| Watch

China and Belt & Road
Infrastructure

pwc




01
02

03
04
05

Contents

Belt & Road overview
Review of capital project and deal activity in the countries that fall under
the Belt & Road Initiative in 2016

CEE transport infrastructure dynamics

Outlook

China Business Group in CEE




Executive Summary

N

1. Belt & Road
overview

Unveiled in October 2013, the
Belt & Road (B&R) initiative is a
development framework
promoting Eurasian trade and
integration

A terrestrial ‘Silk Road
EconomicBelt’anda
‘Maritime Silk Road’

Institutions supportingthe
initiativeinclude ATIB

A vastinfrastructural network
connecting China to Europe
via South, Central Asia and
the Middle East

The B&R region spans three
continents andincludesa total of
6 6 countries

2. Review of capital
project and deal activity
in the countries that fall
under the Belt & Road
Initiative in 2016

Projects and deals generated a
com bined $494bn in value in
2016. A third of B&R project
and deal valuegeneratedin
2016 wasin China

B&R GDP growthdecelerated
in 2 016, expanding by 4.6%.
B&R growthoutstripped
global output (3.1%). China’s
GDP for 2016 camein at 6.7%,
growthoutperformed
expectationsin Q4

2016saw arise in project
dollar value, asgovernments
battled torevive growth.
Available datapointstoa drop
in M&A

3. CEE transport
infrastructure
dynamics

Infrastructure as the key

fa ctor for com petitive growth
in CEE, buttheinadequate
infrastructure supply creates
a growthbarrier in CEE

Financial n eeds for further
transport infrastructure
developmentin CEEhas
been estimated at

EUR 615 bn through 2025

Six technologiesthat we
believe will impact transport
infrastructure
development: drones,3D
printing, Internet of Things,
Augmented Reality,
autonomous vehiclesand
sm art cities/grids

4. Outlook

The Belt & Roada Initiative
couldhavesignificant
im plications for CEE

Trans-Eurasianrail
networks and ChinaRailway
Express will dramatically
reducethetimebetween
Chinaand Europe & CEE
consumer markets

We see more project
announcements across B&R
in 2 017asgovernments
continue to tackle economic
slowdown. Many of these
willcomefrom China

5. China Business
Groupin CEE

Central & Eastern Europe
integrates thelanguages and
cultures of several countries. To
better meet therequirements of
clients with varying cultural
backgrounds andlanguagesboth
in China and CEE, wehavesetup
a CBG team in Central & Eastern
Europeto provideyou with
customized services

2 6 0 partners, 9000 employees to
supportyour investment in CEE.
CBG team combinesdeep
understanding of Chinese culture
with technical skills and language
fluency. Wehave successfully
helped Chinese clients entering
into CEEmarket 3



Belt & Road
overview

Belt & Road: resurrecting the ancient
silk route

The B&R region spans four continents
and includes a total of 66 countries...
from Lithuania to Indonesia
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Belt & Road: resurrecting the ancient silk route

Unveiledin October 2013, the Belt & Road (B&R)
initiativeis a development framework promoting
Eurasiantradeand integration

= Includestwocomplementary components:

\V1oSCoW, \ P Fuzhou . e . s
? ‘ : ; v I Quanznou a terrestrial‘Silk Road Economic Belt’and a
‘Maritime Silk Road’
BRI * Underscores China’sdrive to play a greaterrole in

global affairs. Institutionssupporting the initiative
include Asia Infrastructure Investment Bank (AIIB)

= A cornerstoneofthe proposedinitiativeis avast
infrastructuralnetwork connecting China to
B umpur Europe via South, Central Asiaand the Middle East

» Seeksto unlockinvestments forpriority projects in
a number of ‘economic corridors’

é!calombo

Silk Road Economic Belt (SREB) ——

Maritime Silk Road (MSR) ——
Source: Wikimedia,
PwC proprietary research The travels of Marco Polo (1276-1291) ======!



The B&R region spans three continents and includes a total of

66 countries... from Lithuania to Indonesia

A4
Central & Central &. East Asia .

