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PART I

FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements as defined under the federal securities laws. See
“Forward-looking statements” below. Actual results could vary materially. Factors that could cause actual
results to vary materially are described herein and in other documents. Readers should pay particular attention
to the considerations described in the section of this report entitled “Risk-Factors that May Affect Future
Results.” Readers should also carefully review any risk factors described in other documents the Company files
from time to time with the Securities and Exchange Commission.

Where we say “we”, “us”, “our”, the “Company” or “SMTC”, we mean SMTC Corporation or SMTC
Corporation and its subsidiaries, as applicable. Where we refer to the “industry”, we mean the electronics
manufacturing services industry. Certain statements in this Annual Report contain words such as “could”,
“expects”, “may”, “anticipates”, “believes”, “intends”, “estimates”, “plans”, “envisions”, “seeks” and other
similar language and are considered forward looking statements or information under applicable securities
laws. These statements are based on our current expectations, estimates, forecasts and projections about the
operating environment, economies and markets in which we operate. These statements are subject to important
assumptions, risks and uncertainties, which are difficult to predict and the actual outcome may be materially
different. Although we believe expectations reflected in such forward-looking statements are reasonable based
upon the assumptions in this Annual Report, they may prove to be inaccurate and consequently our actual results
could differ materially from our expectations set out in this Annual Report.

Item 1: Business
BUSINESS

Overview

SMTC Corporation is a mid-tier provider of end-to-end electronics manufacturing services, or EMS,
including product design and sustaining engineering services, printed circuit board assembly, or PCBA,
production, enclosure fabrication, systems integration and comprehensive testing services, configuration to order
and end customer fulfillment. SMTC facilities span a broad footprint in the United States, Canada, Mexico, and
China, with approximately 1,000 full-time employees. SMTC’s services extend over the entire electronic product
life cycle from the development and introduction of new products through to growth, maturity and end-of-life
phases. SMTC offers fully integrated contract manufacturing services to global original equipment
manufacturers, or OEMs, and technology companies primarily within the industrial, networking and computing,
and communications market segments.

SMTC has customer relationships with industry leading OEMs. We developed these relationships by
capitalizing on the continuing trend of OEMs to outsource non-core manufacturing services, to consolidate their
supply base and to form long-term strategic partnerships with selected high quality EMS providers. We work
closely with and are highly responsive to our customers throughout the design, manufacturing and distribution
process, providing value-added services. We seek to grow our business through the addition of new, high quality
customers and the expansion of our activity with existing customers.

We believe that fundamental to our key benefits is our strategic approach in working with customers
premised upon gaining insight into their business and bringing innovative solutions to enhancing our customers’
competitiveness and profitability. SMTC lowers total cost of ownership; improves product quality and reliability;
accelerates new products to market; improves service and end customer delivery; reduces working capital
requirements and capital expenditures that results in improvement of our customers’ overall margins and end
customer satisfaction.



Our Markham, Ontario (Toronto) site serves as the Company’s primary technical center of excellence, with
particular emphasis on assisting current and new customers to develop, prototype and bring new products to full
production. This site also continues to manufacture lower volume, higher complexity printed circuit board
assemblies.

Our Chihuahua, Mexico facility serves as SMTC’s largest assembly operation, offering customers high
quality services in a highly efficient, cost effective site. In 2008, we expanded our operations in Chihuahua,
Mexico to offer low cost Enclosure Systems manufacturing capabilities previously performed in our Boston,
Massachusetts operation. As a result of the challenging economy and the resulting reducing revenue, the Boston
facility was closed at the end of the second quarter of 2009. Our San Jose, California operations specialize in
printed circuit board assemblies, system integration and configuration and other related activities.

The Company has had a nine year manufacturing relationship with Alco Electronics Ltd. (Alco), a Hong
Kong-headquartered, publicly-traded company with large scale manufacturing operations in China. SMTC,
through its subsidiary SMTC Asia Ltd., and Alco have a dedicated manufacturing facility in Chang An, China.
Capitalizing on the strengths of both companies, this site provides SMTC current and prospective customers with
highly efficient, low cost Asia-based manufacturing solutions. This facility provides a full suite of integrated
manufacturing services including assembly, testing, box build, final product integration, and expanded supply
chain capabilities through an international sourcing and procurement office.

Industry Background

The EMS sector is the outsourced portion of the worldwide electronics assembly industry. There is currently
considerable outsourcing of manufacturing by OEMs in response to rapidly changing markets, technologies and
accelerating product life cycles as well as the need to lower total costs and convert typical fixed costs into a
variable cost model.

Historically, OEMs were vertically integrated manufacturers that invested significantly in manufacturing
assets and facilities around the world to manufacture service and distribute their products. EMS originated as
primarily labor intensive functions were outsourced by OEMs to obtain additional capacity during periods of
high demand. Early EMS providers were essentially subcontractors, providing production capacity on a
transactional basis. However, with significant advances in manufacturing process technology, EMS providers
developed additional capabilities and were able to improve quality and dramatically reduce OEMS’ costs.
Furthermore, as the capabilities of EMS companies expanded, an increasing number of OEMs adopted and relied
upon EMS outsourcing strategies. Over time, OEMs engaged EMS providers to perform a broader array of
manufacturing services, including design and development activities. In recent years, EMS providers have further
expanded their range of services to include advanced manufacturing, configuration, packaging and distribution
and overall supply chain management. In addition, many OEMs are reducing the number of vendors from which
outsourced services are purchased, and are partnering with EMS suppliers, specializing in manufacturing and
offering expertise.

By outsourcing manufacturing, OEMs take advantage of the technology and manufacturing expertise of
EMS companies and focus on their core business, while leveraging the manufacturing efficiency and capital
investment of EMS providers. OEMs use EMS providers to enhance their competitive position by:

e Lowering Product Costs. EMS providers are better able to reduce total product costs due to electronic
manufacturing expertise and higher utilization of manufacturing capacity spread over a wider range of
product types. Due to their scale of operations as well as established and ongoing relationships with
suppliers, EMS providers are able to demonstrate aptitude to achieve better pricing and better inventory
management.

