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Sun International
Second throw of the dice on Peermont

#Themes: Emperors Palace, market share, competition commission

Sun International announced the intended acquisition of Peermont Group on 18 December
2023 for an enterprise value of R7.3bn (equity value: R3.3bn) and an implied EV/EBITDA
multiple of 5.76x ex. cost related synergies (SUI: 6.9x, SBGSe). Peermont is the third largest
gaming group in South Africa, renowned for its flagship asset, Emperors Palace. The
transaction is fully debt funded, with Sun International assuming Peermont’s debt of c. R4bn.
Management expects the deal to be completed by 31 December 2024, subject to approvals
from regulatory bodies (Competition Commission, Gauteng Gambling Board), shareholders,
lenders and restructuring of the Peermont Group to reduce debt instruments complexities.

The net effect of the transaction if approved without sale of assets is 1) increased market
share in Gauteng region from c. 28% to c. 48% and Emperors Palace could become the
largest gambling business in the group. National market share could increase to c. 57% from
c. 42%. 2) EBITDA margin accretion, as we estimate Peermont’s margin at c. 35% versus SUI
at c. 30%, due to lack of exposure to the hotel segment. 3) Net debt could rise to R13.2bn
leading to an increase in ND/EBITDA from 1.8x to 2.6x (Bank covenants: 3.25x). 4)
Dividend payout to be maintained at 75% if ND/EBITDA is below 2x and reduced to 50% if
above 2x.

This is Sun International's second attempt to acquire Peermont, following its unsuccessful
effort in 2015. Back then, competition authorities blocked the deal, citing concerns about
increased market concentration in central Gauteng, as it would have led to only two main
competitors i.e., Tsogo Sun and Sun International. These concerns were further amplified by
the planned relocation of SUI’s Morula casino license from North West province to Pretoria in
Gauteng as Time Square. This move was expected to directly pit Sun International's Time
Square casino against Peermont's flagship Emperors Palace, potentially harming competition
between the two casinos. Worth noting, the remaining assets in Peermont’s portfolio are
much smaller operations and are therefore unlikely to be a cause for concern within the
regulators assessment, in our view.

While the competition concerns raised in 2015 remain relevant, Sun International appears to
have better arguments to address them now:

o Time Square data available: At the time of the 2015 objection, Time Square was not yet
operational, making it difficult to assess its true impact on competition. Now, with c.
seven years of data available, Sun International could potentially utilise this history to
ease prior concerns raised by the commission.

o Tsogo Sun Precedent: Tsogo Sun's acquisition of Emerald in 2022 could be used as a
precedent (led to Tsogo owning four of seven casinos in Gauteng), albeit a smaller
standalone operation outside the central Gauteng region where concentration risk is
limited.

o Localisation: This acquisition would localise a South African asset currently owned by a
London based investor.

o Potential divestment: If the Commission requires SUI to dispose one of its casinos in
Gauteng to approve the deal as was the case in 2015, Carnival City (less profitable and
impactful) is likely the preferred choice over Time Square.

Implied Peermont acquisition multiple appears attractive (EV/EBITDA: 5.76x, SUI: 6.9x,
EBITDA margins: c. 35%, SUI: c. 30% (SBGSe)) but significant concentration risk exists. We
estimate Emperors Palace accounts for c. 75% of Peermont's EBITDA. Sun International's
primary motivation for this acquisition, we believe, is to expand its customer base and bolster
its omni-channel strategy. This acquisition provides a faster and potentially more efficient
way to access an existing pool of players who already enjoy casino-style games, compared to
the costly marketing efforts required to convert new customers.