Eastern Europe Western Asia Central & Western Asia Central & Eastern Europe
Armenia Azerbaijan Albania Belarus Bosnia Bulgaria
Georgia Kazakhstan Croatia Czech Republic Estonia Hungary
Ky rgyzstan Tajikistan Latvia Lithuania Macedonia  Moldova
Turkmenistan Uzbekistan Montenegro Poland Rom ania Russia

Serbia Slovakia Slovenia Ukraine
East Asia
—_— South East Asia
China(incl. Hong Kong —
and Macau) Brunei Cambodia Indonesia Laos
Mon golia Malaysia My anmar Philippines Singapore
Taiwan Thailand Vietnam
South Asia
B Middle East
Afghanistan  Bangladesh
Bhutan India Bahrain Egy pt Iraq Israel
i Iran Maldives Jordan Kuwait Lebanon Oman
Middle East South Asia South East Asia Nepal Pakistan Palestine Qatar SaudiArabia Syria
Please contact Guillaume Barthe-Dejean for further methodological Sri Lanka Turkey UAE Yemen

clarifications at guillaume .barthe-dejean@hk.pwe.com



Review of capital project
and deal activity in the
countries that fall under
the Belt & Road ' e
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Projects and deals generated a
com bined $494bn in value in 2016
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A third of B&R project and deal value
generatedin 2016 wasin China

Averageproject size in Chinarose
by 14%in 2016




A word on assumptions, definitions and data compilation methodology

N

Our analysis relies on data from proprietary and
publicly available data sources

Corporatedisclosures are notan exact science. Statistics
contained in this presentation may differ frompreviousPwCpress
releases and external data sources, as data is constantly updated
and as deals / projects are confirmed and disclosed. Sometimes at
a considerablelag

Our analysis shouldbe viewed as a ‘best-effort’ synthesis oftrends
and available data points, at a particular moment in time

= We havereconciled,supplemented and enriched ouranalysis
with deals and project datasets from Thomson ONE,
Bloombergand BMI

= We consideronlydealsthatare completed in any given year.
We consideronly projectsthat areannounced in any given year

= We considerall deals and projects in the B&R geographical
grouping and exclude outbound flows tonon-B&R countries

= Allpricesseries are in nominalterms unless stated otherwise

Ourin-house definition of infrastructure and
industry classification standards

Our in-house projectdefinition comprises four key sectors
(utilities, transport, construction and social). Our deals definition
includes a furtherthree sectors (telecommunications, energy and

environmental)

We group all projectand dealssub-sectorsaccording to the Global
Industry Classification Standard (GICS)

Utilities

Electricutilities
Gasutilities
Water utilities

Telecoms

Alternative carriers

Integrated services

Transport

Airport services
Highway & rail
Marineports

Energy

Storage

Transportation

Construction

Construction

Real estate

Environment

Waste
m anagement

Social

Education
Healthcare

Gov ernment



2016 saw a rise in project dollar value, as governments battled to revive
growth. Available data points to a drop in M&A

N
= Regional growthmoderatedin 2016 onthe back of weaker Deals and project dollar value vs. B&R GDP growth
Chinese demand Il Projects Deals —=— B&R GDP growth
500 10%
» Rising oil and commodity prices fed into construction ao;
costs, heaping further pressure on sector profitability 400 0
£ 300 6%
» Public expenditure on projects remained strong, however. %9 oo 4%
China’s ‘silk road’is materializing and driving investments
across B&R 100 2%
0 0%
» Available data suggestsinfrastructure project spend tends 2011 2012 2013 2014 2015 2016

to be counter-cyclical, correlating negatively with
economic activity. M&A activity isdriven by investor
confidence and is typically pro-cyclical

Deals and projects tend to move against one another

—8— Projects —%— Deals
60%

5}
» M&A activity pointsto adecline in volume and dollar ;”;f 40%
value. Disclosuresfor 2016 are however still trickling in, £ 20% o 1%
meaning that thereis still (limited) scope for more upside ﬁg 0%
Eﬁ -20%
::j -40% ‘48i7%
-60%

Source: BMI, Thomson ONE, Bloomberg, PwC proprietary research 2011 2012 2013 2014 2015 2016



Focus on new projects saw value rising 2.1% at the expense of M&A activity

\/
Projects: countercyclical strength

» Provisional numbersfor 2016 see total new announced project
valuerising 2.1% to roughly US$400bn

