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Factory visit notes and good vibes from rival's performance Price Target: HIE$43.00

PT End Date: 31 Dec 2016

Techtronic Industries (TTI) is one of the largest producers of branded power tools and floor care products in Chinawith
salesmainly in the US and Europe. We visited TTI’ s largest production base located in Dongguan, Southern China. The
key takeaways are that the large production base (consolidated from 9 locations over the past 5 years) is still the most
reliable and efficient location to produce power tools despite wages which have soared in recent years. The recent
guarterly announcement from rival Stanley Black & Decker (SWK US; N; covered by Michael Rehaut) showed continued
strong demand for power tools which should also benefit TTI. TTI tradesat a CY 16 PE of 16-17x and we estimate 16-19
EPS CAGR of 19%. The shares are up 3% over the past 3 months (Hang Seng up 14% over this period).

SWK 2Q results encouraging

SWK reported its 2Q16 results on 21 April before trading and the shares outperformed the S& P500 by 4% on 21 April.
We see continued sales growth in its tools and storage division of 4.6% Y/Y (+8% ex. FX) above our -2%E. The stronger-
than-expected sales were due to strong demand in pretty much all geographies. As TTI has historically achieved sales
growth at a much faster (5-10% faster) rate than SWK (tools and storage) in the past few years, we are comfortable with
our approx. 10% increase in sales for FY 16 for TTI.

The EBIT margin of 15.3% for SWK’ s tools and storage business for 2QFY 16 is down 0.40 percent Y/Y but the declineis
mostly due to FX. We note that TTI has less non-USD sales than SWK and relatively more RMB cost than SWK so the
negative impact of astrong USD on TTI’s margins should be lower than for SWK. Nevertheless SWK’s 15.3% EBIT
margin for 2QFY 16 is still significantly higher than our FY 16 8.8% EBIT margin for TTI, leaving room for long term
upside in marginsfor TTI.

Please see: Stanley Black & Decker - 1Q EPS Above Our Est., St. and Guidance; 2016 Op. EPS Guidance Raised —
ALERT by Michael Rehaut, CFA on 21 April for more details

Description of Dongguan site

TTI'smain production facility is located in Dongguan, Southern China and we believe that over 80% of total TTI sales
(tools and floor care) is either produced at this location or subcontracted to third parties nearby for final assembly or
packaging in this location. The site land areais over 3m square feet and ideally situated in an area with many component
suppliers (like motors and PCBs) and subcontractors (for older mature products not made in-house).

Resear ch and development focus

Since the beginning of 2008, the staff level has dropped from 18k to 14.5k today through efficiency gains and other
automation efforts. However, the number of R& D staff (excluding testing of existing products) has doubled over this
period to about 950. In 2015, TTI constructed a new R& D building to consolidate its China R& D in one place at this
Dongguan site.

Plenty of room for expansion

TTI has consolidated all of its production in Chinafrom 9 locations into one enormous 3m square feet plant (land area) of
which only alittle more than half is used up. As such, TTI could probably increase capacity at this facility to handle the
next 6 to 7 years of growth without the need for anew site or add land to existing site. The large size and concentration of
production in one place gives TTI an advantage in terms of economies of scale and speed to market over some other peers
with less control over its production or in-house research.
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Automation to cut labor cost

TTI isjust in the early stages of using automation to improve labour productivity. Most of the advances so far have been
to use better equipment to increase the speed of workers during the assembly process. However, the use of automation and
robots to lower labor requirements in material handling and logistics has just begun. We have seen only a small part of the
factory using automated robots taking components to the production lines without humans involved. For most of the
factory floor, the delivery of componentsis still using push carts. Since 2008 sales have increased more than 60% (to
2016E sales) but the number of total workersat TTI has fallen by about 20% over the same period almost doubling sales
per employeefor TTI.

Two key battery suppliers now

TTI has narrowed its suppler of lithium ion battery cellsto two Korean suppliers now (Samsung and LG) and has cut the
Japanese and Chinese suppliers over the past 2 years. TTI buys the cells and packages the cells with proprietary in-house
electronicsin order to make the entire battery component customized for power tools and floor care (in management's
opinion superior to other manufacturers who do not customize battery units).

Our PT of HK$43.0 impliesaforward P/E of 19x (CY 17E). The key risks are raising costs of production in Chinaand a
slower-than-expected recovery in US demand

Please see our latest update “ Techtronic Industries. Lowering PT to $43 - Tools continue to shine and we expect a floor
carerecovery” dated 16 March 2016 for more details

Investment Thesis

We believe TTI should benefit from the normalization of demand for power tools and floor care productsin the U.S. TTI has been
gaining market share in the US during aslump in demand, and iswell positioned to benefit in arecovery, in our view. TTI has 15% of
its sales to Euro-denominated markets and is now benefiting from arecovery in demand in Europe, as well astherisein the Euroin
recent months.