*  Reducing Time-to-Market. Electronics products are experiencing shorter product life cycles, requiring
OEMs to continually reduce the time required to bring new products to market. OEMs can significantly
improve product development cycles and enhance time-to-market by benefiting from the expertise and
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infrastructure of EMS providers. This expertise includes capabilities relating to design, quick-turn
prototype development and rapid ramp-up of new products to high volume production, with the critical
support of worldwide supply chain management.

e Improving Supply Chain Management. OEMs that manufacture internally are faced with greater
complexities in planning, sourcing, procurement and inventory management due to frequent design
changes, short product life cycles and product demand fluctuations. OEMs can address these
complexities by outsourcing to EMS providers that possess sophisticated supply chain management
capabilities and can leverage significant component procurement advantages to lower product costs.

e Accessing Advanced Manufacturing Capabilities and Process Technologies. Electronics products and
electronics manufacturing technology have become increasingly sophisticated and complex, making it
difficult for many OEMs to maintain the necessary technological expertise and focus required to
efficiently manufacture products internally. By working closely with EMS providers, OEMs gain access
to high quality manufacturing expertise and capabilities in the areas of advanced process, interconnect
and test technologies.

e Improving Access to Global Markets. OEMs are generally increasing their international activities in an
effort to expand sales through access to foreign markets. EMS companies with worldwide capabilities
are able to offer such OEMs global manufacturing solutions enabling them to meet local content
requirements and to distribute products efficiently around the world at lower costs.

*  Reducing Capital Investments. OEMs are able to reduce their capital investments in inventory,
facilities and equipment by outsourcing their manufacturing to EMS providers and allocating their
resources towards their core business activities.

e Shift from a Fixed to Variable Cost Model. Through outsourcing, OEMs are able to shed substantial
fixed costs of manufacturing and take advantage of EMS providers’ efficient and highly utilized
facilities, resulting in a highly variable and efficient cost structure.

SMTC Capabilities and Performance

SMTC’s electronic manufacturing services span the entire electronic product life cycle from the
development and introduction of new products through the growth, maturity, and end-of-life phases. We believe
that SMTC’s manufacturing services have the capabilities and innovation to reduce our customers’ product costs
and time-to-market to improve competitiveness. We continuously work with our customers to identify, prioritize
and implement opportunities for cost reduction.

SMTC offers two vertically integrated manufacturing streams: PCBA Products and Larger-scale Systems.
For each of these streams, SMTC provides a broad range of end-to-end manufacturing services, from assembly,
test, integration and box-build through to system level test, configure-to-order, and end-customer order
fulfillment. These core services are complemented with enclosure and precision metal fabrication, cable
assembly, interconnect and engineering design services. SMTC’s two manufacturing streams are vertically
integrated to better control quality, lead times and inventory risk and to avoid the “margin stacking” when these
services are provided by loosely connected entities. Customers benefit from lower costs, better quality, and
shorter lead times.

Our vertically integrated manufacturing services include:

PCBA Assembly Services. We provide advanced product assembly and system level integration and test
services combined with advanced manufacturing equipment and processes. Our flexible environment allows
SMTC to support medium to high mix and volume manufacturing requirements as well as deliver a final product
directly to the end customer.



System-Level Integration, Box-Build and Test. Our system and subsystem assembly services involve
combining a wide range of subassemblies, including PCBAs, cables and harnesses, battery boxes and connector
blocks, power supplies, backplanes and thermal controls. Our test expertise encompasses the full array of
technologies present in today’s system-level products, including high-speed digital, radio frequency (RF),
precision analog, power, thermal and optical. We provide complete electrical and mechanical testing for cables,
harnesses, PCBA’s, subassemblies and systems to meet our customers’ requirements and specifications. Our
in-house expertise enables us to provide custom test development services to our customers and to implement
their product-specific tests.

Enclosures and Precision Metal Fabrication. SMTC uses premium grade sheet steel, stainless steel, and
aluminum ensuring high quality. Technologically advanced equipment and processes enable SMTC to produce
medium to complex product enclosures and metal parts while still achieving a low overall product cost. Our soft
tooling approach minimizes upfront costs and provides flexibility to respond quickly to engineering changes.

Custom Interconnect. We are experienced in the design, development and manufacturing of interconnect
assemblies such as optical and electrical cable and harness assemblies offering customers advanced expertise and
low cost options.

Engineering Services. We provide services across the entire product life cycle including product design,
prototyping, qualification testing, value and sustaining engineering through product end of life.

Global Procurement and Supply Chain Network. As an extension of our offering of vertically integrated
manufacturing services, SMTC’s Global Procurement Group plays a fundamental role in our managing a
portfolio of assets and relationships in the most efficient manner. Our Global Procurement expertise includes
outsourcing based on market conditions and demand management criteria established with the customer; building
flexibility into the supply chain network; designing a supply chain specific to individual customer needs; and
having the ability to proactively plan. SMTC’s supply chain management team is responsible for all aspects of
the Company’s supply network. This team works together with its customers to establish customized inventory,
logistics and distribution services to ensure that any unique delivery requirements are met. Through the use of
various management tools, this team focuses on driving improved inventory turns, lowers excess and obsolete
inventory risk and reduces overall costs to SMTC customers.

Management Methods and Tools. SMTC has a web-based system through which it can communicate,
collaborate and plan throughout the entire supply chain in real-time with its customers and suppliers. This system
accelerates the timeliness and effectiveness of decision making and the efficiency and flexibility with which
SMTC can respond to customers experiencing unexpected market fluctuations. SMTC employs technologically
advanced quality assurance systems, manufacturing process planning and continuous improvement
methodologies.

SMTC Footprint

SMTC has four manufacturing/technology centers worldwide, approximately 400,000 square feet of
capacity, and more than 50 manufacturing and assembly lines, including a manufacturing relationship with Alco
Electronics in China. These facilities are strategically located across a broad footprint in the United States,
Canada, Mexico, and China, offering regional centers for new product introductions and low volume product
production as well as low cost centers for higher volume production. All SMTC facilities adhere to the “Copy
Exact” methodology. That means every SMTC facility employs virtually the same manufacturing equipment and
software systems and follows the same standardized processes. “Copy Exact” allows for a seamless and timely
transition of production between facilities helping customers reach their cost and volume targets faster. SMTC
assigns a dedicated manufacturing unit to each customer. Certain equipment is customer specific including
computer controlled inventory carousels, high-speed SMT placement systems, customer specific x-ray, ICT or
functional test, assembly and packing solutions.



SMTC Key Benefits to Customers

Three overarching themes form the core of SMTC’s differentiation and unique customer value proposition:
Trusted, Proven, and Professional.

Operational Counterpart: We take the time to understand our customers’ business objectives, end
markets, performance expectations, competitive advantage, positioning and strategy—to drive better value. We
get involved with our customers at both a strategic and operational level. Inevitably, we become an extension of
their business, helping our customers grow, improve competitiveness, margins, and gain market share.

The SMTC Customer Experience: We believe that SMTC combines strong performance with a
partnership approach that delivers tangible, bottom line benefits through committing expertise and resources
towards customer goals. It is one of many reasons why most SMTC customers have been with us for more than 8
years, and some more than 16 years.

