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SUMMARY
We are removing Sun International from our investable universe based on a
review of the quality rating for the business.

ORIGINAL INVESTMENT CASE

Sun was approved for inclusion in our investable universe in April 2015. A key
thesis was the fact that the gambling industry had historically exhibited a high
degree of demand inelasticity, making Sun’s revenues largely defensive in
nature. Other attractions included: expected growth in Latin American assets;
the ramp up of Time Square at Menlyn Maine; value accretive M&A activity
(and portfolio restructuring) in South Africa to bolster free cash flow and pay
down debt and; changes in gambling legislation allowing for a greater
spectrum of online gambling. Downside risks included: a potentially weaker
than expected trading environment across geographies; execution risk in M&A
activity and non-delivery on efficiency gains from portfolio restructuring;
greater than expected minority participation and; regulatory headwinds in
South Africa.

WHAT HAS CHANGED?

The following developments have necessitated a review of our investment
case in Sun: Sun’s key South African assets have performed poorly and are
losing market share (calling into question both the quality of these assets and
the defensiveness of gambling spend); M&A activity has been mixed (e.g.
Dreams success, Africa exit, Peermont settlement); debt levels have increased
to the point where Sun may have to raise additional capital in the market;
early indications are that the key Time Square development is
underperforming relative to management’s original guidance and;
performance in Latin America has been softer than originally anticipated. Sun
is also increasing the entertainment offering at a number of casinos to
mitigate declining footfall. This arguably increases the cyclicality of these
assets. Sun is due to report results on 2 October 2017. The consensus in the
market seems to be that Sun may also issue a profit warning prior to the
release of these results.

QUALITY RATING CHANGES
We have revised our quality rating down from 59.8 to 50.4 (out of 100). The
primary change has been to our evaluation of management from 78 to 52.

VALUATION AND RECOMMENDATION

We calculate Sun’s fair value at R69.98 using the average of an absolute
(discounted cash flow) and relative (long term PE multiple) valuation
methodologies. This translates into an estimated 2 year annualised return of
~23% at our generalised cost of equity of 13.8%. While this is admittedly an
attractive return in absolute terms, our overriding concern is with the quality
and long-term sustainability of Sun’s business model. Given the current
valuation, Sun may be considered appropriate as a speculative buy for
investors with a high risk tolerance falling outside of the SFEM SA Quality
equity mandate.
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Source: Factset 30-Aug-17.
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FOR MORE INFORMATION PLEASE CONTACT:

JP du Plessis Ryan de Kock, CFA

Director — Equity Management Analyst — Equity Management

t:+27 21 446 2106 t: 427 21 446 2112

e: jp.duplessis@stonehagefleming.com e: ryan.dekock@stonehagefleming.com

This document is intended to provide only general information and to highlight points of interest. It is not intended to be comprehensive
or sufficient for making decisions and should not be relied upon. Specific financial and taxation advice should be sought on the facts of any
matter before action is taken. This document is not directed to any person in any jurisdiction where (by reason of that person’s nationality,
residence or otherwise) it is prohibited.

Where investments are involved, nothing in this documents should be taken as expressed or implied indication, representation warranty
or guarantee of performance whether in respect of income or capital growth. No warranty or representation is given as to the accuracy or
completeness of this document and no liability is accepted for any errors or omissions that the document may contain. The value of
investments and any income derived can go down as well as up. Investors may not get back the full amount invested. Past performance is
not a reliable indicator of future results. Where an investment is denominated in a currency other than the currency where the investor is
resident, investment returns may increase or decrease as a result of currency fluctuations.

Stonehage Fleming Investment Management (South Africa) (Pty) Ltd, other affiliated companies of the Stonehage Group and directors
and employees of these companies may from time to time have a long or short positions in the securities mentioned in this document and
may add to or dispose of such securities.

This document is issued and approved for distribution in South Africa by Stonehage Fleming Investment Management (South Africa) (Pty)
Ltd, which is an authorised Financial Services Provider (FSP No. 42847).
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