Valuation

Our Dec-16 price target is based on our DCF valuation that assumes a market risk premium of 6.0% and arisk-free rate of 4.2% (yield
on 10-year government notes in China). We have assumed a beta of 1.0. Thisis more conservative than the 0.7 Bloomberg beta.
Accordingly, we assume a WACC of 9%. We estimate free cash flow until 2020 and assume atermina growth rate of 3.0%. The
terminal growth is based on the annual growth rate expected in 2020 (the final year of the estimate period) subject to a minimum of
1.5% and a maximum of 4.5%, depending on the nature of the industry and the level of maturity in China.

Risksto Rating and Price Tar get

The key risksto our PT are arising cost of production in China and a slower-than-expected recovery in US demand. Another risk is
the implementation of new product launches and whether or not they are accepted by customers.
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directly or indirectly related to the specific recommendations or views expressed by the research analyst(s) in this report. For al Korea-based research
analysts listed on the front cover, they also certify, as per KOFIA requirements, that their analysis was made in good faith and that the views reflect
their own opinion, without undue influence or intervention.

J.P. Morgan does and seeks to do business with companies covered in its research reports. As aresult, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their
investment decision.

Important Disclosures

® Market Maker/ Liquidity Provider: J.P. Morgan Securities plc and/or an affiliate is a market maker and/or liquidity provider in securities issued
by Techtronic Industries.

® Client: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as clients: Techtronic Industries.
¢ Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as
clients, and the services provided were non-investment-banking, securities-related: Techtronic Industries.

¢ Client/Non-Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as clients, and the services
provided were non-securities-related: Techtronic Industries.

® Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services other than
investment banking from Techtronic Industries.

® Other Significant Financial Interests: J.P. Morgan owns a position of 1 million USD or more in the debt securities of Techtronic Industries.
Company-Specific Disclosures. Important disclosures, including price charts and credit opinion history tables, are available for compendium reports
and all J.P. Morgan—covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.

inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative Research teams may screen companies not covered

by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.
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The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period.

J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Univer se:

J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the average total
return of the stocksin the analyst’s (or the analyst’ s team’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock
will perform in line with the average total return of the stocks in the analyst’s (or the analyst’ s team’s) coverage universe.] Underweight [Over the
next six to twelve months, we expect this stock will underperform the average total return of the stocks in the analyst’s (or the analyst’ s team'’s)
coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if applicable, the price target, for this stock because of either alack of a
sufficient fundamental basis or for legal, regulatory or policy reasons. The previous rating and, if applicable, the price target, no longer should be
relied upon. An NR designation is not a recommendation or arating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each
stock’ s expected total return is compared to the expected total return of a benchmark country market index, not to those analysts' coverage universe.
If it does not appear in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan's

research website, www.jpmorganmarkets.com.

Coverage Universe: Chik, Leon: CAR Inc. (0699.HK), CP Pokphand Co., Ltd (0043.HK), China Lesso (2128.HK), China Lodging Group Limited
(HTHT), China State Construction (3311.HK), China Travel International Investments HK Ltd (0308.HK), Fu Shou Y uan International (1448.HK),
Fufeng Group (0546.HK), Genscript Biotech Corporation (1548.HK), Haitian International Holdings (1882.HK), Jiangnan Group Ltd (1366.HK),
Johnson Electric Holdings (0179.HK), Kingboard Chemical (0148.HK), Kingboard Laminates (1888.HK), Lee & Man Paper Manufacturing (2314.
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HK), New Oriental Education (EDU), Nine Dragons Paper Holdings Ltd (2689.HK), Nord Anglia Education (NORD), PAX Global Technology Ltd
(0327.HK), Shenzhou International (2313.HK), Skyworth Digital Holdings (0751.HK), TAL Education Group (XRS), TCL Multimedia (1070.HK),
Techtronic Industries (0669.HK), Texhong Textile (2678.HK), VTech Holdings (0303.HK), Wasion Group Holdings Ltd (3393.HK), Xinyi Glass
(0868.HK), Xinyi Solar (0968.HK), eHi Car ServicesLtd (EHIC)

J.P. Morgan Equity Research Ratings Distribution, as of April 1, 2016

Overweight Neutral Underweight
(buy) (hold) (sell)

J.P. Morgan Global Equity Research Coverage 44% 44% 12%

IB clients* 53% 49% 34%

JPMS Equity Research Coverage 43% 48% 9%

IB clients* 71% 63% 49%

* Percentage of investment banking clientsin each rating category.
For purposes only of FINRA/NY SE ratings distribution rules, our Overweight rating fallsinto a buy rating category; our Neutral rating fallsinto a hold rating
category; and our Underweight rating fallsinto a sell rating category. Please note that stocks with an NR designation are not included in the table above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please
see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan

representative, or email research.disclosure.inquiries@jpmorgan.com.

Equity Analysts Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues.

Registration of non-US Analysts. Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates
of JPMS, are not registered/qualified as research analysts under NASD/NY SE rules, may not be associated persons of JPMS, and may not be subject
to FINRA Rule 2711 and NY SE Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held by
aresearch analyst account.
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