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Sun International 
 

1H23 Pre-close: Urban Casinos and 
Sun Slots update force HEPS 
downgrade 
 

#themes: load-shedding impact, SunBet above expectations, Debt maintained 

 Sun International hosted a pre-close call, we highlight the following:  

 Urban casinos revenue growth is expected to be below CPI in FY23E, with margins 

impacted by load-shedding. GrandWest casino recovery lags due to a lower active customer 

base and higher main floor activity by low to middle income players.  

 Load-shedding significantly affects Sun Slots, necessitating funding for power solutions to 

site owners. Traffic remains low in certain areas due to safety concerns during power cuts. 

Revenue has held up relative to last year, but margins are under pressure. 2H23E is 

expected to show an improvement. 

 SunBet exceeds expectations in revenue and profitability, achieving record active customers 

as deposits and sign-ups increase, indicative of future growth potential. Management 

indicates no cannibalisation of sales as acquired customers show interest in both online and 

offline play. SunBet aims for a c. 10% market share, currently estimated at 4%, and plans 

to expand to other African markets in Q3. 

 Demand is strong or improving across Resorts and Hotels, especially at Sun City, with 

improving margins. Table Bay benefits from international traffic which is skewed towards 

Cape Town. Its occupancy is close to 76% with stronger room rates. Waterfront contract 

extension talks are ongoing. 

 Management plans to install 10.1 MW of solar in CY23 to reduce costs. Sun City will 

implement a 1.4 MW solution. Debt levels are expected to be in line with December 2022 

levels confirming that management is comfortable with its debt levels as previously 

indicated. 

 The implementation of the Smoking Bill faces pushback, as recent parliamentary 

discussions resulted in a split decision. The bill is unlikely to pass in the short term and may 

be delayed by a few years. 

 We update our numbers to factor in the softer update from Urban Casino’s and Sun Slots, 

we estimate a fair value range of R49 to R56 (prev R50 to R57), providing a total return of 

37% to 57%, including a dividend yield of 9%. We forecast diluted HEPS of 442 (2%) in 

FY23E and 492 (11%) in FY24E and a DPS of 331 (1%) and 369 (11%), respectively. 

 Bottom Line:  

o Concerns over cannibalisation may arise due to sluggish growth in Urban Casinos.  

o Load-shedding poses a significant risk for Sun Slots, with potential pressure if 

conditions worsen, as it does not have control of the sites. To alleviate the problem, 

Sun Slots may appeal to the Gambling Board to fast-track the issuance of an 

independent site operator's licence (ISOs).  

o Resorts and Hotels show encouraging performance, with strong demand and improving 

margins, particularly at Sun City, indicating sustainable cost-saving measures 

implemented in FY22.                      

Relative price performance vs FTSE/JSE All Share 
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Relative price ESG Score

Share data 

RIC SUIJ.J 

Sub industry  Gambling 

Price (21 Jun 2023) R 37.14 

Market cap. (R m) 9,303 

Enterprise value (R m) 14,818 

Market cap. (USD m) 508 

Enterprise value (USD m) 771 

Avg. daily trade value (USD m) n/a 

Free float (%) 59 

 

Historical performance relative to FTSE/JSE All Share 

(%) Performance over 1M 3M 12M 

Absolute (%) -2.9 -3.9 34.6 

Relative (%) 0.4 -5.7 21.3 

Source: FTSE/JSE All Share, SBG Securities Research 

The price relative chart measures performance against the South 

Africa FTSE/JSE All Share which closed at 75630 on 21 Jun 

2023 

 