Our People: SMTC’s customer-based teams are tied to the customer at a strategic, operational and
organizational level. Our people create an environment that celebrates collaboration and teamwork. We foster a
participatory workplace that enables people, at every level of the organization, to get involved in making
decisions that put the customer first.

Executive Mindshare: SMTC fully engages with its customers on many levels—from operational and
executive mindshare, to custom-tailored solutions to its strategic partnership approach. Senior management is
accessible to and involved with customers. Our customers receive the attention they need from highly
experienced professional management.

Strategic Fit: Fit matters. Winning OEMs look for winning manufacturing partners. SMTC mitigates the
risk of outsourcing and consistently delivers results and value. Nine of our top ten customers are leaders in their
respective markets.

Global Footprint: SMTC offers the best strategic and operational footprint with four manufacturing /
technology centers worldwide, approximately 400,000 square feet of capacity, and more than 40 manufacturing
and assembly lines. Our facilities are strategically located across a broad footprint in the United States, Canada,
Mexico, and China.

Superior Value: SMTC continuously works collaboratively with customers to identify, prioritize and
implement opportunities for cost reduction. Working collaboratively helps ensure superior service, operations
excellence and continuous cost improvement.

Customized Solutions: SMTC is proactive—we provide innovative manufacturing solutions responsive
to the dynamics of the customer’s marketplace.

SMTC’s Strategy

Our objective is to create increasing long term value to our stockholders through continuing growth in sales,
profitability and cash generation. A cornerstone to SMTC’s strategy is our customer-centric focus throughout the
organization. Our key strategies include:

Provide Outstanding Customer Service and Performance Customer acquisition and loyalty comes from
our ongoing commitment to understanding our customers’ business performance requirements and our expertise
in meeting or exceeding these requirements and enhancing their competitive edge. SMTC’s customer focus
extends to our unique offering of dedicated resources, a detailed understanding of our customers’ challenges and
how we can support our customers in meeting their goals. Our dedicated teams approach is used throughout
SMTC facilities and comprises of members from all functional areas working together to better understand the
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unique needs of the customer, their challenges and future plans. Our strong customer partnership approach
includes involvement from both operational and SMTC’s senior executive team demonstrating our commitment
to understanding each customer’s goals, challenges, strategies, operations and products to provide a better overall
solution.

Focus on Well Defined Customer Markets SMTC focuses on specific customer sectors that align well with
the Company’s capabilities. These sectors primarily include industrial, networking and computing, and
communications industries. Customers with unique medium to high mix and volume production requirements
with a need for a high level of responsiveness to changing market demands are particularly well suited for
SMTC'’s capabilities. SMTC continues to leverage its experience and established relationships in its existing
market segments.

Provide Advanced Technological Capabilities We remain committed to enhancing our capabilities and
value-added services to become an integral part of our customers’ operations. Through our investment in
assembly technologies and in design, engineering and test capabilities, we are able to provide our customers with
a variety of advanced design and manufacturing solutions.

Provide Comprehensive Service Offerings SMTC’s broad array of electronic manufacturing services spans
the entire electronic product life cycle from introduction and development of new products to the support of
products to growth and maturity phases. We perform advanced printed circuit board assembly and test and
complement these capabilities with precision enclosure fabrication, system integration, product configuration,
and build-to-order services. As products mature, we provide comprehensive value engineering services to reduce
the cost of the products we produce without compromising quality or function. As products near their end of life,
SMTC sustaining engineering, warranty repair, and supply chain management systems ensure continued
availability and support of hard to source components while mitigating the risks associated with declining
inventories. We believe that our breadth of services provides greater control over quality, delivery and costs and
enables us to offer our customers a complete, end-to-end solution that is time and cost effective.

Maintain a Competitive, Scalable Cost Structure. 'We maintain a competitive cost structure that not only
delivers highly competitive pricing to customers but also is both variable and scalable as market conditions
dictate. We strive to improve profitability through tight cost containment measures, performance excellence,
leveraging fixed costs and increased capacity utilization. We have made key investments in manufacturing
capacity and will continue to do so as we continue to grow.

Technology, Processes and Development

The SMTC engineering services team delivers a range of design, engineering and manufacturing solutions.
We have electronic engineering expertise in many markets, including power, instrumentation, wired, wireless
and optical telecommunications, industrial and consumer markets. We maintain manufacturing equipment and
tools to the highest calibration standards possible. We follow a comprehensive preventative maintenance
program. Customers rely on our full range of design services—from software and firmware development, to
electronic design and PCB layout. We partner with our customers to deliver innovative manufacturing solutions
aligned with their business objectives. We offer everything from full-service, turnkey product development and
manufacturing to on-site engineering support.

Our test expertise encompasses the full array of technologies present in today’s system-level products,
including high-speed digital, RF, precision analog, power, thermal, and optical. We provide complete electrical
and mechanical testing for cables, harnesses, PCBAs, subassemblies and systems to meet our customer’s
requirements and specifications. Our in-house expertise enables us to provide custom test development services
to our customers and to implement their product-specific tests.

SMTC’s box build experience spans the past 10 years with all manufacturing sites supporting current
customers in this level of outsourcing. Our integration and box build assembly services involve combining a

7



wide range of subassemblies, including PCBAs, cables and harnesses, external housing (plastic and metal),
monitors, battery boxes and connector blocks, power supplies, fan trays, backplanes and thermal controls.
Integrated units are packaged, together with manuals, software, and peripherals. Order fulfillment and
configuration to order is handled throughout the integration service, specific to the needs of the customer.

SMTC’s order fulfillment and distribution operations help our customers reduce material storage, lower
handling costs and achieve higher inventory turns. We can implement a responsive, efficient and cost-effective
configure-to-order and order fulfillment solution. We align our processes with the customers’ operations, selling
and distribution objectives to eliminate redundancies and associated costs.

Our design services capability optimizes product design for maximum performance, higher yields, and
faster time-to-market., with the objective to assist our customers become more profitable and more competitive.
SMTC provides access to an extensive range of design, value engineering and sustaining engineering services in
addition to key process and test engineering capabilities. We support the customer in bringing products to
market, enhancing and cost reducing current products and extending life cycle. Early in the product development
cycle, SMTC’s design services assist customers in selecting the best architecture for their product based on unit
and development cost targets, product functionality and time to market goals. SMTC helps customers develop
detailed design specifications and test plans to ensure that their products are both designed and fully tested to
their requirements prior to going into volume manufacturing.

