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I. Introduction 

A. Purpose of Engagement 

Pursuant to a leveraged buyout transaction that closed on November 7, 2007 (the 
“LBO”), Fertitta Colony Partners, LLC, and related investors (the “Purchasers”) 
acquired the stock of Station Casinos, Inc. (the “Company”). 

On April 20, 2009, a special litigation committee of the board of directors of the 
Company (the “Special Committee”) retained Odyssey Capital Group, LLC 
(“Odyssey”), as its independent financial advisor to assist the Special Committee 
with its investigation of issues related to the LBO.1 In connection with its 
investigation of the LBO, the Special Committee requested that Odyssey, among 
other things, determine whether:  

in light of the methodology and assumptions underlying the 
Company’s LBO Projections (as defined in Section I.c below), the 
LBO Projections were reasonable when made, including with 
reference to the Company’s historical methodology and 
assumptions;

the LBO Projections were reasonable when made in light of the 
economic conditions and the outlook for the gaming sector 
expressed by Wall Street gaming analysts at the time of the LBO;  

the Company was insolvent at the time of the LBO or became 
insolvent as a result of the LBO; and 

the Company was left with adequate capital to conduct its business 
following the LBO.

This report contains a summary of Odyssey’s review (the “Executive Summary”). 
This Executive Summary is provided subject to the conditions, assumptions and 
limitations described herein. 

B. Special Committee’s Use Only  

This Executive Summary has been prepared for the Special Committee’s use in its 
investigation of the LBO.  Odyssey does not assume any liability whatsoever to any 
third party using this Executive Summary for any purpose whatsoever.

1 Odyssey is a financial advisory firm that focuses on complex restructuring, 
distressed mergers and acquisitions, and financings in similar situations.  Odyssey’s 
professionals have previously provided advisory services in some of the most the 
complex restructuring matters and Chapter 11 proceedings.
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C. Assumptions and Limitations 

The Special Committee’s use of this Executive Summary is subject to various 
reasonable and customary assumptions and limitations including, but not limited to, 
those summarized below.   

For purposes of the Executive Summary, we have assumed that all relevant data, 
reports, legal documents, valuations, opinions, analyses and other related 
information are true, complete and accurate. We have assumed this whether such 
materials were provided by the Company or selected by Odyssey from third-party 
resources. We have not independently verified such materials; we do not assume 
responsibility or liability related to such verification.  This Executive Summary is 
dependent upon such materials being true, complete and accurate.

The “LBO Projections” refers to two sets of Company financial projections prepared 
for purposes of the LBO.  One set of projections was finalized in June 2007 (the 
“June Projections”).  A second set was finalized in October 2007 (the “October 
Projections”).  

Our analysis of the reasonableness of the LBO Projections relies only on data 
available at the time the Company contemplated the LBO.  Data available after 
November 7, 2007, has not been used for purposes of this analysis unless otherwise 
stated.

This Executive Summary does not offer legal conclusions regarding the LBO terms 
or LBO Projections.

With respect to the public companies and transactions analyzed and compared to the 
Company and the LBO, no other company or transaction is identical to the 
Company or the LBO.  Nevertheless, such companies and transactions provide a 
basis of comparison when evaluating the Company and the LBO. 

The preparation of this Executive Summary is the result of a complex process that 
involves subjective judgments, and the conclusions of this report do not arise from 
any single variable.  Instead, our conclusions come from an analysis in which 
multiple variables have been considered to reach a final conclusion.  The individual 
pieces of this report cannot stand alone, and they may be misleading if read apart 
from the rest of the Executive Summary.   

D. Sources of Information 

We conducted the studies, analyses and inquires we deemed necessary or 
appropriate to produce the Executive Summary.  In connection with such studies, 
analyses and inquiries, we relied upon various sources of information including, 
among others: 
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the Agreement and Plan of Merger (the “LBO Agreement”), dated February 
23, 2007, and amended May 4, 2007, entered into by the Company and 
certain parties of the Purchaser; 

publicly available documents containing financial information about the 
Company;

various publicly available documents describing the terms of the LBO; 

the Company’s internal financial analyses and forecasts, including the LBO 
Projections, prepared by both Company employees and management; 

data and information related to other LBOs similar to the LBO and with 
publicly available terms and financial information;  

various financial presentations and analyses prepared in connection with the 
LBO, including those prepared by Bear Stearns, Duff & Phelps, Deutsche 
Bank and JPMorgan; 

various economic data relevant to conditions around the time of the LBO; 

publicly available business and financial information of publicly traded 
gaming companies comparable with the Company;

various Wall Street gaming analysts’ reports produced around the time of the 
LBO; and 

other information deemed necessary for this Executive Summary. 

