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Financial Highlights

Benchmark Electronics, Inc. and Subsidiaries

Year ended December 31,

(in thousands, except per share data) 2003 2002 2001 2000 1999
Sales 51,839,821 | $1,630,020 $1,276,950 $1,704,924 $877,839
Income (loss) from operations 90,590 59,055 (42,381) 28,623
Net income (loss) 55,436 35,893 (54,312) 11,974
Earnings (loss) per common share (diluted) 1.39 1.01 (1.85) 0.53
Working capital 465,879 392,373 267,839 347,318 177,926
Total assets 1,038,038 932,251 686,105 991,221 760,838
Total debt 21,028 137,167 147,262 261,069 221,995
Shareholders’ equity S 664,3251$ 499,030 $ 351,682 $ 411,945 $281,935
Weighted average common and

equivalent shares outstanding (diluted) 41,432 35,598 29,438 22,515

Sales ($ millions)

Income ($ millions)

Diluted EPS ($)
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Overview

Benchmark Electronics, Inc. is in the business of manufactur-
ing electronics and providing services to original equipment
manufacturers (OEMs) of computers and related products
for business enterprises, medical devices, industrial control
equipment, testing and instrumentation products and tele-
communication 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 throughout the life of their
product, from initial product design to volume production

of printed circuit board assemblies, full system builds of our
customers products to direct order fulfillment. We provide
specialized engineering services including product design,

printed circuit board layout, prototyping and test development.

Our vision is fo become the world recognized leader in the

medium volume, high quality segment of the EMS industry.

Our mission is to maintain a global leadership position in
the high technology EMS industry. We will accomplish this
through customer satisfaction as measured by our customers’

expectations.



Greetings! | am pleased and proud to once
again have this forum to share with you some
high-points of our activities during 2003 and
provide updates and insight into our strategic
focus as we look to 2004 and beyond. The
year 2003 was a significant transition year
for the technology marketplace as a whole
following the downturn which began in 2001.
Let me highlight for you some of what we
witnessed during the downturn as well as what
we believe is upcoming during the next busi-

ness cycle which appears to be taking shape.



The EMS Industry — a snapshot 2001 to 2003

The year 2003 was a significant transition year for the
technology marketplace as a whole following the downturn
which began in 2001. When the downturn began during
2001, many OEM's saw significant decreases in the
demand for their products. A large number of OEM’s had
outsourced much of their electronics manufacturing to EMS
providers prior to 2001. The reduced demand for their prod-
ucts thus resulted in a reduced level of business for many
EMS providers. The EMS industry was quickly required to
address their global footprint and align their own capacity
supporting the reduced demand levels from OEM customers.
Both the number of locations and sizes of these facilities
had been rapidly growing prior to 2001, but with the lower
demand levels for OEM's products in the market, many of
these facilities were closed during 2002 and 2003.

During 2003, many EMS providers were able to improve
their balance sheets. Some of our competitors had over
leveraged balance sheets as the downturn began. The low
interest rate levels allowed these companies to refinance
their indebtedness and provided the cash flows necessary to
finance the restructuring and shutdowns that were necessary
to allow these companies to remain viable. While a number
of facilities were closed and the overall number of locations
has declined in the EMS industry, the overall balance of
supply and demand remains underutilized in comparison to

the years preceding the downturn in 2001.



Benchmark Electronics

During the last several years, Benchmark was faced with a
different set of circumstances — in contrast to that of many in
our industry. Since Benchmark had not grown our footprint
quite as rapidly during the heated acquisition frenzy and
growth period of 1999 and 2000, we were not required to
close nearly as many facilities as others in the industry. This
alone differentiated us from many of our competitors; allow-
ing us to maintain focus on expansion, in addition to estab-
lishing and maintaining our strong customer relationships

which are key factors of success in our business.

Further, the absence of excessive debt loads and improving
performance in our financial results allowed us to approach
the capital markets to further strengthen our equity structure.
We completed a stock offering in April 2002 which added
$110 million to our capital. This offering, while not critical
to our capital structure or cash availability, was an important
part of our continued success as it allowed us to present a
strong balance sheet in support of existing and new custom-
ers. This move was positive for Benchmark, specifically at a

time when many of our competitors were cash strapped.

During 2001 and 2002, we started production on several
new programs. As is the case with all new programs, these
brought to us new opportunities and risks. The risks are those
associated with the launch of new programs. New programs

typically require engineering and start-up support and costs
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which are expensed as incurred. This in turn causes down-
ward pressure on our gross margins. The opportunities
associated with new programs include increased revenues if
our customers’ products are well received and accepted in
the marketplace. In addition, we can benefit in future periods
from increased operating efficiencies which result from our
early involvement in the design phase of many new product
introductions. On several new programs taking place during
2001 and 2002, we worked side-by-side with our customers
through the design and development phases of these new

programs. During this time, three major programs moved

Europe info new product introduction phases and then successfully
Dublin, Ireland* ) ) )

Leicester, England launched to volume production with major customers. We
Asid did this while also being successful in winning other new
Singapore® programs and new customers.

Suzhou, China
Ayudhaya, Thailand

*Systems Integration These new program wins and production ramps from 2001
and 2002 continued into the year 2003. The success of
some of these programs brought about new challenges as
our concentration of business increased. While we saw
reduced demand for many telecommunication products
we supported, the new products introduced by our largest
customer had high demand levels during 2002 and 2003.
Even though we are continuing to expand our overall cus-
tomer base, our largest customer represented 44.0% of our
revenues for 2003 and 51.2% of our revenues for 2002.
Specifically, the revenue from our largest customer declined

to 40.0% during the fourth quarter of 2003 from 50.3%



during the fourth quarter of 2002. During 2004, we expect
this downward trend to continue. We realize that a signifi-
cant reduction in sales to this customer or any of our other
major customers, in addition to any major customer exert-

ing significant pricing and margin pressures on us, would

have a material adverse effect on our operating results. We

continue to work closely with all of our customers throughout Donald E. Nigbor
. ) Chairman of the Board
the life cycles of their products to help us plan and manage and CE@

our business. We do this because we know that startup costs
associated with new programs can adversely affect our gross
margin. Additionally, we are at risk as some of our major
programs reach maturity. The demand levels and our result-
ing revenues for those programs can decline significantly in
any quarter as new generations of competing products are

intfroduced into the market place.

Looking forward to 2004, we remain focused on the key CaryT. Fu
attributes which have made Benchmark into the organization o ond COQ
and team it is today; a customer focused service company
continuing fo strive for new heights. We must continue to
reduce the level of concentration of our business. Further we
continue to strive to be sought out as the best service solution

in the marketplace and industries we serve.

Sincerely yours,

gm@/é‘ % Gayla J. Delly

Vice President Finance
Donald E. Nigbor CFO and Treasurer




References in this report to “the Company”,
“Benchmark”, “we”, or “us” mean Benchmark
Electronics, Inc. together with its subsidiaries. The
following Management's Discussion and Analysis
of Financial Condition and Results of Operations
contains certain forward-looking statements within
the meaning of Section 27A of the Securities Act
of 1933, as amended and Section 2 1E of the
Securities Exchange Act of 1934, as amended.
These forward-looking statements are identified

as any statement that does not relate strictly to
historical or current facts. They use words such as
“anticipate,” “believe,” “intend,” “plan,” “projec-
tion,” “forecast,” “strategy,” “position,” “continue,”
“estimate,” “expect,” “may,” “will,” or the negative
of those terms or other variations of them or by
comparable terminology. In particular, statements,
express or implied, concerning future operating
results or the ability to generate sales, income or
cash flow are forward-looking statements. For-
ward-looking statements are not guarantees of
performance. They involve risks, uncertainties and
assumptions, including those discussed under the
heading Risk Factors below. The future results of
our operations may differ materially from those
expressed in these forward-looking statements.
Many of the factors that will determine these results
are beyond our ability to control or predict. You
should not put undue reliance on any forward-look-
ing statements. Should one or more of these risks
or uncertainties materialize, or should underlying
assumptions prove incorrect, actual outcomes may
vary materially from those indicated.

The following discussion should be read in
conjunction with the Consolidated Financial State-
ments and Notes thereto.

Overview of Benchmark Electronics and
Our Industry

Benchmark is in the business of manufacturing
electronics and providing services to original
equipment manufacturers (OEMs) of computers and
related products for business enterprises, medi-

cal devices, industrial control equipment, testing
and instrumentation products and telecommunica-
tion equipment. The services that we provide are
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Management’s Discussion and Analysis

of Financial Condition and Results of Operations

commonly referred to as electronics manufacturing
services (EMS). We offer our customers compre-
hensive and integrated design and manufactur-
ing services throughout the life of their product,
from initial product design to volume production
of printed circuit board assemblies, full system
builds of our customers products to direct order
fulfillment. We provide specialized engineering
services including product design, printed circuit
board layout, prototyping and test development.
Benchmark has a global manufacturing presence
of 16 facilities in eight countries around the world
from sites in the United States to sites in lower
cost regions such as Latin and South America and
Southeast Asia.

Benchmark recognizes revenue from the sale
of circuit board assemblies, systems and excess
inventory when the goods are shipped, title and
risk of ownership have passed, the price to the
buyer is fixed and determinable and recoverability
is reasonably assured. To a lesser extent, revenue
is also recognized from non-manufacturing ser-
vices, such as product design, circuit board layout,
and test development. Service related revenues are
recognized when the service is rendered and the
costs related to these services are expensed
as incurred.

The Year 2003 for Benchmark

Net income for the year was $55.4 million, or
$1.39 per diluted share, on sales of $1.8 billion.
During 2003, we generated $76.6 million in cash
flow from operations, completed a three-fortwo
stock split and converted $80.2 million of convert-
ible subordinated notes into equity. In addition,
during 2003 we lowered our dependence on our
largest customers as revenues from our remain-

ing customer base expanded. Sales to our largest
customer as a percentage of our total sales were
44.0% during 2003, down from 51.2% of our rev-
enues for 2002. Sales to our customers other than
our two largest customers increased to $792.4
million in 2003 from $639.4 million in 2002, an
increase of $153.0 million. We also increased our
gross margin percentage to 8.2% in 2003 from
7.7% in 2002.
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The EMS Industry — a snapshot 2001 to 2003

The year 2003 was a significant transition year for
the technology marketplace as a whole following
the downturn which began in 2001. When the

downturn began in 2001, many OEM'’s saw sig-

nificant decreases in the demand for their products.

A large number of OEM'’s had outsourced much of
their electronics manufacturing to EMS providers
prior to 2001. The reduced demand for their prod-
ucts thus resulted in a reduced level of business for
many EMS providers. The EMS industry companies
were quickly required to address their global foot-
print and align their own capacity supporting the
reduced demand levels from OEM customers. Both
the number of locations and sizes of these facilities
had been rapidly growing prior to 2001, but with
the lower demand levels for OEM's products in the
market, many of these facilities were closed during
2002 and 2003.

During 2003, many EMS providers were
able to improve their balance sheets. Some of our
competitors had over leveraged balance sheets as
the downturn began. The low interest rate levels
allowed these companies to refinance their indebt-
edness and provided the cash flows necessary to
finance the restructuring and shutdowns that were
necessary to allow these companies to remain
viable. While a number of facilities were closed
and the overall number of locations has declined
in the EMS industry, the overall balance of supply
and demand remains underutilized in comparison
to the years preceding the downturn in 2001.

The Business of Benchmark Electronics

During the last several years, Benchmark was
faced with a different set of circumstances - in con-
trast to that of many in our industry. Since Bench-
mark had not grown our footprint quite as rapidly
during the heated acquisition frenzy and growth
period of 1999 and 2000, we were not required
to close nearly as many facilities as others in the
industry. This alone differentiated us from many of
our competitors; allowing us to maintain focus on
expansion, in addition to establishing and main-
taining our strong customer relationships which are
key factors of success in our business.

Further, the absence of excessive debt loads
and improving performance in our financial results
allowed us to approach the capital markets to
further strengthen our equity structure. We com-
pleted a stock offering in April 2002 which added
$110 million to our capital. This offering, while not
critical to our capital structure or cash availability,
was an important part of our continued success as
it allowed us to present a strong balance sheet in
support of existing and new customers. This move
was positive for Benchmark, specifically at a time
when many of our competitors were cash strapped.

During 2001 and 2002, we started produc-
tion on several new programs. As is the case with
all new programs, these brought to us new oppor-
tunities and risks. The risks are those associated
with the launch of new programs. New programs
typically require engineering and start-up support
and costs which are expensed as incurred. This
in turn causes downward pressure on our gross
margins. The opportunities associated with new
programs include increased revenues if our cus-
tomers’ products are well received and accepted
in the marketplace. In addition, we can benefit in
future periods from increased operating efficien-
cies which result from our early involvement in the
design phase of many new product introductions.
On several new programs taking place during
2001 and 2002, we worked side-by-side with our
customers through the design and development
phases of these new programs. During this time,
three major programs moved into new product
infroduction phases and then successfully launched
to volume production with major customers. We
did this while also being successful in winning
other new programs and new customers.

These new program wins and production
ramps from 2001 and 2002 continued into the
year 2003. The success of some of these programs
brought about new challenges as our concentra-
tion of business increased. While we saw reduced
demand for many telecommunication products we
supported, the new products introduced by our
largest customer had high demand levels during
2002 and 2003. Even though we are continuing
to expand our overall customer base, our larg-
est customer represented 44.0% of our revenues

Benchmark Electronics, Inc. and Subsidiaries



for 2003 and 51.2% of our revenues for 2002.
Specifically, the revenue from our largest customer
declined to 40.0% during the fourth quarter of
2003 from 50.3% during the fourth quarter of
2002. During 2004, we expect this downward
trend to continue. We realize that a significant
reduction in sales to this customer or any of our
other major customers, in addition to any major
customer exerting significant pricing and margin
pressures on us, would have a material adverse
effect on our operating results. We continue to
work closely with all of our customers throughout
the life cycles of their products to help us plan
and manage our business. We do this because
we know that startup costs associated with new
programs can adversely affect our gross margin.
Additionally, we are at risk as some of our major
programs reach maturity. The demand levels and
our resulting revenues for those programs can
decline significantly in any quarter as new genera-
tions of competing products are introduced into the
market place.

Looking forward to 2004, we must continue
to reduce the level of concentration of our busi-
ness and maintain our cost controls as we incur
the costs associated with new program start ups
and expanded engineering service offerings to our
customers.

CRITICAL ACCOUNTING POLICIES

AND ESTIMATES

Management's discussion and analysis of financial
condition and results of operations is based upon
our consolidated financial statements, which have
been prepared in accordance with accounting
principles generally accepted in the United States
of America. Our significant accounting policies are
summarized in Note 1 to the Consolidated Finan-
cial Statements. The preparation of these financial
statements requires us to make estimates and judg-
ments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities. On
an on-going basis, we evaluate our estimates,
including those related to allowance for doubtful

Benchmark Electronics, Inc. and Subsidiaries
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accounts, inventories, deferred taxes, impairment
of long-lived assets, and contingencies and litiga-
tion. We base our estimates on historical experi-
ence and on various other assumptions that we
believe to be reasonable under the circumstances,
the results of which form the basis for making
judgments about the carrying values of assets and
liabilities that are not readily apparent from other
sources. Actual results may differ from these esti-
mates. We believe the following critical accounting
policies affect our more significant judgments and
estimates used in the preparation of our consoli-
dated financial statements.

Allowance for doubtful accounts

Our accounts receivable balance is recorded net
of allowances for amounts not expected to be col-
lected from our customers. Because our accounts
receivable are typically unsecured, we periodically
evaluate the collectibility of our accounts based

on a combination of factors, including a particular
customer’s ability to pay as well as the age of the
receivables. To evaluate a specific customer’s abil-
ity to pay, we analyze financial statements, pay-
ment history, third-party credit analysis reports and
various information or disclosures by the customer
or other publicly available information. In cases
where the evidence suggests a customer may not
be able to satisfy its obligation to us, we set up a
specific reserve in an amount we determine appro-
priate for the perceived risk. If the financial condi-
tion of our customers were to deteriorate, resulting
in an impairment of their ability to make payments,
additional allowances may be required. The allow-
ance for doubtful accounts was $6.5 million and
$5.8 million at December 31, 2003 and 2002,

respectively.

Inventory obsolescence reserve

We purchase inventory based on forecasted
demand and record inventory at the lower of cost
or market. We write down our inventories for
estimated obsolescence as necessary in an amount
equal to the difference between the cost of inven-
tory and estimated market value based on assump-
tions of future demands and market conditions. We

11
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Critical Accounting Policies (continued)

evaluate our inventory valuation on a quarterly
basis based on current and forecasted usage and
the latest forecasts of product demand and pro-
duction requirements from our customers. Custom-
ers frequently make changes to their forecasts,
requiring us to make changes to our inventory
purchases, commitments, and production schedul-
ing and may require us fo cancel open purchase
commitments with our vendors. This process may
lead to on-hand inventory quantities and on-order
purchase commitments that are in excess of our
customer’s revised needs, or parts that become
obsolete before use in production. We record
inventory reserves on excess and obsolete inven-
tory. These reserves are established on inventory
which we have determined that our customers are
not responsible for or on inventory that we believe
our customers are unable to fulfill their obligation
to ultimately purchase such inventory from us. The
allowance for excess and obsolete inventory was
$18.3 million and $17.2 million at December 31,
2003 and 2002, respectively. If actual market con-
ditions are less favorable than those we projected,
additional inventory write downs may be required.

Income Taxes

We estimate our income tax provision in each of
the jurisdictions in which we operate, including
estimating exposures related to examinations by
taxing authorities. We must also make judgments
regarding the ability to realize the deferred tax
assets. We record a valuation allowance to reduce
our deferred tax assets to the amount that is more
likely than not to be realized. While we have
considered future taxable income and ongoing pru-
dent and feasible tax planning strategies in assess-
ing the need for the valuation allowance, in the
event we were fo subsequently determine that we
would be able to realize our deferred tax assets

in the future in excess of our net recorded amount,
an adjustment to the deferred tax asset would
increase income in the period such determination
was made. Similarly, should we determine that we
would not be able to realize all or part of our net
deferred tax asset in the future, an adjustment to

the deferred tax asset would reduce income in the
period such determination was made. See Note 10
— “Income Taxes” to the Consolidated Financial
Statements.

Impairment of Long-Lived Assets

In accordance with Statement of Financial Account-
ing Standards (SFAS) No. 144, long-lived assets,
such as property, plant, and equipment, and
purchased intangibles subject to amortization,

are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. The
recoverability of assets to be held and used is mea-
sured by a comparison of the carrying amount of
an asset to the estimated undiscounted future cash
flows expected to be generated by the asset. If the
carrying amount of an asset exceed:s its estimated
undiscounted future cash flows, an impairment
charge would be recognized by the amount that
the carrying amount of the asset exceeds the fair
value of the asset.

Goodwill and intangible assets not subject to
amortization are tested annually for impairment,
and are tested for impairment more frequently if
events and circumstances indicate that the asset
might be impaired. An impairment loss would be
recognized to the extent that the carrying amount
exceeds the asset's fair value. We completed the
annual impairment fest during the fourth quarter of
2003 and determined that no impairment existed
as of the date of the impairment test. Goodwill
is measured at the reporting unit level, which we
have determined to be consistent with our operat-
ing segments as defined in Note 12 — “Segment
and Geographic Information,” by determining
the fair values of the reporting units using a dis-
counted cash flow model and comparing those fair
values to the carrying values, including goodwill,
of the reporting unit. As of December 31, 2003
and 2002, we had net goodwill of approximately
$113.5 million and $119.8 million, respectively.
Circumstances that may lead to impairment of
goodwill include unforeseen decreases in future
performance or industry demand, and the restruc-
turing of our operations as a result of a change in
our business strategy.

Benchmark Electronics, Inc. and Subsidiaries



RECENT ACQUISITIONS

On July 29, 2002, we completed the acquisition
(the Acquisition) of ACT Manufacturing Holdings
UK Limited (UK) and ACT Manufacturing (Thai-
land) Public Company Limited (Thailand) from ACT
Manufacturing, Inc. (ACT) pursuant to the terms of
an Asset and Share Purchase Agreement dated as
of July 2, 2002 by and between Benchmark and
ACT (the Purchase Agreement). ACT had previ-
ously filed for reorganization under Chapter 11 of
the United States Bankruptcy Code; the Purchase
Agreement and the transactions contemplated
thereby were approved by the bankruptcy court.
The facilities acquired included a facility owned

in Ayudhaya, Thailand and a leased facility in
Leicester, England. The 240,000 square foot
manufacturing facility in Ayudhaya, Thailand (near
Bangkok) provides electronics manufacturing ser-
vices, including printed circuit board assembly and
test, systems assembly and test, prototyping, war-
ranty repair, materials procurement and engineer-
ing support services. The facility has experience in

radio frequency (RF) and wireless product manufac-

turing, as well as a full suite of RF testing capabili-
ties. The 55,000 square foot manufacturing facility
in Leicester, England provides electronics manu-
facturing services, including printed circuit board
design, assembly and test, and systems assembly
and test. As consideration for the Acquisition, we
paid $45.2 million in cash and acquisition costs
of $0.8 million. We accounted for the Acquisition
utilizing the accounting principles promulgated by

SFAS 141 and 142. Therefore, the results of opera-

tions of the UK and Thailand operations since July
29, 2002 have been included in the accompany-
ing condensed consolidated statements of income.
The allocation of the net purchase price of the
Acquisition resulted in goodwill of approximately

$0.5 million.