We believe that SMTC applies best-in-class quality programs, processes and metrics to achieve exceptional
quality standards. We endeavor to fully understand the quality requirements for every customer and we
continuously review and improve our quality performance to exceed customer expectations. All SMTC sites use
Computer Integrated Manufacturing (CIM), a common quality management platform. The CIM System tracks
quality assurance processes in real-time and reports on all steps in the manufacturing process. We use a
customer-centric, team-based approach to quality assurance. Dedicated professionals work with our customers to
determine key quality requirements, and where applicable, they ensure suppliers adhere to those standards as
well. All SMTC sites are registered to the ISO-9001 quality management system standard. The corporate
headquarters is registered as a TL9000 facility and is ISO 13485 certified. Our San Jose facility is also ISO
13485 certified. SMTC builds PCB assemblies according to IPC guidelines. We also work closely with standards
organizations such as UL and CSA, in compliance with customer requirements.

Marketing and Sales

SMTC has a direct sales channel model with territorial assignments based on geographical coverage of our
target markets in North America. Our geographical coverage is enhanced through select manufacturers’
representative companies. Our marketing and sales team works collectively to gain insight on potential
customers’ business, market positioning and business challenges and focuses on a solutions-based approach to
enhancing profitability, market positioning and business performance for that customer. Our customer-centric
focus continues through to the execution phase of our relationships with a dedicated team-based manufacturing
approach throughout all SMTC facilities.

Global Procurement and Supply Chain Management

SMTC delivers supply chain capabilities and solutions that support the total product lifecycle. Our teams
work closely with customers’ supply-base partners to integrate the entire supply chain. Our extended supply
chain model recognizes the need for collaboration between OEM customers, SMTC and supply partners to
ensure overall supply chain optimization, from product design processes, manufacturing, sourcing, order
management and fulfillment to transportation and logistics. The end result is greater control over a complex,
extended supply chain to help SMTC customers realize flexibility, cost savings, process improvements, and
competitive advantages.



In lean manufacturing environments, success is defined by how fast and how effectively manufacturers can
respond to evolving customer demands and new global supply chain conditions. SMTC leverages supply chain
tools and systems to respond rapidly and effectively to changing real-world conditions. Our customers rely on
SMTC’s core processes and capabilities to drive the success of their supply chains. Each supply chain solution
we deliver is tailored to address each customer’s unique requirements.

SMTC employs Agile Product Lifecycle Management (“Agile”) solutions software to help OEMs accelerate
revenue, reduce costs, improve quality, ensure compliance, and drive innovation throughout the product
lifecycle. Agile provides comprehensive support for product lifecycle business processes, platform and
integration requirements. Agile enables a single enterprise view of the product and part records across the entire
system, helping customers accelerate new product introduction time, reduce direct material costs and ensure
regulatory compliance.

The demand management process is a core process at SMTC which drives short and long term planning and
execution activities. Effective demand management optimizes materials availability, supply base performance
and overall liability management. At SMTC we recognize the need to deploy people, process and technology, as
well as extensive customer communication and visibility, to ensure effective demand management execution.
This allows for real time analysis, feedback and implementation of changes in customer and end-market demand.
Rapid communication to suppliers of changes in requirements, and a truly responsive end-to-end supply chain.

SMTC also employs Kinaxis RapidResponse, an integrated Response Management tool that allows supply
chain professionals to access real-time information and enable collaboration across extended supply networks.
The tool allows SMTC to perform real-time demand scenario simulation, review supply constraints, perform
rapid MRP, and communicate changes in requirements to suppliers—all on the same day. With RapidResponse,
SMTC teams achieve high levels of supply chain agility, with immediate response to changes in demand, supply,
capacity and daily operations. The platform enables real-time supply chain visibility and on-line collaboration
anywhere in the world. SMTC gains the insight needed to quickly and effectively respond to a wide variety of
supply chain challenges.

Visibility solutions are customized to support a range of requirements, including inventory visibility, MPS
simulation, clear-to-build (CTB), available-to-promise (ATP), end-market demand steering, and service parts
management. Single instance of Kinaxis provides a single view of inventory across all SMTC plants and hubs as
well as a view of materials supply. Custom reports can be set up to automatically email within SMTC and to
SMTC customers on regular intervals. Inventory and supply base liabilities dashboard has proven to be a
valuable tool for both SMTC and our customers. Visibility solutions include intercompany processes and multi-
node supply chains.

SMTC Suppliers

RapidResponse works hand-in-hand with E-plenishment, SMTC’s electronic business-to-business process
that provides real-time and daily information exchange and transactions with suppliers. Through E-plenishment,
SMTC has an ongoing view into supplier on hand inventories and is able to more effectively plan factory
capacities and provide customer delivery commitments. The tools allow SMTC to support the ATP (Available to
Promise) process of our OEM customers, and increase the reliability of their commitments to the end customers.

With our web-based collaborative planning systems, our customers’ needs are integrated with our suppliers
in a more efficient and cost effective manner than is achievable through traditional electronic data interchange. In
fiscal 2009, we purchased approximately $135 million in materials. We believe this volume of procurement
enhances our ability to obtain better pricing, influence component packaging and design and obtain supply of
components in constrained markets.

We generally order materials and components under our agreements with customers only to the extent
necessary to satisfy existing customer orders or forecasts. We have implemented specific inventory management
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strategies with certain suppliers such as supplier owned inventory and other SMTC supply chain velocity and
flexibility programs. Fluctuations in material costs typically are passed through to customers. We may agree,
upon request from our customers, to temporarily delay shipments, which causes a corresponding delay in our
revenue recognition and an increase in inventory. Ultimately, however, our customers generally are responsible
for all materials and goods manufactured on their behalf.

During fiscal 2009, no suppliers represented greater than 10% of our total purchases for the year. We
believe that there is a sufficient availability of raw materials and supplies to serve our needs. However, some
temporary supply chain challenges are expected as the economy improves.

SMTC Customers
SMTC is a distinctive mid-tier EMS provider, supporting customers in industrial, networking and

computing, communications, consumer and medical markets.

Revenue in fiscal 2009 was attributed to the following industry sectors: 81% from industrial, 12% from
networking and computing and 7% from communications. We have focused on developing relationships with a
large number of industrial customers to achieve a level of diversification and to reduce exposure to the volatility
of certain electronics sectors.