» Final numbers could see 2016 value rising by as much as 10%

Total project dollar value in B&R markets

600 OtherintoB&R [l Chinarelated @
500

432.3

=]
S .0 401.3 d
= 400 . 378.6 393 385.2
2 313.
& 300 282.9 274.4
=

200

100

° | EmEEEm

2011 2012 2013 2014 2015 2016 2016 2016

Source: BMI, Thomson ONE, Bloomberg, PwC proprietary research (base) (low) (h igh)

Deals: pro-cyclical weakness
» Economic headwinds were not as kind to deal activity, with
available data pointing to a 49% fallin dollar value

» Thedrop partly reflects peak levelsreached in 2015, when
deal activityroseto arecord $18obn

» China domestic deal valueis also down, accordingto
available data, butup 15% from 2014

Total deals dollar value in B&R markets

250
OtherintoB&R I Chinarelated

200

[=]

.S

= 150 128.9

2 p 114.1

6. .

% 100 96.9 97 92.5
- . . .
-

2011 2012 2013 2014 2015 2016
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Equity infrastructure underperformance reflects downward M&A trend

\/
A subdued performance After a bumperyearin 2015...

= After two bumper years that saw the Shanghai infrastructure index surge *— MSCIChina —#— SSE Composite

by 85% between 2014-2015, the index rose only by amodest9.9% in 2016 ®— SSE180Infra GDP growth (Y-0-Y 6.7%)
. : g 170
» Infrastructure equities trended at an average 4.1 percentage point (pp) T 160
discount to the Shanghai composite index, an average 6.9 pp discount to f 150
GDP, and a 12 pp discount to the MSCI China Index 3 igg
§ 120
E 110
~ 100
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
SSE 180 infrastructure index vs SSE composite ...infra equities underperformed in 2016
+30% o 120
+20% —8— 2016 —8— 2015 ---— 5-yT ave. Range (2011-2016) % 115
+10% “7: 1o
= 105
0% 3 100
»
-10% <5 95
g 90
-20%
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source: IMF, MSCI, National Interbank Funding Center, Bloomberg, PwC proprietary research 11



Rising average project value points to a ‘flight to quality’

\/
A multi-year trend of rising value Average B&R project value by sector

. . o . . —e i — ial Infrastructure —=---:
= Available data sees average project valuerising 47% in B&R and Construction Soctal Infrastructure Allsectors

. . . —=— Energy & Utilities —®— Transport
14 % in China, and suggests more value was generated despite an & b

600

absolute dropin projects 500

g 400

» Thetrendwas at play in all sub-sectors, with noteworthy rises in % 300
utilities and transportation = 200
100

» Available data suggests average value has been on the rise since o

2012 2013 2014 2015 2016

2013, witha CAGR 0f 33% for B&R and 27% for China
Average China project value by sector
» Rising average project value is the flipside of growing e Comstruction e Gocial Infractructre oo Al sectons
uncertainty and feeble growth in regional markets, with —+— Energy & Utilities —®— Transport
investors and public authorities pooling investments away from 2,000

riskier, non-essential ventures
1,500

&
% 1,000
)

500

(0]
2012 2013 2014 2015 2016 12



The macro picture
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Government policy across B&R was bullish for projects but bearish for deals

N

M&A bears Sagging fundamentals

= Monetary policyis fuellinglending and likely = Constructioncostsbounced backonrising
generatinga real estate bubble. Thisweighed on crude andsteel. Thiswas bearish as reflected
investor sentiment global markets and domestic production cuts

morethanrising domestic demand
= Reallendingrates fell but were high for much of 2016
* Looseningfundamentals. Freightvolumes, port

* Theyuanweakenedin 2016, moderating China’s throughput and industrial power demand fell.
appetite for foreign acquisitions. Thiswas Overcapacity drove down fixed asset
compounded by lengthy regulatory approvals investments

= Sovereign debts suffered a couple of
downgradesin 2016 (although the pictureis
broadly stable)

Project bulls

= Monetary policyin China remained
accommodative. Baserateshovered at theirlowest
level in two decades. Newloansreached record highs

= Fiscal policy continued to fuelgrowthin Chinaand B&R

= GDP growthrates soften acrosstheregion. This was a bullish
driverforprojects in2016 as governments scrambled
investmentsto offset declines




B&R GDP growth moderated in 2016 but trended high above global output.