Overall, we believe this acquisition could strengthen Sun International's competitive position
in the SA gaming market. While concerns regarding regulatory hurdles and increased gearing
may exist, the potential benefits in terms of customer base expansion and operational
synergies could be attractive in our view (albeit the detail of which requires further disclosure
from management, e.g., number of customers acquired, Head Office cost duplication).
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Figure 1: Casino Market Share in South Africa

Peermont is the third largest gaming company
in South Africa
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Peermont Acquisition

Sun International announced the acquisition of Peermont Group on the 18th of
December 2023. Peermont is the third largest gaming company in South Africa and is
mostly known for its ‘flagship asset’, Emperors Palace.

Transaction Details

Purchase price: R7.3bn (enterprise value), less net debt implies an equity value of c.
R3.3bn.

Valuation: EV/EBITDA of 5.76x (Sun International's, SBGSe 6.9x).

Financing: Fully debt-funded, with Sun International assuming Peermont's existing
debt of R4.024bn.

SUl is aiming to complete the transaction by 31 December 2024 subject to:
o  Approvals

=  Expected 9-15months: Competition Commission (South Africa and
Botswana), Gauteng Gambling Board and SARB - Financial Surveillance
Dept.
= 31 Mar 2024: Shareholder approvals — 50%. (As at 20th of December
2023, 63% of shareholders had provided written indications of
support).
o  Written Consent
= 37 July 2024: Lenders of both Sun International and Peermont.
o The restructuring of Peermont Group is also required to reduce complexities
around debt instruments to avoid inheriting any risks from its lenders or
historical tax risks.

Net effect of the transaction and to what extent is Peermont
value accretive?

Increased market share: Sun International's Gauteng casino market share could
increase from 28% to 48%, with Emperors Palace becoming the group's largest
gaming business. At a national level, we expect Sun International’s market share to
increase to c. 57% from c. 42%.

Improved earnings: Assuming the transaction is approved, Sun International's EBITDA
could increase by c. 40% implying EBITDA margin accretion, as we estimate
Peermont’s margin at c. 35% versus SUl at c. 30%, due to lack of exposure to the
hotel segment.

Gearing and capital allocation: Net debt could rise to R13.2bn, leading to an increase
in ND/EBITDA, from 1.8x to 2.6x (Bank Covenant: 3.25x). However, management
endeavours to de-gear rapidly within 24-36 months, targeting ND/EBITDA below 2x.

o De-gearing challenges - Balancing interest rates and recessionary headwinds:
Higher gearing is a potential concern, but its impact may be tempered by
falling interest rates, providing cost relief on SUl's debt. However, a potential
2024 global recession could dampen wealth creation and consumer spending
on gambling, hindering SUI's desired de-gearing pace. Considering its high
cash-generating business and the ability to adjust dividend payout, SUI is
unlikely to breach bank covenants (ND/EBITDA: 3.25x).

o As focus shifts to a reduction in gearing, Sun International's capital allocation
priorities could shift, delaying potential special dividends and acquisition of GPI
minority holdings.

Dividend policy: The payout ratio is expected to be maintained at 75% should
ND/EBITDA remain below 2x. That said, if the debt metric trends above 2x the payout
ratio could be reduced to 50%. Additionally, the FY23e payout is likely to remain at
75% since deal completion is expected into December 2024.
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Attractive acquisition multiple, high concentration: While the acquisition multiple of
Peermont appears attractive at 5.76x EV/EBITDA with c. 35% EBITDA margin
compared to Sun International's estimated 6.9x and 30% margin (SBGSe), a significant
concentration risk exists, in our view, as we estimate Emperors Palace accounts for c.
75% of Peermont's EBITDA.

Focus will likely be placed on customer base expansion than physical assets: Sun
International's primary motivation for this acquisition, we believe, is to expand its
customer base and bolster its omni-channel strategy. This acquisition provides a faster
and potentially more efficient way to access an existing pool of customers who already
enjoy casino-style games, compared to the costly marketing efforts required to convert
new customers.

Overall, we believe this acquisition could strengthen Sun International's competitive
position in the South African gaming market. While concerns regarding regulatory
hurdles and increased gearing may exist, the potential benefits in terms of customer
base expansion and operational synergies could be attractive in our view (albeit the
detail of which requires further disclosure from management, e.g., number of
customers acquired, Head Office cost duplication).