Key forecasts Dec 20A Dec 21A Dec 22A Dec 23E Dec 24E Dec 25E 

Revenue (R m) 6,054 8,334 11,302 12,450 13,807 14,858 

EBITDA (R m) 936 1,685 3,306 3,539 3,979 4,361 

Adj. EPS (R) (10.45) 1.05 2.22 4.42 4.92 5.52 

Prev. Adj. EPS (R) (10.45) 1.05 2.22 4.73 5.04 5.64 

Adj. EPS (US$, at spot) (0.57) 0.06 0.12 0.24 0.27 0.30 

DPS (R)   3.29 3.31 3.69 4.14 

Dividend Yield (%) n/a n/a 9.4 8.9 9.9 11.1 

PE (adjusted) n/a 24.2 15.8 8.4 7.6 6.7 

EV/EBITDA (adjusted) 9.2 6.9 4.1 4.2 3.9 3.7 

Source: Company financials, SBG Securities estimates 
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Forecasts revised downwards 

In light of the pre-close call, we have revised our forecasts as follows: 

• Casino revenue has been adjusted from mid to high-single digit to low single digit, 

in alignment with management's expectation of growth below CPI. 

• In relation to Sun Slots, the revenue projection has been revised from double digit 

to high single digit, attributed to the impact of load-shedding and reduced 

footfall. This adjustment suggests a potential deceleration in the pace of machine 
roll-out until load-shedding conditions improve, expected to be in 2H23. Margins 

have also been lowered to align with management guidance. 

• This results in a c. 7% downward revision to both HEPS and DPS. Consequently, 

the average of our Fair Value range (previously R49 - R56) has been revised 

downward by 2%. 

 

Valuation: We value SUI between R49 and R56 

We use four methods to determine our equity valuation range for Sun International. 

These include, DCF, ROIC-IC, relative PE multiple and relative EV/EBITDA sum of the 

parts. We highlight that Sun International and its South African peers do not have 

consensus-based forward multiples. Therefore, to overcome the limitation of forward-

looking multiples on consumer services on the JSE, we used MSCI EM consumer 

discretionary as a proxy and compared it with the MSCI US consumer discretionary. This 

helped us determined the discount to apply on global peers to get an implied multiple 

for Sun International. 

 

Discounted cash flow valuation: R52 

Based on our discount cash flow valuation, we estimate a fair value of R52 implying a 

total return of 44% (including DY: +9%). In Figure 2, below, we show the parameters 

we used to calculate a WACC of 14.32%. 

Figure 2: WACC calculation for Sun International 

Capital Allocation  Cost of Equity  Cost of Debt  
Equity Weight 60%  Rf= 10.7%  Pre-Tax 10.8% 
Debt Weight 40%  E(Rmkt) =  6.00%  Tax rate 27% 
Total 100%  3yr. Beta (Levered) 1,33   
WACC = 14.32  Re= 18.6%  Rd (after tax) 7.9% 

 

Source: SBG Securities analysis and estimates, Bloomberg, and Company financials 

Figure 1:  Valuation summary 

Sun International future ranges between R49 and R56 

 

Source:  Company reports, SBG Securities analysis and estimates 
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In determining the DCF valuation, we applied long-term growth of 4.3% in line with 

Standard Bank Research long-term CPI forecast. 

Figure 3: Sun International DCF valuation summary 

DCF FY22A FY23E FY24E FY25E FY26E FY27E 
EBITDA 3 306 3 539 3 979 4 361 4 723 5 114 
Less Tax -603 -650 -723 -812 -892 -980 
Change in net working capital 44 65 -63 -1 12 11 
Less CAPEX -904 -1 494 -1 657 -1 783 -1 906 -2 028 
FCF 1 843 1 461 1 536 1 765 1 937 2 117 
Present Value  1 377 1 266 1 273 1 221 1 168 
5yr Horizon   6 305 34%    
Terminal Value  11 651 66%    
Enterprise Value  17 956 100%    
Net cash/(debt)  -7049     
Equity Value  10 908     
Shares in Issue  250     
Fair Value  52      

Source: Company financials, SBG Securities analysis and estimate  

 

Regressed EV/IC valuation: R49 

For our EV/IC valuation, we created a scatter plot of invested capital values versus 

forecast ROIC estimates for global listed gambling and resorts companies. Thereafter, 

we applied a linear regression line with the highest R-squared value to the scatter plot. 