The inclusion of the operations of the
acquired facilities in Thailand and the UK in
Benchmark’s accounts are responsible for a sub-
stantial portion of the variations in the results of
our operations (including components thereof) from

2003 to 2002 and 2002 to 2001. The effects of

the Acquisition on our financial condition and our
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reported results of operations should be considered
when reading the financial information contained
herein.

The potential effect of the Acquisition on our
future financial condition, liquidity and results of
operations should be considered when reading the
historical financial information and related discus-
sions set forth in the following section. See Note 2
to the Consolidated Financial Statements.

Recently adopted accounting principles
changed the way we account for amortization of
goodwill by requiring us to no longer amortize
goodwill effective January 1, 2002. We are also
required to test goodwill for impairment at least
annually. See Notes 1 and 5 to the Consolidated
Financial Statements.

RESULTS OF OPERATIONS

The following table presents the percentage rela-
tionship that certain items in our Consolidated
Statements of Income (Loss) bear to sales for the
periods indicated. The financial information and
the discussion below should be read in conjunction
with the Consolidated Financial Statements and
Notes thereto.

Year ended December 31,

Percentage of Sales 2003 2002 2001
Sales 100.0% | 100.0% 100.0%
Cost of sales 918 | 923 927

Gross profit 8.2 77 73
Selling, general and ad-

ministrative expenses 3.5 3.9 4.3
Contract settlement (0.4) = =
Asset write-offs - 0.1 4.8
Restructuring charges 0.2 - 0.6
Amortization of goodwill - - 1.0
Income (loss) from

operations 4.9 3.6 (3.4)
Other income (expense) (0.4) (0.3) (1.2)

Income (loss) before

income taxes 4.5 3.4 (4.6)

Income tax benefit

(expense) (1.5) | (1.2) 0.3

Net income (loss) 3.0%| 2.2% (4.3)%

13
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Year Ended December 31, 2003 Compared With
Year Ended December 31, 2002

Sales

Sales in 2003 increased $209.8 million, or
12.9%, as compared to 2002 sales. The increase
of $209.8 million includes $144.5 million applica-
ble to the combined effect of the facilities acquired
on July 29, 2002 and new programs that have
been added to these facilities since the acquisition.
Also contributing to increased sales in 2003 were
sales under new programs and increased activity
with existing customers - $5.6 million attributable
to the operation of our systems integration facili-
ties and $65.5 million attributable to an overall
increase in PCBA sales volume. These increases
were partially offset by a decrease of $5.8 million
resulting from the consolidation and downsizing of
certain manufacturing facilities.

A substantial percentage of our sales have
been made to a small number of customers, and
the loss of a major customer, if not replaced, would
adversely affect us. During 2003, our two larg-
est customers together represented 56.9% of our
sales, with one customer accounting for 44.0% of
our sales. Sales to our largest customer decreased
to 44.0% of our sales in 2003 from 51.2% of our
sales in 2002. During 2003, the level of con-
centration among our top customers decreased
as revenues from our remaining customer base
expanded. 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. As
we ramp new programs and the new programs
mature, we expect the percentage of sales to our
two largest customers to decline. Sales to our
customers other than our two largest customers
increased to $792.4 million in 2003 from $639.4
million in 2002, an increase of $153.0 million.
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. See Note 11 to the Consoli-
dated Financial Statements.

Over the past three years, we have under-
taken initiatives to restructure our business opera-
tions with the intention of improving utilization and
realizing cost savings in the future. These initiatives
have included reducing the number and changing
the location of our production facilities, largely to
align our capacity and infrastructure with current
and anticipated customer demand. This alignment
includes transferring programs from higher cost
geographies to lower cost geographies. The pro-
cess of restructuring entails, among other activities,
moving production between facilities, reducing
staff levels, realigning our business processes and
reorganizing our management.

Our manufacturing and assembly opera-
tions include printed circuit boards and subsystem
assembly, box build and systems integration.
Systems infegration is the process of integrating
subsystem and printed circuit board assemblies
and, often, downloading and integrating software,
to produce a fully configured product. Systems
integration is a value-added service that is not
separable from our overall contract manufacturing
service, and we believe systems integration repre-
sents a growth trend of the business as it reflects
the continuing evolution of the electronics contract
manufacturing business. Sales from the operation
of our systems integration facilities represented
22.7% and 25.2% of our sales for the years ended
December 31, 2003 and 2002.

We have 16 manufacturing facilities in the
Americas, Europe and Asia to serve our custom-
ers. We are operated and managed geographi-
cally. See Note 12 to the Consolidated Financial
Statements. Our facilities in the Americas provided
77.7% and 81.9% of net sales, respectively,
during 2003 and 2002. Our Americas region
includes facilities in Angleton, Texas, Beaverton,
Oregon, Campinas, Brazil, Guadalajara, Mexico,
Hudson, New Hampshire, Huntsville, Alabama,
Loveland, Colorado, Manassas, Virginia, Red-
mond, Washington and Winona, Minnesota. There
are two facilities in Huntsville, Alabama - a systems
integration facility and a printed circuit board
assembly (PCBA) facility. We opened the Loveland,
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Colorado facility in May 2003 and the Redmond,
Washington facility in October 2003. Both of the

Loveland and Redmond facilities provide systems

integration services. Our facilities in Europe provid-

ed 9.2% and 12.3% of net sales, respectively, dur-
ing 2003 and 2002. Our Europe region includes
facilities in Dublin, Ireland and Leicester, England.
The Dublin facility provides systems integration
services. During the fourth quarter of 2003, we
closed our East Kilbride, Scotland facility. During
the second quarter of 2003, we closed the Cork,
Ireland facility. The Cork facility is currently held
for sale. Our facilities in Asia provided 13.1% and
5.7% of our net sales, respectively, during 2003
and 2002. Our Asia region includes facilities in
the Republic of Singapore, Ayudhaya, Thailand
and Suzhou, China. The Singapore facility includ-
ed both a systems integration and PCBA operation
during 2003 and 2002. During 2003, the PCBA
facility ceased operations.

As a result of our international sales and
facilities, our operations are subject to the risks
of doing business abroad. These dynamics have
not had a material adverse effect on our results of
operations through December 31, 2003. However,
we cannot assure you that there will not be an
adverse impact in the future. See RISK FACTORS
for factors pertaining fo 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. During 2003
and 2002, 26.2% and 22.1%, respectively, of our
sales were from our international operations. The
increase in the percentage of international sales
for 2003 as compared to 2002 primarily reflects
the additional sales resulting from the operation
of the facilities in England and Thailand that were
acquired on July 29, 2002.

We had a backlog of approximately $1.1
billion at December 31, 2003, as compared to
the 2002 year-end backlog of $994.3 million. We
believe the increase in backlog is attributable to
the organic growth of our business. Although we
expect to fill substantially all of our backlog during
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2004, at December 31, 2003, we do not have
long-term agreements with all of our customers

and customer orders can be canceled, changed or
delayed by customers. 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 cus-
tomers will continue to utilize our services. Because
of these factors, backlog is not a meaningful indi-
cator of future financial results.

Americas

Sales in the Americas during 2003 increased
$93.7 million, or 7.0%, compared to 2002. This
net increase includes a $39.2 million increase
attributable to the operation of our systems integra-
tion facilities and a $55.6 million net increase in
sales volume. These increases were partially offset
by a $1.1 million decrease resulting from the
consolidation and downsizing of certain manufac-
turing facilities.

Europe

Sales in Europe during 2003 decreased $32.2
million, or 16.1%, compared to 2002. This net
decrease includes a $44.6 million decrease in
sales volumes from systems integration customers
and a $4.7 million decrease resulting from the
closing of the Cork, Ireland facility. These decreas-
es were partially offset by a $9.0 million increase
in European sales by the Leicester, England facil-
ity acquired in July 2002 and an $8.1 million net

increase in overall sales volume.

Asia

Sales in Asia increased by $148.3 million, or
158.8%, during 2003 compared to 2002. This
net increase includes a $135.5 million increase
due to the combined effect of sales by the Thailand
facility acquired in July 2002 and new programs
that have been added to the Thailand facility since
the acquisition, a $11.0 million increase in sales
volumes from systems integration customers and a
$1.8 million net increase in overall sales volume.
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Gross Profit

Gross profit increased 20.4% to $150.3 million
for 2003 from $124.9 million in 2002. Gross
profit as a percentage of sales for 2003 and
2002, respectively, was 8.2% and 7.7%. Our cost
of sales includes the cost of materials, electronic
components and other materials that comprise

the products we manufacture, the cost of labor
and manufacturing overhead, and adjustments for
excess and obsolete inventory. Our procurement
of materials for production requires us to commit
significant working capital to our operations and to
manage the purchasing, receiving, inspection and
stocking of materials. Although we bear the risk
of fluctuations in the cost of materials and excess
scrap, we periodically negotiate cost of materi-
als adjustments with our customers. Revenue from
each product that we manufacture includes the
total of the costs of materials in that product and
the cost of the labor and manufacturing overhead
costs allocated to that product. Our gross margin
for any product depends on the proportionate mix
of the cost of materials in the product and the cost
of labor and manufacturing overhead allocated

to the product. We typically have the potential to
realize higher gross margins on products where
the proportionate level of labor and manufactur-
ing overhead is greater. As we gain experience
in manufacturing a product, we usually achieve
increased efficiencies, which result in lower labor
and manufacturing overhead costs for that product
and higher gross margins.

The increase in gross profit was a result of the
combined effect of fluctuations in capacity utiliza-
tion, higher sales volumes, changes in product
mix, favorable component market conditions, cost
reductions, and efforts to integrate recent acquisi-
tions. The combined effect of these factors, which
are continually changing and are interrelated,
make it impracticable to determine with precision
the separate effect of each factor. We expect that
a number of high volume programs serving custom-
ers in price sensitive markets will remain subject
to competitive restraints on the margin that may
be realized from these programs and that these

restraints will exert downward pressure on our mar-
gins in the near future. For the foreseeable future,
our gross margin is expected to depend primarily
on facility utilization, product mix, start-up of new
programs, pricing within the electronics industry,
and the integration of acquisitions. The gross mar-
gins at each facility and for Benchmark as a whole
are expected to continue to fluctuate. Increases in
start-up costs associated with new programs and
pricing within the electronics industry also could
adversely impact our gross margin.

The 2003 and 2002 gross profit includes
charges related to reserves for excess and obsolete
inventory. During 2003 and 2002, $6.3 million
and $13.8 million of additional inventory reserves
were recorded, respectively. These charges related
to inventory written down to the lower of cost
(principally first-in, firstout method) or market, raw
materials held specific to customers who were
no longer in business, and changes in customer
demand for inventory that resulted in excess quanti-
ties on hand. Inventory is procured by us based on
specific customer orders. Correspondingly, cus-
tomer modifications to orders for inventory previ-
ously procured by us (e.g. cancellations as well as
inventory that is highly customized and therefore
not available for use by other customers) resulted
in excess and obsolete inventory for the related
customers that in some cases could not be recov-
ered through put back to vendors or the specific
customer concerned.

Many of our customers experienced signifi-
cant decreases in demand for their products in
2001 and 2002. Consequently, these customers
dramatically reduced their forecasts during this
time period for usage of our component inventory,
which resulted in our holding quantities of inven-
tory significantly in excess of their requirements
as well as inventory that would become obsolete
before we could use it in production. Furthermore,
an increased number of our customers experienced
financial difficulties and were unable to fulfill their
obligation to purchase inventory. During 2003,
favorable market conditions, improved demand by
customers and financial statement positions among
our customers contributed to decreased excess and
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obsolete inventory levels. As a result, our charges
related to reserves for excess and obsolete invento-
ry decreased to $6.3 million in 2003 from $13.8
million in 2002.

Impaired inventory is generally disposed of
in one of two ways: (i) sold back to the responsible
customer, or (i) scrapped. The impact of the sale
or disposition of impaired inventory on gross profit
is insignificant. Substantially all of our impaired
inventory was raw materials.

Selling, General and Administrative Expenses

Selling, general and administrative expenses

were $65.0 million in 2003, an increase of 1.2%
from $64.2 million in 2002. Selling, general

and administrative expenses, as a percentage of
sales, were 3.5% and 3.9%, respectively, in 2003
and 2002. The increase in selling, general and
administrative expenses was partially due to those
expenses related to the acquired facilities that were
included for a full year in 2003 and only from July
through December in 2002 offset by decreases in
controllable expenses. The decrease in selling, gen-
eral and administrative expenses as a percentage
of sales was primarily due to our focus on control-
ling costs as well as having a higher sales base.

The charge to operations for bad debt allow-
ance was $6.6 million during 2003 and 2002 as
a number of our customers, because of decreases
in their end-market product demand and financial
difficulties, were not able to fulfill their financial
obligations to us.

Contract Settlement

During the first quarter of 2003, we settled and
released various claims arising out of customer
manufacturing agreements. In connection with the
settlement of these claims, we recorded a non-cash
gain totaling $8.1 million.

Restructuring Charges

On October 23, 2003, we announced plans

to close our East Kilbride, Scotland facility. The
Scotland facility has been affected by customer
cancellations and delays of orders because of the
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downturn in end-market demand for such custom-
ers’ products, as well as the customers’ demands
for lower product manufacturing costs. Given the
continued weakness in the European market and
the lack of competitive differentiators in this high
cost marketplace, we made the decision to close
this facility during the fourth quarter of 2003. In
connection with the closing of our Scotland facility,
we recorded $2.8 million in restructuring charges,
including $2.4 million in severance costs and
$0.4 million in contract termination costs. These
charges were recorded pursuant to plans devel-
oped and approved by management. These
charges were largely intended to align our capac-
ity and infrastructure to current and anticipated
customer demand.

Interest Expense

Interest expense was approximately $7.7 million
and $11.4 million, respectively, in 2003 and
2002. The decrease is primarily due to reductions
in inferest rates and repayments of outstanding
debt, and to the conversion of our 6% Convertible
Subordinated Notes to common stock in September
2003. See Note 7 to the Consolidated Financial

Statements.

Income Tax Benefit (Expense)

Income tax expense of $27.6 million represented
an effective tax rate of 33.2% for the year ended
December 31, 2003, compared with $19.1 mil-
lion at an effective tax rate of 34.7% for the year
ended December 31, 2002. The decrease in the
effective tax rate is primarily due to the higher
estimated income before income taxes for 2003 in
lower tax jurisdictions as compared to 2002. See
Note 10 to the Consolidated Financial Statements.

Net Income (Loss)

We reported net income of approximately $55.4
million, or diluted earnings of $1.39 per share for
2003, compared with net income of approximately
$35.9 million, or diluted earnings of $1.01 per
share for 2002. The net increase of $19.5 million
in 2003 was due to the factors discussed above.
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Year Ended December 31, 2002 Compared With
Year Ended December 31, 2001

Sales

Sales in 2002 increased $353.1 million, or
27.6%, as compared to 2001 sales. The increase
of $353.1 million includes $98.8 million appli-
cable to the facilities acquired on July 29, 2002,
$170.7 million attributable to the operation of

our systems integration facilities and an overall
increase in sales volumes of $163.8 million. These
increases were partially offset by a decrease of
$80.2 million resulting from the consolidation and

downsizing of certain manufacturing facilities
during 2002.

During 2002 and 2001, we undertook initia-
tives to restructure our business operations with the
infention of improving utilization and realizing cost
savings in the future. These initiatives have includ-
ed reducing the number and changing the location
of our production facilities, largely to align our
capacity and infrastructure with current and antici-
pated customer demand. This alignment included
transferring programs from higher cost geogra-
phies to lower cost geographies. The process of
restructuring entails, among other activities, moving
production between facilities, reducing staff levels,
realigning our business processes and reorga-
nizing our management.

Our manufacturing and assembly operations
include printed circuit board and subsystem assem-
bly, box build and systems integration. Systems
integration is the process of integrating subsystem
and printed circuit board assemblies and, often,
downloading and integrating software, to produce
a fully configured product. Systems integration is
a value-added service that is not separable from
our overall contract manufacturing service, and
we believe systems integration represents a growth
trend of the business as it reflects the continuing
evolution of the electronics contract manufacturing
business. Sales from the operations of our sys-
tems integration facilities represented 25.2% and

18.8% of our sales for the years ended December
31, 2002 and 2001.

Our European operations were adversely
affected by our customers’ demand to seek overall
lower manufacturing costs by transferring produc-
tion to lower cost geographies. In addition, many
of our customers in Europe and Asia operate in the
telecommunications and test and instrumentation
industries, which saw significant decreases in their
end-market demand for their products. Beginning
in 2001, the global telecommunications market
deteriorated, reflecting a significant decrease in
our customers’ markets and a significant reduction
in capital spending by established service provid-
ers. This trend intensified during 2002. Reasons for
the market deterioration included the general eco-
nomic slowdown, network over capacity, network
build-out delays and limited availability of capital
in the telecommunications industry. The decline is
attributable in part to the significant investments in
telecommunications systems made by enterprises
in the late 1990s in anticipation of Year 2000
software problems. As a result of the uncertain
economic environment, we believe that enterprises
continue fo be concerned about their ability to
increase revenues and thereby increase their profit-
ability. Accordingly, our customers in this industry
tried to maintain or improve profitability through
cost reduction and reduced capital spending. Our
percentage of sales to customers in the telecom-
munications industry fell from 31% in 2001 to 13%
in 2002 and the percentage of sales to customers
in the test and instrumentation industry fell from
5% in 2001 to 2% in 2002. When demand for
our customers’ products decrease, their production
requirements from us decrease.

Our facilities in the Americas provided 81.9%
and 84.6% of net sales, respectively, during
2002 and 2001. Our Americas region included
facilities in Angleton, Texas, Beaverton, Oregon,
Campinas, Brazil, Guadalajara, Mexico, Hudson,
New Hampshire, Huntsville, Alabama, Manassas,
Virginia and Winona, Minnesota. There are
two facilities in Huntsville, Alabama—a systems
integration facility opened during 2000 and the
PCBA facility acquired in 1999. During 2001, we
consolidated the Pulaski, Tennessee manufactur-
ing facility into the Huntsville, Alabama facility.
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The Pulaski facility is currently being held for sale.
Our facilities in Europe provided 12.3% and
13.3% of net sales, respectively, during 2002 and
2001. During 2002 and 2001, our Europe region
included facilities in Cork, Ireland, Dublin, Ireland,
East Kilbride, Scotland and Leicester, England. Our
facilities in Asia provided 5.7% and 2.1% of our
net sales, respectively, during 2002 and 2001.
Our Asia region included facilities in the Republic
of Singapore and Ayudhaya, Thailand. The Sin-
gapore facility included both a systems integration
and PCBA operation. These operations were in
separate facilities during 2001.

During 2002 and 2001, 22.1% and 23.3%,
respectively, of our sales were from our internation-
al operations. The decrease in the percentage of
international sales for 2002 as compared to 2001
primarily reflects the downsizing of the Cork, Ire-
land facility offset by additional sales resulting from
the operation of the systems integration facilities in
Dublin, Ireland and Singapore and the inclusion of
the sales for the facilities in England and Thailand
that were acquired on July 29, 2002.

A substantial percentage of our sales have
been made to a small number of customers, and
the loss of a major customer, if not replaced, would
adversely affect us. During 2002, our three largest
customers together represented 69.4% of our sales,
with one customer accounting for 51.2% of our
sales. Sales to our largest customer increased from
21.9% of our sales in 2001 to 51.2% of our sales
in 2002. During 2002, our business relationship
with this customer expanded as they launched two
new programs which had significant market suc-
cess. See Note 11 to the Consolidated Financial
Statements.

We had a backlog of approximately $994.3
million at December 31, 2002, as compared to
the 2001 year-end backlog of $855.1 million. We
believe approximately two thirds of the increase in
backlog is attributable to the facilities acquired on
July 29, 2002, and the balance is attributable to
organic growth of our business.
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Americas

Sales in the Americas during 2002 increased
$255.5 million, or 23.7%, compared to 2001.
This net increase included a $144.7 million
increase attributable to the operation of our sys-
tems integration facilities and a $178.2 million
net increase in sales volume. These increases were
partially offset by a $67.4 million decrease result-
ing from the consolidation and downsizing of
certain manufacturing facilities during 2001. Dur-
ing 2001, we consolidated the Pulaski, Tennessee
manufacturing facility into the Huntsville, Alabama
facility. The Pulaski facility is currently being held
for sale.

Europe

Sales in Europe during 2002 increased $30.7
million, or 18.0%, compared to 2001. This net
increase included $19.0 million resulting from
sales by the Leicester, England facility acquired
in July 2002 and a $25.0 million increase in
sales volumes from systems integration customers.
These increases were partially offset by a $12.8
million decrease resulting from the downsizing of
the Cork, Ireland facility during 2001 and a $0.5
million decrease due to the net decrease in sales
volume resulting from the continued slowdown in
the technology marketplace.

Asia

Sales in Asia increased by $66.9 million, or
252.1%, during 2002 compared to 2001. This
net increase included $79.8 million resulting from
the combined effect of sales by the Thailand facil-
ity acquired in July 2002 and new programs that
have been added to the Thailand facility since the
acquisition and a $1.0 million increase in sales
volumes from systems integration customers. These
increases were partially offset by a $13.9 million
net decrease in overall sales volume resulting from
the continued slowdown in the technology market-
place.