China exceeded expectations in Q4

N

A challenging growth environment

B&R GDP growth decelerated in2016, expanding by 4.6%
against 5.2% in2015and a 5-year average at 6.1%

* In 2016 South Asian output fell for the first time in three
years. The IMF downgraded India on the back of Modi’s
rupee note ban

» Countries with trade exposures to China have seen cooling
demand for exports

China is slowly bottoming out of its multi-year decline

B&R growth outstripped global output (3.1%) and that of
advanced and emerging groupings at 3.4 % and 3.6% respectively

» China’s GDP for2016 camein at 6.7%, withinthe government
6.5-7% target range. Growth outperformed expectations in Q4

» IMF forecasts have been firming up since Oct-15

» The Caixin PMI registered its fastestrisein 3 yearsin December

B&R growth rates by key regions

12% -China

10%
8% -\\—-_\-\‘
6%
4%
2%
0%

-2%

-South Asia

-B&R

-South East Asia
C. & Western Asia
-M. East & Africa
E Asia (ex China)
2016 -C. & E. Europe

\\\\

7

2011 2012 2013 2014 2015
Source: IMF, PwC proprietary research

Trending GDP forecasts for China

0
—— Historical GDP forecasts for 2016 +4 %

- \\.‘/‘

Apr-13 Oct-13 Apr-14 Oct-14 Apr-15 Oct-15 Apr-16 Oct-16
Source: IMF 15

8.0%
7.5%
7.0%
6.5%

6.0%



A few downgrades did not destabilize the B&R sovereign debt environment

N

» Europe and MENA saw some downgrades on the back of
political instability (e.g. Turkey and Poland) but was
more upbeat overall. Russia was upgraded from BB+
negative to stable in September (S&P)

» Asiasaw some downgradesin Central Asia, but the credit
environment was otherwise stable

B&R regional ratings crude average (S&P)

-/.___.-———l-\.\.\. East Asia

South East Asia
/—— M. East & Africa

C. & Eastern Europe

C.and Western Asia

South Asia

2010 2011 2012 2013 2014 2015 2016

Source: Standard & Poor’s, PWC proprietary research

Sovereign rating reassessments: Europe & MENA vs. Asia (S&P)

— Upgrade Prime Upper medium Non-inv.grade Il Highly spec.
— Downgrade High grade Lower medium M speculative B Default

Slovakia
Slovenia e China
Saudi Arabia
/— Poland
Hung.ary [~ Kazakhstan
= = = s C.5 /—Ru551a %EE?! Indonesia
‘ Turkey Azerbaijan
Jordz'm Sri Lanka
Serbla. Pakistan
Albania Mongolia
Ukraine
seeeoEes cRereRes
LR R - NN - L R R N NN 16



China’s fiscal stimulus announcements and infrastructure spending had

another bumper year in 2016

N

Infrastructure remained a policy lever of choice

Total spending is expected to reach 20 trillion yuan thisyear, whichis
more than 10% over that of 2015and 40% more thanthe 5-yr average

» Beijing announced a series of fiscal stimulus measuresin
infrastructure, including 4.7 trillion yuan package for
transportationinJune

* In December, the Government announced planstoinvest 3.5
trillion yuanin railway networks from 2017-2020 to connect 80% of
China’s major cities

» Webelieve infrastructure spending growth will come in at 14 % for
2016, whichis down slightly from an average five-year growth rate
at14.5%

» Infrastructure spending will continue to growrobustly, howeverwe
expectitsrelative share to decelerate over time

Cumulative Government expenditure

20
—&— 2016 Range (2011-2016)

15 | —#— 2015

-TT7T 5-yrave.