We calculated the implied EV/IC that Sun International should be trading on relative to 

its peers using the line of best fit coupled with an applied a discount of 30% 

(differential between large and mid-to-small caps, i.e., liquidity discount) which 

translated to an implied enterprise value. Our analysis implies an enterprise value of 

R23bn and an equity value of R16bn. 

Figure 4: Regressed EV/IC versus ROIC analysis indicates an EV/IC ratio of 2.4x and an implied EV of R23bn (equity value of R16bn) 
 

 EV/IC versus ROIC valuation EV IC ROIC EV/IC 
SJM Holdings*  49 216   48 692  5% 1.0x 
Sands China*  35 980   9 595  21% 3.7x 
Las Vegas Sands*  52 241   20 235  17% 2.6x 
Red Rock Resorts*  7 880   3 051  21% 2.6x 
Penn Entertainment*  5 682   16 539  7% 0.3x 
Melco Resorts*  12 838   8 451  9% 1.5x 
MGM Resorts*  18 704   42 446  4% 0.4x 
Wynn Resorts*  19 754   12 244  9% 1.6x 
Boyd Gaming*  9 166   5 490  17% 1.7x 
Caesars Entertainment*  22 523   30 993  9% 0.7x 
Sun International  23 065   9 478  17% 2.4x 
Net Debt -7 049    
Equity Value  16 017    
Shares  250     
Fair Value  63.9    
Liquidity discount 30%    
  49    

Source: SBG Securities analysis and estimates and Company financials, *EV and IC in USD 

 

Forward relative PE multiple: R51 

We utilised an applied forward PE multiple methodology, using SBGS’ SUI earnings 

forecast. The global peer group has an average 12-month forward PE of 25x over 15 

years, although these peers benefit from a valuation premium based on their domiciled 

exchanges. We found that the MSCI Emerging Markets consumer discretionary has 

traded at a discount of approximately 35% to the MSCI US consumer discretionary 

over the past 20 years. Therefore, by discounting the peer group multiple by 

approximately 35%, we arrived at an implied 12-month forward PE of x14. Based on 

this, we arrived at a PE multiple of 14x, which implies a fair value of R68. Additionally, 

we applied a liquidity discount of 30%, resulting in a future value of R53. 
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Figure 5: 1 yr. Fwd. PE valuation summary. On the right-hand side: 1yr Fwd. PE (MSCI Consumer Discretionary – EM versus US) and discount % 

 

Relative PE Valuation FY22A FY23E FY'24E FY25E 3yr CAGR 
Forecasted Diluted HEPS 439 448 498 559 

 

% y/y 
 

2% 11% 12% 8% 
Rolled Forecasted Diluted HEPS 

 
 476   533   591   

% y/y 
 

9% 19% 18%  
Forward PE 

 
14 

 
 

 

Fair Value (ZAR’m)   67  
 

  
  30%    
Future Value   51     

Source: SBG Securities analysis and estimates and Company financials 

 

EV/EBITDA relative multiple: R56 

We utilised a sum-of-the-parts EV/EBITDA methodology to value the different 

segments of the company: Urban Casinos, Sun Slots, SunBet, and Resorts and Hotels. 

To determine the appropriate multiples, we looked at a peer group of five companies 

for each division. 

Historically, the MSCI Emerging Markets one-year forward EV/EBITDA has traded at a 

discount of around 30% to MSCI US consumer discretionary. Based on the peer group 

analysis, we found that the average 15-year one-year forward EV/EBITDA multiples 

for the Urban Casinos and Sun Slots segments were 8.7x and 9.8x, respectively, while 

the Resorts and Hotels segment had an average multiple of 13.63x. However, for 

SunBet, we did not apply the discount, as we believe it will unwind quickly considering 

its exponential growth in EBITDA. 

This led us to an implied one-year forward EV/EBITDA of 6x for Urban Casinos and 

Sun Slots, and 9.5x for Resorts and Hotels, resulting in a future value of 73.9. 