In addition to the above listed materials, we conducted interviews regarding 
operations, budgeting, management and other aspects of the Company’s business 
with Station’s senior management and certain property managers.  Additional details 
regarding interviews and other sources are provided below where relevant. 
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II. Conclusions in Brief 

A. Reasonableness of Methodology and Assumptions Underlying the LBO 
Projections 

After reviewing the methodology and assumptions underlying the Company’s LBO 
Projections, we have concluded that the methodology and assumptions were 
reasonable at the time they were used, including with reference to the Company’s 
historical methodology and assumptions.  We have also concluded that the LBO 
Projections were reasonable at the time they were made.

B. Reasonableness of the LBO Projections in Light of Wall Street Gaming 
Analysts’ Reports and Economic Conditions  

After reviewing contemporaneous economic conditions and Wall Street gaming 
analysts’ reports, we have concluded that the LBO Projections were reasonable at the 
time they were made.

C. Solvency of the Company 

Using various analyses, we have determined that the Company was not insolvent at 
the time of the LBO and did not become insolvent as a result of the LBO.   

D. Adequacy of Capital 

After analyzing the Company’s debt, capital structures and LBO Projections, we 
have determined that following the LBO the Company was left with adequate capital 
to conduct its business. 
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III.  Summary of Analyses  

A. Analysis of Methodology and Assumptions Underlying the Company’s 
Budgeting Process and LBO Projections 

i. Introductory Note: LBO Process Same as Standard Budgeting 
Process; No Material Changes to Budgeting Process 

The Company has used a consistent methodology with consistent assumptions and 
techniques to produce its annual budgets. Any variations have been subtle 
refinements over the years. The Company produced the LBO Projections using the 
same methodology and assumptions it uses to produce its annual budget.  This was 
confirmed by both corporate and property employees who indicated that there have 
been no fundamental changes, either pre- or post-LBO, in the Company’s approach 
to the budgeting process.   

Consequently, to review the reasonableness of the LBO Projections, Odyssey 
analyzed the reasonableness of Company’s established budgeting and forecasting 
methodology.   

ii. Methodology and Assumptions Underlying the Company’s 
Budgeting Process and LBO Projections 

Odyssey’s analysis of the methodology and assumptions underlying the Company’s 
budgeting process and LBO Projections included: 

interviewing key corporate-level and property-level employees involved in 

budgeting and forecasting, including Tom Friel, Joleen Legakes, Bill Warner, 

Dan Schafer, Curt Mayer, Glen Bashore, Laura Bushey, Heidi Tibitts and 

Edward Cullin;  

reviewing the budgeting and forecasting process for capital and operating 

budgets;

reviewing key process metrics and drivers; and 

comparing budgeted financials with actual Company performance. 

iii. The Company’s Dual-Track Budgeting Process:  Corporate 
Budget and Property Budgets 

The Company utilizes a dual-track budgeting process.  The Company’s corporate 
offices focus on the gaming industry as a whole and utilize a few key drivers to 
develop a top-down long-term budget.  Concurrently, each property develops a line-
by-line budget for its revenues and expenses for the next year. Both the corporate-
level and property-level processes are more fully described below.  
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a. Budgeting Process: Corporate Level  

As it evaluates the gaming market, the Company’s corporate finance team uses two 
key metrics to generate revenue projections:  population and win per capita.  Once a 
market’s size has been determined with these factors, the Company reviews historical 
market share information and current development plans to finalize its market share 
projections.  With these projections, budgets for the individual properties within the 
submarkets can be set.

1. Population 

The Company has determined that over 50% of its customers live within three-mile 
radius of its properties, and approximately 80% of its customers live within a five-
mile radius.  Consequently, the Company pays particular attention to the population 
of submarkets within five miles of Company properties.

Using population data provided by University of Nevada, Las Vegas, and Applied 
Analysis, a financial and economic consulting firm, the Company estimates future 
population growth in its market area.  From 1998 to 2006, population growth for the 
Las Vegas locals market averaged 5.4%.  For budgeting and LBO Projections, the 
Company estimated an average population growth rate of 4.2% for 2007 through 
2012.

2. Win per Capita 

In connection with population data, the Company analyzes a second critical metric:  
win per capita.  Win per capita is the total gaming win from target markets divided 
by the number of residents in those markets. To determine the total gaming win, the 
Company uses gaming data provided by the Nevada Gaming Commission.

The Company has calculated historical win-per-capita figures back to 1998.  From 
1998 through 2006, the win per capita increased by an average rate of 3.7% per year. 
For budgeting and LBO Projections, the Company projected a 3.0% increase in win 
per capita for 2007 through 2012, a conservative rate compared to historical 
performance.