Industrial product expertise includes:

e Semiconductor manufacturing and test equipment

e Electrical distribution, industrial controls

¢ Point of sale (POS) terminals

e Currency recognition devices

e Residential and commercial security systems

e GPS navigation and positioning systems

e Components and sub-systems for rapid prototyping equipment

¢ RF modules for satellite -based tracking systems

e Protocol analyzers

e Power supplies for high precision instruments

Networking and Computing product expertise includes:

e Professional audio and video processing and distribution systems

e Handheld internet access devices

e High-end storage devices

*  Office printers, networked production and industrial printing systems
e Mid-range servers and computing systems

e Electronic display systems

¢ Financial terminals with biometric authentication

Communications product expertise includes:

e VolIP infrastructure, accessing, IVR systems
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e Carrier class switching and routing systems

* Broadcast communication equipment

* Broadband accessing, ADSL and wireless gateway, modem
* Video and audio signal processing and distribution systems
e Network traffic management devices

* Network application delivery and optimization

Consumer product expertise includes:
e High end audio systems
*  Home security systems

e Recreational gear

SMTC has achieved ISO 13485 certification at its Markham and San Jose facilities, and its Chihuahua
facility is in the process of getting certification. ISO 13485 is an internationally recognized quality management
system and standard for the manufacture of medical devices. The standard is governed by the International
Organization for Standardization (ISO). All SMTC sites are registered to the ISO 9001 quality management
system standard. The ISO 13485 certification may open up new opportunities in the medical device industry for
SMTC. The -certification validates SMTC’s expertise and capabilities that provide the safe design,
manufacturing, testing, servicing and installation of products for the medical industry and builds on more than 20
years experience working in partnership with OEMs in the industrial, computing and networks, and
communications markets.

Our Competition

The EMS industry is composed of numerous companies that provide a range of manufacturing services for
OEMs, from printed circuit board assembly, to design, prototyping, final system assembly, configuration, order
fulfillment, repair and aftermarket services. The EMS market consists of contract manufacturers, or CMs, and
original design manufacturers, or ODMs. CMs manufacture products that have been designed by the OEM;
ODMs also design their own products, primarily commodities, and in many instances are in direct competition
with the OEMs. SMTC participates in the mid-sized CM sector.

CM providers fall within one of four tiers:

Large/Tier 1: Global operations with manufacturing facilities in North America, Europe and Asia, and
low-cost manufacturing sites in Asia, Mexico and Eastern Europe. Large CMs annual revenues normally are
greater than $1.5 billion.

Mid-size/Tier 2: Usually focused in one region such as North America, or Europe or Asia, with facilities in
that region supported by additional facilities in low-cost regions. Mid-sized CMs may have annual revenues
ranging from approximately $200 million up to $1.5 billion.

Regional /Tier 3: Usually focused in a sub-region, northeast USA for instance, typically with no low-cost
facilities.

Small/Tier 4: Usually single facility operations, with annual revenues less than $20 million.

SMTC competes against large contract manufacturers such as Celestica Inc., Flextronics International Ltd.,
Jabil Circuit, Inc., Sanmina-SCI, Inc., Benchmark Electronics Inc., and Plexus Corp., as well as numerous
mid-size, regional and smaller EMS providers. Certain competitors have greater manufacturing, financial,
research and development and marketing resources than SMTC.
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Governmental Regulation

Our operations are subject to certain federal, state, provincial and local regulatory requirements primarily
relating to environmental compliance and site cleanups, waste management and health and safety matters. In
particular, we are subject to regulations pertaining to health and safety in the workplace and the use, storage,
discharge and disposal of hazardous chemicals used in the manufacturing process.

Our commitment is to conduct our business in such a way that protects and preserves the environment,
health and safety of our employees, our customers and the communities where we all live and operate.

In 2006, the electronics industry became subject to the European Union’s Restrictions of Hazardous
Substances, or RoHS, and Waste Electrical and Electronic Equipment, or WEEE, directives. Beginning
January 1, 2007 the State of California put into effect a similar measure under the Electronic Waste Recycling
Act of 2003 which requires the California Department of Toxic Substances Control to adopt regulations to
prohibit the sale of electronic devices if they are prohibited from sale in the European Union because they
contain certain heavy metals. Parallel initiatives are being proposed in other jurisdictions, including several other
states in the United States and in the People’s Republic of China. RoHS prohibits the use of lead, mercury and
certain other specified substances in electronics products and WEEE requires industry OEMs to assume
responsibility for the collection, recycling and management of waste electronic products and components.
SMTC’s sites are fully capable of producing RoHS compliant products as directed by our customers. In the case
of WEEE, the compliance responsibility rests primarily with OEMs rather than with EMS companies. However,
OEMs may turn to EMS companies for assistance in meeting their WEEE obligations.

To date, the costs of compliance and environmental remediation have not been material. Nevertheless,
additional or modified requirements may be imposed in the future. If such additional or modified requirements
are imposed on us, or if conditions requiring remediation are found to exist, we may be required to incur
additional expenditures.

Our Structure and Our History

The SMTC family of companies includes the following companies, with their jurisdictions of incorporation
or organization in parentheses:

SMTC Corporation (Delaware)

HTM Holdings, Inc. (Delaware)

940862 Ontario Inc. (Ontario, Canada)

Qualtron, Inc. (Massachusetts)

Radio Componentes de Mexico, S.A. de S.V. (Mexico)

SMTC Asia Ltd. (Hong Kong)

SMTC de Chihuahua S.A. de C.V. (Mexico)

SMTC Ireland Company (Ireland)

SMTC Manufacturing Corporation of California (California)

SMTC Manufacturing Corporation of Canada (Ontario, Canada)
SMTC Manufacturing Corporation of Colorado (Delaware)

SMTC Manufacturing Corporation of Massachusetts (Massachusetts)
SMTC Manufacturing Corporation of North Carolina (North Carolina)
SMTC Manufacturing Corporation of Texas (Texas)

SMTC Manufacturing Corporation of Wisconsin (Wisconsin)

SMTC Mex Holdings, Inc. (Delaware)

SMTC Nova Scotia Company (Nova Scotia, Canada)

SMTC R&D Teoranta (Ireland)

SMTC Teoranta (Ireland)
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Our company’s present corporate structure resulted from the July 1999 combination of predecessor
companies Surface Mount and HTM in a transaction accounted for under the purchase method of accounting as
the acquisition of Surface Mount by HTM. Subsequent to the combination, all of Surface Mount’s operating
subsidiaries, other than SMTC Canada, SMTC Manufacturing Corporation of Ireland Limited, SMTC Teoranta,
SMTC R&D Teoranta and Qualtron, Inc., became subsidiaries of HTM.

Backlog

Although we obtain firm purchase orders from our customers, our customers typically do not make firm
orders for delivery of products more than 30 to 90 days in advance. We do not believe that the backlog of
expected product sales covered only by firm purchase orders is a meaningful measure of future sales since
additional orders may be added, or orders rescheduled or canceled.

Employees

As of January 3, 2010, we employed approximately 1,000 full time employees. In addition, we employ
varying levels of temporary employees as our production demands. Given the variable nature of our project flow
and the quick response time required by our customers, it is critical that we be able to quickly adjust our
production levels to maximize efficiency. To achieve this, our strategy has been to employ a skilled temporary
labor force, as required. We use outside contractors to qualify our temporary employees on a site-by-site basis.
Our production level temporary employees are compensated by the hour. We believe we are team-oriented,
dynamic and results-oriented with an emphasis on customer service and quality at all levels. We believe this
environment is a critical factor for us to be able to fully utilize the intellectual capital of our employees. Because
of our training programs, to date we have not experienced difficulty in adequately staffing skilled employees.