Considering that approximately 70% of Sun International's shares are held by long-

term investors, we then applied a liquidity discount of 30%, which reflects the 

differential between large-cap and mid- to small-cap stocks. As a result, we arrived at a 

future value of R56. Our implied blended EV/EBITDA is 6.8x. 

Figure 6: 1 yr. Fwd. EV/EBITDA SOTP valuation summary 

 

 
Rolled Adj. EBITDA Adj. EBITDA % y/y Adj. EBITDA Margin 12-month EV/EBITDA EV 

Casinos 2 589  6% 36%  6.0  15 807 
Sun Slots  448 6% 24%  6.0  2 915 
SunBet  203 63% 17%  9.8  1 743 
Resorts and Hotels  547 12% 18%  9.5  5 066 
Total 

  
  25 531 

Net debt 
  

 
 

-7 023 
Equity Value     18 507 
Shares in issue     250 
Future value (before liquidity discount)     74 
Liquidity discount     30% 
Future value     56 

Source: SBG Securities analysis and estimates and Company financials 

 

Figure 7: 1 yr. Fwd. EV/EBITDA- Peer Group summary 

 

Casinos and Sun Slots EV/EBITDA Betting EV/EBITDA Resorts and Hotels EV/EBITDA 

Las Vegas Sands 9.9 Flutter Entertainment 14.2 Marriott International 14.0 
MGM Resorts International 7.7 Entain 7.5 Hilton Wordwide Holdings 15.4 
Wynn Resorts 7.9 888 8.1 InterContinental Hotels Group 12.8 
Galaxy Entertainment 

 
Kindred Group 9.4 Wyndham Resorts and Hotels Inc 13.2 

Melco Resorts and Entertainment 9.1 GVC Holdings  AccorHotels 12.8    
 

  

Peer Average 8.7  9.8  13.6 

Source: SBG Securities analysis and estimates and Company financials 
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Financial statements 

Figure 8: Income statement 

INCOME STATEMENT FY20A FY21A FY22A FY23E FY24E FY25E FY26E FY27E 

Net gaming wins 5 065 6 632 8 997 9 926 11 095 11 962 12 815 13 647 

Revenue 989 1 180 2 305 2 524 2 712 2 896 3 068 3 255 

Other Income 0 522 0 0 0 0 0 0 

INCOME 6 054 8 334 11 302 12 450 13 807 14 858 15 884 16 902 

         

Consumables and services -667 -789 -1 193 -1 288 -1 224 -1 163 -1 105 -1 049 

Depreciation and amortisation -921 -863 -828 -991 -1 064 -1 145 -1 232 -1 325 

Employee costs -1 612 -1 674 -2 146 -2 318 -2 445 -2 560 -2 680 -2 806 

Impairment of assets -1 257 0 0 0 0 0 0 0 

Levies and VAT on casino income -1 164 -1 568 -2 146 -2 368 -2 646 -2 853 -3 057 -3 255 

LPM site owners commission -258 -362 -438 -489 -656 -705 -721 -741 

Promotional and marketing costs -272 -341 -464 -580 -696 -800 -880 -968 

Property and equipment rentals -12 -26 -62 -68 -76 -82 -87 -93 

Property costs -618 -729 -850 -1 044 -1 122 -1 280 -1 432 -1 583 

Net impairment (losses)/gains on financial assets 32 -10 -11 0 0 0 0 0 

Other operational costs -683 -663 -721 -640 -963 -1 054 -1 199 -1 292 

Time Square settlements 0 0 0 0 0 0 0 0 

Total Operating Expenses -7 432 -7 025 -8 859 -9 785 -10 892 -11 642 -12 393 -13 112 

         

Operating profit/(loss) -1 378 1 309 2 443 2 665 2 915 3 217 3 491 3 790 

         