Figure 2: Total Income (ZARm) - Emperors Palace versus SUI's top five Figure 3: Total EBITDA (ZARm) - Emperors Palace versus SUI's top five
gambling assets. Emperors could become the largest gambling gambling assets. Emperors could become the most profitable
business if the transaction is goes through

gambling business if the transaction is goes through

Emperors Palace

GrandWest

Sun Slots

Time Square

SUI's top 5 gambling assets

Sibaya

Carnival City

Total Income (ZARm) - Emperors Palace versus

o

350

700

1050 1400 1750

Emperors Palace

GrandWest

Time Square

Sibaya

SUI's top 5 gambling assets

Sun Slots

Total EBITDA (ZARm) - Emperors Palace versus

Carnival City

o

150 300 450 600 750

Source: SBG Securities analysis

Source: SBG Securities analysis



s

Figure 4:

of for the deal's approval.

Sun International Market Share in Gauteng -
Assuming the transation is approved on a

Source:

50%

40%

30%

20%

10%

condition to dispose one of its assets

0%
Time Square -
scenario

Market share effect

bg securities

A member of Standard Bank Group

lllustrating the effect on Sun
International’s market share if either Carnival
City or Time Square is required to be disposed

)

1 Carnival -
\scenario !

® Market share - assuming disposal

SBG Securities analysis

Corporate Commissioned Research
10 January 2024

Can SUI navigate competition regulatory hurdles
ahead?

SUI previously failed to acquire Peermont (Enterprise Value: R9.4bn) in 2015 as the
Competition Commission recommended the deal to be prohibited citing an increase in
concentration levels in an already concentrated industry.

Market Concentration: In 2015, the Competition Commission raised concerns about
the proposed acquisition of Peermont by Sun International due to the increase in
concentration within the central Gauteng gambling market. With only two major
players remaining (Tsogo Sun and Sun International), competition would be
significantly reduced. This concern was further heightened by the planned relocation
of SUI's Morula license from North West to Pretoria (Gauteng) as Time Square. This
move was expected to directly pit Time Square (Sun International) against Emperors
Palace (Peermont), potentially stifling competition between the two casinos.

Impact of Time Square's Performance: At the time of the 2015 objection, Time Square
was not yet operational, making it difficult to assess its true impact on competition.
Now, with c. seven years of data available, Sun International could potentially utilise
this history to ease prior concerns raised by the commission.

Potential Casino Divestment to Address Competition Concerns: Should the
Competition Commission require the disposal of a Sun International casino in Gauteng
to approve the deal, Emperors Palace is unlikely to be considered due to its importance
to the Peermont Group. Therefore, Time Square and Carnival City are the more viable
options. Carnival City is likely the preferred choice as it's less profitable than Time
Square and has less impact on market share (see figure 4).

Comparison to Tsogo Sun - Emerald Acquisition: Tsogo Sun's successful acquisition of
Emerald in 2022, despite increasing its Gauteng casino holdings to four, could be used
as a precedent by Sun International. The Tsogo Sun-Emerald transaction was approved
by the Competition Commission with conditions such as no relocation of the licence
after acquisition, procurement of goods and services from local suppliers within the
proximity of the casino for two years. The same obligations could be imposed on Sun
International if the deal is approved. However, it's important to note that the Tsogo
Sun-Emerald transaction involved an individual smaller casino located outside the
central Gauteng region where concentration risk is limited, unlike the larger Peermont
acquisition where concentration risk is higher, in our view.

Localisation of Assets: Both the Tsogo Sun - Emerald and Sun International - Peermont
deals involve the localisation of South African assets currently owned by a London
based entity. This could be another argument used by Sun International to support its
case, as it aligns with national economic interests.

