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Airports: Central Hubs for Steadily Growing Air Traffic

Werner Richli, CEFA, Fund Manager, Credit Suisse

“When | see the crumbling roads and bridges, or the dilapidated
airports, ...l know these problems can all be fixed,...but only by me.”

Donald Trump, 45t President of the United States’

Election promises on fiscal policy in the US and Europe have given fresh impetus to infrastructure investments, especially
since infrastructure maintenance and expansion have for years been restricted by limited financial resources. This gap should
be reduced over the next few years, not least because spending on infrastructure has a significant economic multiplier effect
and provides jobs and employment. In this context, the growth outlook for airports can be seen in a particularly favorable light,
which we will examine in more detail in this issue.

Growth Spurt Thanks to Expansive Fiscal Policy

During recent decades, the financing of much-needed infrastructure investments has been restrained owing to high levels of
public debt, with the result that the quality of existing infrastructure has suffered. Owing to the significant economic multiplier
effect of investments in infrastructure and their positive impact on employment, both governments and politicians have
expressed their support for extensive modernization and expansion of existing infrastructure in the run-up to elections, given
that monetary easing by central banks has not yet achieved the desired results. As European Commission data? shows, direct
state investment in infrastructure in industrialized countries has tended to fall over the past three decades (see Figure 1). It is
no surprise that Donald Trump has announced that a one trillion USD infrastructure program will be presented in the US
Congress, to include the modernization of roads, airports, residential properties, telecommunications, and the rail network.
Germany too is planning to invest a total of EUR 250 billion by 2030 in the construction and modernization of roads, bridges,
the rail network, and waterways. Japan is aiming to invest USD 60 billion in transportation and tourism by 2020. Even Canada
has embarked on a program amounting to USD 125 billion that will pay equal attention to public transportation, and to
environmentally-friendly and social infrastructure. In Europe, the move away from fossil fuels to renewable energy sources will
trigger massive investments in electricity production and the transmission network worth EUR 700 billion over the next ten
years. For this to succeed, governments and regulators will need to show support for a friendly investment climate and permit
attractive returns on capital.

! Extract from a speech by Donald Trump on June 22, 2016 at the Soho Grand Hotel in New York
2 European Commission, AMECO database, February 2017
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Figure 1: Share of public investments relative to GDP
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In its latest report "Bridging Global Infrastructure Gaps," dated June 2016, McKinsey® points out that, purely to maintain the
status quo, annual global expenditure on infrastructure will have to be increased by approximately USD 800 billion to USD 3.3
trillion up to 2030. McKinsey identifies the US, Germany, and the UK as the Western countries with most ground to make up,
but also Mexico and Brazil. Forecasters estimate that the total need for infrastructure projects for the G20 countries amounts
to USD 60 trillion. This results in an infrastructure gap of USD 20 trillion over the next 15 years.

Looking just at airports, McKinsey estimates the necessary investment at USD 1.3 trillion up to 2030. Asia and developing
countries generally are likely to benefit most from this. In addition, investments of USD 5.2 trillion are needed in aircraft*,

Figure 2: Investment gap to 2030 in USD trillion
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The Infrastructure Universe and the Position of the Airports

The infrastructure investment universe comprises companies that provide the long-term, capital-intensive systems and facilities
used for supplying energy and water, and for communications and transportation, and are of critical importance for a country's
economic growth. Depending on the index® selected, the weight of transportation infrastructure companies varies between
15% and 40%. This sub-area includes operators on land (toll roads, tunnels, rail networks), water (ports), air (airport services,
flight services), and space (space stations)®. The proportion of airport operators in this investment universe is around 5%.

8 Bridging Global Infrastructure Gaps, McKinsey Global Institute, June 2016
4 Global Market Forecast, Airbus, Mapping Demand 2016/2035
5 The weight of transportation infrastructure is 15% in the MSCI World Core Infrastructure Capped Index, 30% in both the NMX Composite
Index and the FTSE Russell Global Core Infrastructure 50/50 Index, and 40% in the S&P Global Infrastructure Index.
8 Infrastructure as an Asset Class, Weber/Alfen, January 2011; page 9
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Growth of Aviation

Air travel is a growth market. According to the ICAO, revenue passenger kilometers last November rose by 7.6% year-on-
year, meaning that growth of 6% can once again be expected for the whole of 2016. For some time, the strongest growth
has been posted in the Middle East, followed by Asia/Pacific. Recently, growth rates in Europe and Africa have accelerated
again, while North and Latin America are currently posting the lowest growth. In November, the airports that recorded the
strongest passenger growth during the previous 12 months were New Delhi with +19.1%, ahead of Guangzhou with
+11.2%. Among European airports, Amsterdam stood out with +8.7% and Paris with +4.5%.