3. Market Share 

Having determined win per capita, the Company compares its gaming win to the 
total win in its market and calculates its current market share.  The Company has 
calculated market share data back to 1998.

From 1998 to 2006, the Company expanded its market share by an average of 1.3% 
per year.  For budgeting and LBO Projections, the Company projected modest 
increases in market share, an average 0.7% per year from 2007 to 2012, despite plans 
for continued expansion and improvement.  Using these conservatively derived data, 
the Company arrived at a total gaming revenue figure for its target markets.   
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4. Determining Property Budgets 

To determine individual properties’ shares of per capita revenue and thereby set the 
parameters of a property’s budget, the Company looks at the relative maturity of 
each of its submarkets and uses its knowledge of markets, economic trends, 
development plans, and its subjective judgment.  Properties in new markets with 
relatively little competition (e.g., Red Rock, Green Valley Ranch and Aliante) or 
those undergoing or forecasted to undergo significant renovations (e.g., Santa Fe) 
were projected grow at higher rates relative to those in more mature markets (e.g., 
Palace Station and Boulder Station).  

b. Budgeting Process: Property Level 

For each property, budget requests are drafted by department heads and submitted to 
the property’s senior financial personnel.  These senior personnel then work with the 
departments to determine and prioritize department needs.  As part of this process, 
significant internal and external analyses occur, including financial analyses of 
various timeframes to capture both long-term and developing trends.  

Once property personnel agree on the budget, the budget request is sent to the 
Company’s corporate management team for discussions.  Corporate executives 
review the budget request in connection with corporate-level analysis.  Following 
such review, corporate executives send comments and revisions back to the 
individual properties.   

If there is a difference between a property’s budget and corporate personnel’s view of 
that budget, meetings are held to review the budget and underlying assumptions.  It 
is our understanding, based on individual interviews at both the property level and 
corporate level, that corporate is flexible and ultimately works through any 
differences with property finance teams to arrive at a budget both corporate and 
property personnel believe is achievable.

Once the property personnel and the relevant corporate executives agree on the 
properties’ budgets, the budgets are submitted to a budget review committee for 
discussion and final determination. This budget review committee is comprised of 
the Company’s Chief Executive Officer, President, Chief Development Officer, Chief 
Legal Officer, VP Operations, General Counsel, and VP Finance/Corporate 
Controller. 

iv. Historical Financial Results 

Based on Company documents, the Company has performed exceptionally well in 
terms of growth and profitability.  From 1998 through 2006 the Company 
experienced eight consecutive years of growth in gross revenue, gaming revenue and 
earnings before interest, taxes, depreciation and amortization (“EBITDA”).  
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Total gross revenue from the Company’s large properties (the “Large Properties”) 
grew from approximately $584mm in 1998 to $1.6bn in 2006.2  During this same 
timeframe, total Large Property gaming revenue grew from approximately $417mm 
to $1.2bn.  Similarly, Large Property EBITDA grew from approximately $159mm to 
$560mm over the same time period.  (See Schedule 1.d for the relevant year-by-year 
data.)

Additionally, the Company did not sacrifice operating margins to achieve these 
results.  The Company expanded its Large Property EBITDA margin from 1998 
through 2006.  In 1998 the Company achieved an approximately 27% average Large 
Property EBITDA margin.  By 2006, the Company’s average Large Property 
EBITDA margin reached approximately 34%.  While there were fluctuations in 
these EBITDA margins during the years between 1998 and 2006, the lowest margin 
the Company achieved was 27% (1998 and 2001) and the highest margin the 
Company achieved, 37%, in 2005. (See id. for relevant year-by-year data.) 

In comparing the Company’s performance to the relevant projections, the Company 
met or very nearly met its yearly budget targets each year from 2002 to 2006.  
Specifically, the Company met or exceeded Large Property revenue projections from 
2004 to 2006.  The Company missed its budget in 2002 and 2003 by a margin of only 
2.2% and 2.0%, respectively.  Further, the Company met Large Property EBITDA 
projections in 2004 and 2005, and, in 2002 and 2003, the Company missed by less 
than 1.0%, in 2006, by less than 3.0%.

v. Conclusions Regarding Reasonableness of the Projections 

In light of the Company’s consistent methodology and the Company’s 
performance during the nine years leading up to the LBO, Odyssey has concluded 
that the Company’s methodology and assumptions were reasonable when used, 
and the resulting budget forecasts for 2007 through 2012 were reasonable at the 
time they were made. 

As there was no change in procedure or methodology in the budgeting process in 
advance of the LBO and no pressure from the Company’s corporate offices on the 
individual properties to budget a certain number due to the LBO, Odyssey further 
concludes that the assumptions and methodologies underlying the LBO 
Projections were reasonable when they were used, and the LBO Projections were 
also reasonable at the time they were made. 