10

uen4 uor[[1i],

5

0
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source: National Bureau of Statistics of China, PwC proprietary research

Infra spending growth remains robust

Infrastructure Il Other

19.4

25
e
2. 20 17.6
515 15.2
> +18% +14%
£ 10
=]
s
0
2014 2015 2016

Source: CEIC, PwC proprietary research 17



Construction costs rise on the back of materials and wage inflation

N

Input costs recover from multi-year declines

Rising input pricesincreased pressure points on the infrastructure
value chain

Crude pricesrebounded on the back of global tightening
fundamentals and the US dollar trended low up until the December
Fed rate hike

Domestic steel prices surged on construction demand, shrinking
inventories and Beijing removing 4 5 million tonnesin capacity.
Rebar pricesrose higher still on Beijing movingto close coal mines

Indices forindustrial and building materials bottomed outin 2016
and expanded for the first time in five and three yearsrespectively

Nine provincial regions raised minimum wages in 2016. Construction
wages will have risen somewhere between 5-8% in 2016

Crude and steel are up 70% since January

—®&— US$Index —®— Brent futures —®— Chinasteel index

60 - r130
120
_. 50 1 F110
] =}
g 100 §~
40 A 90
- 80
30 T T T T T T T T T T T 70

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Source: Bloomberg, ICE, MyspiC steel index

Key construction costs are rising

—®— Building materials —®— Industrial materials —®— Cement

. - 340
2%)“ A/I 320
T T T T T T T T T T 300

0%

280
r260
240
220

-2%
_4%
-6 %

(quowen) auuol / X ND

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Source: National Bureau of Statistics of China, Bloomberg, PwC proprietary research
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CEE transport
infrastructure

dynamics

Infrastructureis the key factor for com petitive
growthin CEE, but theinadequate infrastructure
supply createsa growth barrier in CEE

EUR 615 bnisneeded todevelop the
transport infrastructurein CEE

How tobuild for the future? Theim pact
of technology and a digital future on
transport infrastructure




Infrastructure as the key factor for competitive growth in CEE, but the
inadequate infrastructure supply creates a growth barrier in CEE

N

Business leaders still believe that inadequate
infrastructure is a substantial barrier to business
growth in CEE

» Inthe WEF Global Competitiveness Report, CEE ranks
significantly lower in the infrastructure index than Western
Europe

» Infrastructureisthe 4th most significant barrier for growthin
Bulgaria, and 7thin Poland and Romania

» Poland — world’s 36th most competitive country, ranks only
53th when it comes to infrastructure

GCI (2016/2017) — Infrastructure Rankin CEE

Estonia

. Russian
6
Albanig Federa...
Romania 5 Slovenia
Czech
Moldova 3 Republic
2
FYROM 1 Lith E:1am
0
Ukraine Latvia
Montene Poland
gro
Serbia Hungary
Bulgaria Slovakia
Georgia

Infrastructure Rank EU 15

Source: WEF, PwCproprietary research
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With the support of EU, CEE Infrastructure has significant progress to date,

and there is still ground to cover

N

Almost EUR 210 bnhas been spent on transport infrastructure
in CEE EU Member States over the past 20 years. Thisequalsto
over EUR 100 spent per capitain each year

Over EUR 150 billion has been spent from EU Structural Funds
only

Additional money made available from the Connecting Europe
Facility and the European Investment Bank who invested almost
EUR 30 billionin transportin CEE overlast 10 years

» European Fund for Strategic Investment (part of Juncker Plan)
playsincreasingly important role in CEE — by mitigating risks
and offering attractive financing

Infrastructure Investmentsin EU11 (EUR million)

20,000 T
15,000 T
10,000 T
5,000 T
o -

O NV OO o A M T WOLOWIND NO - A N 1O

NP D OO0 000000 uH A H A

dNAPPOANO QO O0O000O00O0 00090000

HoH o A H g NN A NN ANy N Na Ao

Source: OECD, PwC proprietary research
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However, CEE needs further investments to reach the EU15’s level of

competitiveness
A4
Quality of transport infrastructure
d Railroad P A
After decades Ofunder- iRrﬁfasstructure inaf“rargtructure inofgstructure inrfrZSaLtr:flgtclee

investment, ploughing money
into new routes and modernising
and maintaining the existing
transport systemacross the
regionremains crucial for
achieving sustainable economic
growth and maximising the
region’s competitive potential

. countries ranked 70-5.7

Rating based on a survey by the World Economic Forum, usinga scale from 1 (extremely underdeveloped) to 7 (extensive and efficient).

Source: World Economic Forum

. countries 5.6—4.0

. countries below 4.0.
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EUR 615 bn is needed to develop the transport
infrastructure in CEE

N

How can infrastructure to be financed ? Where to find money?