The outlook remains promising. Aircraft manufacturers expect to see air traffic doubling over the next 15 years, and anticipate
annual growth of 4.5%#2 for the period 2016-2035. The forecasting model takes various variables into account such as
economic growth, private consumption, urbanization, demographic trends, disposable income, immigration, tourism, kerosene
prices, airfares, and bilateral agreements. While today only one in four people from a developing country takes a flight once a
year, it will one day be three out of four people. According to current forecasts, China will have the highest volume of domestic
traffic in 2035, thereby overtaking the USA. On the supply side, according to Airbus, this will require an expansion of the
global fleet of passenger aircraft with over 100 seats from today's 18,020 to 32,425. Accordingly, the number of active pilots
will more than double, from approximately 200,000 today to over 450,000 in 2035.

Figure 3: World passenger traffic growth
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Source: Air Transport Monthly Monitor, ICAO, January 2017

Which Listed Airports Will Benefit

Airports benefit firstly from stable cash flow from the airline business that is easy to estimate, and secondly they have a
relatively stable income component from renting out commercial property. However, the main driver of growth is still passenger
growth. In terms of regional capacity growth rates, the Middle East is currently best placed with double-digit growth, ahead of
Asia/Pacific with high single-digit growth, and Europe with mid-single-digit growth. In China alone, the number of airports is
likely to increase from 175 to 300° in 2030.

The three airports with the most passenger traffic are Atlanta, Beijing, and Tokyo, two of which are already run by companies
listed on the stock exchange; and it is possible to build up a stake in almost half the 15 biggest airports via the stock
exchange. Moreover, these companies make their management capacity available for setting up and operating various privately
owned airports, or are also financially involved in the tendering process. These are mostly build-operate-transfer (BOT)
contracts, in which ownership reverts to the seller once a defined concession period, usually 25 years, has expired. For
example, the listed Turkish company TAV was awarded the contract on this basis for building and operating Medina airport in
Saudi Arabia, while Fraport is responsible for operations in both Riyadh and Jeddah. Listed companies are therefore actively
involved in various growth regions. Currently, the market capitalization of the over a dozen listed airport operators worldwide
amounts to around USD 100 billion.

7 Air Transport Monthly Monitor, January 2017, International Civil Aviation Organization (ICAO)
8 Global Market Forecast, Airbus, Mapping Demand 2016/2035
® The "New Normal" for Airport Investment, PWC, November 2013
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The valuation of flight operations is generally based on the investment capital recognized by a supervisory authority, and on the
permitted maximum return measured as the weighted average cost of capital rate (WACC). This in turn is based on the
average of a long-term borrowing rate plus a corresponding risk premium. In Europe, the WACC is currently between 5.25%
and 5.5%. The regulatory authority supervises the takeoff and landing charges and the costs of ground handling, which are
included de facto in airfares. The UK regulator (Civil Aviation Authority) only regulates charges at airports that occupy a
significant market position. It turned down the setting of market-distorting charges at London City Airport, among other places,
which has around 3% of London's airport capacity.

At the same time, income from non-aeronautical business (catering, retail, parking) is of great importance. This accounts for
around half of total turnover, depending on the extent of airport expansion and attractiveness. In airport regulation based on
the "dual-till" approach, which is used at the majority of airports, the different areas of an airport that are needed for the actual
provision of aeronautical services are viewed in isolation. In this case, the income (or proceeds) from non-aeronautical
commercial activities and the expenditure (or costs) incurred in the same area are ignored when regulating charges in the
aeronautical area. In Europe, London Heathrow, Lyon, and Schiphol are exceptions to this.