Gross Profit

Gross profit increased 33.5% to $124.9 million for
2002 from $93.5 million in 2001. Gross profit as

a percentage of sales for 2002 and 2001, respec-
tively, was 7.7% and 7.3%. Our cost of sales
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includes the cost of materials, electronic compo-
nents and other materials that comprise the prod-
ucts we manufacture, the cost of labor and manu-
facturing overhead, and adjustments for excess
and obsolete inventory. Our procurement of materi-
als for production requires us to commit significant
working capital to our operations and to manage
the purchasing, receiving, inspection and stocking
of materials. Although we bear the risk of fluctua-
tions in the cost of materials and excess scrap, we
periodically negotiate cost of materials adjustments
with our customers. Revenue from each product
that we manufacture includes the total of the costs
of materials in that product and the cost of the
labor and manufacturing overhead costs allocated
to that product. Our gross margin for any product
depends on the proportionate mix of the cost of
materials in the product and the cost of labor and
manufacturing overhead allocated to the product.
We typically have the potential to realize higher
gross margins on products where the proportion-
ate level of labor and manufacturing overhead is
greater. As we gain experience in manufacturing

a product, we usually achieve increased efficien-
cies, which result in lower labor and manufacturing
overhead costs for that product and higher gross
margins. During 2002, we gained manufactur-

ing efficiencies on several programs, which we
began in 2001 and early 2002. In addition, sales
increased during 2002 to computers and related
products for business enterprises and medical
markets, which yielded higher profit margins, while
sales to the telecommunications markets, which
yielded lower profit margins, decreased.

The increase in gross profit was a result of the
combined effect of fluctuations in capacity utiliza-
tion, higher sales volumes, changes in product
mix, favorable component market conditions, cost
reductions, and efforts to integrate recent acquisi-
tions. The combined effect of these factors, which
are continually changing and are interrelated,
make it impracticable to determine with precision
the separate effect of each factor. We expect that
a number of high volume programs serving cus-
tomers in price sensitive markets will remain subject

20

to competitive restraints on the margin that may

be realized from these programs and that these
restraints will exert downward pressure on our mar-
gins in the near future. For the foreseeable future,
our gross margin is expected to depend primarily
on the length and severity of the general slowdown
in the technology marketplaces, facility utilization,
product mix, start-up of new programs, pricing
within the electronics industry, and the integration
of acquisitions. The gross margins at each facil-

ity and for Benchmark as a whole are expected

to continue to fluctuate. Increases in start-up costs
associated with new programs and pricing within
the electronics industry also could adversely impact
our gross margin.

The 2002 and 2001 gross profit included
charges related to reserves for excess and obsolete
inventory. During 2002 and 2001, $13.8 million
and $7.6 million of additional inventory reserves
were recorded, respectively. These charges related
to inventory written down to the lower of cost
(principally first-in, first-out method) or market, raw
materials held specific to customers who were
no longer in business, and changes in customer
demand for inventory that resulted in excess quanti-
ties on hand. Inventory is procured by us based on
specific customer orders. Correspondingly, cus-
tomer modifications to orders for inventory previ-
ously procured by us (e.g. cancellations as well as
inventory that is highly customized and therefore
not available for use by other customers) resulted
in excess and obsolete inventory for the related
customers that could not be recovered through
put back to vendors or the specific customer
concerned.

Many of our customers experienced signifi-
cant decreases in demand for their products in
2001 and 2002. Consequently, these customers
dramatically reduced their forecasts during this
time period for usage of our component inventory,
which resulted in our holding quantities of inven-
tory significantly in excess of their requirements
as well as inventory that would become obsolete
before we could use it in production. Furthermore,
an increased number of our customers experienced
financial difficulties and were unable to fulfill their
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obligation to purchase inventory. As a result, our
charges related to reserves for excess and obsolete
inventory increased to $13.8 million in 2002 from
$7.6 million in 2001.

Impaired inventory is generally disposed of
in one of two ways: (i) sold back to the responsible
customer, or (i) scrapped. The impact of the sale
or disposition of impaired inventory on gross profit
is insignificant. Substantially all of the impaired
inventory was raw materials.

Selling, General and Administrative Expenses

Selling, general and administrative expenses were
$64.2 million in 2002, an increase of 18.0%
from $54.4 million in 2001. Selling, general and
administrative expenses as a percentage of sales
were 3.9% and 4.3%, respectively, in 2002 and
2001. The increase in selling, general and admin-
istrative expenses was the result of merger and
acquisition activities, start-up activities for China
and other volume related expenses.

The charge to operations for bad debt allow-
ance was $6.6 million during 2002 as compared
to $2.6 million in 2001. During 2002 and 2001,
an increased number of our customers, because
of decreases in their end-market product demand,
were not able to fulfill their financial obligations to us.

Restructuring Charges and Asset Write-offs

During 2002 and 2001, we undertook initiatives
to restructure our business operations with the
intention of improving utilization and realizing
cost savings in the future. These initiatives included
reducing the number and changing the location

of our production facilities, largely to align our
capacity and infrastructure with current and antici-
pated customer demand. This alignment included
transferring programs from higher cost geogra-
phies to lower cost geographies. The process of
restructuring entails, among other activities, moving
production between facilities, reducing staff levels,
realigning our business processes and reorganiz-
ing our management.
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We recognized restructuring charges and
asset write-offs during 2002 and 2001 related
to reductions in workforce, re-sizing and closure
of facilities and the transition of certain facilities
to smaller staff levels and service offerings. These
charges were recorded pursuant to plans devel-
oped and approved by management. These charg-
es were largely intended to align our capacity and
infrastructure to current and anticipated customer
demand. Our Pulaski, Tennessee and Mansfield,
Massachusetts facilities were closed during 2001.
Our Pulaski, Tennessee facility is currently held
for sale and the property is available for immedi-
ate sale. We notified the lessor of our Mansfield,
Massachusetts facility in 2002 of our intention to

abandon the facility.

In addition, we reviewed property, plant
and equipment for impairment in the third quarter
of 2001when we determined that the carrying
amount of some of our assets may not be recover-
able. Management compared the carrying value
of such assets to projected undiscounted cash
flows the property, plant and equipment were
expected to generate to determine if the assets
were impaired. For those assets that management
considered to be impaired, the write-off recognized
was the amount by which the carrying value of
the property exceeded its fair value. Management
estimated the fair value of the property, plant and
equipment based on quoted market prices.

During 2002, we recorded asset write-offs of
$1.6 million ($1.0 million aftertax) for the write-
down of long-lived assets held for sale to
fair value.

During 2001, we recorded restructuring
charges of approximately $7.6 million ($5.3
million aftertax). These charges related to reduc-
tions in our cost structure, including reductions in
force and included costs resulting from payment of
employee severance, consolidation of facilities and
abandonment of leased equipment. These restruc-
turing costs included severance costs of approxi-
mately $6.6 million and losses from lease commit-
ments of $1.0 million. Cash paid for severance
costs and leasing expenses during the year ended
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December 31, 2001 totaled approximately $5.6
million and $0.9 million, respectively. The remain-
ing $1.0 million of severance costs were paid in
the first quarter of 2002.

In the third quarter of 2001, we recorded
asset write-offs of approximately $61.7 million
($43.2 million aftertax) for the write-down of long-
lived assets to fair value. Included in the long-lived
asset impairment are charges of approximately
$28.0 million which related to property, plant and
equipment associated with the consolidation and
downsizing of certain manufacturing facilities and
the write-off of approximately $33.7 million of the
remaining goodwill and other intangibles related
to these facilities.

The employee severance and benefit costs
related to the elimination of approximately 1,600
positions worldwide during 2001. Approximately
85% of the positions eliminated were in the Ameri-
cas region, 13% were in Europe and 2% were in
Asia. The employment reductions primarily affected
employees in direct and indirect manufacturing.
Facilities and equipment subject to restructuring
were primarily located in the Americas and Europe
and included the Pulaski, Tennessee, Mansfield,
Massachusetts, Guadalajara, Mexico, Cork,
Ireland and East Kilbride, Scotland facilities. See
Note 17 to the Consolidated Financial Statements.

We believe that the potential cost of goods
savings achieved through lower depreciation and
reduced employee expenses were offset in part
by reduced revenues at the affected facilities. As
a result of the restructuring activities completed
in 2001, we realized annualized cost savings of
approximately $44 million in 2002 consisting of a
$30 million reduction in cost of revenue due to a
reduction in employee payroll and benefit expense,
a $6 million reduction in depreciation expense,
and a $8 million reduction in selling, general and
administrative expenses. During 2001, we realized
cost savings of approximately $20 million consist-
ing of a $14 million reduction in cost of revenue
due to a reduction in employee payroll and benefit
expense, a $2 million reduction in depreciation
and goodwill amortization expense, and a $4 mil-
lion reduction in selling, general and administrative
expenses.

22

Amortization of Goodwill

Effective January 1, 2002, we adopted account-
ing principles that change the way we account for
amortization of goodwill. In accordance with SFAS
No. 142, we no longer amortized goodwill effec-
tive January 1, 2002. The amortization of goodwill
for 2001 was $12.2 million. We are also required
to test goodwill for impairment at least annually. As
of December 31, 2002, no impairment of good-
will was required. See Note 5 to the Consolidated
Financial Statements.

Interest Expense

Interest expense was approximately $11.4 mil-
lion and $17.0 million, respectively, in 2002 and
2001. The decrease was due to reductions in inter-
est rates and repayments of outstanding debt. See
Note 7 to the Consolidated Financial Statements.

Interest Income

Interest income was approximately $4.4 million

in 2002 compared to $1.5 million in 2001. The
increase was due to the investment of increased
available cash in interest bearing cash equivalents
offset by declining rates.

Income Tax Benefit (Expense)

Income tax expense of $19.1 million represented
an effective tax rate of 34.7% for the year ended
December 31, 2002, compared with an effective
tax rate of 6.8% for the year ended December

31, 2001. The increase in the effective tax rate

is primarily due to the higher estimated income
before income taxes for 2002 in the United States
as compared to 2001. See Note 10 to the Consoli-
dated Financial Statements.

Net Income (Loss)

We reported net income of approximately $35.9
million, or diluted earnings of $1.01 per share for
2002, compared with net loss of approximately
$(54.3) million, or diluted loss of $(1.85) per
share for 2001. The net increase of $90.2 million
in 2002 was due to the factors discussed above.

Benchmark Electronics, Inc. and Subsidiaries



LIQUIDITY AND CAPITAL RESOURCES

We have financed our growth and operations
through funds generated from operations, proceeds
from the sale of our securities and funds borrowed
under our credit facilities. Cash and cash equiva-
lents increased to $356.1 million at December 31,

2003 from $312.6 million at December 31, 2002.

Cash provided by operating activities was
$76.6 million in 2003. The cash provided by
operations during 2003 consisted primarily of
$55.4 million of net income adjusted for $29.1
million of depreciation and amortization, $54.5
million increase in accounts payable, offset by
$25.3 million increase in accounts receivable and
$39.3 million increase in inventories. Inventory
and receivable turns during 2003 were consistent
with prior years. Working capital was $465.9 mil-
lion at December 31, 2003 and $392.4 million at
December 31, 2002.

We expect increases in inventories fo support
the anticipated growth in sales. We are continuing
the practice of purchasing components only after
customer orders are received, which mitigates,
but does not eliminate the risk of loss on invento-
ries. During 2003, our gross profit was adversely
affected by charges of $6.3 million for excess
and obsolete inventory that we may not be able
to put back to vendors or customers. Supplies of
electronic components and other materials used
in operations are subject fo industry-wide short-
ages. In certain instances, suppliers may allocate
available quantities to us. We did not experience
shortages of electronic components and other
material supplies during the reporting period. If
shortages of these components and other material
supplies used in operations occur, vendors may not
ship the quantities we need for production and we
may be forced to delay shipments, which would
increase backorders. Finished goods inventory
has increased as we have generated an increas-
ing amount of our revenues from systems integra-
tion and in some cases providing direct fulfillment
services for our customers (i.e. product is shipped
directly to the end user on behalf of our customers).
As a result, we hold higher levels of finished goods
inventory to support these services.
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Cash used in investing activities was $19.1
million for the year ended December 31, 2003.
Capital expenditures of $18.8 million during 2003
were primarily concentrated in test and manufac-
turing production equipment. During 2003, we
invested $0.8 million in new software.

Cash used in financing activities was $18.0
million for the year ended December 31, 2003.
During 2003, we made principal payments on
other long-term debt of $35.9 million and received
$18.1 million from the exercise of stock options
and the employee stock purchase plan.

We have a five-year term loan through a syn-
dicate of commercial banks. The final three install-
ments of $7 million were due quarterly in 2004.
On January 22, 2004, we repaid all amounts
outstanding under the term loan.

We have a $175 million revolving line of
credit facility with a syndicate of commercial
banks. We are entitled to borrow under the revolv-
ing credit facility up to the lesser of $175 million or
the sum of 75% of our eligible accounts receivable,
45% of our eligible inventories and 50% of our
eligible fixed assets. Interest on the revolving credit
facility and the term loan is payable quarterly, at
our option, at either the bank’s Eurodollar rate plus
1.25% to 3.00% or its prime rate plus 0.00% to
1.75%, based upon our debt ratio as specified
in the agreement. A commitment fee of 0.375%
to 0.500% per annum on the unused portion of
the revolving credit facility is payable quarterly in
arrears. The revolving credit facility matures on
September 30, 2004. As of December 31, 2003,
we had no borrowings outstanding under the
revolving credit facility, $4.4 million outstanding
letters of credit and $170.6 million was available
for future borrowings.

The term loan and the revolving credit facil-
ity are secured by our domestic inventory and
accounts receivable, 100% of the stock of our
domestic subsidiaries, and 65% of the voting
capital stock of each direct foreign subsidiary and
substantially all of our and our domestic subsidiar-
ies’ other tangible and intangible assets. The term
loan and revolving credit facility contain customary
financial covenants as to working capital, interest
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Liquidity and Capital Resources (continued)

coverage, debt leverage, fixed charges, and con-
solidated net worth, and restricts our ability to incur
additional debt, pay dividends, sell assets and to
merge or consolidate with other persons without
the consent of the bank. At December 31, 2003,
we were in compliance with all such restrictions. In
connection with the acquisition of the Thailand and
UK facilities that closed on July 29, 2002, the term
loan and revolving credit facility were amended to
permit the acquisition of these subsidiaries.

Our Thailand subsidiary has a Credit Agree-
ment with Thai Farmers Bank Public Company
Limited and Bank of Ayudhya Public Company Lim-
ited (the Thai Credit Agreement). The Thai Credit
Agreement provides that the lenders will make
available to our Thailand subsidiary up to approxi-
mately $53.5 million in revolving loans, term
loans and machinery loans for a term of five years
through September 2006. On April 1, 2003, our
Thailand subsidiary repaid all amounts outstand-
ing under the Thai Credit Agreement. The Thai
Credit Agreement is secured by land, buildings
and machinery in Thailand. In addition, the Thai
Credit Agreement provides for approximately $1.4
million (60.0 million Thai baht) in working capital
availability. At December 31, 2003, our Thailand
subsidiary had no working capital borrowings
outstanding.

During the third quarter, we called our out-
standing 6% Convertible Subordinated Notes due
August 15, 2006 (the Notes) for redemption. All of
the Notes were converted, at the holders’ option,
info approximately three million shares of our com-
mon stock on September 5, 2003, net of related
interest and deferred financing costs.

Our operations, and the operations of busi-
nesses we acquire, are subject to certain foreign,
federal, state and local regulatory requirements
relating to environmental, waste management,
health and safety matters. We believe we oper-
ate in substantial compliance with all applicable
requirements and we seek to ensure that newly
acquired businesses comply or will comply sub-
stantially with applicable requirements. To date the
costs of compliance and workplace and environ-
mental remediation have not been material to us.
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However, material costs and liabilities may arise
from these requirements or from new, modified

or more stringent requirements in the future. In
addition, our past, current and future operations,
and the operations of businesses we have or may
acquire, may give rise fo claims of exposure by
employees or the public, or to other claims or
liabilities relating to environmental, waste manage-
ment or health and safety concerns.

At December 31, 2003, we had cash and
cash equivalents totaling $356.1 million, total
long-term debt of $21.0 million and $170.6 mil-
lion available for borrowings under our revolving
credit facility. At December 31, 2003, our debt
to total capitalization ratio was 3%. We currently
believe that during the next twelve months, our
capital expenditures will be approximately $10
million per quarter. Management believes that
our existing cash balances and funds generated
from operations will be sufficient to permit us
to meet our liquidity requirements over the next
twelve months. Management further believes that
our ongoing cash flows from operations and our
existing revolving credit facility will enable us to
meet future operating cash requirements in future
years. Should we desire to consummate significant
acquisition opportunities, our capital needs would
increase and could possibly result in our need to
increase available borrowings under our revolv-
ing credit facility or access public or private debt
and equity markets. There can be no assurance,
however, that we would be successful in raising
additional debt or equity on terms that we would
consider acceptable.

Contractual Obligations

We have certain contractual obligations that
extend out beyond 2004. These commitments
include other long-term debt and lease obliga-
tions. Non-cancelable purchase commitments do
not typically extend beyond the normal lead-time
of several weeks. Purchase orders beyond this
time frame are typically cancelable. We do not
utilize off-balance sheet financing techniques other
than traditional operating leases and we have
not guaranteed the obligations of any entity that
is not one of our wholly-owned subsidiaries. We
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lease manufacturing and office facilities in Min-
nesota from a partnership whose partners include
shareholders and a director of Benchmark. These
operating leases have initial terms of ten years,
expiring through August 2006 with annual renew-

MD&A

als thereafter. Total rent expense associated with
these leases was $0.8 million for each of the years
ended December 31, 2003, 2002 and 2001. The
total contractual cash obligations in existence at
December 31, 2003 due pursuant to contractual
commitments are:

(in thousands) Total 2004 2005 2006 2007 2008 Thereafter
Other long-term debt $21,028 21,017 11 = = = =
Operating leases 51,903 10,811 8,797 7,047 4,511 4,327 16,410
Total contractual cash obligations $72,931 31,828 8,808 7,047 4,511 4,327 16,410

We also have made certain commitments for
letters of credit totaling $4.4 million that mature
during 2004.

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

The table below provides information about
Benchmark’s financial instruments that are sensitive
to changes in interest rates, including debt obliga-
tions and interest rate swaps. For debt obligations,
the table presents principal cash flows and related
weighted average interest rates by expected

maturity dates. For interest rate swaps, the table
presents notional amounts and weighted average
interest rates by contractual maturity dates. Notion-
al amounts are used to calculate the contractual
payments to be exchanged under the contract.
Weighted average variable rates for future years
assumes the same rate as of each year end.

Fair Valve at
Expected Year of Maturity ($ in “000’s) December 31,
Debt 2004 2005 2006 2007 Total 2003
Variable rate term loan $21,000 = = — $21,000 $21,000
Average interest rate 4.0% — - —
Fair Valve at
Expected Year of Maturity ($ in “000's) December 31,
Debt 2003 2004 2005 2006 Total 2002
Convertible subordinated notes - = — $80,200 $80,200 $79,899
Fixed interest rate 6.00% | 6.00% 6.00%  6.00%
Variable rate term loan $22,000 1$21,000 = — $43,000 $43,000
Average interest rate 3.13% | 3.13% — —
Variable rate Thai term loan $ 4,994 |$ 4,994 $2,31 — $12,305 $12,305
Average interest rate 4.00% | 4.00% 4.00% —
Interest Rate Derivative Financial Instruments
Related to Debt—Interest rate swap
Pay fixed/receive variable (notional amount) |$21,500 - - — $21,500  $(904)
Average pay rate 7.88% — — —
Average receive rate 1.40% — — —
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Quantative And Qualitative Disclosures (continued)

Our international sales are a significant
portion of our net sales; we are exposed to risks
associated with operating internationally, including
the following:

* Foreign currency exchange risk;

Import and export duties, taxes and regulatory
changes;

Inflationary economies or currencies; and
Economic and political instability.

We do not use derivative financial instru-
ments for speculative purposes. Our practice is to
maintain a hedged position for certain significant
transaction exposures. These exposures are pri-
marily, but not limited to, vendor payments and
infer-company balances in currencies other than the
currency in which our foreign operation primarily
generates and expends cash. Our international
operations in some instances operate in a natural
hedge because both operating expenses and a
portion of sales are denominated in local currency.
In the future, significant transactions involving our
international operations may cause us to consider
engaging in hedging transactions to attempt to
mitigate our exposure to fluctuations in foreign
exchange rates. As of December 31, 2003, we
did not have any foreign currency hedges. Our
sales are substantially denominated in U.S. dollars.
Our primary foreign currency cash flows are gen-
erated in certain European countries and Brazil.

RISK FACTORS

The loss of a major customer would adversely affect us.

A substantial percentage of our sales have been
made to a small number of customers, and the
loss of a major customer, if not replaced, would
adversely affect us. During 2003, our two larg-
est customers together represented 56.9% of our
sales, with one customer accounting for 44.0% 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. As
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we ramp new programs and the new programs
mature, we expect the percentage of sales to our
two largest customers to decline. Developments
adverse to our major customers or their products,
or the failure of a major customer to pay for com-
ponents or services, could have an adverse effect
on us.