Bottom line: While the competition concerns raised in 2015 remain relevant, Sun
International may have better arguments to address them now, particularly with data
from Time Square's operation and the precedent set by the Tsogo Sun - Emerald
acquisition. The localisation aspect could also provide additional support for the deal.
However, the Competition Commission's final decision will depend on a careful
assessment of all factors involved.
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Figure 5: Map of Casinos in Gauteng

Out of the seven casinos in Gauteng, six reside in the central market, currently owned by three companies. Should Sun International acquire
Peermont, only two players would control this market.
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Figure 6: Casinos in Gauteng
Tsogo Sun own four of the seven casinos in Gauteng

Casinos in Gauteng Parent Company

Emperors Palace Peermont

Monte Casino Tsogo Sun

Silverstar Tsogo Sun

Gold Reef City Tsogo Sun

Emerald Tsogo Sun (bought in 2022)
Time Square Sun International

Carnival Sun International

Source: Company websites
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address, biometric information and financial, criminal or employment history as well as correspondence sent by the
person that is implicitly or explicitly of a private or confidential nature or further correspondence that would reveal the
contents of the original correspondence.
means any operation or activity, whether automated or not, concerning Personal Information, including collection,
receipt, recording, organisation, collation, storage, updating, modification, retrieval, alteration, consultation, use,
dissemination (whether by means of transmission, distribution or making available in any form), merging, linking,
blocking, degradation, erasure or destruction.

Research Reports: means investment research reports, in relation to the Services, prepared by an independent research analyst, non-

Services:

independent research analyst or strategist who is part of an investment research team in a stock brokerage, global
markets desk or corporate and investment bank environment.

means, /nter alia, the provision of the Research Reports and other communications and events with respect to
equities, market strategy, companies, industries, commodities and countries and associated sales and trading
commentary by SBG Securities

Consent for Processing Personal Information

The Client acknowledges that:

1
2

7.1
7.2
7.3
7.4

10

Applicable law may at times require SBG Sec to collect the Client’s Personal Information;
Personal Information may be collected from public sources;

SBG Sec may be unable to fulfil its regulatory obligations and provide Services to the Client without Processing the Client’s Personal
Information;

All Personal Information which the Client provides to SBG Sec is voluntarily provided;
SBG Sec shall determine the Services and means of Processing any Personal Information that is provided by the Client;

Personal Information may be processed by SBG Sec and/ or, The Standard Bank of South Africa Limited and/or its associated entities or duly
authorised third-party service providers.

The Client consents to SBG Sec processing its Personal Information in order to:

create and administer the Client’s profile as contemplated by regulation;

carry out statistical and other analysis to identify potential markets and trends;

develop new products and services; and/or

any other purpose SBG Sec reasonably believe is required to fulfil its obligations in accordance with regulation or this agreement.
The Client has consented to the Processing of its Personal Information for the purpose of clause 7 above.
The Client hereby expressly consents that SBG Sec may disclose to or share its Personal Information with duly authorised third parties, which
may be located in the Republic of South Africa or other jurisdictions, where it is necessary in order for SBG Sec to fulfil its obligations in

accordance with the regulation and/or this agreement.

SBG Sec will require any third-party service providers to whom the Client’s Personal Information is provided to agree to SBG Sec' data privacy
principles policy and practices in accordance with the prevailing regulations including data privacy laws.


https://www.standardbank.co.za/southafrica/personal/about-us/legal/privacy-statement
mailto:ResearchCompliance@standardbank.co.za
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Disclaimer and Confidentiality Note

SBG Securities Proprietary Limited (“SBG Sec”) is a wholly owned subsidiary of the Standard Bank Group Limited, an authorised use of the JSE Limited
(“JSE”) and an authorised Financial Service Provider (FSP No. 26691) The information, tools and material presented

in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to
buy or subscribe for securities or other financial instruments. This report has been prepared by SBG Securities

for information purposes only without regard to your needs or investment objectives. SBG Securities will not treat recipients as its this report constitutes
investment, tax or any advice. Further this report does not make any presentation of investment or strategy that the bases and levels of taxation may
change. All statements of facts in this report has been obtained and compiled in good faith from sources believed to be reliable source. However, no
representation or warranty, express or tacitly is made by SBG Sec with respect to the completeness or accuracy of the material in the report, thus it is not to
be relied upon as authoritative and should not be taken in substitution for the exercise of reasoned, independent judgement by you. SBG Securities accepts
no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability
arises under specific statutes or regulations applicable to SBG Securities.