The internal rates of return (IRR) based on future free cash flow and the current market prices of European airport stocks are
currently between 4.5% and 8%. Rates below 5% already indicate high market valuations.

April 2017

In addition to strong internal growth prospects, the sector also benefits from public-sector pressure to broaden the shareholder
base in the run-up to modemization and expansion investments. Around 450 airports worldwide now have private-sector
involvement either in management or in the shareholder base. Recent concessions related to the Japanese airport
Osaka/Kensai, which went to a consortium with the French company Vinci. The same company was also successful in its bid
for a 31% stake in Lyon airport, while 45% of the larger French airport in Nice went to the Italian group Atlantia. The last four
airports have recently been privatized in Brazil, with European operators Fraport, Vinci, and Zurich Airport securing the
concessions.

What Else Needs to Be Considered

Nonetheless, even airport stocks cannot continue to soar ad infinitum, and certain risks should be borne in mind.

e Prices in the most recent tendering procedures have risen significantly, not least owing to rising demand from non-listed
infrastructure funds. At present, around 20 times operating cash flow (EV/EBITDA) is being paid, which can only be justified if
the high synergy potential is exploited.

¢ Rising interest rates are likely to have a negative impact on business results in the short term, as cost-of-capital rates in
regulated aviation are only increased after a time delay. The periodic adjustment of charges by supervisory authorities can also
lead to unwelcome surprises.

* |n addition, passenger growth can also be subject to significant volatility. Terrorist attacks in particular can have a serious
impact on vacation destinations.

Conclusion

Airports are unique infrastructure investments. They benefit from a number of economic and industry-specific factors:

e At present, it is necessary to see worldwide how the relaxed monetary environment will be strengthened by fiscal
expansion and incentives for private infrastructure investments.

e According to McKinsey, a huge infrastructure gap has already opened up in the G20 countries, with requirements clearly
outstripping the planned projects.

e The upcoming new investments and investments in expansion estimated at USD 1.3 trillion by the year 2030 go beyond
the capacity of the public sector to finance this alone. The trend towards privatization will continue.

e Aviation remains a growth market. Revenue passenger kilometers have risen by 6% annually in the past and are likely to
increase by an average of 4.5% per year in the future. Airport operators can also increase their revenues through their
non-aeronautical business.

e The companies operate in quasi-monopolies. The high capital investments can be written off over the duration of the
concession, thus resulting in stable cash flows and attractive returns.

e In the regulated aviation sector, capital costs are generally adjusted to current market conditions at five-year intervals,
such that rising interest charges can be neutralized through higher charges after a time delay.

For further information (such as current fund fact sheets, performance reports or quarterly commentaries) please click here.

CREDIT SUISSE
credit-suisse.com
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DISCLAIMER

The information provided herein constitutes marketing material. It is not investment advice or otherwise based on a consideration of the personal
circumstances of the addressee nor is it the result of objective or independent research. The information provided herein is not legally binding and it does not
constitute an offer or invitation to enter into any type of financial transaction.

The information provided herein was produced by Credit Suisse Group AG and/or its affiliates (hereafter "CS") with the greatest of care and to the best of its
knowledge and belief.

The information and views expressed herein are those of CS at the time of writing and are subject to change at any time without notice. They are derived from
sources believed to be reliable.

CS provides no guarantee with regard to the content and completeness of the information and does not accept any liability for losses that might arise from
making use of the information. If nothing is indicated to the contrary, all figures are unaudited. The information provided herein is for the exclusive use of the
recipient.

Neither this information nor any copy thereof may be sent, taken into or distributed in the United States or to any U. S. person (within the meaning of
Regulation S under the US Securities Act of 1933, as amended).

[t may not be reproduced, neither in part nor in full, without the written permission of CS.

Copyright © 2017 Credit Suisse Group AG and/or its affiliates. All rights reserved.

Luxembourg

This document is distributed by CREDIT SUISSE (LUXEMBOURG) S.A. (“CSLux"), which is authorized as a credit institution in the Grand Duchy of
Luxembourg and under the prudential supervision of the Luxembourg supervisory authority of the financial sector, the Commission de Surveillance du Secteur
Financier (CSSF), 110, route d'Arlon, L-2991 and part of the Credit Suisse group. This document has been prepared by CS AG and not by CSLux.