We expect to continue to depend on the sales
from our largest customers and any material delay,
cancellation or reduction of orders from these or
other significant customers would have a material
adverse effect on our results of operations. In addi-
tion, we generate significant accounts receivable 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.

We may experience fluctvations in quarferly resulfs.

Our quarterly results may vary significantly
depending on various factors, many of which are
beyond our control. These factors include:

* the volume of customer orders relative to our
capacity;

e customer introduction and market acceptance
of new products;

e changes in demand for customer products;

e the timing of our expenditures in anticipation of
future orders;

* our effectiveness in managing manufacturing
processes;

* changes in cost and availability of labor and
components;

* changes in our product mix;

e changes in economic conditions; and

® local factors and events that may affect our
production volume, such as local holidays.

Additionally, as is the case with many high
technology companies, a significant portion of our
shipments typically occurs in the last few weeks of
a quarter. As a result, our sales may shift from one
quarter to the next, having a significant effect on
reported results.
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We are exposed to general economic conditions,
which could have a material adverse impact on our
business, operating results and financial condition.

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 cus-
tomer may not be able to satisfy its obligation to
us, we set up reserves in an amount we determine
appropriate for the perceived risk. 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.

We may encounfer significant delays or defaults in
payments owed fo 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 pay-
ment for inventory. If any of our significant custom-
ers become unable or unwilling to purchase such
inventory, our business may be materially harmed.
During 2003, 2002 and 2001, our gross profit
was adversely affected by additional inventory
reserves of $6.3 million, $13.8 million and $7.6
million, respectively, for excess and obsolete inven-
tory that could not be put back to vendors

or customers.

We are dependent on the success of our customers.

We are dependent on the continued growth, viabil-
ity and financial stability of our customers. Our
customers are original equipment manufacturers of:

* computers and related products for business
enterprises;

medical devices;

industrial control equipment;

testing and instrumentation products; and
telecommunication equipment.
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Risk Factors (continued)

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

Long-term purchase commitments are unusual in our
business and cancellations, reductions or delays in
customer orders would affect our profitability.

We do not typically obtain firm longterm purchase
orders or commitments from our customers. Instead,
we work closely with our customers to develop
forecasts for future orders, which are not binding.
Customers may cancel their orders, change pro-
duction quantities from forecast volumes or delay
production for a number of reasons beyond our
control. Cancellations, reductions or delays by a
significant customer or by a group of customers
would have an adverse effect on us. As many of
our costs and operating expenses are relatively
fixed, a reduction in customer demand can dispro-
portionately affect our gross margins and operat-
ing income. Our customers’ products have life
cycles of varying duration. In the ordinary course
of business, production starts, increases, declines
and stops in accordance with a product’s life
cycle. Should we fail to replace products reach-
ing the end of their life cycles with new programs,
or if there should be a substantial time difference
between the loss of a product and the receipt of
revenue from replacement production, our revenues
could be adversely affected.

We operate in a highly competitive industry.

We compete against many providers of electronics
manufacturing services. Certain of our competi-
tors have substantially greater resources and more
geographically diversified international operations
than we do. Our competitors include large inde-
pendent manufacturers such as Celestica, Inc., Flex-
tronics International Ltd., Jabil Circuit, Inc., San-
mina-SCI Corporation and Solectron Corporation.
We also face competition from the manufacturing
operations of our current and future customers.
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Risk Factors (continued)

During periods of recession in the electronics
industry, our competitive advantages in the areas
of quick turnaround manufacturing and responsive
customer service may be of reduced importance to
electronics OEMs, who may become more price
sensitive. We may also be at a competitive disad-
vantage with respect to price when compared to
manufacturers with lower cost structures, particu-
larly those with offshore facilities located where
labor and other costs are lower.

We will experience intense competition,
which is expected to intensify further as more
companies enter markets in which we operate, as
existing competitors expand capacity and as the
industry consolidates. To compete effectively, we
must continue to provide technologically advanced
manufacturing services, maintain strict quality stan-
dards, respond flexibly and rapidly to customers’
design and schedule changes and deliver products
globally on a reliable basis at competitive prices.
Our inability to do so could have an adverse effect
on us.

We may be affected by consolidation in the elec-
tronics industry.

As a result of the current economic climate, con-
solidation in the electronics industry may increase.
Consolidation in the electronics industry could
result in an increase in excess manufacturing
capacity as companies seek to close plants or take
other steps to increase efficiencies and realize
synergies of mergers. The availability of excess
manufacturing capacity could create increased
pricing and competitive pressures for the electron-
ics manufacturing services industry as a whole and
Benchmark in particular. In addition, consolida-
tion could also result in an increasing number of
very large electronics companies offering products
in multiple sectors of the electronics industry. The
growth of these large companies, with significant
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purchasing and marketing power, could also result
in increased pricing and competitive pressures for
us. Accordingly, industry consolidation could harm
our business.

Our infernational operations may be subject fo
certain risks.

We currently operate outside the United States

in Brazil, China, England, Ireland, Mexico, Sin-
gapore and Thailand. During 2003, 2002 and
2001, 26.2% 22.1% and 23.3%, respectively, of
our sales were from our international operations.
These international operations may be subject to a
number of risks, including:

e difficulties in staffing and managing foreign
operations;

* political and economic instability;

* unexpected changes in regulatory requirements
and laws;

* |onger customer payment cycles and difficulty
collecting accounts receivable;

 export duties, import controls and trade barriers
(including quotas);

* governmental restrictions on the transfer of funds;

* burdens of complying with a wide variety of
foreign laws and labor practices;

e 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 avail-
ability of foreign exchange and other risks. 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.
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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.

We cannot assure you that our international
operations will contribute positively to our business,
financial conditions or results of operations.

Shortages or price increases of components speci-
fied by our customers would delay shipments and
adversely affect our profitability.

Substantially all of our sales are derived from
electronics manufacturing services in which we
purchase components specified by our customers.
In the past, supply shortages have substantially cur-
tailed production of all assemblies using a particu-
lar component. In addition, industry-wide shortages
of electronic components, particularly of memory
and logic devices, have occurred. If shortages of
these components occur or if components received
are defective, we may be forced to delay ship-
ments, which could have an adverse effect on our
profit margins. 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 typically bear the risk of compo-
nent price increases that occur between periodic
repricings during the term of a customer contract.
Accordingly, certain component price increases
could adversely affect our gross profit margins.

Our success will continve to depend to a significant
extent on our executives.

We depend significantly on certain key executives,
including, but not limited to, Donald E. Nigbor,
Cary T. Fu, Gayla J. Delly and Steven A. Barton.
The unexpected loss of the services of any one of
these executive officers would have an adverse
effect on us.
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We must successfully integrate the operations of
acquired companies fo maintain profitability.

We have completed six acquisitions since July
1996. We may pursue additional acquisitions over
time. These acquisitions involve risks, including:

infegration and management of the operations;

e refention of key personnel;

* integration of purchasing operations and infor-
mation systems;

* retention of the customer base of acquired
businesses;

* management of an increasingly larger and more
geographically disparate business; and

e diversion of management’s aftention from other

ongoing business concerns.

Our profitability will suffer if we are unable
to successfully integrate and manage any future
acquisitions that we might pursue, or if we do not
achieve sufficient revenue to offset the increased
expenses associated with these acquisitions.

We must maintain our technological and manufac-
turing process expertise.

The market for our manufacturing services is
characterized by rapidly changing technology and
continuing process development. We are continu-
ally evaluating the advantages and feasibility of
new manufacturing processes. We believe that
our future success will depend upon our ability to
develop and provide manufacturing services which
meet our customers’ changing needs. This requires
that we maintain technological leadership and
successfully anticipate or respond to technological
changes in manufacturing processes on a cost-
effective and timely basis. We cannot assure you
that our process development efforts will be
successful.
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Environmental laws may expose us to financial
liability and restrictions on operations.

We are subject to a variety of federal, state, local
and foreign environmental laws and regulations
relating to environmental, waste management, and
health and safety concerns, including the handling,
storage, discharge and disposal of hazardous
materials used in or derived from our manufactur-
ing processes. If we or companies we acquire have
failed or fail in the future to comply with such laws
and regulations, then we could incur liabilities and
fines and our operations could be suspended. Such
laws and regulations could also restrict our ability
to modify or expand our facilities, could require us
to acquire costly equipment, or could impose other
significant expenditures. In addition, our opera-
tions may give rise to claims of property contami-
nation or human exposure to hazardous chemicals
or conditions.

We could incur a significant amount of debt in
the future.

Although at December 31, 2003, our debt to total
capitalization ratio was 3%, we have the ability
to borrow approximately $225.5 million under
our Revolving Credit Facility and the Thai Credit
Agreement. In addition, we could incur additional
indebtedness in the future in the form of bank
loans, notes or convertible securities. An increase
in the level of our indebtedness, among other
things, could:

e make it difficult for us to obtain any necessary
financing in the future for other acquisitions,
working capital, capital expenditures, debt
service requirements or other purposes;

® limit our flexibility in planning for, or reacting to
changes in, our business; and

* make us more vulnerable in the event of a down-
turn in our business.

There can be no assurance that we will be
able to meet our debt service obligations.

30

Provisions in our charter documents and state law
may make it harder for others to obtain control of
Benchmark even though some shareholders might
consider such a development fo be favorable.

Our shareholder rights plan, provisions of our
amended and restated articles of incorporation
and the Texas Business Corporation Act may delay,
inhibit or prevent someone from gaining control of
Benchmark through a tender offer, business combi-
nation, proxy contest or some other method. These
provisions include:

* a “poison pill” shareholder rights plan;

* a statutory restriction on the ability of sharehold-
ers to take action by less than unanimous written
consent; and

* a statutory restriction on business combinations
with some types of interested shareholders.

Our stock price is volatile.

Our common stock has experienced significant
price volatility, and such volatility may continue in
the future. The price of our common stock could
fluctuate widely in response to a range of factors,
including variations in our reported financial results
and changing conditions in the economy in gener-
al or in our industry in particular. In addition, stock
markets generally experience significant price and
volume volatility from time to time which may affect
the market price of our common stock for reasons
unrelated to our performance.

We are exposed fo inferest rate fluctvations.

We have exposure fo interest rate risk under our
variable rate revolving credit and term loan facili-
ties to the extent we incur additional indebtedness.
These facilities interest rates are based on the
spread over the bank’s Eurodollar rate or its

prime rafe.
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We are involved in legal proceedings related fo the
Avex acquisition and a patent infringement lawsuit.
An unfavorable decision in any of these proceedings
could have a material adverse effect on us.

Benchmark filed a lawsuit against J.M. Huber
Corporation (the Seller) in the United States District
Court for the Southern District of Texas for breach
of contract, fraud and negligent misrepresenta-
tion on December 14, 1999. We are seeking an
unspecified amount of damages in connection with
the Amended and Restated Stock Purchase Agree-
ment dated August 12, 1999 between the parties,
whereby we acquired all of the stock of AVEX
Electronics, Inc. from Seller. On January 5, 2000,
Seller filed suit in the United States District Court
for the Southern District of New York alleging that
Benchmark failed to comply with certain obliga-
tions under the contract requiring us to register
shares of our common stock issued to Seller as
partial consideration for the acquisition. Seller’s
suit has been consolidated with the Company’s suit
in the United States District Court for the South-

ern District of Texas (the Court). On March 18,
2002, the Court entered an interlocutory judgment
denying our claims against Seller, but preserv-

ing Seller’s counterclaims against Benchmark. On
May 1, 2002, the Court entered a final judgment
dismissing without prejudice the claims and coun-
terclaims of Seller. On May 29, 2002, we filed a
notice of appeal of the Court's final judgment to
the Fifth Circuit Court of Appeals (the Fifth Circuit).
On August 20, 2003, the Fifth Circuit vacated the
Court's judgment and remanded the case back to
the Court for further proceedings consistent with
the Fifth Circuit’s written opinion. On September 2,
2003, Seller filed a Petition for Rehearing En Banc
with the Fifth Circuit. On September 12, 2003, we
filed our response to Seller’s Petition for Rehearing
En Banc. On December 19, 2003, the Fifth Circuit
denied Seller’s Petition for Rehearing En Banc. On
January 29, 2004, we served our First Request for
Production of Documents on the Seller. We intend
to vigorously pursue our claims against Seller and
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defend against Seller’s allegations. At the present
time, we are unable to reasonably estimate the
possible loss, if any, associated with these matters.

On April 14, 2000, Benchmark, along with
numerous other companies, was named as a
defendant in a lawsuit filed in the United States
District Court for the District of Arizona by the
Lemelson Medical, Education & Research Founda-
tion (Lemelson). The lawsuit alleges that we have
infringed certain of Lemelson’s patents relating
to machine vision and bar code technology uti-
lized in machines Benchmark has purchased. On
November 2, 2000, we filed an Answer, Affirma-
tive Defenses, and a Motion to Stay based upon
Declaratory Judgment Actions filed by Cognex and
Symbol, manufacturers of the equipment at issue.
On March 29, 2001, the Court granted the defen-
dants” Motion to Stay and ordered that the lawsuit
be stayed pending the entry of a final non-appeal-
able judgement in the cases filed by Cognex and
Symbol (the Symbol/Cognex case). The bench trial
for the Symbol/Cognex case began on November
18, 2002 and concluded on January 17, 2003.
The postrial briefings of the parties in the Sym:-
bol/Cognex case were filed with the trial court on
June 30, 2003. On January 24, 2004, the trial
court in the Symbol/Cognex case held that the
Lemelson patents are invalid, unenforceable and
were not infringed. Lemelson has announced that it
intends to appeal the trial court’s ruling in the Sym-
bol/Cognex case. Resolution of the appeal in the
Symbol/Cognex case is estimated to take one to
three years. Lemelson’s lawsuit against Benchmark
is stayed pending the final non-appealable judge-
ment in the Symbol/Cognex case. We intend to
vigorously defend against such claims and pursue
all rights we have against third parties. At the pres-
ent time, we are unable to reasonably estimate the
possible loss, if any, associated with these matters.
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Recently enacted changes in the securities laws and
regulations are likely fo increase our costs.

The Sarbanes-Oxley Act of 2002 that became law
in July 2002 has required changes in some of our
corporate governance, securities disclosure and
compliance practices. In response to the require-
ments of that Act, the Securities and Exchange
Commission and the New York Stock Exchange
have promulgated new rules on a variety of
subjects. Compliance with these new rules has
increased our legal and financial and accounting
costs, and we expect these increased costs to con-
tinue indefinitely. We also expect these develop-
ments to make it more difficult and more expensive
for us to obtain director and officer liability insur-
ance, and we may be forced to accept reduced
coverage or incur substantially higher costs to
obtain coverage. Likewise, these developments
may make it more difficult for us to attract and
retain qualified members of our board of directors
or qualified executive officers.

If our independent audifors are unable to provide us
with the atfestation of the adequacy of our internal
control over financial reporting as of December 31,
2004 and future year-ends as required by Section
404 of the Sarbanes-Oxley Act of 2002, investors
could lose confidence in the reliability of our financial
statements, which could result in a decrease in the
valve of your shares.

As directed by Section 404 of the Sarbanes-Oxley
Act of 2002, the Securities and Exchange Commis-
sion adopted rules requiring public companies to
include a report of management on the company’s
internal control over financial reporting in their
annual reports on Form 10K that contains an
assessment by management of the effectiveness of
the company’s internal control over financial report-
ing. In addition, the public accounting firm audit-
ing the company’s financial statements must attest
to and report on management’s assessment of the
effectiveness of the company’s internal control over
financial reporting. While we intend to conduct a
rigorous review of our internal control over finan-
cial reporting in order to assure compliance with
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the Section 404 requirements, if our independent
auditors inferpret the Section 404 requirements
and the related rules and regulations differently
from us or if our independent auditors are not satis-
fied with our internal control over financial report-
ing or with the level at which it is documented,
operated or reviewed, they may decline to attest
to management’s assessment or issue a qualified
report. This could result in an adverse reaction in
the financial markets due to a loss of confidence
in the reliability of our financial statements, which
could cause the market price of our shares to
decline.

Changes fo financial accounting standards may affect
our reported results of operations and could resulf in
a decrease in the valve of your shares.

There has been an ongoing public debate as to
whether employee stock option and employee
stock purchase plan shares should be treated as a
compensation expense and, if so, how to properly
value such charges. If we are required to record
an expense for our stock-based compensation
plans using the fair value method, we would incur
significant compensation charges. Although we are
currently not required to record any compensation
expense using the fair value method in connection
with option grants that have an exercise price at or
above fair market value of our common stock and
for shares issued under our employee stock pur-
chase plan, if future laws and regulations require
us to treat all stock-based compensation as a com-
pensation expense using the fair value method our
results of operations could be adversely affected.

Our business may be impacted by geopolitical events.

As a global business, we operate and have
customers located in many countries. Geopolitical
events such as terrorist acts may effect the overall
economic environment and negatively impact the
demand for our customers’ products. As a result,
customer orders may be lower and our financial
results may be adversely affected.

Benchmark Electronics, Inc. and Subsidiaries



December 31,

(in thousands, except for par value) 2003 2002
ASSETS
Current assets:
Cash and cash equivalents $ 356,140 |$ 312,576
Accounts receivable, net of allowance for doubtful accounts
of $6,475 and $5,764, respectively 208,810 178,957
Inventories, net 238,629 195,670
Prepaid expenses and other assets 18,215 13,656
Deferred tax asset 9,898 7,473
Total current assets 831,692 708,332
Property, plant and equipment 223,335 241,443
Accumulated depreciation (138,070)| (147,403)
Net property, plant and equipment 85,265 94,040
Goodwill, net 113,478 119,823
Other, net 7,603 10,056
$1,038,038 |$ 932,251
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Current installments of other long-term debt $ 21,017 |$ 28,628
Accounts payable 268,034 212,938
Income taxes payable 18,809 6,407
Accrued liabilities 57,953 67,986
Total current liabilities 365,813 315,959
Convertible subordinated notes - 80,200
Other long-term debt, excluding current installments 11 28,339
Other long-term liabilities 2,886 2,946
Deferred tax liability 5,003 5777
Shareholders’ equity:
Preferred shares, $.10 par value; 5,000 shares authorized, none issued - —
Common shares, $.10 par value; 85,000 shares authorized: issued 40,976
and 36,606, respectively; outstanding 40,902 and 36,532, respectively 4,090 3,653
Additional paid-in capital 538,522 434,659
Retained earnings 135,692 80,256
Accumulated other comprehensive loss (13,798) (19,357)
Less treasury shares, at cost, 74 shares (181) (181)
Total shareholders’ equity 664,325 499,030
Commitments and contingencies
$1,038,038 |$ 932,251

See accompanying notes to consolidated financial statements.
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Consolidated Statements of |ncome (LOSS)

Year ended December 31,

(in thousands, except per share data) 2003 2002 2001
Sales $1,839,821 |$1,630,020 $1,276,950
Cost of sales 1,689,548 | 1,505,166 1,183,440
Gross profit 150,273 124,854 93,510
Selling, general and administrative expenses 64,976 64,191 54,383
Contract settlement (8,108) — —
Restructuring charges 2,815 — 7,569
Asset write-offs — 1,608 61,720
Amortization of goodwill — — 12,219
Income (loss) from operations 90,590 59,055 (42,381)
Interest expense (7,714) (11,385) (16,998)
Interest income 3,842 4,430 1,508
Other income (expense) (3,708) 2,866 (422)
Income (loss) before income taxes 83,010 54,966 (58,293)
Income tax benefit (expense) (27,574) (19,073) 3,981
Net income (loss) S 55436 |$ 35893 $ (54,312
Earnings (loss) per share:
Basic $1.45 $1.04 $(1.85)
Diluted $1.39 $1.01 $(1.85)
Weighted average number of shares outstanding:
Basic 38,124 34,404 29,438
Diluted 41,432 35,598 29,438

See accompanying notes to consolidated financial statements.
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Accumulated

Additional other Total
Common paid-in Retained comprehensive Treasury shareholders’

(in thousands) Shares shares capital earnings  income (loss)  shares equity
Balances, December 31, 2000 29,391 $2,939 $ 316,930 § 98,675 $ (6,418) $(181) $411,945
Accrued compensation expense — — 361 — — — 361
Stock options exercised 48 5 287 - - - 292
Federal tax benefit of

stock options exercised - - 61 - - - 61
Common shares issued under

Employee Stock Purchase Plan 114 11 1,279 - — — 1,290
Federal tax benefit of

Employee Stock Purchase Plan - - 33 - - - 33
Net loss - - — (54,312 - - (54,312)
Change in fair market value of

derivative instruments, net of tax - — — - (998) — (998)
Foreign currency translation adjustments - — — —  (6,990) — (6,990)
Comprehensive loss - — — - — — (62,300)
Balances, December 31, 2001 29,553 2,955 318,951 44,363 (14,406) (181) 351,682
Common shares issued in public

offering net of expenses 6,470 647 109,624 — — — 110,271
Stock options exercised 413 41 3,785 — — — 3,826
Federal tax benefit of stock options

exercised — — 1,022 — — — 1,022
Common shares issued under

Employee Stock Purchase Plan 96 10 1,224 - — — 1,234
Federal tax benefit of

Employee Stock Puchase Plan - — 53 - — — 53
Net income = = — 35,893 = = 35,893
Change in fair market value of

derivative instruments, net of tax — — — — 458 — 458
Foreign currency translation adjustments - — — —  (5,409) — (5,409)
Comprehensive income — — — — — — 30,942
Balances, December 31, 2002 36,532 3,653 434,659 80,256 (19,357) (181) 499,030
Stock split (1) — (104) — — — (104)
Conversion of debt 2,992 299 79,736 = = = 80,035
Stock options exercised 1,299 130 16,549 — — — 16,679
Federal tax benefit of stock options

exercised = = 6,258 = = = 6,258
Common shares issued under

Employee Stock Purchase Plan 80 8 1,368 - - - 1,376
Federal tax benefit of

Employee Stock Purchase Plan - — 56 - — — 56
Net income = = — 55,436 = = 55,436
Change in fair market value of

derivative instruments, net of tax — — — — 539 — 539
Foreign currency translation adjustments - — — - 5,020 — 5,020
Comprehensive income - — — - — — 60,995
Balances, December 31, 2003 40,902 $4,090 $538,522 $135,692 $(13,798) $(181) $664,325