I

Grants,especially: e Capturing land value
Source: PwC proprietary research

» Commaercial a ctivities

Private finance

National International, incl. ¢ Commercial banks

* Nationalbudgets + EIB/EFSI * Industry investors

* Publicborrowing + MDBs * Financial investors
* Others

Financial needs for
furthertransport
infrastructure
development in CEE*
hasbeen estimated at

EUR 615 bn

through 2025, which

equals to justbelow EUR
170 tobe spentper
capita in CEE each year.

* Broadly defined CEE, including Balkans
and Eurasia

23



CEE region is land of opportunity, but what is the balance of risk and
reward?

N
CEE risk / reward balance is Infrastructure Risk-Reward Index
generally less attractive than 100 .
. Low reward . High reward
o 5 Norway ~ Germany
] Switzerland .
in Western Europe 90 | Zow risk =t 'A; e o cuogey® UnitedKingdom Lo 7k
Estonia ———22cccg, & &—¢— Austria ecel
» Thischart makesit clear that CEE 80 e 8Tt ejana Netherlands .
. . < Finlan ° Portugal
countries will have to compete o | e © Lithuania “., Belgum AENEE
. . R e bl -..’ .0'.....'.’......°°°"Oooo.0a-oooouo
with Western European Latvia Slovakia Slovcezn?:h Republic %% Spain " ® Poland
. . o ® Hunga
economies, which are generally 60 » : e ey e gay
; . . ® Croatia °* Canizge ® Kazakhstan :
perceived asmore attractive. Still, 24 Bulgaria °, Greece  .o° ® Russia
. « . e o’ : ® Turke

the scarcity of “ready-to-finance” 3 O et ® Mongolia y

infrastructure projects globally 40 ® Bosnia and Herzegovina

and the enormous liquidity 30 Ukraine

awaiting investment opportunities 20 ¢ ¢ Uzbekistan

mlghjt play in fa.vour.of QEE, o Turkmenistan

pI‘OVlded there 1Sa plpehne Of 10 | row reward High reward

well-prepared projects, and risks o LTiohRisk High Risk

are mitigated 20 25 30 35 40 45 50 55 60 65 70

Rewards
Scores out of 100. Higher Scores = Lower Risk
Source: BMI Risk, PwC proprietary research 24



How to approach financing— key recommendations

\/
1. Commercially attractive, revenue-generating 2. Projects of key economic impact with lower
projects, with a sound financial rationale. financial returns. Such projects include:
Such projects include: = Large greenfield projects with unproven traffic and

o revenue generating potential
» Infrastructure of critical importance to the European transport

network » Several cross-border connections (esp. railways) which are

) ) ) necessary as therelieve key bottlenecks in networks
» Brownfield projects —upgrade / enhancement of infrastructure

capacity and performance, with proventraffic / revenue » Inland waterway navigability improvements which
generation potential typically require significant financial investment, including

. . _ significant environmental works
» Investment withrelatively smaller CAPEX component in

relationto commerecially attractive service provision (e.g. = Some large-scale projects developed by smaller or poorer

terminals, toll roads with attractive traffic forecast) countries — e.g. Rail Baltica (Baltic States with project
value of EUR 5.9 billion) or the Gdansk-Odessa Motorway
(Ukrainian section)

25



Global private capital already in CEE

N

Some of the global top 10 construction companies as
VINCI, Skanska, Hochtief and Bouygues and the largest
infrastructure funds have invested billions of euros in
key transport projects in Poland, Slovakia, Hungary
and Croatia

Examples of privately financed motorways
mm Aiand A4 in Poland
BiE  R;and D4/R7 Slovakia

— M5 and M6 in Hungary

private invesfogs are
interested in inVesting |
more in well prepared °
projects with a balanced |
/ risk-reward profile :




How to build for the future? The impact of technology and a digital future

on transport infrastructure

N

75 % of the infrastructure that will exist in
2050 does not exist today

®  Newtechnologies willimpact not only the way transport

infrastructure will be designed, built and operated, but also the
demand for transport services

Six technologies willimpact transport infrastructure development

Autonomousvehicles

Augmented reali 3D printing

Internet of Thing I Drones

(IoT)

Smart transport

Source: PwC proprietary research
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Outlook