2 Large Properties include Palace Station, Boulder Station, Texas Station, Sunset 
Station, Santa Fe Station, Green Valley Ranch, Fiesta Rancho, Fiesta Henderson, 
Red Rock, Aliante and Durango. 
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B. LBO Projections in Light of Wall Street Gaming Analysts’ Reports and 
Economic Conditions  

i. Industry Conditions: View of the Street 

a. Methodology 

To assess the LBO Projections’ reasonableness, Odyssey reviewed various Wall 
Street equity analyst research reports published between September 1, 2007, and 
November 7, 2007 (the “Analyst Reports”).  With the Analyst Reports, Odyssey 
sought to understand the general outlook for gaming equities and expectations for 
revenue and operating income.

In total, Odyssey reviewed 68 Analyst Reports.  Of that total, 38 were industry 
reports focused on multiple gaming operators, and 30 addressed specific regional 
operators with characteristics similar to the Company.  Among regional gaming 
companies, Odyssey singled out Boyd Gaming (“Boyd”) as particularly comparable 
to the Company due to Boyd’s significant presence in the Las Vegas locals market, 
where it generates over 40% of its EBITDA. 

b. Review of Analyst Reports 

In general, around the time of the LBO, the Analyst Reports reflected a positive view 
of the gaming sector and a positive long-term outlook on the Las Vegas Strip and 
locals markets.  However, they also expressed concern about factors such as 
deterioration in credit markets, weakness in certain consumer markets, stress in 
national housing markets and slowing revenue and EBITDA growth rates among 
casino operators.  Nevertheless, prior to the LBO, analysts were uncertain how these 
factors would affect casino gaming operators, and none anticipated the severity of 
financial downturn that would develop subsequent to the LBO.  

Analysts Reports also expressed some concern about the gaming industry, citing a 
softening of the gaming market that began in late summer or early fall of 2007 when 
some large-cap gaming companies missed Wall Street revenue and earnings 
estimates.  Las Vegas Sands (“LVS”) announced a revenue and EBITDA miss in 
early November, driven mainly by misses at its Macau properties and an 
uncharacteristically low hold percentage in Las Vegas.  The week prior, MGM 
Mirage (“MGM”) announced a miss due primarily to lower-than-expected revenue 
growth in Las Vegas.  Wynn Resorts (“Wynn”) made Wall Street’s EBITDA 
estimate, but only due to an unusually high table hold3 percentage at Wynn resorts in 
Las Vegas.  A common theme in the three operators’ earnings reports was flat year-
over-year same store Las Vegas EBITDA. 

A few analysts anticipated weakness in regional operators in the third quarter of 
2007.  For example, Celeste Brown of Morgan Stanley downgraded Boyd from 
overweight to equal-weight in early November.  She cited a lack of catalysts, project 

3 Table hold is defined as the ratio between table win and table drop. 
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delays and anticipated weakness in Boyd’s Las Vegas locals operations.  She wrote 
that, due to both execution risk and market headwinds, she did not expect much 
upside in earnings announcements over the next several quarters.4

Notwithstanding softening revenues and cautious remarks by a handful of analysts, 
the majority of Analyst Reports expected continued growth for gaming operators’ 
revenue and EBITDA.  Many analysts believed the softening in the market was 
transitory and that the gaming market would recover in 2008.  Joshua Attie, 
Citigroup’s gaming analyst, stated in Citigroup’s comprehensive September and 
October 2007 Gaming Monthly Reports that he believed the Las Vegas fundamentals 
remained healthy.5  Other gaming analysts pointed to favorable absorption of gaming 
assets brought online in 2005 and 2006, and they noted that increased construction 
planned for the Strip could catalyze near-term revenue growth for the Las Vegas 
locals gaming market.

Consistent with their views on revenue growth, Wall Street gaming equity analysts 
projected continued growth in gaming companies’ operating earnings.  For example, 
around the time of the LBO, Thomson First Call, which aggregates analysts’ views 
for long-term operating earnings growth, indicated expectations of strong future 
growth in gaming companies’ operating earnings.

Additionally, leading up to the LBO, Thomson One Analytics reported that the Wall 
Street equity analyst community marginally increased the bullishness of their 
buy/sell recommendations for the Company’s peer group.6 From January 2007 to 
October 2007, the aggregate broker recommendation index most closely reflected a 
buy recommendation and enjoyed an improvement in optimism of 1.4% for the peer 
group (2.1% for the peer group excluding Wynn and LVS).  Furthermore, despite the 
softening market described above, from July 2007 to October 2007, the index for the 
gaming peer group improved in optimism by 0.9% and 3.2% including and excluding 
Wynn and LVS, respectively.