See accompanying notes to consolidated financial statements.
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Year ended December 31,

(in thousands, except per share data) 2003 2002 2001
Cash flows from operating activities:
Net income (loss) $ 55436 |$ 35893 $(54,312)
Adjustments to reconcile net income (loss)
to net cash provided by operating activities:
Depreciation and amortization 29,088 31,001 39,640
Asset write-offs 281 1,608 61,720
Accrued compensation expense = — 361
Deferred income taxes (3,563) (1,509)  (6,360)
Federal tax benefit of stock options exercised 6,258 1,022 61
Federal tax benefit of Employee Stock Purchase Plan 56 53 33
Tax benefit of acquired net operating loss carryforwards 1,025 1,055 743
Amortization of goodwill — - 12,219
(Gain) loss on the sale of property, plant and equipment (176) 216 -
Gain of conversion of debt to equity 308 — -
Changes in operating assets and liabilities, net of effects
from acquisitions of businesses:
Accounts receivable (25,250) 28,790 95,806
Income taxes 12,402 8,581 (3,622)
Inventories (39,320) 36,921 145,449
Prepaid expenses and other assets (4,832) 3,093 7,355
Accounts payable 54,470 39,118 (123,454)
Accrued liabilities (9,577) 36,028 (5,348)
Net cash provided by operations 76,606 | 221,870 170,291
Cash flows from investing activities:
Additions to property, plant and equipment (18,750) (7,892) (17,613
Additions to capitalized software (790) (312) (3,459
Proceeds from the sale of property, plant and equipment 455 570 269
Acquisitions, net of cash acquired - (36,165) -
Net cash used in investing activities (19,085) (43,799) (20,803)
Cash flows from financing activities:
Net proceeds from public offering of common shares - 110,271 —
Repayment of revolving line of credit, net - —  (93,500)
Principal payments on other long-term debt (35,941) (35,793) (20,307)
Stock split costs (104) — —
Proceeds from Employee Stock Purchase Plan 1,376 1,234 1,290
Proceeds from stock options exercised 16,679 3,826 292
Net cash provided by (used in) financing activities (17,990) 79,538 (112,225)
Effect of exchange rate changes 4,033 (4,912) (925)
Net increase in cash and cash equivalents 43,564 252,697 36,338
Cash and cash equivalents at beginning of year 312,576 59,879 23,541
Cash and cash equivalents at end of year $ 356,140 1$312,576 $ 59,879
Supplemental disclosures of cash flow information:
Net income taxes paid S 11,644 |$ 9558 $ 7,731
Interest paid S 8,269 |$ 9,804 $ 17,602

See accompanying notes to consolidated financial statements.
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Note 1—Summary of Significant Accounting
Policies
(a) Business
Benchmark Electronics, Inc. (the Company) is a
Texas corporation in the business of manufactur-
ing electronics and provides services to original
equipment manufacturers (OEMs) of computers and
related products for business enterprises, medical
devices, industrial control equipment, testing and
instrumentation products, and telecommunica-
tion equipment. The Company has manufacturing
operations located in the Americas, Europe

and Asia.

(b) Principles of Consolidation

The consolidated financial statements include the
financial statements of Benchmark Electronics, Inc.
and its wholly-owned subsidiaries. All significant
intercompany balances and transactions have
been eliminated in consolidation.

(c) Cash and Cash Equivalents

The Company considers all highly liquid debt
instruments with an original maturity of three
months or less to be cash equivalents. Cash
equivalents of $238.8 million and $169.4 million
at December 31, 2003 and 2002, respectively,
consist of tax-exempt securities with an initial term
of less than three months.

(d) Inventories

Inventories include material, labor and overhead
and are stated at the lower of cost (principally first-
in, first-out method) or market.

(e) Property, Plant and Equipment

Property, plant and equipment are stated at cost.
Depreciation is calculated on the straight-line meth-
od over the useful lives of the assets, which range
from three to thirty years. Leasehold improvements
are amortized on the straightline method over the
shorter of the useful life of the improvement or the
remainder of the lease term.

Benchmark Electronics, Inc. and Subsidiaries
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(f) Goodwill and Other Assets

Goodwill represents the excess of purchase price
over fair value of net assets acquired. The Compa-
ny adopted the provisions of Statement of Financial
Accounting Standards (SFAS) No. 142, “Goodwill
and Other Intangible Assets,” as of January 1,
2002. Goodwill and intangible assets acquired in
a purchase business combination and determined
to have an indefinite useful life are not amortized,
but instead tested for impairment at least annu-
ally in accordance with the provisions of SFAS
No. 142. SFAS No. 142 also requires that intan-
gible assets with estimable useful lives be amor-
tized over their respective estimated useful lives to
their estimated residual values, and reviewed for
impairment in accordance with SFAS No. 144,
“Accounting for Impairment or Disposal of Long-
Lived Assets.”

In connection with SFAS No. 142’s transition-
al goodwill impairment evaluation, the Statement
required the Company to perform an assessment
of whether there was an indication that goodwill
is impaired as of the date of adoption. To accom-
plish this, the Company was required to identify its
reporting units and determine the carrying value
of each reporting unit by assigning the assets and
liabilities, including the existing goodwill and
intangible assets, to those reporting units as of
January 1, 2002. The Company was required to
determine the fair value of each reporting unit and
compare it to the carrying amount of the report-
ing unit within six months of January 1, 2002.
Goodwill is measured at the reporting unit level,
which the Company has determined to be consis-
tent with its operating segments as defined in Note
12 - “Segment and Geographic Information,” by
determining the fair values of the reporting units
using a discounted cash flow model and compar-
ing those fair values to the carrying values, includ-
ing goodwill, of the reporting unit. To the extent
the carrying amount of a reporting unit exceeds
the fair value of the reporting unit, the Company
then allocates the fair value of the reporting unit
to all the assets and liabilities of the unit as if the
reporting unit's fair value was the purchase price to

37



) G., [
i‘*ﬂ;,.

Note 1 - Significant Accounting Policies (continued)

acquire the reporting unit. The residual fair value
after this allocation is the implied fair value of the
goodwill. If the carrying amount of the reporting
unit’s goodwill exceeds the implied fair value of
that goodwill, an impairment loss is recognized

in an amount equal to that excess. This impair-
ment analysis is based on significant assumptions
of future results made by management, including
revenue and cash flow projections. Circumstances
that may lead to impairment of goodwill include
unforeseen decreases in future performance or
industry demand and the restructuring of our
operations as a result of a change in our business
strategy. The Company completed the transitional
impairment test during the second quarter of 2002
and determined that no impairment existed as of
the date of adoption. The Company completed the
annual impairment test during the fourth quarter of
2002 and 2003 and determined that no impair-
ment existed as of the date of the impairment test.
To date, the Company has not recognized any
impairment of its goodwill in connection with its
adoption of SFAS No. 142. However, no assuranc-
es can be given that future evaluations of goodwill
will not result in charges to earnings because of
future impairments.

Prior to the adoption of SFAS No. 142, good-
will was amortized on a straight-line basis over
the expected periods to be benefited, generally
15 years, and assessed for recoverability by deter-
mining whether the amortization of the goodwill
balance over its remaining life could be recovered
through undiscounted future operating cash flows
of the acquired operation. The amount of goodwill
impairment, if any, was measured based on pro-
jected discounted future operating cash flows using
a discount rate reflecting the Company’s average
cost of funds.

Other assets consist primarily of capitalized
software costs, which are amortized straightline
over the estimated useful life of the related soft-
ware, which ranges from three to seven years,
and deferred financing costs, which are amortized
over the life of the related debt. During 2003,
2002 and 2001, $0.8 million, $0.3 million and
$3.5 million, respectively, of software costs were
capitalized. The accumulated amortization of capi-
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talized software costs at December 31, 2003 and
2002 was $5.6 million and $4.1 million, respec-
tively. The accumulated amortization of deferred
financing costs at December 31, 2003 and 2002
was $5.1 million and $5.3 million, respectively.

(g) Impairment of Long-Lived Assets

SFAS No. 144 provides a single accounting
model for long-lived assets to be disposed of. SFAS
No. 144 also changes the criteria for classifying
an asset as held for sale, and broadens the scope
of businesses to be disposed of that qualify for
reporting as discontinued operations and changes
the timing of recognizing losses on such opera-
tions. The Company adopted SFAS No. 144 on
January 1, 2002. The adoption of SFAS No. 144
did not affect the Company’s financial statements.

In accordance with SFAS No. 144, long-lived
assets, such as property, plant, and equipment,
and purchased intangibles subject to amortization,
are reviewed for impairment whenever events or
changes in circumstances indicate that the carry-
ing amount of an asset may not be recoverable.
Recoverability of assets to be held and used is
measured by a comparison of the carrying amount
of an asset to estimated undiscounted future cash
flows expected to be generated by the asset. If the
carrying amount of an asset exceeds its estimated
undiscounted future cash flows, an impairment
charge is recognized by the amount by which
the carrying amount of the asset exceeds the fair
value of the asset. Assets to be disposed of would
be separately presented in the balance sheet and
reported at the lower of the carrying amount or fair
value less costs to sell, and are no longer depreci-
ated. The assets and liabilities of a disposed group
classified as held for sale would be presented
separately in the appropriate asset and liability
sections of the balance sheet.

Goodwill and intangible assets not subject to
amortization are tested annually for impairment,
and are tested for impairment more frequently if
events and circumstances indicate that the asset
might be impaired. An impairment loss is rec-
ognized to the extent that the carrying amount
exceeds the asset’s fair value.
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Prior to the adoption of SFAS No. 144,
the Company accounted for long-lived assets in
accordance with SFAS No. 121, “Accounting for
Impairment of Long-Lived Assets and for Long-Lived
Assets to be Disposed Of.”

(h) Earnings Per Share

On October 22, 2003, the Board of Directors
declared a three-fortwo stock split effected in

the form of a stock dividend payable on Novem-
ber 13, 2003, to shareholders of record as of
November 6, 2003. Shareholders’ equity has
been restated to give retroactive recognition to the
stock split in prior periods by reclassifying from
additional paid-in capital to common stock the par
value of the additional shares arising from the split.

Note 1 - Significant Accounting Policies (continued)

All share and per share data appearing in these
consolidated financial statements and notes thereto
have been retroactively adjusted for the stock split.
Basic earnings per share is computed using the
weighted average number of shares outstanding.
Diluted earnings per share is computed using the
weighted average number of shares outstanding
adjusted for the incremental shares attributed to
outstanding stock equivalents during the years
ended December 31, 2003, 2002 and 2001.
Stock equivalents include common shares issuable
upon the exercise of stock options and other equity
instruments, and are computed using the treasury
stock method. The following table sets forth the cal-
culation of basic and diluted earnings per share.

Year ended December 31,

(in thousands, except per share data) 2003 2002 2001
Numerator for basic earnings per share - net income $55,436 | 35,893  (54,312)
Interest expense on 6% convertible debt, net of tax 2,180 - -

Numerator for diluted earnings per share

$57,616 | 35,893 (54,312

Denominator for basic earnings per share - weighted average number of

common shares outstanding during the period

Incremental common shares attributable to exercise of outstanding

dilutive options

Incremental common shares attributable to conversion of 6% convertible debt

38,124 | 34,404 29,438

1,291 1,194 —
2,017 — —

Denominator for diluted earnings per share

41,432 | 35,598 29,438

Basic earnings per share
Diluted earnings per share

Options to purchase 0.6 million, 1.1 million,
and 1.4 million shares of common stock in 2003,
2002 and 2001, respectively, were not included
in the computation of diluted earnings per share
because the option exercise price was greater than
the average market price of the common stock.
For the year ended December 31, 2001, a total
of 0.9 million options were not included in the

Benchmark Electronics, Inc. and Subsidiaries

$1.45 1.04 (1.85)
$1.39 1.01 (1.85)

calculation of diluted earnings per share because
the effect would have been antidilutive. The cal-
culation for the years ended December 31, 2002
and 2001 did not include the 3.0 million shares
issuable upon conversion of the 6% Convertible
Subordinated Notes as the effect would have been
antidilutive.
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Note 1 - Significant Accounting Policies (continued)

(i) Revenue Recognition

Revenue is primarily derived from the sale of circuit
boards and systems. Revenue from the sale of cir-
cuit board assemblies, systems and excess invento-
ry is recognized when the goods are shipped, title
and risk of ownership have passed, the price to the
buyer is fixed and determinable and recoverability
is reasonably assured. The Company assumes no
significant obligations after shipment as the Com-
pany typically warrants workmanship only. There-
fore our warranty provisions are insignificant. To

a lesser extent, the Company also derives revenue
from non-manufacturing services, such as product
design, circuit board layout, and test development.
Service related revenues are recognized when the
service is rendered. Costs related to these services
are expensed as incurred.

(j) Income Taxes

Income taxes are accounted for under the asset
and liability method. Deferred income taxes are
recognized for the future tax consequences attribut-
able to differences between the financial statement
carrying amounts of existing assets and liabilities
and their respective tax bases. Deferred tax assets
and liabilities are measured using enacted tax
rates expected to apply to taxable income in the
years in which those temporary differences are
expected to be recovered or settled. The effect on

(in thousands, except per share data)

~

deferred taxes of a change in tax rates is recog-
nized in income in the period that includes the
enactment date.

(k) Employee Stock Plans

The Company applies the intrinsic-value-based
method of accounting prescribed by Account-

ing Principles Board (APB) Opinion No. 25,
“Accounting for Stock Issued to Employees”, and
related interpretations including FASB Interpreta-
tion No. 44, “Accounting for Certain Transactions
involving Stock Compensation, an interpretation of
APB Opinion No. 25", issued in March 2000, to
account for its stock option plans and its Employee
Stock Purchase Plan, which are described more
fully in Note 9. Under this method, compensation
expense is recorded on the date of grant only if the
current market price of the underlying stock exceed-
ed the exercise price. SFAS No. 123, “Account-
ing for Stock-Based Compensation”, established
accounting and disclosure requirements using a
fair-value-based method of accounting for stock-
based employee compensation plans. As allowed
by SFAS No. 123, the Company has elected to
continue to apply the intrinsic-value-based method
of accounting described above, and has adopted
only the disclosure requirements of SFAS No. 123.
The following table illustrates the effect on net
income (loss) if the fair-value-based method had
been applied to all outstanding and unvested
awards in each period).

Year ended December 31,
2003 2002 2001

Net income (loss), as reported

Add stock-based compensation expense included in reported net income (loss),

$55,436 | 35,893 (54,312)

net of related tax effects - — 336
Deduct total stock-based employee compensation expense determined under fair
value based method for all awards, net of related tax effects (1,980)| (3,128) (3,074)

Net income (loss), as adjusted
Earnings (loss) per share:
Basic, as reported
Basic, as adjusted
Diluted, as reported
Diluted, as adjusted
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$53,456 | 32,765 (57,050)

$1.45 1.04  (1.85)
1.40 095  (1.94)
1.39 1.01  (1.85)
$1.34 0.92  (1.94)
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(I) Use of Estimates

Management of the Company has made a number
of estimates and assumptions relating to the report-
ing of assets and liabilities and the disclosure of
contingent assets and liabilities to prepare these
financial statements in accordance with gener-

ally accepted accounting principles. Actual results
could differ from those estimates.

(m) Fair Values of Financial Instruments

The Company's financial instruments consist of
cash equivalents, accounts receivable, accrued lio-
bilities, accounts payable, interest rate swaps and
long-term debt. The Company believes that, with
the exception of the 6% Convertible Subordinated
Notes and the interest rate swaps, the carrying
value of these instruments approximate their fair
value. See Note 14 and Accounting for Derivative
Instruments and Certain Hedging Activities below.

(n) Foreign Currency

For foreign subsidiaries using the local currency
as their functional currency, assets and liabilities
are translated at exchange rates in effect at the
balance sheet date and income and expenses are
translated at average exchange rates. The effects
of these translation adjustments are reported in oth-
er comprehensive income (loss). Exchange gains
and losses arising from transactions denominated
in a currency other than the functional currency of
the entity involved are included in other income
(expense) and totaled approximately $(3.5) mil-
lion, $2.6 million and $(0.7) million in 2003,
2002 and 2001, respectively.

(o) Accounting for Derivative Instruments and
Certain Hedging Activities
Effective January 1, 2001, the Company adopted
SFAS No. 133, “Accounting for Derivative Instru-
ments and Certain Hedging Activities” and SFAS
No. 138, “Accounting for Certain Derivative Instru-
ments and Certain Hedging Activities, an Amend-
ment of SFAS 133.” These statements establish
accounting and reporting standards requiring that
derivative instruments, including certain deriva-
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Note 1 - Significant Accounting Policies (continued)

tive instruments embedded in other contracts,

be recorded on the balance sheet at fair value

as either assets or liabilities. The accounting for
changes in the fair value of a derivative instrument
depends on the intended use and designation of
the derivative at its inception. Special accounting
for qualifying hedges allows a derivative’s gains
and losses to offset related results of the hedged
item in the statements of operations, and requires
the Company to formally document, designate and
assess the effectiveness of the hedge transaction to
receive hedge accounting. For derivatives designat-
ed as cash-flow hedges, changes in fair value, to
the extent the hedge is effective, are recognized in
other comprehensive income until the hedged item
is recognized in earnings. Overall hedge effective-
ness is measured at least quarterly. Any changes in
the fair value of the derivative instrument resulting
from hedge ineffectiveness, as defined by SFAS
No. 133 and measured based on the cumulative
changes in the fair value of the derivative instru-
ment and the cumulative changes in the estimated
future cash flows of the hedged item, are recog-
nized immediately in earnings.

The Company enters into interest rate swap
agreements to reduce its exposure to market risks
from changing interest rates. The Company has
designated its swap agreement as a cash flow
hedge. The Company recognized $0.9 million,
$1.3 million and $0.8 million in losses, included in
inferest expense, on the interest rate swap attribut-
able to interest costs occurring during 2003, 2002
and 2001. No gain or loss on ineffectiveness was
required to be recognized during 2003, 2002 or
2001. The interest rate swap expired on December
31, 2003. As of December 31, 2002, the fair
value of the interest rate swap agreement was a
loss of $0.9 million. Adoption of SFAS No. 133 at
January 1, 2001 resulted in recognition of approx-
imately $0.7 million of derivative liabilities on the
Company’s balance sheet in accrued liabilities and
$0.7 million of hedging losses included in accu-
mulated other comprehensive loss as the cumula-
tive effect of a change in accounting principle.
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Note 1 - Significant Accounting Policies (continued)

Amounts were determined as of January 1, 2001
based on market quotes of the Company’s interest
rate swap agreements.

The Company has utilized and expects to
continue to utilize derivative financial instruments
with respect to a portion of its interest rate risks to
achieve a more predictable cash flow by reduc-
ing its exposure fo interest rate fluctuations. These
transactions generally are swaps and are entered
into with major financial institutions. Derivative
financial instruments related to the Company’s
interest rate risks are intended to reduce the
Company’s exposure to increases in the benchmark
interest rates underlying the Company’s variable
rate facility.

(p) Recently Enacted Accounting Principles

In June 2001, the Financial Accounting Standards
Board (FASB) issued SFAS No. 143, “Accounting
for Asset Retirement Obligations.” SFAS No. 143
requires the Company to record the fair value of
an asset retirement obligation as a liability in the
period in which it incurs a legal obligation asso-
ciated with the retirement of tangible long-lived
assets that result from the acquisition, construction,
development and/or normal use of the assets.

The Company also records a corresponding asset
which is depreciated over the life of the asset.
Subsequent to the initial measurement of the asset
retirement obligation, the obligation will be adjust-
ed at the end of each period to reflect the passage
of time and changes in the estimated future cash
flows underlying the obligation. The Company
adopted the requirements of SFAS No. 143 as of
January 1, 2003. The adoption of SFAS No. 143
did not have a material effect on the Company's
consolidated financial statements.