Foreign exchange losses -269 -30 -71 0 0 0 0 0 

IFRS 9 extinguishment adjustment -43 43 0 0 0 0 0 0 

Finance income 17 45 20 22 25 25 26 28 

Finance expense -941 -609 -515 -522 -529 -536 -543 -550 

Change in estimated redemption value of put option 1 007 -184 -510 0 0 0 0 0 
Share of profit of investments accounted for using the 
equity method 2 0 1 0 0 0 0 0 

Profit/(Loss) before tax -1 605 574 1 368 2 166 2 411 2 706 2 974 3 268 

Tax 417 -192 -603 -650 -723 -812 -892 -980 

Profit/(loss) for the year from continuing operations -1 188 382 765 1 516 1 688 1 894 2 082 2 287 

Loss for the year from discontinued operations -1 235 -2 0 0 0 0 0 0 

Profit/(loss) for the year -2 423 380 765 1 516 1 688 1 894 2 082 2 287 

Profit/(Loss) for the year attributable to: -2 423 380 765 1 516 1 688 1 894 2 082 2 287 

Minorities -594 117 210 409 456 511 562 618 

Ordinary shareholders -1 829 263 555 1 107 1 232 1 383 1 520 1 670 
 

Source: SBG Securities analysis and estimates and Company financials 
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Figure 9: Balance sheet 

BALANCE SHEET FY20A FY21A FY22A FY23E FY24E FY25E FY26E FY27E 

Non-Current Assets 11 595 11 445 11 669 12 144 12 708 13 316 13 956 14 622 

Property, plant and equipment 9 333 9 091 9 054 9 567 10 167 10 806 11 477 12 172 

Intangible assets 956 902 818 780 745 712 682 653 

Other non-current assets 1 306 1 452 1 797 1 797 1 797 1 797 1 797 1 797 

Current Assets     1 748    1 686      1 822      1 826      2 000      2 103      2 209      2 346  

Inventory           100            88            118            127            121            115            109            104  

Trade and other receivables        1 110       1 224         1 130         1 160         1 286         1 384         1 480         1 574  

Cash and cash equivalents           538          374            546            511            565            576            593            640  

Other urrent assets 0 0 28 28 28 28 28 28 

Non-current assets held for sale 26 26 55 55 55 55 55 55 

TOTAL ASSETS 13 369 13 157 13 546 14 025 14 763 15 474 16 220 17 023 

EQUITY AND LIABILITIES         

CAPITAL AND RESERVES 1 462 1 716 2 032 2 437 2 893 3 410 3 979 4 604 

Ordinary shareholders' equity before put option reserve 3 001 3 293 3 643 3 931 4 251 4 610 5 005 5 438 

Put option reserve -1 286 -1 286 -1 286 -1 286 -1 286 -1 286 -1 286 -1 286 

Ordinary shareholders' equity 1 715 2 007 2 357 2 645 2 965 3 324 3 719 4 152 

Minorities' interests -253 -291 -325 -207 -72 87 261 452 

NON-CURRENT LIABILITIES 8 429 8 200 7 802 7 930 8 010 8 090 8 170 8 250 

Borrowings 7 047 6 716 5 914 6 042 6 122 6 202 6 282 6 362 

Trade payables and accruals 0 0 127 127 127 127 127 127 

Other non-current liabilities 1 382 1 484 1 761 1 761 1 761 1 761 1 761 1 761 

CURRENT LIABILITIES 3 478 3 241 3 712 3 658 3 861 3 974 4 071 4 169 

Borrowings 1 377 1 242 1 538 1 510 1 530 1 550 1 570 1 590 

Trade payables and accruals 1 849 1 827 2 014 1 987 2 170 2 263 2 341 2 419 

Other current liabilities 252 172 160 160 160 160 160 160 

Non-current liabilities held for sale 0 0 0 0 0 0 0 0 

TOTAL LIABILITIES 11 907 11 441 11 514 11 587 11 870 12 063 12 241 12 419 

TOTAL EQUITY AND LIABILITIES 13 369 13 157 13 546 14 025 14 763 15 474 16 220 17 023 
 

Source: SBG Securities analysis and estimates and Company financials 
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Figure 10: Cash Flow Statement 