As of January 3, 2010, our only unionized employees were at our Mexico facility. We have never
experienced a work stoppage or strike and believe we have sound employee relations.

Item 1A: Risk Factors
FORWARD-LOOKING STATEMENTS

A number of the matters and subject areas discussed in this Form 10-K are forward-looking in nature. The
discussion of such matters and subject areas is qualified by the inherent risks and uncertainties surrounding future
expectations generally. SMTC cautions readers that all statements other than statements of historical facts
included in this annual report on Form 10-K regarding SMTC’s financial position and business strategy may
constitute forward-looking statements. All of these forward-looking statements are based upon estimates and
assumptions made by SMTC’s management, which although believed to be reasonable, are inherently uncertain.
Therefore, undue reliance should not be placed on such estimates and statements. No assurance can be given that
any of such estimates or statements will be realized, and it is possible that actual results will differ materially
from those contemplated by such forward-looking statements. Factors that may cause such differences include:
(1) increased competition; (2) increased costs; (3) the inability to implement our business plan and maintain
covenant compliance under our credit agreements; (4) the loss or retirement of key members of management;
(5) increases in SMTC’s cost of borrowings or lack of availability of additional debt or equity capital on terms
considered reasonable by management; (6) adverse state, federal or foreign legislation or regulation or adverse
determinations by regulators; (7) changes in general economic conditions in the markets in which SMTC may
compete and fluctuations in demand in the electronics industry; (8) the inability to manage inventory levels
efficiently in light of changes in market conditions; and (9) the inability to sustain historical margins as the
industry develops. SMTC has attempted to identify certain of the factors that it currently believes may cause
actual future experiences to differ from SMTC’s current expectations regarding the relevant matter or subject
area. In addition to the items specifically discussed in the foregoing, SMTC’s business and results of operations
are subject to the risks and uncertainties described under the heading “Factors That May Affect Future Results”
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below. The operations and results of SMTC’s business may also be subject to the effect of other risks and
uncertainties. Such risks and uncertainties include, but are not limited to, items described from time to time in
SMTC'’s reports filed with the Securities and Exchange Commission.

FACTORS THAT MAY AFFECT FUTURE RESULTS
RISKS RELATED TO OUR BUSINESS AND INDUSTRY

The financial markets have constricted in recent years.

If we attempt to obtain future financing or renegotiate our current financing, the constriction of the credit
market could negatively impact our ability to obtain such financing. In addition, the constriction of the credit
market could negatively impact certain of our customers, certain of their customers, and our suppliers. These
impacts could lead to a decrease in demand for our products, as well as our customers’ products, or a decrease in
supply of our inputs, which could result in a negative effect on our results of operations or they could result in
customers having insufficient financing to support their business.

We are exposed to general economic conditions, which could have an adverse impact on our business,
operating results and financial condition.

As a result of unfavorable economic conditions, reduced capital spending and changes in our customers’
manufacturing requirements, our sales declined during fiscal years 2002 to 2005 and in 2008 and 2009. If general
economic conditions deteriorate we may experience an adverse impact on our business, operating results and
financial condition, since end customer demand for our customers’ products could be adversely affected. Due to
the uncertainty surrounding the economy and the Company’s ability to predict the effect such conditions will
have on its customers, the Company cannot predict the scope or magnitude of the negative effect that such
economic slowdown will have on it.

A majority of our revenue comes from a small number of customers; if we lose any of our larger
customers, our revenue could decline significantly.

We operate in a highly competitive and dynamic marketplace in which current and prospective customers
often seek to lower their costs through a competitive bidding process among EMS providers. This process creates
an opportunity to increase revenue to the extent we are successful in the bidding process, however, there is also
the potential for revenue decline to the extent we are unsuccessful in the process. Furthermore, even if we are
successful, there is the potential for our margins to decrease.

Five of our largest customers were, representing 21.9%, 15.9%, 15.7%, 13.9% and 10.4% of total revenue
from continuing operations for the year ended January 3, 2010, respectively. For the fourth quarter of 2009, our
top ten largest customers collectively represented 94% of our total revenue. We expect to continue to depend
upon a relatively small number of customers for a significant percentage of our revenue. In addition to having a
limited number of customers, we manufacture a limited number of products for each of our customers. If we lose
any of our largest customers or any product line manufactured for one of our largest customers, we could
experience a significant reduction in our revenue. Also, the insolvency of one or more of our largest customers or
the inability of one or more of our largest customers to pay for its orders could decrease revenue. As many of our
costs and operating expenses are relatively fixed, a reduction in net revenue can decrease our profitability and
adversely affect our business, financial condition and results of operations.

We are exposed to fluctuations in currencies, particularly the weakening of the US dollar.

Most of our sales and component purchases are denominated in U.S. dollars. Our Canadian and Mexican
payroll, Euro based component purchases and other various expenses are denominated in local currencies. As a
result, we have limited exposure to foreign currency exchange risk for modest changes in exchange rates.
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However, for more significant changes in exchange rates, the Company is subject to much greater variations.
Every $0.01 change in the US dollar results in a change in expenses of approximately $0.2 million. The
strengthening of the Canadian dollar results in an increase in costs to the organization and may lead to a
reduction in reported earnings.

Our industry is very competitive and we may not be successful if we fail to compete effectively.

The electronics manufacturing services (EMS) industry is highly competitive. We compete against
numerous large domestic and foreign EMS providers including Celestica Inc., Flextronics International Ltd.,
Jabil Circuit, Inc., Sanmina-SCI, Inc., Benchmark Electronics Inc. and Plexus Corp. In addition, we compete
against numerous smaller competitors. We may in the future encounter competition from additional large
electronics manufacturers that are selling, or may begin to sell, electronics manufacturing services. Some of our
competitors have substantially greater manufacturing, financial, research and development and marketing
resources and lower cost structures than us. We also face competition from the manufacturing operations of
current and potential customers, which are continually evaluating the merits of manufacturing products internally
versus the advantages of using external manufacturers.

We may experience variability in our operating results, which could negatively impact the price of our
shares.