Around the time of the LBO, analysts also noted that the Las Vegas locals market—
the Company’s key market—remained robust.  For example, in Q3 2007, Boyd’s Las 
Vegas locals EBITDA increased 9.1% from Q3 2006, and Boyd beat the Street’s 
revenue and EBITDA estimates due to strong Las Vegas locals market demand and 
improving margins.

The Company’s LBO Projections contained growth estimates consistent with the 
estimates in Analyst Reports.  For example, the October Projections’ annual revenue 
growth forecasts of between 4.2% and 8.2% during the 2008 to 2010 period are 

4 See, Morgan Stanley, “Downgrade to Equal-weight, Lack of Catalysts,” November 
7, 2007. 
5 See, e.g., Citigroup, “Gaming Monthly,” September, 27, 2007. 
6 The peer group includes LVS, MGM, Wynn, Ameristar Casinos, Boyd, Isle of 
Capri, Penn National Gaming, Great Canadian Gaming and Pinnacle 
Entertainment. 
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conservative when compared with the Wall Street consensus estimate range of 2.9% 
to 18.0% for Boyd and a range of 11.5% to 20.3% for the peer group including Wynn 
and LVS.  Excluding Wynn and LVS, the peer group consensus revenue growth 
estimate ranged from 6.0% to 15.8%.  No consensus estimates were available for 
revenue growth in 2011 in which the Company forecast year-over-year revenue 
growth of 17.7%.  The accelerated growth rate in 2011 is due to the contribution 
made by two planned Large Properties, Aliante and Durango, as well as continued 
growth at existing properties. 

c. Conclusion 

Growth rates and profitability levels in the Company’s financial forecast were 
consistent with those outlined by gaming analysts for similar operators at the time 
of the LBO.  Although analysts expressed concern about a softening growth 
among some casino operators in fall 2007, a majority anticipated growth in line 
with the Company’s LBO Projections.  

Additionally, an overwhelming majority of analysts did not expect a significant 
near-term or long-term decline in either growth or profitability among gaming 
operators. Given the Company’s strong historical growth profile and solid 
profitability, to forecast such declines at the time of the LBO would have been 
contrary to both historical precedent and the views prevalent among Wall Street 
equity analysts.   

Based on the Analysts Reports, Odyssey believes LBO Projections were 
reasonable in light of Wall Street’s view of the gaming sector as expressed by 
analysts near the time of the LBO. 

ii. General Economic Conditions 

a. Methodology 

An understanding of economic conditions prevailing at the time of the LBO is 
required to assess the reasonableness of the LBO Projections.  Conditions in the Las 
Vegas Metro area are of particular interest.  To understand these conditions, Odyssey 
reviewed various key indicators using publicly available data from a variety of 
sources.  Economic indicators reviewed include, among others:  

per capita gross domestic product and personal income, 

population, 

unemployment rates, 

S&P/Case-Shiller Index, 

housing permits, 

hotel room inventory and occupancy, 

average daily rate for hotel rooms, 

leading indicators index, and 

gaming wins in Nevada, Clark County and other more localized areas. 
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Data related to this research is provided in Schedules 3.a.i–3.i.ii.

b. GDP and Income 

Data available at the time of the LBO showed a slowing in statewide per capita real 
gross domestic product (“GDP”) growth compared to the previous three years.  
Despite the slowing, Nevada still experienced positive growth, even in inflation 
adjusted terms.  

Similar to per capita real GDP, growth in statewide real per capita personal income 
slowed in 2006.  Nevertheless, Nevada experienced positive growth, even in inflation 
adjusted terms.  

Economic indicators regarding GDP and income suggest some slowing in the 
economy.  They do not, however, presage the substantial downturn experienced in 
the years following the LBO. 

c. Population 

At the time of the LBO, population estimates available from the U.S. Census Bureau 
estimated a 4.0% growth rate in Clark County’s population for 2006.  This number 
conformed to the average 4.1% growth rate the county had seen from 2002 to 2006.   

Population reports available from the Clark County Department of Comprehensive 
Planning estimated a 6.1% growth rate in the county’s population for 2006.   

Projections from others sources also showed continued growth. 

In short, contemporaneously available population data indicated normal growth 
rates and projected continued growth.  Only after the LBO did demographers revise 
projections and indicate not slowed growth but population decreases for the Clark 
County area.   

d. Unemployment 

At the time of the LBO, unemployment rates in Nevada and the Las Vegas Metro 
area were above recent averages, but only modestly so.  For example, in the first ten 
months of 2007, the Las Vegas Metro average unemployment rate was 4.7%, 
approximately 0.52% higher than the 2006 average. This data did not indicate a 
dramatic trend and particularly not the increase to 13.1% unemployment which Las 
Vegas is currently experiencing. In fact, unemployment decreased five of the ten 
months prior to the LBO, including August and October 2007.  