This report is not to be relied upon in substitution for the exercise of independent reasoned judgment. SBG Securities may have issued, and may in the future
issue, a trading call regarding this security. In addition, SBG Securities may have issued, and may in the future issue, other reports that are inconsistent with,
and reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods
of the Analysts who prepared them and SBG Securities is under no obligation to ensure that such other reports are brought to the attention of any recipient
of this report. SBG Securities may be involved in businesses that relate to companies mentioned in this report. Past performance should not be taken as an
indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect a judgment at its original date of publication by SBG Securities and are subject to change without
notice. The price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of
securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such
securities or financial instruments. Investors in securities such as ADRs, the values of which are influenced by currency volatility effectively assume this risk.
Investments discussed in this report may have a high level of volatility.

High volatility investments may experience sudden and large falls in their value causing losses when that investment is realised. Those losses may equal your
original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in such circumstances you
may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make
the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those
investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed. All rights
reserved. All material presented in this report, unless specifically indicated otherwise, is under copyright to SBG Securities. None of the material, nor its
content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission
of SBG Securities. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of
SBG Securities or its affiliates. Any unauthorized use, duplication, redistribution or disclosure of this report (the “Product”), including, but not limited to,
redistribution of the Product by electronic mail, posting of the Product on a website or page, and/or providing to a third party a link to the Product, is
prohibited by law and will result in prosecution. Where included in this report, MSCI sourced information is the exclusive property of Morgan Stanley Capital
International Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, re-
disseminated or used to create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the entire risk
of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby
expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this
information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or
compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services
marks of MSCI and its affiliates. SBG Securities accepts no liability whatsoever for the actions of third parties.

The document may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the document refers to website material of
SBG Securities. Such address or hyperlink (including addresses or hyperlinks to website material SBG Securities) is provided solely for your convenience and
information and the content of the linked site does not in any way form part of this document.

SBG Securities has not reviewed the linked website(s) page. Equally, except to the extent to which the document refers to website material of SBG Securities,
SBG Securities takes no responsibility for, and makes no representations or warranties whatsoever as to the data and information contained therein.
Accessing such website or following such link through the document or the website of SBG Securities shall be at your own risk and SBG Securities shall have
no liability arising out of or in connection with, any such referenced website. All material presented in this report, unless specifically indicated otherwise, is
under copyright to SBG Securities. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed
to any other party, without the prior express written permission of SBG Securities. All trademarks, service marks and logos used in this report are trademarks
or service marks or registered trademarks or service marks of SBG Securities or its affiliates The information contained in the Product is intended solely for
the recipient and may not be further distributed by the recipient to any third party. This report was originally prepared by SBG Securities for distribution to
SBG Securities and Standard Bank Group to qualified investors in accordance with their jurisdiction requirements. This research may relate to investments or
services of a person outside of the UK or to other matters which are not regulated by the PRA or in respect of which the protections of the PRA for private
customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case are available upon request in
respect of this report. In jurisdictions where Standard Bank Group is not already registered or licensed to trade in securities, transactions will only be effected
in accordance with the applicable securities legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be made in accordance
with applicable exemptions from registration or licensing requirements”.

SBG Securities Research may not be distributed to the public media or quoted or used by the public media without the express written consent of the Group.

Copyright 2024 SBG Securities. All rights reserved.
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