Our annual and quarterly results have fluctuated in the past. The reasons for these fluctuations may similarly
impact our business in the future. Prospective investors should not rely on results of operations in any past period
to indicate what our results will be for any future period. Our operating results may fluctuate in the future as a
result of many factors, including:

e variations in the timing and volume of customer orders relative to our manufacturing capacity;

e variations in the timing of shipments of products to customers;

e introduction and market acceptance of our customers’ new products;

e changes in demand for our customers’ existing products;

e the accuracy of our customers’ forecasts of future production requirements;

e effectiveness in managing our manufacturing processes, inventory levels and costs;

* changes in competitive and economic conditions generally or in our customers’ markets;

» willingness of suppliers to supply the Company on normal credit terms; and

e changes in the cost or availability of components or skilled labor.

In addition, most of our customers typically do not commit to firm production schedules more than 30 to 90
days in advance. Accordingly, it is difficult for us to forecast the level of customer orders with certainty. As a
result, we may not be able to schedule production to maximize utilization of our manufacturing capacity. In the
past, we have been required to increase staffing, purchase materials and incur other expenses to meet the
anticipated demand of our customers. Sometimes anticipated orders from certain customers have failed to
materialize, and at times delivery schedules have been deferred as a result of changes in a customer’s needs. Any
material delay, cancellation or reduction of orders from our larger customers could cause our revenue to decline.
In addition, as many of our costs and operating expenses are relatively fixed, a reduction in customer demand can
decrease our gross margins and adversely affect our business, financial condition and results of operations. On

other occasions, customers have required rapid and unexpected increases in production, which have placed
burdens on our manufacturing capacity and supply chain function and adversely affected costs.

Any of these factors or a combination of these factors could have an adverse impact on our business,
financial condition and results of operations.
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We are dependent upon the electronics industry, which produces technologically advanced products with
short life cycles.

Most of our customers are in the electronics industry, which is characterized by intense competition, short
product life-cycles and significant fluctuations in product demand. In addition, the electronics industry is
generally subject to rapid technological change and product obsolescence. If our customers are unable to create
products that keep pace with the changing technological environment, their products could become obsolete and
the demand for our services could significantly decline. Our success is largely dependent on the success achieved
by our customers in developing and marketing their products. Furthermore, the electronics industry is subject to
economic cycles and has in the past experienced downturns. A decline in the electronics industry would likely
have an adverse impact on our business, financial condition and results of operations.

Consolidation in the electronics industry may adversely affect our business by increasing customer buying
power or increasing competition.

Consolidation in the electronics industry among our competitors, our customers, or both may result in
increasing or strengthening large electronics companies. The significant buying and market power of these
companies may increase competitive pressures on us. In addition, if any of our large customers is acquired or
merged with another provider of similar services, we may lose that customer’s business.

Shortages or price fluctuations of component parts specified by our customers could delay product
shipment and affect our profitability.

A substantial portion of our revenue is derived from “turnkey” manufacturing. In turnkey manufacturing, we
provide both the materials and the manufacturing services. If we fail to manage our inventory effectively, we
may bear the risk of fluctuations in materials costs, scrap and excess inventory, all of which can have an adverse
impact on our business, financial condition and results of operations. In addition, delays, cancellations or
reductions of orders by our customers could result in an excess of materials. Orders received from customers
within component lead time, rapid increases in orders or lengthening of lead times by suppliers could cause a
shortage of materials. A shortage of materials could lengthen production schedules and increase costs. An excess
of materials may increase the costs of maintaining inventory and may increase the risk of inventory
obsolescence, both of which may increase expenses and decrease profit margins and operating income.

Many of the products we manufacture require one or more components that we order from sole-source
suppliers. Supply shortages for a particular component can delay production of all products using that component
or cause cost increases in the services we provide. In addition, in the past, some of the materials we use, such as
memory and logic devices, have been subject to industry-wide shortages. As a result, suppliers allocate available
quantities among their customers, and we have not been able to obtain all of the materials required. Our inability
to obtain these materials could slow production or assembly, delay shipments to our customers, increase costs
and reduce operating income. Also, we may bear the risk of periodic component price increases, which could
reduce operating income. Also we rely on a variety of common carriers for materials transportation, and we route
materials through various world ports. A work stoppage, strike or shutdown of a major port or airport could result
in manufacturing and shipping delays or expediting charges, which could have an adverse impact on our
business, financial condition and results of operations.

If we are unable to respond to rapidly changing technology and process development, we may not be able
to compete effectively.

The market for our products and services is characterized by rapidly changing technology and continuing
process development. The future success of our business will depend in large part upon our ability to maintain
and enhance our technological capabilities, to develop and market services that meet changing customer needs,
and to successfully anticipate or respond to technological changes on a cost-effective and timely basis. In
addition, the EMS industry could in the future encounter competition from new or revised technologies that
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render existing technology less competitive or obsolete or that reduce the demand for our services. There can be
no assurance that we will effectively respond to the technological requirements of the changing market. To the
extent we determine that new technologies and equipment are required to remain competitive, the development,
acquisition and implementation of such technologies and equipment may require us to make significant capital
investments. There can be no assurance that capital will be available for these purposes in the future or that
investments in new technologies will result in commercially viable technological processes.

If our components and or products are defective, demand for our services may decline and we may be
exposed to product liability and product warranty liability.

Defects in the products we manufacture, whether caused by a design, engineering, manufacturing or
component failure or deficiencies in our manufacturing processes, could result in product or component failures,
which may damage our business reputation, and expose us to product liability or product warranty claims.

Although, generally liability for these claims in our contracts rest with our customers, our customers may
not, or may not have the resources to, satisfy claims for costs or liabilities arising from a defective product or
component for which they have assumed responsibility.

If our product or component is found to cause any personal injury or property damage or is otherwise found
to be defective, we could incur significant expenditures to resolve the claim. A successful product liability or
product warranty claim could have a material adverse effect on our business and its results.

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.

We are subject to the risk of increased taxes.

We base our tax position upon the anticipated nature and conduct of our business and upon our
understanding of the tax laws of the various countries in which we have assets or conduct activities. Our tax
position, however, is subject to review and possible challenge by taxing authorities and to possible changes in
law. We cannot determine in advance the extent to which some jurisdictions may assess additional tax or interest
and penalties on such additional taxes.

Our business will suffer if we are unable to attract and retain key personnel and skilled employees.

Our business depends on our ability to continue to recruit, train and retain skilled employees, particularly
executive management, engineering and sales personnel. Recruiting personnel in our industry is highly
competitive. Our ability to successfully implement our business plan depends in part on our ability to attract and
retain management and existing employees. There can be no assurance that we will be able to attract and retain
executive officers and key personnel or attract qualified management in the future. In connection with our
restructuring in 2009, we reduced our workforce by approximately 23%. If we receive a significant volume of
new orders, we may have difficulty recruiting skilled workers back into our workforce to respond to such orders
and accordingly may experience delays that could adversely affect our ability to meet customers’ delivery
schedules.