In conclusion, available unemployment data did not foreshadow the recent dramatic 
increases in unemployment levels.  

e. S&P/Case-Shiller Index 

“The S&P/Case-Shiller Home Price Indices measures the residential housing 
market, tracking changes in the value of the residential real estate market in 20 
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metropolitan regions across the United States.”7 The Case-Shiller indices have been 
normalized to a value of 100 as of January 2000.

For August 2007, the last release available prior to the LBO, the Case-Shiller Index 
for the Las Vegas Metro area was 216.8, representing a month-to-month decline of 
1.4% and year-over-year decline of 7.6%.  August 2007 marked the eighth straight 
month with a year-over-year decline.   

When the August 2007 report was released in October 2007, Robert J. Shiller, co-
developer of the index, said, “The fall in home prices is showing no real signs of a 
slowdown or turnaround.”8

Another news report from October 2007 observed, “Housing prices have been a key 
worry for consumers, and the effect of the slowdown alongside the summer's steep 
decline in credit availability, has many worried that the economy will go into 
recession.”9

Among economic indicators reviewed for the Executive Summary, the Case-Shiller 
Index shows the most significant deterioration.  However, economic indicators did 
not suggest that Las Vegas homes would lose, on average, more than 50% of their 
value and drop to levels not seen since April 2001.

f. Housing Permits 

Data available from various Nevada and U.S. sources indicated that, in 2006 and 
2007, housing permits issued declined.  However, activity in the months immediately 
preceding suggested potential for renewed activity. 

g. Hotel Occupancy and Room Rate 

The Las Vegas Convention and Visitors Authority (the “LVCVA”) publishes 
monthly statistics for hotel inventory, occupancy and room rates.  Such data is 
published with approximately a two-month lag.  Data through September 2007 was 
available at the LBO’s closing.  

Room inventory for the Las Vegas, Laughlin and Mesquite areas remained fairly 
consistent, averaging 133,131 rooms, from October 2006 to September 2007. During 

7 Standard & Poor’s, “S&P/Case-Shiller Home Price Indices – Main,” 
<http://www2.standardandpoors.com/portal/site/sp/en/
us/page.topic/indices_csmahp/0,0,0,0,0,0,0,0,0,2,1,0,0,0,0,0.html>.
8 Dean Foust, “Latest statistics from the Shiller index,” Business Week,
<http://www.businessweek.com/the_thread/hotproperty/archives/2007/10/ 
latest_statisti.html>. 
9 Quoted by Vinne Tong, “Home prices fall in August for 8th straight month,” USA 
Today,  <http://www.usatoday.com/money/economy/housing/2007-10-30-shiller-
home-price_N.htm>.
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this same period, occupancy averaged 90.2%, an increase of 0.8% from the preceding 
12-months average.

In September 2007, the average daily room rate for a hotel (“ADR”) in Las Vegas, 
Laughlin and Mesquite was $142.47. This represents an increase of $25.33 or 21.6% 
from a year earlier.  From January 2006 to September 2007, year-over-year growth in 
monthly ADRs averaged 15.2%, without a single decline.  

Around the time of the LBO, occupancy was higher than in the proceeding years, 
and average daily room rates continued to climb.  This data indicated no downturn 
in lodging fundamentals—one of the Company’s key revenue streams. 

h. Gaming Win 

The Nevada Gaming Commission publishes gaming win data, with information 
provided for the state, counties, and other selected areas.  Data through September 
2007 was available as of the time of the LBO.

Available data indicated strong gaming performance, even if the growth rate was not 
as robust as certain previous years.  Statewide non-restricted wins totaled more than 
$1 billion in 11 of the previous 12 months.  Nine of the previous 12 months had year-
over-year increases in total win.  While October data was not available at the time of 
the LBO, October 2007 would mark the highest statewide non-restricted win total 
ever with $1.2 billion.  (This is still the highest mark to date.)    

Clark County wins largely paralleled the statewide numbers; October 2007 would 
also be a record month, over $1 billion.  Win per unit numbers, for the state and 
Clark County, were nearly as strong as the gross win numbers.

Similar to ADR and room rate occupancy numbers, gaming win indicators—data 
relating to the Company’s core business—showed continued strong performance.   

i. Conclusion  

Economic data available at the time of the LBO showed some slowing in the 
economy, particularly in housing-related areas.  However, in the aggregate, the 
data did not indicate the impending economic downturn, and several critical 
metrics suggested that gaming revenues would continue to perform well. 
Consequently, Odyssey has concluded that, in light of available economic 
indicators, the LBO Projections were reasonable at the time they were made.  