CASH FLOW STATEMENT FY20A FY21A FY22A FY23E FY24E FY25E FY26E FY27E 

Operating profit/(loss) – continuing operations -1 425 1 309 2 443 2 665 2 915 3 217 3 491 3 790 

Operating loss – discontinued operations -1 486 -2 0 0 0 0 0 0 

Adjustments for non-cash transactions 3 393 315 655 991 1 064 1 145 1 232 1 325 

Working capital changes -144 -73 44 -65 63 1 -12 -11 

CASH GENERATED BY OPERATIONS BEFORE: 434 2 158 3 637 3 591 4 042 4 362 4 710 5 103 

Tax paid -94 -449 -436 -650 -723 -812 -892 -980 

CASH GENERATED BY OPERATING ACTIVITIES 340 1 709 3 201 2 941 3 319 3 551 3 818 4 123 

Purchase of property, plant and equipment -440 -550 -922 -1 494 -1 657 -1 783 -1 906 -2 028 

Investment income received 2 4 7 22 25 25 26 28 

Purchase of listed shares 0 0 -374 0 0 0 0 0 

Net disposals/(acquisitions) 2 210 18 -83 28 29 31 34 38 

CASH FLOWS FROM INVESTING ACTIVITIES 1 772 -528 -1 372 -1 444 -1 604 -1 727 -1 846 -1 963 

(Decrease)/increase in cash and cash equivalents -256 -195 174 -35 54 12 16 48 

Foreign currency effect 5 31 -2 0 0 0 0 0 

Cash and cash equivalents at beginning of the year 789 538 374 546 511 565 576 593 

CASH AND CASH EQUIVALENTS AT END OF THE YEAR 538 374 546 511 565 576 593 640 

Cash held by discontinued operations 0 0 0 0 0 0 0 0 

CASH AND CASH EQUIVALENTS AT END OF THE YEAR  538 374 546 511 565 576 593 640 
 

Source: SBG Securities analysis and estimates and Company financials 
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Price Target: (12 months) for (SUIJ.J) 

Methods: We used four valuation methods to determine our Future Value Valuation Range: 1) Discounted Cash Flow (DCF); 2) 12 Month Forward PE; 
3) 12 Month Forward EV/EBITDA and 4) EV/IC. For the DCF model, we assumed a 10.15% risk-free rate, which is indicated by 10-year government 
bonds. We also assumed a 4.3% nominal long-term growth rate, in line with Standard Bank Research long-term CPI forecasts, and a risk premium of 
6%. For the 12 Month Forward PE, we used a peer group of companies listed in the US and applied discounts of 35%, respectively, to get an implied 
multiple for Famous Brands. We determined these discounts by comparing the MSCI EM consumer discretionary as a proxy for South Africa with MSCI 
US consumer discretionary. We then applied a liquidity discount of 30% to further discount the future value. For 12-month forward EV/EBITDA sum of 
the parts method, we used four segments of the business (Urban Casinos, Sun Slots, SunBet, and Resorts and Hotel). To determine the appropriate 
multiples, we looked at a peer group of five companies for each segment. We discounted peer multiple for all segments by 30% (MSCI EM trades at a 
discount to MSCI US), but for SunBet, we kept the multiple unchanged as we believe it will unwind swiftly considering the SunBet’s exponential EBITDA 
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growth rate. In the EV/IC valuation, we created a scatter plot of invested capital values versus forecast ROIC estimates for global listed restaurant 
companies. We then applied a linear regression line with the highest R-squared value to the scatter plot and calculated the implied EV/IC that Famous 
Brands should be trading on relative to its peers using the line of best fit. We applied a liquidity discount of 30% (differential between large and mid-to-
small caps), which translated to an implied enterprise value. 

Risks: Investment risks include regulatory adjustments on exclusivity licenses, smoking legislation, domestic airline bottlenecks potentially delaying the 
return of international tourists, a weaker rand, and load-shedding 
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