Risks particular to our international manufacturing operations could adversely affect our overall results.
Our international manufacturing operations are subject to inherent risks, including:

e fluctuations in the value of currencies and high levels of inflation;
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e longer payment cycles and greater difficulty in collecting amounts receivable;

e reduced credit and payment terms with vendors;

e unexpected changes in and the burdens and costs of compliance with a variety of foreign laws;
e political and economic instability;

e increases in duties and taxation;

e imposition of restrictions on currency conversion or the transfer of funds; and

e trade restrictions

We are subject to a variety of environmental laws, which expose us to potential financial liability.

Our operations are regulated under a number of federal, state, provincial, local and foreign environmental
and safety laws and regulations, which govern, among other things, the discharge of hazardous materials into the
air and water as well as the handling, storage and disposal of such materials. Compliance with these
environmental laws is a major consideration for us because we use metals and other hazardous materials in our
manufacturing processes. We may be liable under environmental laws for the cost of cleaning up properties we
own or operate if they are or become contaminated by the release of hazardous materials, regardless of whether
we caused such release. In addition we may be liable for costs associated with an investigation and remediation
of sites at which we have arranged for the disposal of hazardous wastes, if such sites become contaminated, even
if we fully comply with applicable environmental laws. In the event of a contamination or violation of
environmental laws, we could be held liable for damages including fines, penalties and the costs of remedial
actions and could also be subject to revocation of our discharge permits. Any such revocations could require us to
cease or limit production at one or more of our facilities, thereby having an adverse effect on our operations.
Environmental laws could also become more stringent over time, imposing greater compliance costs and
increasing risks and penalties associated with any violation, which could have an adverse effect on our business,
financial condition and results of operations.

Our customers may cancel their orders, change production quantities or locations, or delay production,
and the inherent difficulties involved in responding to these demands could harm our business.

Our industry must provide increasingly rapid product turnaround for its 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. Such changes, delays and cancellations may lead to our
production and possession of excess or obsolete inventory which we may not be able to sell to the customer or a
third party. The success of our customers’ products in the market affects our business. Cancellations, reductions,
delays or changes in sourcing strategy by a significant customer or by a group of customers could negatively
impact our operating results by reducing the number of products that we sell, delaying the payment to us for
inventory that we purchased and reducing the use of our manufacturing facilities which have associated fixed
costs not dependent on our level of revenue.

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 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 reduce our ability to accurately
estimate the 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.
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Intellectual property infringement claims against our customers or us could harm our business.

Our design and manufacturing services offerings involve the creation and use of intellectual property rights,
which subject us to the risk of claims of intellectual property infringement from third parties, as well as claims
arising from the allocation of intellectual property rights among us and our customers. In addition, our customers
may require that we indemnify them against the risk of intellectual property infringement. If any claims are
brought against us or our customers for such infringement, whether or not these have merit, we could be required
to expend significant resources in defense of such claims. In the event of such an infringement claim, we may be
required to spend a significant amount of money to develop non-infringing alternatives or obtain licenses. We
may not be successful in developing such alternatives or obtaining such licenses on reasonable terms or at all.

If OEMs stop or reduce their manufacturing and supply chain outsourcing, our business could suffer.

Future growth in our revenues depends on new outsourcing opportunities in which we assume additional
manufacturing and supply chain management responsibilities from OEMs. Current and prospective customers
continuously evaluate our capabilities against other providers and the merits of manufacturing products
themselves. To the extent that outsourcing opportunities are not available, either because OEMs decide to
perform these functions internally or because they use other providers of these services, our future growth would
be limited.

From time to time, we are involved in various legal proceedings.

In the past, we have been notified of claims relating to various matters including intellectual property rights,
contractual matters or other issues arising in the ordinary course of business. In the event of such a claim, we
may be required to spend a significant amount of money to defend or otherwise address the claim. Any litigation,
even where a claim is without merit, could result in substantial costs and diversion of resources. Accordingly, the
resolution or adjudication of such disputes, even those encountered in the ordinary course of business, could have
a material adverse effect on our business, consolidated financial conditions and results of operations.

RISKS RELATED TO OUR CAPITAL STRUCTURE

Our indebtedness could adversely affect our financial health and severely limit our ability to plan for or
respond to changes in our business.

On April 2, 2009, the Company and its lenders amended the lending agreements to revise the EBITDA and
leverage covenants and eliminate the fixed charge coverage ratio for the five quarters beginning January 5, 2009
and including the first quarter of the 2010 fiscal period. The interest rates were increased by 200 to 300 basis
points. On August 4, 2009, the Company and its lenders agreed to extend the terms of this amendment a further
quarter to July 10, 2010. The Company was in compliance with the covenants as of the end of the fourth quarter,
accordingly, the outstanding balances under the lending agreements continue to be classified as long-term. The
Company is negotiating revised financial covenants for the remainder of 2010. The current covenants effectively
expire on July 10, 2010 at which time a fixed coverage charge, not to exceed 1.25, will be reinstated. Based on
the Company’s current projections, the Company may not be in compliance with the fixed coverage charge for
the quarter ended January 2, 2011. If the Company is not able to successfully amend its financial covenants, the
Company would be in violation of its credit facility agreement at that time. In the event the Company is unable to
amend the required financial covenants or obtain alternative financing, the Company would be unable to access
credit and its debt obligations could become accelerated. These events would likely have a material adverse
effect on the Company.

Our debt under the Wachovia EDC Facilities could have adverse consequences for our business, including:
e We will be more vulnerable to adverse general economic conditions.

e We are required to dedicate a substantial portion of our cash flow from operations to repayment of debt,
limiting the availability of cash for other purposes.
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*  We may have difficulty obtaining financing in the future for working capital, capital expenditures,
acquisitions, general corporate purposes or other purposes.

e We are limited by restrictive covenants and the borrowing base formula in our credit arrangements in
our borrowing of additional funds.

*  We may fail to comply with covenants under which we borrowed our indebtedness, including various
financial covenants under our Wachovia EDC Facilities. These covenants, applicable to specific twelve
month rolling periods, include (i) a minimum consolidated EBITDA target, (ii) a minimum fixed charge
coverage ratio, (iii) a maximum total debt to EBITDA ratio, and (iv) maximum unfunded capital
expenditures. Our failure to comply with covenants could result in an event of default. If an event of
default occurs and is not cured or waived, it could result in all amounts outstanding, together with
accrued interest, becoming immediately due and payable. If we were unable to repay such amounts, our
lenders could proceed against any collateral granted to them to secure that indebtedness. There can be
no assurance that we will maintain compliance with the covenants under the Wachovia EDC Facilities.

e Our credit facilities contain certain subjective acceleration clauses. Ther