As of January 1, 2002, the Company adopt-
ed SFAS No. 144, “Accounting for the Impairment
or Disposal of Long-lived Assets.” SFAS No. 144
supersedes SFAS No. 121, “Accounting for the
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Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of,” but retains many of

its fundamental provisions. SFAS No. 144 also
clarifies certain measurement and classification
issues from SFAS No. 121. In addition, SFAS

No. 144 supercedes the accounting and reporting
provisions for the disposal of a business segment
as found in Accounting Principles Board Opinion
No. 30, “Reporting the Results of Operations—
Reporting the Effects of Disposal of a Segment

of a Business, and Extraordinary, Unusual and
Infrequently Occurring Events and Transactions”
(APB 30). However, SFAS No. 144 retains the
requirement in APB 30 to separately report dis-
continued operations, and broadens the scope of
such requirement to include more types of disposal
transactions. The scope of SFAS No. 144 excludes
goodwill and other intangible assets that are not
to be amortized, as the accounting for such items
is prescribed by SFAS No. 142. The adoption of
SFAS No. 144 did not have a material effect on
the Company’s consolidated financial statements.

In April 2002, SFAS No. 145, “Rescission of
FASB Statements No. 4, 44 and 64, Amendment
of FASB Statement No. 13, and Technical Correc-
tions,” was issued. SFAS No. 145 rescinds SFAS
No. 4 and SFAS No. 64 related to classification of
gains and losses on debt extinguishment such that
most debt extinguishment gains and losses will no
longer be classified as extraordinary. SFAS No.
145 also amends SFAS No. 13 with respect
to sales-leaseback transactions. The Company
adopted the provisions of SFAS No. 145 effective
April 1, 2002, and the adoption had no impact
on the Company'’s reported results of operations or
financial position.

In June 2002, SFAS No. 146, “Accounting
for Costs Associated with Exit or Disposal Activi-
ties” was issued. This statement provides guidance
on the recognition and measurement of liabilities
associated with disposal activities initiated after
December 31, 2002. The Company adopted SFAS
No. 146 on January 1, 2003. The adoption of
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SFAS No. 146 did not have a material impact on
the Company'’s financial position, results of opera-
tions or cash flows.

In November 2002, the FASB issued Inter-
pretation No. 45, “Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness to Others, an
interpretation of FASB Statements No. 5, 57 and
107 and a rescission of FASB Interpretation No.
34." This Interpretation elaborates on the disclo-
sures to be made by a guarantor in its interim and
annual financial statements about its obligations
under guarantees issued. The Interpretation also
clarifies that a guarantor is required to recognize,
at inception of a guarantee, a liability for the fair
value of the obligation undertaken. The initial rec-
ognition and measurement provisions of the Inter-
pretation are applicable to guarantees issued or
modified after December 31, 2002. The adoption
of Interpretation No. 45 did not have a material
effect on the Company’s financial statements.

In November 2002, the Emerging Issues Task
Force (EITF) of the FASB reached a consensus on
EITF No. 00-21, “Accounting for Revenue Arrange-
ments with Multiple Element Deliverables.” EITF
No. 00-21 addresses how to account for arrange-
ments that may involve the delivery or performance
of multiple products, services and/or rights to
use assets. Revenue arrangements with multiple
deliverables should be divided into separate units
of accounting if the deliverables in the arrange-
ment meet certain criteria. Arrangement consider-
ation should be allocated among the separate units
of accounting based on their relative fair values.
The final consensus is applicable to agreements
entered into in quarters beginning after June 15,
2003, with early adoption permitted. Additionally,
companies are permitted to apply the consensus
guidance to all existing arrangements as a cumula-
tive effect of a change in accounting principle. The
adoption of EITF No. 00-21 did not have a mate-
rial effect on the Company’s financial statements.
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Note 1 - Significant Accounting Policies (continued)

In December 2002, the FASB issued SFAS
No. 148, “Accounting for Stock-Based Compensa-
tion — Transition and Disclosure, an amendment of
FASB Statement No. 123”. This statement amends
FASB Statement No. 123, “Accounting for Stock-
Based Compensation”, to provide alternative
methods of transition for a voluntary change to the
fair value method of accounting for stock-based
employee compensation. In addition, this Statement
amends the disclosure requirements of Statement
No. 123 to require prominent disclosures in both
annual and interim financial statements. Certain of
the disclosure modifications are required for fiscal
years ending after December 15, 2002 and are
included in the notes to these financial statements
for all periods presented.

In January 2003, the FASB issued FASB Inter-
pretation No. 46, “Consolidation of Variable Inter-
est Entities, an Interpretation of ARB No. 51" (FIN
46). In December 2003, the FASB issued a revision
to FIN 46 to make certain technical corrections
and address certain implementation issues that
had arisen. FIN 46, as revised, clarifies existing
accounting literature regarding the consolidation
of entities in which a company holds a “controlling
financial interest”. A maijority voting inferest in an
entity has generally been considered indicative of
a controlling financial interest. FIN 46 specifies
other factors (variable interests) which must be
considered when determining whether a company
holds a controlling financial interest in, and there-
fore must consolidate, an entity (variable interest
entities). The provisions of FIN 46, as revised, were
adopted as of January 31, 2004. The adoption of
this Interpretation had no impact on the Company’s
overall financial position and results of operations
as the Company has no interest in variable
interest entities.
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Note 1 - Significant Accounting Policies (continued)

In April 2003, the FASB issued SFAS No.
149, “Amendments of Statement 133 on Derivative
Instruments and Hedging Activities,” which amends
and clarifies financial accounting and reporting for
derivative instruments, including certain derivative
instruments embedded in other contracts and for
hedging activities under SFAS No. 133. This state-
ment is effective for contracts entered into or modi-
fied after June 30, 2003, with certain exceptions,
and for hedging relationships designated after June
30, 2003. The adoption of SFAS No. 149 did not
have a material impact on the Company’s financial
statements.

In May 2003, the FASB issued SFAS No.
150, “Accounting for Certain Financial Instruments
with Characteristics of Both Liabilities and Equity,”
which establishes standards for how an issuer clas-
sifies and measures certain financial instruments
with characteristics of both liabilities and equity.
Financial instruments that are within the scope of
the statement, which previously were often classi-
fied as equity, must now be classified as liabilities.
This statement is effective for financial instruments
entered into or modified after May 31, 2003, and
otherwise shall be effective at the beginning of the
first interim period beginning after June 15, 2003.
The adoption of SFAS No. 150 did not have a
material impact on the Company’s financial
statements.

(q) Reclassifications

Certain reclassifications of prior period amounts
have been made to conform to the current
presentation.
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Note 2—Acquisitions and Dispositions

On July 29, 2002, the Company completed the
acquisition (the Acquisition) of ACT Manufacturing
Holdings UK Limited (UK) and ACT Manufactur-
ing (Thailand) Public Company Limited (Thailand)
from ACT Manufacturing, Inc. (ACT) pursuant to
the terms of an Asset and Share Purchase Agree-
ment dated as of July 2, 2002 by and between
the Company and ACT (the Purchase Agree-
ment). ACT had previously filed for reorganization
under Chapter 11 of the United States Bankruptcy
Code; the Purchase Agreement and the transac-
tions contemplated thereby were approved by the
bankruptcy court. The facilities acquired include

a facility owned in Ayudhaya, Thailand and a
leased facility in Leicester, England. The 240,000
square foot manufacturing facility in Ayudhaya,
Thailand (near Bangkok) provides electronics
manufacturing services, including printed circuit
board (PCB) assembly and test, systems assembly
and test, prototyping, warranty repair, materials
procurement and engineering support services. The
facility has experience in radio frequency (RF) and
wireless product manufacturing, as well as a full
suite of RF testing capabilities. The 55,000 square
foot manufacturing facility in Leicester, England
provides electronics manufacturing services, includ-
ing PCB design, assembly and test, and systems
assembly and test. As consideration for the Acquisi-
tion, the Company paid $45.2 million in cash and
acquisition costs of $0.8 million. The Company is
accounting for the acquisition utilizing the account-
ing principles promulgated by SFAS 141 and 142.
Therefore, the results of operations of the UK and
Thailand operations since July 29, 2002 have
been included in the accompanying consolidated
statements of income. The allocation of the net pur-
chase price of the Acquisition resulted in goodwill
of approximately $0.5 million. The Company attri-
butes goodwill in this transaction to management’s
belief that it enhances the Company’s Southeast
Asia profile and broadens our experience in radio
frequency and wireless product manufacturing.
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Note 2 - Acquisitions and Dispositions (continued)

Goodwill associated with the acquisition is not
deductible for tax purposes. In connection with the
Acquisition, the Company amended its Amended
and Restated Credit Agreement dated June 23,
2000 to permit the Acquisition.

The net purchase price paid of the Acquisition
has been allocated as follows:

(in thousands)

Working capital, other than cash $38,462
Property, plant and equipment 22,939
Goodwill 524
Other assets 28
Note payable (6,986)
Long-term debt (18,802)
Purchase price, net of cash received $36,165

The following summary pro forma condensed
consolidated financial information reflects the
acquisition of Thailand as if it had occurred at the
beginning of each period presented for purposes
of the statements of operations. The summary pro
forma information is not necessarily representative
of what the Company’s results of operations would
have been had the acquisition of Thailand in fact
occurred on January 1, 2001 and is not intended
to project the Company's results of operations for
any future period or date. Because the UK opera-
tions are not individually significant to Benchmark,
their financial information has not been included
herein.
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Pro forma condensed consolidated financial

information for the years ended December 31,
2002 and 2001 (unaudited):

(in thousands, except per share data) 2002 2001
Net sales $1,734,147 |1,484,330
Gross profit 132,684 117,302
Income (loss) from
operations 63,245| (25,320
Net income (loss) S 39,384| (36,864)
Earnings (loss) per share:
Basic $1.15 (1.25)
Diluted $1.11 (1.25)
Weighted average number
of shares outstanding:
Basic 34,404 29,438
Diluted 35,598 29,438

Note 3 —Inventories

Inventory costs are summarized as follows:

December 31,
(in thousands) 2003 2002
Raw materials $166,257 | 148,399
Work in process 52,294 | 36,490
Finished goods 38,345 | 27,962

Obsolescence reserve

(18,267)| (17,181)

$238,629 | 195,670

Note 4—Property, Plant and Equipment
Property, plant and equipment consists of the

following:

(in thousands)

December 31,
2003 2002

Land

Buildings

Machinery and equipment
Furniture and fixtures
Vehicles

Leasehold improvements

S 5786 5,712
27,664 | 28,821
168,014 | 183,413
7,651 | 12,658
459 508
13,761 | 10,331

$223,335 | 241,443
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Note 5—Goodwill

Amortization expense related to goodwill was
$12.2 million for the year ended December 31,
2001. SFAS No. 142 prohibits the restatement of
prior year financial statements. The following table
reconciles previously reported net income as if the
provisions of SFAS No. 142 were in effect

during 2001:
Year Ended December 31,
(in thousands) 2003 2002 2001
Net income (loss) as reported $55,436 | 35,893 (54,312)
Add back: amortization of goodwill, net of tax - — 9,860
Adjusted net income (loss) 555,436 | 35,893 (44,452)
Basic earnings (loss) per share as reported $1.45 1.04  (1.85)
Add back: amortization of goodwill, net of tax - - 0.33
Adjusted basic earnings (loss) per share $1.45 1.04  (1.52)
Diluted earnings (loss) per share as reported 5139 1.01  (1.85)
Add back: amortization of goodwill, net of tax - — 0.33
Adjusted diluted earnings (loss) per share $1.39 1.01  (1.52)
Goodwill associated with each of the Com-
pany’s business segments and changes in those
amounts during the year were as follows:
(in thousands) Americas Europe Asia Total
Goodwill, December 31, 2001 $113,610 — 5,599 119,209
Acquisition — 2,126 3,775 5,901
Deferred tax valuation allowance purchase accounting adjustment (1,055) - — (1,055
Other long-term liability purchase accounting adjustment (4,628) - — (4,628
Currency translation adjustment (73) - 469 396
Goodwill, December 31, 2002 107,854 2,126 9,843 119,823
Deferred tax valuation allowance purchase accounting adjustment (1,025) - — (1,025
Final purchase accounting adjustment —  (2,209) (3,168) (5,377)
Currency translation adjustment (26) 83 - 57
Goodwill, December 31, 2003 $106,803 — 6,675 113,478
During the year ended December 31, 2003, adjusted goodwill by $4.6 million. AVEX had a

the Company sold inventory to a customer for an

post-retirement medical plan that provided post-

amount in excess of its estimated fair value recorded retirement medical benefits to fulltime employees

at the acquisition date. Therefore, the Company
reduced goodwill for the excess consideration
received on the estimated fair value.

During the year ended December 31, 2002,
the Company finalized the purchase allocation on
the AVEX Electronics, Inc. (AVEX) acquisition and
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who met minimum age and service requirements.
The purchase price allocation of the other long-
term liability for the Company’s benefit obligations
was adjusted as of December 31, 2002 to reflect
certain eligibility restrictions made to this plan that
affected the purchase price allocation.
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Note 6 —Comprehensive Income (Loss)
Comprehensive income (loss) includes net income
(loss), the change in the cumulative translation
adjustment and the effect of accounting for cash
flow hedging derivatives. Comprehensive income

for the years ended December 31, 2003, 2002
and 2001 was as follows:

Year Ended December 31,

(in thousands) 2003 2002 2001
Net income (loss) $55,436| 35,893 (54,312)
Cumulative translation

adjustment 5,020 (5,409) (6,990)

Hedge accounting for
derivative financial
instruments, net of
tax of $364, $194
and $319 539 458 (570)

Cumulative effect attri-
butable to adoption
of SFAS No. 133

(See note 1), net of

tax of $239 - — (428)
Comprehensive income
(loss) $60,995| 30,942 (62,300)

Changes in the fair value of inferest rate
swaps designated as hedging instruments that
effectively offset the variability of cash flows associ-
ated with variable-rate, long-term debt obligations
are recognized in accumulated other comprehen-
sive income (loss). These amounts subsequently are
reclassified into interest expense as a yield adjust-
ment of the hedged interest payments in the same
period in which the related interest affects earn-
ings. For the years ended December 31, 2003,
2002 and 2001, the Company reclassified $0.6
million, $0.8 million and $0.5 million, respectively,
into interest expense.
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Accumulated foreign currency translation
losses were $13.6 million and $18.8 million at
December 31, 2003, and 2002, respectively.
During 2003, 2002 and 2001, the foreign cur-
rency franslation gain (loss) resulted primarily from
unrealized losses related to the Company’s subsid-
iaries in Brazil and Scotland. All of the Company's
foreign currency translation adjustment amounts
relate to investments that are permanent in nature.
To the extent that such amounts relate to invest-
ments that are permanent in nature, no adjustment
for income taxes is made.

Note 7—Borrowing Facilities
Other long-term debt consists of the following:

December 31,

(in thousands) 2003 2002
Term Loan $21,000 | 43,000
Thailand Term Loan — | 12,305
Capital lease obligations 28 1,662
Other - =

Total other long-term debt 21,028 | 56,967
Less current installments 21,017 | 28,628
Other long-term debt S 11| 28,339

The Company has a five-year term loan (the
Term Loan) through a syndicate of commercial
banks. Principal on the Term Loan is payable in
quarterly installments in annual amounts of $21
million in 2004. The Term Loan bears interest, at
the Company’s option, at either the bank’s Eurodol-
lar rate plus 1.25% to 3.00% or its prime rate plus
0.00% to 1.75%, based upon the Company's debt
ratio as specified in the agreement and interest is

payable quarterly. The Term Loan matures on
September 30, 2004. As of December 31, 2003,
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Note 7 - Borrowing Facilities (continued)

the Company had $21.0 million outstanding
under the Term Loan, bearing interest at 4.0%.
On January 22, 2004, the Company repaid all
amounts outstanding under the Term Loan.

The Company has a $175 million revolving
line of credit facility (the Revolving Credit Facility)
with a syndicate of commercial banks. The Compa-
ny is entitled to borrow under the Revolving Credit
Facility up to the lesser of $175 million or the sum
of 75% of its eligible accounts receivable, 45% of
its eligible inventories and 50% of its eligible fixed
assets. Interest on the Revolving Credit Facility is
payable quarterly, at the Company’s option, at
either the bank’s Eurodollar rate plus 1.25% to
3.00% or its prime rate plus 0.00% to 1.75%,
based upon the Company’s debt ratio as specified
in the agreement. A commitment fee of 0.375% to
0.500% per annum on the unused portion of the
Revolving Credit Facility is payable quarterly in
arrears. The Revolving Credit Facility matures on
September 30, 2004. As of December 31, 2003,
the Company had no borrowings outstanding
under the Revolving Credit Facility, $4.4 million
outstanding letters of credit and $170.6 million
was available for future borrowings.

The Term Loan and the Revolving Credit
Facility (collectively the Facility) are secured by
the Company’s domestic inventory and accounts
receivable, 100% of the stock of the Company’s
domestic subsidiaries, and 65% of the voting
capital stock of each direct foreign subsidiary and
substantially all of the other tangible and intangible
assets of the Company and its domestic subsid-
iaries. The Facility contains customary financial
covenants as to working capital, interest coverage,
debt leverage, fixed charges, and consolidated net
worth, and restricts the ability of the Company to
incur additional debt, pay dividends, sell assets,
and to merge or consolidate with other persons,
without the consent of the banks. At December 31,
2003, the Company was in compliance with all
such restrictions.
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The Company'’s Thailand subsidiary has a
Credit Agreement with Thai Farmers Bank Public
Company Limited and Bank of Ayudhya Public
Company Limited (the Thai Credit Agreement). The
Thai Credit Agreement provides that the lenders
will make available to the Company’s Thailand
subsidiary up to approximately $53.5 million in
revolving loans, term loans and machinery loans
for a term of five years through September 2006.
On April 1, 2003, the Company's Thailand sub-
sidiary repaid all amounts outstanding under the
Thai Credit Agreement. The Thai Credit Agree-
ment is secured by land, buildings and machinery
in Thailand. In addition, the Thai Credit Agreement
provides for approximately $1.4 million (60.0
million Thai baht) in working capital availability.
At December 31, 2003, the Company’s Thailand
subsidiary had no working capital borrowings
outstanding.

During the third quarter of 2003, the Com:-
pany called its outstanding 6% Convertible Subor-
dinated Notes due August 15, 2006 (the Notes)
for redemption. All of the Notes were converted, at
the holders’ option, into approximately 3.0 million
shares of the Company’s common stock on Septem-
ber 5, 2003, net of related interest and deferred
financing costs.

The aggregate maturities of long-term debt for
each of the five years subsequent to December 31,
2003 are as follows: $21.0 million; 2004, and
$11 thousand in 2005.

The Company had an interest rate swap trans-
action agreement under which it paid a fixed rate
of interest of 6.63% plus 1.25% to 3.00% based
upon its debt ratio as specified in the debt agree-
ment, hedging against the variable interest rates
charged by the term loan. The receive rate under
the swap was based on LIBOR. The interest rate
swap expired on December 31, 2003.
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Note 8 —Commitments

The Company leases certain manufacturing equip-
ment, office equipment, vehicles and office, ware-
house and manufacturing facilities under operating
leases. Some of the leases provide for escala-

tion of the lease payments as maintenance costs
and taxes increase. The leases expire at various
times through 2020. Leases for office space and
manufacturing facilities generally contain renewal
options. Rental expense for each of the years in the
three-year period ended December 31, 2003 was
$9.8 million, $10.7 million and $11.0 million,
respectively.

The Company leases manufacturing and
office facilities in Minnesota from a partner-
ship whose partners include shareholders and a
director of the Company. These operating leases
have initial terms of ten years, expiring through
August 2006 with annual renewals thereafter. Total
rent expense associated with these leases was
$0.8 million for each of the years ended Decem-

ber 31, 2003, 2002 and 2001.

Aggregate annual rental payments on future
operating lease commitments are as follows:

December
(in thousands) 31,
2004 $10,811
2005 8,797
2006 7,047
2007 4,511
2008 4,327
Thereafter 16,410
Total $51,903

The Company enters into contractual commit-
ments to deliver products and services in the ordi-
nary course of business. The Company believes
that all such contractual commitments will be met or
renegotiated such that no material adverse finan-
cial impact on the Company’s financial position,
results of operations or liquidity will result from
these commitments.
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Note 9—Common Stock and Stock Option Plans
On October 22, 2003, the Board of Directors
declared a three-fortwo stock split effected in

the form of a stock dividend payable on Novem-
ber 13, 2003, to shareholders of record as of
November 6, 2003. Shareholders’ equity has
been restated to give retroactive recognition to the
stock split in prior periods by reclassifying from
additional paid-in capital to common stock the par
value of the additional shares arising from the split.
All share and per share data appearing in these
financial statements and notes thereto have been
refroactively adjusted for the stock split.

During 2002, the Company issued 6.5 mil-
lion shares of common stock in a public offering for
net proceeds of $110.3 million.

At a special meeting on August 13, 2002,
the Company’s shareholders approved an amend-
ment fo the Company’s Amended and Restated
Articles of Incorporation increasing the number of
authorized shares of common stock from 30 million
shares to 85 million shares.

In 1990, the Board of Directors of the Com-
pany adopted and its shareholders approved a
Stock Option Plan (the 1990 Plan) for the benefit
of its employees, including executive officers. The
1990 Plan authorized the Company, upon recom-
mendation of the compensation committee of the
Board of Directors, to grant options to purchase a
total of 4.8 million shares of the Company’s com-
mon stock to key employees of the Company. As of
December 31, 2003, the Company has outstand-
ing options with respect to 1,855,925 shares of
Common Stock under the 1990 Plan. The 1990
Plan expired in May 2000, and no additional
grants may be made under that plan.