CSLux was not involved in the production of this document. CSLux provides no guarantee with regard to its content and completeness and does not accept
any liability for losses which might arise from making use of this information.

This document constitutes marketing material. It does not constitute investment research. It has not been prepared in accordance with legal requirements
designed to promote the independence of investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment
research.

This document is intended only to provide general and preliminary information and shall not be construed as the basis for any investment decision nor as an
offer or a solicitation to conclude a transaction in financial instruments or to subscribe to banking services. The liability of CSLux may not be engaged as
regards any investment, divestment or retention decision taken by an investor/recipient on the basis of this document. Each investor/recipient shall make
his/her own appraisal of the tax, legal, accounting and other financial merits and risks of his/her investment regardless of the opinion expressed in the
document. An investor must particularly ensure the suitability of his/her investment as regards his/her financial and fiscal situation, his knowledge and
experience in financial instruments and his/her investment objectives. The investor bears all the risks of losses in connection with his/her investment.

This document shall not be construed as a personal recommendation as regards the financial instruments/investment strategies mentioned in the material.
This document does not constitute an investment advice, it does not take into account the recipient’s economic situation, his/her current assets or liabilities,
his/her knowledge and experience in financial instruments and markets, his/her investment purposes, investment horizon, risk profile and preferences.

This document is addressed to the recipient on the basis of the recipient’s explicit request. This document is for the exclusive use of the recipient. Any use of
this information by the recipient is under the sole responsibility of the recipient. This document may not be reproduced or disseminated either in part or in full
without the written permission of CSLux. This document is not intended for persons who, due to their nationality or place of residence, are not permitted to
receive such information under local law. Neither this document nor any copy thereof may be sent, taken into or distributed in the United States or to any U.
S. person (within the meaning of Regulation S under the US Securities Act of 1933, as amended).

Copyright © 2017 CREDIT SUISSE (LUXEMBOURG) S.A., registered office: 5, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg,
R.C.S. Luxembourg n° B 11756. All rights reserved.

Liechtenstein
The document may only be distributed by licensed entities.

The shares offered are exclusively offered to a limited group of investors. This document may not be reproduced or used for any other purpose, nor be
furnished to any other person other than those to whom copies have personally been sent. This material and the transactions described therein are not nor
have been subject to the review and supervision of the Liechtenstein Financial Market Authority. Copyright © 2017 Credit Suisse Group AG and/or its
affiliates and subsidiaries. All rights reserved.

Das Dokument darf nur von lizenzierten Rechtseinheiten verteilt werden. Es ist einer begrenzten Anlegergruppe vorbehalten. Es darf nicht zu anderen
Zwecken verwendet oder vervielfaltigt werden und ist ausschliesslich fur Personen bestimmt, denen das Dokument personlich zugesendet wurde. Die
vorliegenden Unterlagen und die darin beschriebenen Transaktionen unterliegen nicht der Aufsicht und Uberpriifung durch die Finanzmarktaufsicht
Liechtenstein. Copyright © 2017 Credit Suisse Group AG und/oder mit ihr verbundene Unternehmen und Tochtergesellschaften. Alle Rechte vorbehalten.

ltaly

Performance indications do not consider commissions levied at subscription and/or redemption. Furthermore, no guarantee can be given that the performance
of the benchmark will be reached or outperformed. Financial instruments mentioned in this document could be considered complex products and therefore
may not be suitable for retail clients.

PERFORMANCE OBTAINED IN THE PAST DOES NOT CONSTITUTE ANY WARRANTY FOR FUTURE.
BEFORE THE SUBSCRIPTIONS READ THE PROSPECTUS.
CREDIT SUISSE (ITALY) S.P.A. - Via Santa Margherita, 3 - 20121 Milano - italy.csam@credit-suisse.com - www.credit-suisse.com/it
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Important Information

This document was produced by Credit Suisse AG and/or its affiliates (hereafter "CS") with the greatest of care and to the best of its knowledge and belief.
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securities (UCITS) subject to EU Directive 2009/65/EC, as amended.

Credit Suisse Fund Services [Luxembourg] S.A., 5, rue Jean Monnet, 2180 Luxemburg is the Central Administration for the funds in Germany.
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