one
quarter in advance. Our inability to forecast the level of customer orders with certainty makes it difficult to schedule
production and maximize utilization of manufacturing capacity. In the past, we have been required to increase staffing
and other expenses in order to meet the anticipated demand of our customers. Anticipated orders from many of our
customers have, in the past, failed to materialize or delivery schedules have been deferred as a result of changes in our
customers’ business needs, thereby adversely affecting our results of operations. On other occasions, our customers
have required rapid increases in production, which have placed an excessive burden on our resources. Such customer
order fluctuations and deferrals have had a material adverse effect on us in the past, and we may experience such
effects in the future. A business downturn resulting from any of these external factors could have a material adverse
effect on our operating income. See Management’s Discussion and Analysis of Financial Condition and Results of
Operations in Item 7 of this report.

Our customers may cancel their orders, change production quantities, delay production or change their
sourcing strategy.

EMS providers must provide increasingly rapid product turnaround for their customers. We generally do not obtain
firm, long-term purchase commitments from our customers and we continue to experience reduced lead-times in
customer orders. Customers may cancel their orders, change production quantities, delay production or change their
sourcing strategy for a number of reasons. The degree of success or failure of our customers’ products in the market
affects our business. Cancellations, reductions, delays or changes in the sourcing strategy by a significant customer or
by a group of customers could negatively impact our operating income.

In addition, we make significant decisions, including determining the levels of business that we will seek and accept,
production schedules, component procurement commitments, personnel needs, capital expenditures and other resource
requirements, based on our estimate of customer requirements. The short-term nature of our customers’ commitments
and the possibility of rapid changes in demand for their products may impede our ability to accurately estimate the

Edgar Filing: BENCHMARK ELECTRONICS INC - Form 10-K

27



future requirements of those customers.

On occasion, customers may require rapid increases in production, which can stress our resources and reduce
operating margins. In addition, because many of our costs and operating expenses are relatively fixed, a reduction in
customer demand can harm our gross profits and operating results. See Management’s Discussion and Analysis of
Financial Condition and Results of Operations in Item 7 of this report.

We may encounter significant delays or defaults in payments owed to us by customers for products we have
manufactured or components that are unique to particular customers.

We structure our agreements with customers to mitigate our risks related to obsolete or unsold inventory. However,
enforcement of these contracts may result in material expense and delay in payment for inventory. If any of our
significant customers become unable or unwilling to purchase such inventory, our business may be materially harmed.
See Management’s Discussion and Analysis of Financial Condition and Results of Operations in Item 7 of this report.
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Our international operations may be subject to certain risks.

We currently operate outside the United States in Brazil, China, Malaysia, Mexico, the Netherlands, Romania,
Singapore and Thailand. During 2012, 2011 and 2010, 50%, 51% and 48%, respectively, of our sales were from our
international operations. These international operations may be subject to a number of risks, including:

· difficulties in staffing and managing foreign operations;
· coordinating communications and logistics across geographic distances and multiple time zones;

· less flexible employee relationships which can be difficult and expensive to terminate;

·political and economic instability (including acts of terrorism and outbreaks of war), which could impact our ability
to ship and/or receive product;

· changes in government policies, regulatory requirements and laws, which could impact our business;
· longer customer payment cycles and difficulty collecting accounts receivable;

· export duties, import controls and trade barriers (including quotas);
· governmental restrictions on the transfer of funds;
· risk of governmental expropriation of our property;

·burdens of complying with a wide variety of foreign laws and labor practices, including minimum wage regulations;

·fluctuations in currency exchange rates, which could affect component costs, local payroll, utility and other expenses;
and

· inability to utilize net operating losses incurred by our foreign operations to reduce our U.S. income taxes.

In addition, several of the countries where we operate have emerging or developing economies, which may be subject
to greater currency volatility, negative growth, high inflation, limited availability of foreign exchange and other risks.
Additionally, some of our operations are in developing countries. Certain events, including natural disasters, can
impact the infrastructure of a developing country more severely than they would impact the infrastructure of a
developed country. A developing country can also take longer to recover from such events, which could lead to delays
in our ability to resume full operations. These factors may harm our results of operations, and any measures that we
may implement to reduce the effect of volatile currencies and other risks of our international operations may not be
effective. In our experience, entry into new international markets requires considerable management time as well as
start-up expenses for market development, hiring and establishing office facilities before any significant revenues are
generated. As a result, initial operations in a new market may operate at low margins or may be unprofitable.

Our operations in certain foreign locations receive favorable income tax treatment in the form of tax holidays or other
incentives. In the event that such tax holidays or other incentives are not extended or are repealed, or in the event that
we no longer qualify for such programs, our taxes may increase, which would reduce our net income.

Additionally, certain foreign jurisdictions restrict the amount of cash that can be transferred to the U.S or impose taxes
and penalties on such transfers of cash. To the extent we have excess cash in foreign locations that could be used in, or
is needed by, our operations in the United States, we may incur significant penalties and/or taxes to repatriate
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these funds.

Another significant legal risk resulting from our international operations is compliance with the U.S. Foreign Corrupt
Practices Act (FCPA). In many foreign countries, particularly in those with developing economies, it may be a local
custom that businesses operating in such countries engage in business practices that are prohibited by the FCPA, other
U.S. laws and regulations, or similar laws of host countries and related anti-bribery conventions. Although we have
implemented policies and procedures designed to cause compliance with the FCPA and similar laws, there can be no
assurance that all of our employees, and agents, as well as those companies to which we outsource certain of our
business operations, will not take actions in violation of our policies. Any such violation, even if prohibited by our
policies, could have a material adverse effect on our business.
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We operate in a highly competitive industry; if we are not able to compete effectively in the EMS industry, our
business could be adversely affected.

We compete against many providers of electronics manufacturing services. Certain of our competitors have
substantially greater resources and more geographically diversified international operations than we do. Our
competitors include large independent manufacturers such as Celestica Inc., Flextronics International Ltd., Hon Hai
Precision Industry Co., Ltd., Jabil Circuit, Inc., Plexus Corp and Sanmina-SCI Corporation. In addition, we may in the
future encounter competition from other large electronic manufacturers that are selling, or may begin to sell,
electronics manufacturing services.

We also face competition from
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