The 1990 Plan provided for the discretion-
ary granting by the Company of “incentive stock
options” within the meaning of Section 422A of
the Internal Revenue Code of 1986, as amended,
as well as non qualified stock options. The exercise
price of any incentive stock option must not be less
than the fair market value of the common stock on
the date of grant. The stock options will terminate
no later than 10 years after the date of grant.
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Note 9 - Common Stock and Stock Option Plans (continued)

Although options may vest in increments over time,
they historically have become 20% vested two
years after the options are granted and 100%
vested after 5 years.

On February 16, 2000, the Board of
Directors of the Company adopted and subse-
quently its shareholders approved the Benchmark
Electronics, Inc. 2000 Stock Awards Plan (the
2000 Plan). The 2000 Plan authorizes the Com-
pany, upon recommendation of the compensation
committee of the Board of Directors, to grant a
variety of types of awards, including stock options,
restricted stock awards, stock appreciation rights,
performance awards, and phantom stock awards,
or any combination thereof, to key employees of
the Company. The maximum number of shares of
common stock that may be subject to outstanding
awards determined immediately after the grant of
any award, and the maximum number of shares
which may be issued under the 2000 Plan pursu-
ant to all awards, may not exceed 3.0 million
shares (subject to antidilutive adjustment).

The 2000 Plan provides for the discretion-
ary granting by the Company of “incentive stock
options” within the meaning of Section 422A of
the Internal Revenue Code of 1986, as amended,
as well as non qualified stock options. Incentive
stock options may only be granted to employees of
the Company or its subsidiaries. The exercise price
of any incentive stock option must not be less than
the fair market value of the common stock on the
date of grant. The exercise price of any incentive
stock option granted to 10% shareholders ([employ-
ees who possess more than 10% of the total
combined voting power of all classes of shares of
the Company) must be at least 110% of the fair
market value of the common stock at the time such
option is granted. The stock options will terminate
5 years after the grant date for 10% shareholders
and 10 years after the date of grant for all other
optionees. Options granted under the 2000 Plan
vest over 4 years. As of December 31, 2003, the
Company has outstanding options with respect to
2,449,475 shares of Common Stock and 448,950
additional options may be granted under the
2000 Plan.

50

In December of 1994, the Board of Direc-
tors of the Company adopted the Benchmark
Electronics, Inc. 1994 Stock Option Plan for Non-
Employee Directors (the 1994 Plan) for the benefit
of members of the Board of Directors of the Com-
pany or its affiliates who are not employees of the
Company or its affiliates (as defined in the 1994
Plan). The aggregate number of shares of common

stock for which options may be granted under the
1994 Plan is 300,000.

Under the terms of the 1994 Plan, as amend-
ed, each member of the Board of Directors of the
Company or its affiliates who was not an employee
of the Company or any of its affiliates on the date
of the grant (a Non-Employee Director) received
a grant of an option to purchase 2,000 shares of
the Company’s common stock upon the date of his
election or re-election to the Board of Directors.
Additionally, any Non-Employee Director who
was a director on the date the Board of Directors
adopted the 1994 Plan received (a) an option to
purchase 9,000 shares of common stock for the
fiscal year in which the 1994 Plan was adopted
by the Board of Directors and (b) an option to
purchase shares of common stock in amount
equal to (i) 2,000, multiplied by (i) the number of
consectutive fiscal years (immediately preceding
the fiscal year during which the 1994 Plan was
adopted) that the individual served as a director
of the Company, provided that the number under
clause {ii) shall not exceed three (3). During 2001,
pursuant to the 1994 Plan, 27,000 options were
granted to Directors to purchase shares of common
stock at an exercise price of $16.65 per share. As
of December 31, 2003, the Company has out-
standing options with respect to 131,775 shares
of Common Stock under the 1994 Plan. The 1994
Plan was replaced in 2002, and no additional
grants may be made under that plan.

In May 2002, the shareholders of the Compa-
ny adopted the Benchmark Electronics, Inc. 2002
Stock Option Plan for Non-Employee Directors (the
2002 Plan) for the benefit of members of the Board
of Directors of the Company or its affiliates who
are not employees of the Company or its affiliates.
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The 2002 Plan replaced the 1994 Plan. The 2002
Plan provides for the granting of a stock option to
purchase 10,500 shares of common stock upon
the occurrence of the non-employee director’s
election or re-election to the Board. The maximum
number of shares of common stock for which
options may be granted under the 2002 Plan is
450,000. No awards may be granted under the
2002 Plan after the expiration of ten years from
February 26, 2002, the date of its adoption by
the Board of Directors. The 2002 Plan remains

in effect as to awards made prior to the expira-
tion of ten years until such awards have been
satisfied or have expired. All awards under the
2002 Plan are fully vested upon the date of grant.
The exercise price per share of common stock in
options granted under the 2002 Plan will be the
fair market value of a share of Common Stock on
the date such option is granted. In May 2003 and
2002, pursuant to the 2002 Plan, 42,000 and
31,500 options, respectively, were granted to Non-
Employee Directors to purchase shares of common
stock at an exercise price of $19.03 and $20.93
per share, respectively. As of December 31, 2003,
the Company has outstanding options with respect
to 73,500 shares of Common Stock and 376,500
additional options may be granted under the
2002 Plan.

In April 1999, the Board of Directors of the
Company adopted and subsequently its share-
holders approved the Benchmark Electronics, Inc.
Employee Stock Purchase Plan (the Purchase Plan).
Under the Purchase Plan, employees meeting
specific employment qualifications are eligible to
participate and can purchase shares semi-annually
through payroll deductions at the lower of 85% of
the fair market value of the stock at the commence-
ment or end of the offering period. The Purchase
Plan permits eligible employees to purchase
common stock through payroll deductions for up
to the lessor of 17% of qualified compensation or
$25,000. As of December 31, 2003, 328,882
shares remain available for issuance under the Pur-
chase Plan. The weighted-average fair value of the
purchase rights granted during 2003, 2002 and
2001 was $5.26, $4.60 and $4.07, respectively.
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Note 9 - Common Stock and Stock Option Plans (continued)

The following table summarizes the activities
relating to the Company’s stock option plans:

Weighted
Average
Number of  Exercise

(options in thousands) Options Price
Balance at December 31, 2000 4,115 $13.63
Granted 765 $13.85
Exercised (48) $ 6.15
Canceled (255) $18.17
Balance at December 31, 2001 4,577 $13.49
Granted 989 $14.34
Exercised (413) $ 9.27
Canceled (163) $15.97
Balance at December 31, 2002 4,990 $13.93
Granted 999  $30.75
Exercised (1,299) $12.84
Canceled (179) $15.82

Balance at December 31, 2003 4,511 $17.89 |

The following table summarizes information
concerning currently outstanding and exercisable
options:

(options in thousands) ~ Options Outstanding ~ Options Exercisable
Weighted

Average  Weighted Weighted

Range of Outstanding  Average Average

Exercise Number  Confractual  Exercise  Number  Exercise
Prices  Outstanding Life (years)  Price  Exercisable  Price

$767-$10 452 295 $ 885 452 $ 8.85
$10-$15 1,885 6.30 $12.74 812 $12.35
$15-$20 887  6.60 $17.52 589 $18.11
$20-$25 706 691 $22.81 272 $21.72

$25-$30 — - — — -

$30-$35 — — _ _ _
$35-$40 581 992 $3620 — @ —
4,511 2,125

At December 31, 2003, the range of exercise
prices and weighted average remaining contractu-
al life of outstanding options was $7.67 - $36.20
and 6.55 years, respectively.

At December 31, 2003, 2002 and 2001,
the number of options exercisable was 2.1 million,
2.7 million and 2.4 million, respectively, and the
weighted average exercise price of those options

was $14.40, $12.85 and $11.29, respectively.
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Note 9 - Common Stock and Stock Option Plans (continued)

The Company applies APB Opinion No. 25
in accounting for its stock option plans and,
accordingly, no compensation cost has been rec-
ognized for its stock options in the financial state-
ments. Pro forma information regarding net income
and earnings per share has been determined as if

we had accounted for our employee stock options
under the fair value method of SFAS No. 123. The

weighted average fair value of the options granted
during 2003, 2002, and 2001 is estimated as
$8.38, $4.03 and $3.77, respectively. The fair
value of each option grant and the Purchase Plan
purchase right is estimated on the date of grant
using the Black-Scholes option-pricing model. The
assumptions used to value the option grants and
purchase rights are stated below.

2003 2002 2001
Expected life of options 4 years 4 years 4 years
Expected life of purchase right 6 months 6 months 6 months
Assumed annual forfeiture rate 21% 21% 22%
Volatility 60% 55% 54%
Risk-free interest rate 2.55% 10 3.20%| 3.13% to 4.64% 4.03% to 4.15%
Dividend yield zero zero zero
Note 10—Income Taxes
Income tax expense (benefit) based on income
(loss) before income taxes consists of:
Year ended December 31,
(in thousands) 2003 2002 2001
Current:
U.S. Federal $20,038(18,319 2,428
State and local 3,508 | 1,921 106
Foreign 252 (1,788) (992
23,798 118,452 1,542
Deferred:
U.S. Federal (2,077)| (4,097) (5,698)
State and local 555| 2,047  (608)
Foreign (2,041) 541 (54)
(3,563)| (1,509) (6,360)
Charges in lieu of taxes:
Attributable to
employee stock plans | 6,314 | 1,075 94
Attributable to ac-
quired net operating
loss carryforwards 1,025| 1,055 743
7,339 | 2,130 837
$27,57419,073 (3,981)
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Included in deferred taxes for 2003, 2002
and 2001 is $0.4 million, $0.2 million and
$0.6 million, respectively, related to the cumulative
effect attributed to the adoption of SFAS No. 133
and the change of the fair value of the derivative
financial instrument included in other comprehen-
sive income (loss).

Income tax expense (benefit) differed from the
amounts computed by applying the U.S. federal
statutory income tax rate to income (loss) before
income taxes as a result of the following:

Year ended December 31,
(in thousands) 2003 2002 2001

Tax at statutory rate
State taxes, net of

$29,054 | 19,238 (20,403)

federal benefit 2,641 | 2,579  (32¢)
Tax exempt interest (894)| (535) —
US tax benefit on

export sales (1,029) (951)  (446)
Effect of foreign

operations (4,912)| (2,136) (2,093
Valuation allowance (1,937)| (2,063) =
Amortization of goodwill - — 1,935
Write-off of goodwill - - 7,380
Adjustment to US taxes

on foreign income - — 2,555

Losses in foreign
jurisdictions for
which no benefit
has been provided 4,120 | 2,966 7,449

Other 531 (25 (32

Total income tax
expense (benefit)

$27,574 | 19,073 (3,981)
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Note 10 - Income Taxes (continued)

The tax effects of temporary differences that
give rise to significant portions of the deferred tax
assets and deferred tax liabilities are presented
below:

December 31,
(in thousands) 2003 2002

Deferred tax assets:
Carrying values of inventories | $5,614 | 5,701

Accrued liabilities and allow-
ances deductible for tax
purposes on a cash basis 7,384 | 6,841

Plant and equipment 1,198 | 2,028

Goodwill 812 3,037
Net operating loss

carryforwards 9,079 | 6,749

24,087 | 24,356

Less valuation allowance (11,352) | (10,194)

Net deferred tax assets 12,735 | 14,162

Deferred tax liabilities:

Plant and equipment, due to
differences in depreciation | (7,527)| (8,607)

Undistributed earnings of

foreign subsidiary — | (2,555)
Other (313)| (1.304)
Gross deferred tax liability (7,840) | (12,466)
Net deferred tax asset $4,895 1,696

As of December 31, 2003 and 2002, $9.9
million and $7.5 million, respectively, of the total
net deferred tax assets are included in current
assets and $5.0 million and $5.8 million, respec-
tively, are included in non-current liabilities on
the consolidated balance sheet. The net change
in the total valuation allowance for the years
ended December 31, 2003, 2002 and 2001
was an increase of $1.2 million, $0.9 million and
$6.7 million, respectively. In assessing the realiz-
ability of deferred tax assets, management consid-
ers whether it is more likely than not that some
portion or all of the deferred tax assets will not
be realized. The ultimate realization of deferred
tax assets is dependent upon the generation of
future taxable income during the periods in which
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Note 10 - Income Taxes (continued)

those temporary differences become deductible.
Management considers the scheduled reversal of
deferred tax liabilities, projected future taxable
income, and tax planning strategies in making

this assessment. Based upon the level of historical
taxable income and projections for future taxable
income over the periods which the deferred tax
assets are deductible, management believes it is
more likely than not the Company will realize the
benefits of these deductible differences, net of the
existing valuation allowances at December 31,
2003. At December 31, 2003, the Company had
operating loss carryforwards of approximately
$1.4 million in Brazil, $0.9 million in Singapore,
$2.1 million in China, and $0.6 million in England
with indefinite carryforward periods. The utilization
of these net operating loss carryforwards is limited
to the future operations of the Company in the tax
jurisdictions in which such carryforwards arose.
The Company had operating loss carryforwards

of approximately $23.9 million in Scotland and
$4.0 million in Ireland with indefinite carryfoward
periods which will expire unused upon the liquida-
tion of these entities during 2004. The Company
included a full valuation allowance as of December
31, 2003 for the Scotland and Ireland operating
loss carryforwards.

Worldwide income (loss) before income taxes
consisted of the following:

Year ended December 31,

(in thousands) 2003 2002 2001
United States $78,449 | 48,294 (51,552)
Foreign 4,561 | 6,672 (6,741)

$83,010 | 54,966 (58,293)

Cumulative undistributed earnings of certain
foreign subsidiaries amounted to $74.8 million
as of December 31, 2003. The Company consid-
ers earnings from these foreign subsidiaries to
be indefinitely reinvested and, accordingly, no
provision for U.S. federal and state income taxes
has been made for these earnings. Upon distribu-
tion of foreign subsidiary earnings in the form of
dividends or otherwise, such distributed earnings
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would be reportable for U.S. income tax purposes
(subject to adjustment for foreign tax credits). The
Company’s manufacturing operations in Ireland
are subject to a 10% tax rate through Decem-

ber 2010. Thereafter, the applicable statutory tax
rate will be 12.5%. As a result of these reduced
rates, income tax expense for the years ended
December 31, 2003, 2002 and 2001 is approxi-
mately $0.2 million (approximately $0.01 per
share diluted), $0.5 million (approximately $0.01
per share diluted), $1.1 million (approximately
$0.04 per share diluted, respectively, lower than
the amount computed by applying the statutory tax
rates (12.5% in 2003, 16% in 2002 and 20%

in 2001).

Note 11—Major Customers

The Company's customers operate in industries that
are, fo a varying extent, subject to rapid techno-
logical change, vigorous competition and short
product life cycles. Developments adverse to the
electronics industry, the Company’s customers or
their products could impact the Company’s overall
credit risk.

The Company extends credit based on evalu-
ation of its customers’ financial condition and gen-
erally does not require collateral or other security
from its customers and would incur a loss equal to
the carrying value of the accounts receivable if its
customer failed to perform according to the terms
of the credit arrangement.

Sales to major customers were as follows for
the indicated periods:

Year ended December 31,

(in thousands) 2003 2002 2001

Customer A $809,846 | 833,969 279,425
Customer B 237,594 | 156,602 197,245
Customer C *1 140,612 48,114
Customer D * ** 42,842
Customer E * ** 96,694

*not a major customer in 2003.
**not a major customer in 2002.
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Note 12—Segment and Geographic Information
The Company has 16 manufacturing facilities in
the Americas, Europe, and Asia regions to serve its
customers. The Company is operated and man-
aged geographically. The Company’s management
evaluates performance and allocates the Compa-
ny's resources on a geographic basis. Intersegment
sales, primarily constituting sales from the Ameri-
cas to Europe, are generally recorded at prices
that approximate arm’s length transactions. Operat-
ing segments’ measure of profitability is based on
income (loss) from operations (prior to amortization
of goodwill and unallocated corporate expenses).
Certain corporate expenses, including items such

(in thousands, except per share data)

as insurance and software licensing costs, are
allocated to these operating segments and are
included for performance evaluation. Amortiza-
tion expense associated with capitalized software
costs is allocated to these operating segments, but
the related assets are not allocated. Amortization
expense associated with goodwill is not allocated
to the results of operations in analyzing segments,
but the related balances are allocated to the seg-
ments. The accounting policies for the reportable
operating segments are the same as for the Com-
pany taken as a whole.

The Company has three reportable operating
segments: the Americas, Europe, and Asia. Infor-
mation about operating segments was as follows:

Year ended December 31,
2003 2002 2001

Net sales:
Americas
Europe
Asia

Elimination of intersegment sales

$1,763,986 | 1,618,265 1,151,330
318,468 | 363,397 251,173
246,501 95,595 27,670
(489,134)| (447,237) (153,223)

Depreciation and amortization:
Americas
Europe
Asia
Corporate —goodwill

$1,839,821 | 1,630,020 1,276,950

$ 20,837 25,451 33,760
2,666 3,166 5,188
5,585 2,384 692

. — 12,219

Income (loss) from operations:
Americas
Europe
Asia
Corporate and intersegment eliminations

$ 29,088 31,001 51,859

$ 104,410 75,689 16,824
(4,270) 93 2,013
9,136 2,924 2,186
(18,686)] (19,651)  (63,404)

Capital expenditures:

$ 90,590 | 59,055 (42,381

Americas $ 11,060 4,891 14,783
Europe 831 Q49 2,023
Asia 6,859 2,052 807

$ 18,750 7,892 17,613

Total assets:

Americas S 822,963 705,990 532,047
Europe 66,557 99,735 113,824
Asia 136,898 111,586 17,346
Corporate 11,620 14,940 22,888

Benchmark Electronics, Inc. and Subsidiaries

$1,038,038 | 932,251 686,105
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Note 12— Segment and Geographic Information (continued)

Corporate assets consist primarily of capital-
ized software costs and debt financing costs.

The following enterprise-wide information
is provided in accordance with SFAS No.131.
Geographic net sales information reflects the des-
tination of the product shipped. Long-lived assets
information is based on the physical location of
the asset.

Year ended December 31,

(in thousands, except per share data) 2003 2002 2001
Net sales derived from:
Printed circuit boards $1,422,997 | 1,218,760 1,036,348
Systems integration and box build 416,824 411,260 240,602
$1,839,821 | 1,630,020 1,276,950
Geographic net sales:
United States $1,415,959 | 1,243,163 899,969
Europe 356,031 345,443 249,453
Asia and other 67,831 41,414 127,528
51,839,821 | 1,630,020 1,276,950
Long-lived assets:
United States $ 50312 62,027 84,877
Europe 8,365 11,044 12,215
Asia and other 34,191 31,025 8,907
$ 92,868 104,096 105,999

Note 13—Employee Benefit Plans

The Company has defined contribution plans quali-
fied under Section 401 (k) of the Internal Revenue
Code for the benefit of its U.S. employees. The
plans cover all U.S. employees with at least one
year of service. Under the provisions of the plans,
the Company will match a portion of each partici-
pant’s contribution. The Company may also make
discretionary contributions to the plans. During
2003, 2002 and 2001, the Company made con-
tributions to the plans of approximately $1.9 mil-
lion, $2.0 million and $2.2 million, respectively.
The Company also has defined contribution benefit
plans for certain of its international employees
primarily dictated by the custom of the regions in
which it operates. During 2003, 2002 and 2001,
the Company made contributions to the interna-
tional plans of approximately $0.8 million, $0.6
million and $0.5 million.
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Note 14—Financial Instruments and
Concentration of Credit Risk

The carrying values and estimated fair values of

financial instruments, including derivative financial

instruments were as follows:

December 31, 2003 December 31, 2002

Carrying Fair Carrying Fair
(in thousands) Amount Value Amount Value
Liabilities:
Other long-term debt, excluding current installments 28,339 28,339

Convertible subordinated notes
Derivative liabilities:
Interest rate swap

The Company used market quotes to esti-
mate the fair value of its financial instruments. The
carrying amounts of cash equivalents, accounts
receivable, accrued liabilities, accounts payable
and current installments of other longterm debt
approximate fair value. As of December 31,
2003, the Company had no significant off balance
sheet concentrations of credit risk such as foreign
currency exchange contracts or other hedging
arrangements. Financial instruments that subject the
Company tfo credit risk consist of cash and cash
equivalents and trade accounts receivable. Man-
agement maintains the majority of the Company’s
cash and cash equivalents with financial institu-
tions. The Company has not experienced any
significant losses on these investments to date. One
of the most significant credit risks is the ultimate
realization of accounts receivable. This risk is miti-
gated by (i) sales to well established companies,
(i) ongoing credit evaluation of customers, and
(iii) frequent contact with customers, especially the
most significant customers, thus enabling man-
agement fo monitor current changes in business
operations and to respond accordingly. Manage-
ment considers these concentrations of credit risks
in establishing our allowance for doubtful accounts
and believes these allowances are adequate. Our
largest customer represented approximately 36%
and 50% of our gross accounts receivable as of
December 31, 2003 and 2002, respectively.

Benchmark Electronics, Inc. and Subsidiaries

$11 11
= — | 80,200 79,899

(904)  (904)

Note 15—Concentrations of Business Risk
Substantially all of the Company’s sales are
derived from electronics manufacturing services in
which the Company purchases components speci-
fied by its customers. The Company uses numer-
ous suppliers of electronic components and other
materials for its operations. Some components used
by the Company have been subject to industry-
wide shortages, and suppliers have been forced to
allocate available quantities among their custom-
ers. The Company’s inability to obtain any needed
components during periods of allocation could
cause delays in manufacturing and could adversely
affect results of operations.