The Belt & Road Initiative could have
significant im plications for CEE

Belt & Road and CEE countries
- M&A infrastructure could rebound in 2017

More broadly, we see fivekey themes
shaping the outcome for 2017




The Belt & Roada Initiative could have significant implications for CEE

N

= Of the six economic corridors outlined in the B&R initiative, the

most relevant for CEE and the rest of Europe is the New
Eurasian Land Bridge, which connects China to Europe via
Central Asia, past Russia and through to the Netherlands. China
plans to strengthen connectivity and speed up freight transport
along thisroute

The initiative offers new opportunities to broaden and deepen
trade and investment cooperation between China and CEE.
Moving frombeing export destinations to becoming investment
partnersin production, technology, finance and infrastructure
development, the CEE countries are likely to see newtrade
patterns emerge with China

Proposed routes of the Belt and Road initiative

Europe I
CentlalAsiaI
Europe I
M edi terranen Sea

Persian Gulf

| l South ChinaSea
Westem Asia
South Asia
Indian Ocean
Southeast Asia r

South Pacific Ocean

Source: PwC proprietary research
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CEE is expected to outpace Western Europe over the next 5 years with
construction market growth of 3.1%

N

Construction Market Growth

Construction Industry Value, Real Growth, % Chgy-o-y

e
. 3
CEE is expected to outpace Western Europe
over the next 5 years with construction
market growth of 3.1%. This creates good ? -
opportunities for domestic and international
companies and investors 1
0
2014 2015 2016f 2017f 2018f 2019f 2020f

Emerging Europe Western Europe

Source: European Commission, PwC proprietary research
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Trans-Eurasian rail networks and China Railway Express will dramatically
reduce the time between China and Europe & CEE consumer markets

Trans Siberian T I, viadivostox

Baikal-Amursk Mainland e Atthe heart of China’s Belt & Road initiativeis a
European Rail Shuttle =rrrr planned network of railways connecting China to
Trans-Eurasian — Western Europe & CEE

Chinese Transcontinental Network ===

» Beijing hopesto complete this project withina

' New Eurasian Land Bridge
: decade

» Theplanned rail network will deepen economic
Lsienzenongkons —— integration in some of the word’s most densely
populated regions

* Once completed, it will provide a high capacity
alternative for bulk-consumer good
transportation. It will offer valuable freight time
savings over ship transport

» InJanuary thisyeara freight trainarrived in
London after completinga 12,000 km fro Yiwu,
China, via Kazakhstan and Russia and France

Source: NATO Association of
Canada, PwCproprietary research 31
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Belt & Road and CEE countries - M&A infrastructure could rebound in 2017

A4
China: domestic and inbound B&R and China outbound deals
We see potential for a rebound in domestic activity drivenby a New regulation and capital controls will act asa dragon overall
maturing and consolidation of the Chinese economy China M&A outbound transactions
» Infrastructure will outperform on countercyclical spending and » Theinfrastructure sectoris considered strategic. Transactions
as investors shun manufacturing and industrial sectors with will not be subject to inhibitive levels of scrutiny

lower potential for organic growth » QOutboundinvestments that dovetail with strategic objectives

» Wedo not expectasharprise in inbound M&A given rising will instead be encouraged. Chinese investors with dollar
interest rates and the accumulation of risks inoverseas reserves will have an advantage over pure Yuan players
markets. Outbound restrictions will boost domestic M&A

» Key signpost for 2017isthe Communist Party 19t» Congress. B&R markets will continue to offer riskier but more attractive
Investors will weigh up the risk of new regulations returns with higher potential for organic growth

» B&R regionremains politically volatile, however, and subject
to adjustments to external pressures, current account
imbalances and currency movements

» Should the risks dashboard deteriorate we could see more
sovereign downgrades affecting project economics

32



We see five key themes shaping the outcome for 2017

%
Political leadership | Future-proofing Sustainable Commodity-rich CEEis important
unveiling against infrastructure for | regions prioritize part of B&R
ambitious goals obsolescence the long term infrastructure initiative

We seemore project
announcements across B&Rin
2 017as governments continue
to tackle economic slowdown

Many ofthese will come from
China, as Beijing will need to
supplementcurrent
announced packages to keep
up thepace ofinvestmentand
drive momentum behind its
silk road ambitions