C. Solvency of the Company 

Odyssey was asked to determine whether the Company was insolvent at the time of 
the LBO or became insolvent as a result of the LBO.  To accomplish this, we 
performed various analyses of the Company—pre-LBO, post-LBO and 
contemporaneous with the LBO—to determine if the fair market value of the 
Company’s assets exceeded the value of its liabilities.   
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For pre-LBO analyses, Odyssey used the Company’s assets and liabilities as reported 
in the Company’s 10-Q for the quarter ending September 30, 2007.  For post-LBO 
analyses, Odyssey used the Company’s 10-K for the year ending December 31, 2007.  
These financial statements provide the most reliable and then-current figures for 
purposes of these analyses.10

The LBO Projections, unless otherwise indicated, were used in calculations requiring 
forecast numbers. 

i. Company Valuation Relative to Liabilities 

A common solvency analysis compares the value of a company’s assets to its 
liabilities.  In generalized terms, if assets’ value exceeds liabilities’ value, a company 
is solvent.  To prepare this analysis, Odyssey used three common methods to value 
the Company’s assets: discounted cash flow analysis, public market comparables 
analysis and transaction comparables analysis.  Odyssey based the Company’s 
liabilities on total liabilities presented in the 10-Q and 10-K mentioned above. These 
values were $4.2bn and $6.4bn pre- and post-LBO, respectively.  

While the results of these valuation approaches differed somewhat from each 
other, all three produced asset values well in excess of the value of the Company’s 
liabilities.

a. Discounted Cash Flow Analysis 

A discounted cash flow (“DCF”) analysis calculates the present value of future cash 
flow from relevant assets.  Present value is calculated by applying a discount rate to 
the anticipated cash flows.  This discount rate is determined by weighing the risks, 
costs and liquidity associated with the assets.

The Company’s management team provided projected cash flows to Duff & Phelps 
(“D&P”) in conjunction with D&P’s LBO purchase price allocation analysis 
performed in accordance with Statement of Financial Accounting Standards 141  
(the “SFAS 141 Analysis”).  In its SFAS 141 Analysis, D&P calculated the 
Company’s weighted average cost of capital (the “WACC”) using industry 
acceptable methods and explained why an IRR driven discount rate used in its 
purchase price allocation differed from the Company’s true WACC.

In our DCF analysis, Odyssey has used the 9.0% WACC discount rate calculated by 
D&P around the time of the transaction.  This discount rate was also the midpoint of 
the WACC range used by Bear Stearns in its LBO fairness opinion.   

Odyssey applied the discount rate to the October Projections of the Company’s core 
operating assets, which included all wholly-owned operating properties in Las Vegas 
and all management contracts then in effect including the non-Native American 
contracts as well as the Thunder Valley Native American contract (the “Core 

10 The Company did not prepare an opening balance sheet as of the date of the LBO. 
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Assets”).  Odyssey’s DCF analysis of the Core Assets yielded a value of 
approximately $5.3bn. 

To the value of the Core Assets, Odyssey added the value of the non-core operating 
assets as identified by D&P in its SFAS 141 Analysis (the “Non-Core Assets”). 

Non-Core Assets  Valuation Methodology

Future Native American 
management contracts 

 Discounted cash flow 

Joint ventures  Cost basis, discounted cash flow, market 
comparables

Land held for development  Appraised values  

Native American investments  Cost 

Construction in progress  Cost 

In aggregate, the Non-Core Assets represented a value of approximately $2.1bn at 
the time of the LBO.  When added to the DCF value of the Core Assets, the 
Company’s total enterprise value at the time of the LBO was $7.4bn.   

Prior to the LBO, the DCF-based total enterprise value of the Company exceeded 
the Company’s total liabilities; the resulting margin of solvency was 
approximately $3.1bn. 

Following the LBO, and accounting for the debt added to the Company’s balance 
sheet by the LBO, the DCF-based total enterprise value still exceeded the 
Company’s total liabilities; the resulting margin of solvency was approximately 
$950mm.11

b. Trading Comparables Valuation 

The second valuation methodology used by Odyssey in determining the Company’s 
solvency at the time of the LBO was a public market comparables valuation.   
According to Wall Street gaming analysts, the relevant valuation metric for casino 
operators at the time of the LBO was Enterprise Value to EBITDA (“EV-to-
EBITDA”).  Odyssey reviewed appropriate EV-to-EBITDA multiples for the 
Company’s peers and applied those multiples to the Company’s projected 2007 and 
2008 EBITDA to generate a trading comparables valuation.  The list of comparable 
companies and trading multiples is included in Schedule 8.a.i.