Note 16—Contingencies

The Company filed a lawsuit against J.M. Huber
Corporation (the Seller) in the United States District
Court for the Southern District of Texas for breach
of contract, fraud and negligent misrepresentation
on December 14, 1999. The Company is seeking
an unspecified amount of damages in connection
with the Amended and Restated Stock Purchase
Agreement dated August 12, 1999 between the
parties whereby the Company acquired all of the
stock of AVEX Electronics, Inc. from Seller. On Janu-
ary 5, 2000, Seller filed suit in the United States
District Court for the Southern District of New York
alleging that the Company failed to comply with
certain obligations under the contract requiring

the Company to register shares of its common
stock issued to Seller as partial consideration for
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Note 16 — Contingencies (continued)

the acquisition. Seller’s suit has been consolidated
with the Company’s suit in the United States District
Court for the Southern District of Texas (the Court).
On March 18, 2002, the Court entered an inter-
locutory judgment denying the Company’s claims
against Seller, but preserving Seller’s counterclaims
against the Company. On May 1, 2002, the
Court entered a final judgment dismissing without
prejudice the claims and counterclaims of Seller.
On May 29, 2002, the Company filed a notice

of appeal of the Court's final judgment to the Fifth
Circuit Court of Appeals (the Fifth Circuit). On
August 20, 2003, the Fifth Circuit vacated the
Court'’s judgment and remanded the case back to
the Court for further proceedings consistent with
the Fifth Circuit’s written opinion. On September 2,
2003, Seller filed a Petition for Rehearing En Banc
with the Fifth Circuit. On September 12, 2003, the
Company filed its response to Seller’s Petition for
Rehearing En Banc. On December 19, 2003, the
Fifth Circuit denied Seller’s Petition for Rehearing
En Banc. On January 29, 2004, the Company
served its First Request for Production of Documents
on the Seller. The Company intends to vigorously
pursue its claims against Seller and defend against
Seller’s allegations. At the present time, the Com-
pany is unable to reasonably estimate the possible
loss, if any, associated with these matters.

On April 14, 2000, the Company, along

with numerous other companies, was named as a

defendant in a lawsuit filed in the United States Dis-

trict Court for the District of Arizona by the Lemel-
son Medical, Education & Research Foundation
(Lemelson). The lawsuit alleges that the Company
has infringed certain of Lemelson’s patents relat-
ing to machine vision and bar code technology
utilized in machines the Company has purchased.
On November 2, 2000, the Company filed an
Answer, Affirmative Defenses, and a Motion to
Stay based upon Declaratory Judgment Actions
filed by Cognex and Symbol, manufacturers of
the equipment at issue. On March 29, 2001, the
Court granted the defendants’ Motion to Stay and
ordered that the lawsuit be stayed pending the
entry of a final non-appealable judgement in the
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cases filed by Cognex and Symbol (the Symbol/
Cognex case). The bench trial for the Symbol/
Cognex case began on November 18, 2002 and
concluded on January 17, 2003. The postrial
briefings of the parties in the Symbol/Cognex case
were filed with the trial court on June 30, 2003.
On January 24, 2004, the trial court in the Sym-
bol/Cognex case held that the Lemelson patents
are invalid, unenforceable and were not infringed.
Lemelson has announced that it intends to appeal
the trial court’s ruling in the Symbol/Cognex case.
Resolution of the appeal in the Symbol/Cognex
case is estimated to take one fo three years. Lemel-
son’s lawsuit against Benchmark is stayed pending
the final non-appealable judgement in the Symbol/
Cognex case. The Company intends to vigorously
defend against such claims and pursue all rights it
has against third parties. At the present time, the
Company is unable to reasonably estimate the pos-
sible loss, if any, associated with these matters.

The Company is also involved in various other
legal actions arising in the ordinary course of busi-
ness. In the opinion of management, the ultimate
disposition of these matters will not have a mate-
rial adverse effect on the Company’s consolidated
financial position or results of operations.

Note 17 —Restructuring Charges and Asset
Write-offs
Over the past three years, the Company has under-
taken initiatives to restructure its business opera-
tions with the intention of improving utilization and
realizing cost savings in the future. These initiatives
have included changing the number and location
of production facilities, largely to align capacity
and infrastructure with current and anticipated cus-
tomer demand. This alignment includes transferring
programs from higher cost geographies to lower
cost geographies. The process of restructuring
entails, among other activities, moving production
between facilities, reducing staff levels, realign-
ing our business processes and reorganizing our
management.

The Company recognized restructuring
charges and asset write-offs during 2003, 2002
and 2001 related to reductions in workforce, re-
sizing and closure of facilities and the transition
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Note 17 —Restructuring Charges and Asset Write-offs (continued)

of certain facilities into new product introduction
centers. These charges were recorded pursuant to
plans developed and approved by management.
These charges were largely intended to align
capacity and infrastructure to current and antici-
pated customer demand.

On October 23, 2003, the Company
announced plans to close the East Kilbride, Scot-
land facility. The Scotland facility has been affected
by customer cancellations and delays of orders
because of the downturn in end-market demand for
such customers’ products, as well as the customers’
demands for lower product manufacturing costs.
Given the continued weakness in the European
market and the lack of competitive differentiators
in this high cost marketplace, the Company made
the decision to close this facility during the fourth
quarter of 2003. In connection with the closing of
the Scotland facility, the Company recorded $2.8
million in restructuring charges, including $2.4 mil-
lion in severance costs and $0.4 million in contract
termination costs. The Pulaski, Tennessee and Man-
sfield, Massachusetts facilities were closed during
2001. The Cork, Ireland facility was closed during
2003. The Pulaski, Tennessee and Cork, Ireland
facilities are currently held for sale and the proper-
ties are available for immediate sale. The carrying
value of assets held for sale as of December 31,
2003 and 2002 totaled $2.0 million and $1.0

million, respectively.

During 2002, the Company recorded asset
write-offs of approximately $1.6 million ($1.0 mil-
lion after tax) for the write-down of assets held for
sale to fair value.

During 2001, the Company recorded restruc-
turing charges of approximately $7.6 million
($5.3 million aftertax). These charges related to
reductions in the Company’s cost structure, includ-
ing reductions in force and included costs resulting
from payment of employee severance, consolida-
tion of facilities and abandonment of leased equip-
ment. These restructuring costs included severance
costs of approximately $6.6 million and losses
from lease commitments of $1.0 million. Cash paid
for severance costs and leasing expenses dur-
ing the year ended December 31, 2001 totaled
approximately $5.6 million and $0.9 million,
respectively.

Benchmark Electronics, Inc. and Subsidiaries

Management of the Company reviewed
property, plant and equipment for impairment
in the third quarter of 2001 when management
determined that the carrying amount of some of
our assets might not be recoverable. Management
compared the carrying value of such assets to the
projected cash flows the property, plant and equip-
ment were expected to generate. For those assets
that management considered to be impaired, the
write-off recognized was the amount by which
the carrying value of the property exceeds its fair
value. Management estimated the fair value of the
property, plant and equipment based on quoted
market prices.

In the third quarter of 2001, the Com-
pany recorded asset write-offs of approximately
$61.7 million ($43.2 million aftertax) for the write-
down of long-lived assets to fair value. Included
in the long-lived asset impairment are charges
of approximately $28.0 million which related to
property, plant and equipment associated with the
consolidation and downsizing of certain manufac-
turing facilities and the write-off of approximately
$33.7 million of the remaining goodwill and other
intangibles related to these facilities.

The employee severance and benefit costs in
2001 related to the elimination of approximately
1,600 positions worldwide. Approximately 85%
of the positions eliminated were in the Americas
region, 13% were in Europe and 2% were in Asia.
The employment reductions primarily affected
employees in manufacturing. Facilities and equip-
ment subject to restructuring were primarily located
in the Americas and Europe.

Note 18 —Contract Settlement

During the first quarter of 2003, the Company
settled and released various claims arising out of
customer manufacturing agreements. In connection
with the settlement of these claims, the Company
recorded a non-cash gain totaling $8.1 million.
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The Board of Directors and Shareholders
Benchmark Electronics, Inc.:

We have audited the accompanying consolidated
balance sheets of Benchmark Electronics, Inc. and
subsidiaries as of December 31, 2003 and 2002,
and the related consolidated statements of income
(loss), shareholders’ equity and comprehensive
income (loss), and cash flows for each of the years
in the three-year period ended December 31, 2003.
These consolidated financial statements are the
responsibility of the Company’s management. Our
responsibility is to express an opinion on these con-
solidated financial statements based on our audits.

We conducted our audits in accordance
with auditing standards generally accepted in the
United States of America. Those standards require
that we plan and perform the audit to obtain
reasonable assurance about whether the financial
statements are free of material misstatement. An
audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the
financial statements. An audit also includes assess-
ing the accounting principles used and significant
estimates made by management, as well as evalu-
ating the overall financial statement presentation.
We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial
statements referred to above present fairly, in
all material respects, the financial position of
Benchmark Electronics, Inc. and subsidiaries as of
December 31, 2003 and 2002, and the results of
their operations and their cash flows for each of
the years in the three-year period ended Decem-
ber 31, 2003, in conformity with accounting
principles generally accepted in the United States
of America.

As discussed in Note 1 to the consolidated
financial statements, the Company adopted the
provisions of Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intan-
gible Assets” on January 1, 2002, and in 2001
changed its method of accounting for derivative
instruments and hedging activities.

KPMc LIP

Houston, Texas
February 5, 2004
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The management of Benchmark Electronics, Inc.
has prepared and is responsible for the consoli-
dated financial statements and related financial
data contained in this report. The consolidated
financial statements were prepared in accordance
with accounting principles generally accepted

in the United States of America and necessarily
include certain amounts based upon management’s
best estimates and judgments. The financial infor-
mation contained elsewhere in this annual report
is consistent with that in the consolidated financial
statements.

The Company maintains internal accounting
control systems that are adequate to prepare finan-
cial records and to provide reasonable assurance
that the assets are safe-guarded from loss or unau-
thorized use. We believe these systems are effec-
tive, and the cost of the systems does not exceed
the benefits obtained.

The Audit Committee, composed exclusively
of outside directors, has reviewed all financial
data included in this report. The committee meets
periodically with the Company’s management and
independent public accountants on financial report-
ing matters. The independent public accountants
have complete access to the Audit Committee and
may meet with the committee, without management
present, to discuss their audit results and opinions
on the quality of financial reporting.

The role of independent public accountants
is to render a professional, independent opinion
on management’s financial statements to the extent
required by generally accepted auditing standards
in the United States of America. Benchmark's
responsibility is to conduct its affairs according to
the highest standards of personal and corporate
conduct.

Donald E. Nigbor Cary I. F
Chairman &
Chief Executive Officer

Lyl 9

Gayla J. Delly
Vice President Finance,
Chief Financial Officer
& Treasurer

President &
Chief Operating Officer
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Quarterly Financial Data (snaudited)

The following table sets forth certain unaudited
quarterly information with respect to the Com-
pany’s results of operations for the years 2003,
2002 and 2001. Earnings per share are computed
independently for each of the quarters presented.
Therefore, the sum of the quarterly earnings per
share may not equal the total earnings per share
amounts for the fiscal year.

(in thousands, except per share data)

2003 Quarter
1st 2nd 3rd 4th

Sales

Gross profit

Net income

Earnings per common share:
Basic
Diluted

(in thousands, except per share data)

$448,470 448,948 455,352 487,051
35,605 36,924 36,970 40,774
17,331 11,752 12,944 13,409

0.47 0.32 0.34 0.33
0.44 0.31 0.32 0.32

2002 Quarter
1st 2nd 3rd 4th

Sales

Gross profit

Net income

Earnings per common share:
Basic
Diluted

(in thousands, except per share data)

$329,188 404,375 428,278 468,179
24,875 30,802 32,511 36,666
5,348 8,258 9,583 12,705

0.18 0.23 0.26 0.35
0.17 0.22 0.26 0.33

2001 Quarter
1st 2nd 3rd 4th

Sales

Gross profit

Net income (loss)

Earnings (loss) per common share:
Basic
Diluted

The results for each of the three months ended
March 31, 2001, June 30, 2001, September 30,
2001, December 31, 2001, and December 31,
2003 include $1.3 million, $3.3 million, $0.5 mil-
lion, $2.5 million, and $2.8 million, respectively,
of restructuring charges. The results for the three

Benchmark Electronics, Inc. and Subsidiaries

$431,905 317,433 257,969 269,643
32,163 22,052 18,898 20,397
5112 (2,093) (57,015 (314

0.17  (0.07) (193 (0.01)
0.16  (0.07)  (1.93) (0.01)

months ended September 30, 2001 and June 30,
2002 include $61.7 million and $1.6 million,
respectively, of asset write-offs. The results for the
three months ended March 31, 2003 include an
$8.1 million contract settlement gain.

There were no material year-end adjustments.
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Market for the Registrant’s Common Equity and Related Shareholder Matters

The Company’s Common Stock is listed on the
New York Stock Exchange under the symbol
“BHE.” The following table shows the high and low
sales prices for the Common Stock as reported on
the New York Stock Exchange for the fiscal quar-
ters (or portions thereof) indicated, as adjusted for
the November 2003 three-for-two stock split.

Quarter
1st 2nd 3rd 4th
2004 (through March 9, 2004)
High $40.45
Low $32.26
2003
High $23.99 2237 33.03 38.38
Low $18.80 16.58 19.50 28.15
2002
High $21.48 21.56 22.20 21.83
Low $12.40 16.89 13.33 9.67
The last reported sale price of Common Stock
on March 9, 2004, as reported by the New York
Stock Exchange, was $33.60. There were approxi-
mately 85 record holders of Common Stock as of
March 9, 2004.
The Company has not paid any cash divi-
dends on the Common Stock in the past and antici-
pates that, for the foreseeable future, it will retain
any earnings available for dividends for use in its
business.
The following table sets forth certain informa-
tion relating to our equity compensation plans as of
December 31, 2003.
Number of
Securities to be Weighted
Issued upon Average Exercise
Exercise of Price of Number of
Outstanding Outstanding  Securities Remaining
Options, Warrants Options, Warrants  Available for Future
Plan Category (securities in thousands) and Rights and Rights Issuance
Equity compensation plans approved by security holders 4,379 $17.95 825
Equity compensation plans not approved by security holders (") 132 $15.93 -
Total 4,511 $17.89 825
' In December of 1994, the Board of Directors of the Plan were fully vested upon the date of grant. The exercise price
Company adopted the Benchmark Electronics, Inc. 1994 Stock per share of common stock in options granted under the 1994 Plan
Option Plan for Non-Employee Directors (the 1994 Plan) for the was the fair market value of a share of Common Stock on the date
benefit of members of the Board of Directors of the Company or such option was granted. As of December 31, 2003, the Com-
its affiliates who are not employees of the Company or its affiliates pany has outstanding options with respect to 131,775 shares of
(as defined in the 1994 Plan). The 1994 Plan was not required Common Stock under the 1994 Plan. The 1994 Plan was replaced
to be approved by our shareholders. All awards under the 1994 in 2002, and no additional grants may be made under that plan.
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(in thousands, except per share data)

2003

Year ended December 31,

2002

Selected Financial Data

2001

2000 1999

Selected Statements of Income Data (!
Sales

$1,839,821

$1,630,020 $1,276,950 $1,704,924 $877,839

Cost of sales 1,689,548 | 1,505,166 1,183,440 1,580,817 810,309
Gross profit 150,273 124,854 93,510 124,107 67,530
Selling, general and administrative expenses 64,976 64,191 54,383 57,871 32,477
Contract settlement (8,108) = = = =
Restructuring charges ? 2,815 - 7,569 - -
Asset write-offs - 1,608 61,720 — —
Amortization of goodwill — = 12,219 12,841 6,430
Income (loss) from operations 90,590 59,055 (42,381) 53,395 28,623
Interest expense (7,714) (11,385) (16,998) (24,396)  (9,6996)
Interest income 3,842 4,430 1,508 770 605
Other income (expense) (3,708) 2,866 (422) (1,339) 744
Income tax benefit (expense) (27,574) (19,073) 3,981 (8,529)  (7,005)
Income (loss) before extraordinary item 55,436 35,893 (54,312) 19,901 13,271
Extraordinary item -
loss on extinguishment of debt - - — - (1,297)
Net income (loss) S 5543618 35893 $ (54,312)$ 19901 $ 11,974
Earnings (loss) per share ©
Basic:
Income (loss) before extraordinary item $1.45 $1.04 $(1.85) $0.75 $0.63
Extraordinary item — — — — (0.06)
Earnings (loss) per share © $1.45 $1.04 $(1.85) $0.75 $0.57
Diluted:
Income (loss) before extraordinary item $1.39 $1.01 $(1.85) $0.71 $0.59
Extraordinary item - - — - (0.06)
Earnings (loss) per share © $1.39 $1.01 $(1.85) $0.71 $0.53
Weighted average number of shares outstanding
Basic 38,124 34,404 29,438 26,367 21,122
Diluted 41,432 35,598 29,438 28,077 22,515
Ratio of earnings to fixed charges 8.57x 4.67x - 2.00x 2.74x
Deficiency n/a n/a $§ 58,293 n/a n/a
December 31,
(in thousands) 2003 2002 2001 2000 1999
Selected Balance Sheet Data
Working capital S 465,879 | $392,373  $267,839 $347,318 $177,926
Total assets 1,038,038 932,251 686,105 991,221 760,838
Total debt 21,028 137,167 147,262 261,069 221,995
Shareholders’ equity S 664,325| $499,030 $351,682 $411,945 $281,935

M See Note 2 of Notes to Consolidated Financial Statements for

discussion of acquisitions and disposition.

2 See Note 17 of Notes to Consolidated Financial Statements for a
discussion of the restructuring charges and asset write-offs occurring in

2003, 2002 and 2001.
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) See Note 1 of Notes to Consolidated Financial Statements for
the basis of computing earnings (loss) per common share.

“ See Note 18 of Notes to Consolidated Financial Statements for
a discussion of the contract setflement occurring in 2003.
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Corporate and Shareholder Data

Officers

Donald E. Nigbor !
Chairman of the Board and
Chief Executive Officer

Cary T. Fu M
President and

Chief Operating Officer

Gayla J. Delly M
Vice President Finance,
Chief Financial Officer
and Treasurer

Steven A. Barton (12
Executive Vice President

Lenora A. Gurton
Secretary

John E. Culliney
Group President

Jon J. King
Group President

Legal Counsel

Cravath, Swaine &
Moore LLP
New York, New York

Independent Auditors
KPMG LLP
Houston, Texas
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Directors

Donald E. Nigbor
Chairman of the Board and
Chief Executive Officer
Benchmark Electronics, Inc.

David H. Arnold “®)

Retired —Former President

EMD Associates, Inc.

Winona, Minnesota

(Acquired by Benchmark, 1994)

Steven A. Barton
Executive Vice President
Benchmark Electronics, Inc.

JOhn W COX (3)(4)(5)
Chief Accounting Officer
BMC Software, Inc.
Houston, Texas

John C. Custer BI14I®)

Retired —Former Chairman of the Board
Mason & Hanger-Silas Mason Co., Inc.
Lexington, Kentucky

(Technical services contracting and
engineering firm)

Peter G. Dorflinger GI416)
General Partner

MAD Capital Partners
Houston, Texas

Cary T. Fu
President and Chief Operating Officer
Benchmark Electronics, Inc.

1 Executive Officer

) Parttime since June 1993

B) Member of Audit Committee

“ Member of Compensation Committee

¥ Member of Nominating/Governance Committee

Stock Transfer Agent and Registrar
Communications concerning stock
transfer requirements, lost certificates
or changes of address should be
directed to:
Computershare Trust Company, Inc.
350 Indiana Street, Suite 800
Golden, CO. 80401
303/262-0600.

Stock Trading

The common stock of Benchmark
Electronics, Inc. trades on the New York
Stock Exchange under the symbol BHE.

SEC Form 10-K
Benchmark will provide a copy of its
Annual Report on Form 10-K (without
exhibits) for the fiscal year ended Decem-
ber 31, 2003, filed with the Securities and
Exchange Commission, without charge
upon written request to:

Gayla J. Delly

Vice President Finance

Chief Financial Officer and Treasurer

Benchmark Electronics, Inc.

3000 Technology Drive

Angleton, TX 77515.

Available Information

We make available free of charge through
our Internet web site (http:/www.bench.
com) our annual report on Form 10K,
quarterly reports on Form 10-Q, current
reports on Form 8K, and amendments to
those reports filed or furnished pursuant
to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934 as soon as reason-
ably practicable after we electronically
file such material with, or furnish it to, the
Securities and Exchange Commission.

Financial Mailing List

Shareholders whose stock is held in trust
or by a brokerage firm may receive timely
financial mailings directly from Benchmark
by writing to Ms. Gayla J. Delly at the
above address.

Annual Meeting
Shareholders are invited to attend the
Benchmark Electronics, Inc. annual meet-
ing, which will be held at 10:00 a.m. on
Tuesday, May 11, 2004, at the

Hyatt Regency Houston

1200 Louisiana Street

Houston, Texas.

4y
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