Ambitious infrastructure goals
bringnew challenges for
policymakers. Spending will
likely run up against budgetary
con straints, and, even with the
influx of private capital, there
m ay not be enough to meet
needs

Rapid urbanisation, climate
change, shiftsin global
economic power,

dem ographic changes, and
technological breakthroughs
—can cause even traditional
assets to lose relevance

quickly

As a result of these trends,
infrastructure (which was
traditionally seenas a
conservative asset class) now
facesnewrisks. Tofuture-
prooftheirinfrastructure
spending, governments and
investors will need new
assessmentsand skills to
prepare for emerging
opportunities and challenges

We seea growing push to
decarbonise economies,
implement green construction
m ethods, and make cities

m ore ecologically sustainable

Conflictswill of course arise
between the green agenda and
con cerns about costs to

con sumers. These conflicts
will be most apparent in
countries where pressures
from fast rising populations
andurbanisation arethe
highest

Thekey question is whether
governments prioritise short-
term cost savings over longer-
term benefitsthat come with
sustainable development

B&R Countriesrich in natural
resources have suffered from
thefallin commodity prices,
with government budgets
takinga hit.

Many ofthese countries
however seeinfrastructureasa
way to maintain growth,
supportvulnerable sectors of
th eeconomy, and eventually
transition away from
commodity-dependent growth
m odels

We think governments will

in creasingly consider
innovative private financing
optionsand turnto the private
sector to supportthese plans

We do foreseeincreased
Chineseinvestmentin CEE,
especially in infrastructure area.

China investors should monitor
th ekey issues learned from

oth er Chinese and non-Chinese
in frastructure investment in
CEE, especially on the
coordination of multiple
authorities, preparation of
feasibility study and adopt
stakeholder consultation
procedures.
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China Business
Group in CEE

2 6 0 partners, 9000 em ployees to support
yourinvestment in CEE

The CBG specializes in the challenges faced by
com panieswith businessties involving

Chinaand CEE. Wefocuseson Assurance, M&A,
Tax & Legal and Advisory services

Chinese speakersto support your
investment




China Business Group in CEE

N

2 260 partners 9 000
em ployees to support your
Countries investmentin CEE A single point of contact for your
/ investments in 29 countries
Estonia Belarus {

Latvia

Chinese speakerscoordinateand deliver
Lithuania professional services

Poland Russia

Czech Republic 5
Experienced consultants who understand
Slovakia —~ Chinese business culture and have experience

Kazakhstan . q q . .
Mongolia working with Chinese clients

Hungary
Slovenia
Croatia Access tobusiness
“his Kyrgyzstan oy . .
Bosnia Moldova| | | Turkme- e oppor tunitiesin 29 countries
Montenegro nistan S .
Serbia Azerbaijan Tajikistan across CEE

Romania .
Armenia

Kosovo Bulgaria Uzbekistan
Albania .
Georgia

Workingclosely with PwC

Chinatoenhanceservice
quality 35




PwC Poland

Partner, CEE Capital Projects and Infrastructure Leader
T.: +48 517 140537

E.: agnieszka.gajewska @pl.pwc.com

PwC Poland

Director, CEE China Business Group
T.: +48 519 504 625

E.: darren.chong @plpwc.com

Thank You!

Atlantic Council Poland
Director

T.: +48 606 343 394
E.: mkob osko@AtlanticCouncil.org

This publication has been prepared for general guidance on
matters of interest only, and does not constitute professional
advice. You should not act upon the information containedin
thispublication without obtaining specific professional
advice. Norepresentation or warranty (express or implied) is
given as to the accuracy or completeness of the information
contained in this publication, and, to the extent permitted by
law, Pricewaterhouse Coopers, its members, employees and
agents do not accept or assume any liability, responsibility or
duty of care for any consequences of you or anyone else

ﬁ

acting, or refraining to act, in reliance on the information PwC China & Hong Kong
contained in this publication or for any decision based on it. 2 Partner, Head of Corporate Finance
5 . . - . T.: +86 21 2323 260 i
© 2017 PricewaterhouseCoopers. All rightsreserved. In this 323 9
document, “PwC” refers to PricewaterhouseCoopers which is E.: gabrielwong@cn.pwe.com

a memb er firm of Pricewaterh ouseCoopers International pwc

Limi ted, each member firm of which is a separate legal entity.

36