11 Total liabilities increased by approximately $2.2bn. Of that amount, approximately 
$1.6bn was attributable to increased interest bearing debt with the balance mainly 
attributable to an increase in deferred tax liability. 
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Odyssey excluded Wynn and LVS from the peer group because of the premiums 
being paid by investors for large-scale development projects in Macau.  Excluding 
Wynn and LVS from the comparables universe makes the valuation more 
conservative and more relevant given the Company did not have a presence in 
Macau.

Excluding Wynn and LVS from the comparable group yields an EV-to-EBITDA 
multiple of 11.6x for 2007 and 10.9x for 2008.  Odyssey applied those multiples to 
the Company’s projected 2007 and 2008 EBITDA to generate a value of $6.1bn 
attributable to EBITDA-generating casino assets at the time of the LBO.   To that 
value, Odyssey added the values of the following non-EBITDA generating/other 
assets owned by the Company:

Non-EBITDA Generating 
/Other Assets

 Valuation Methodology

Near-term land development  Discounted cash flow 

Long-term land development  Appraised values  

Native American 
management contracts

 Discounted cash flow 

Native American 
investments 

 Cost 

Odyssey valued the non-EBTDA generating/other assets at $2.4bn at the time of the 
LBO. (See Schedule 8.a.)

Adding the value attributable to EBITDA-generating casino assets to the value of the 
non-EBTDA generating/other assets, Odyssey ascribes trading comparables-driven 
total enterprise value of $8.5bn to the Company.

Using this trading comparables valuation, the Company’s total enterprise value 
exceeded the Company’s total liabilities by $4.3bn and $2.1bn pre-LBO and post-
LBO, respectively.

c. Transaction Comparables Valuation 

Odyssey reviewed historical gaming merger and acquisition transactions and 
determined a valuation for the Company based on prices paid for gaming companies 
with similar characteristics to the Company.  Consistent with the methodology used 
for the trading comparables valuation, Odyssey focused on EBITDA as a valuation 
driver in this analysis.

Odyssey reviewed historical gaming transactions cited by Bear Stearns in 
presentations given to the Company’s board during the time leading up to the LBO 
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and determined that there had not been any gaming transaction since the LBO that 
involved gaming operators with characteristics sufficiently similar to the Company’s 
to warrant inclusion in the transaction comparable group.  The relevant multiples for 
deal value to current fiscal year EBITDA and forward year EBITDA implied by 
comparable gaming transactions were 10.5x and 9.6x, respectively. Odyssey applied 
the Company’s projected 2007 and 2008 EBITDA to these multiples to derive a 
valuation for the EBITDA-generating casino assets at the time of the LBO of $5.5bn. 
(See Schedule 8.a.ii.)

Odyssey added the values of the non-EBITDA generating/other assets mentioned 
above to the value of the multiple driven transaction comparable valuation to create 
a transaction comparable driven total enterprise valuation for the Company of 
$7.9bn.

Using this comparable transactions valuation, the Company’s assets’ value 
exceeded the Company’s total liabilities by $3.7bn and $1.5bn pre-LBO and post-
LBO, respectively. 

d. Other Indications of Value:  Underwriters’ View 

As lead underwriters of the LBO debt, Deutsche Bank and JPMorgan performed 
extensive due diligence on the LBO Projections and assessed the value of the bank 
group’s collateral at the time of the LBO.  In the June 2007 presentation prepared by 
the two banks, they presented a sum-of-the-parts analysis to illustrate asset coverage 
levels for the operating company debt holders.  The total value of the Company’s 
assets as cited in the presentation was $7.9bn. Based on asset values suggested in this 
presentation, there existed a margin of solvency of approximately $3.7bn and $1.5bn 
pre- and post-LBO, respectively. 

e. Other Indications of Value:  LBO Purchase Price 

One of the most compelling indications of value was the purchase price paid by 
Purchasers for the Company.  Colony Capital, LLC (“Colony”), one of the 
Purchasers, is a highly sophisticated buyer with deep experience in the gaming 
sector.  It had been part of several successful casino gaming investments prior to the 
LBO, such as Kerzner International, Las Vegas Hilton, Resorts International, Accor 
S.A., Fairmont Hotels and Raffles.  The firm also was among the bidders in the 
competitive 2006 Aztar auction process.   

Colony had access to the company’s financial information and was supported in its 
efforts to take the Company private by the Company’s two largest shareholders, the 
Fertitta brothers, who were intimately familiar with the company’s operations by 
virtue of their longevity with the Company and involvement in its operations as 
executive officers and board members.  The purchase price paid for the Company 
was $8.9bn, suggesting a margin of solvency of $4.7bn and $2.5bn based on the value 
of pre-LBO and post-LBO liabilities, respectively. 
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ii. Discount Rate Solvency Test 

Odyssey performed a stress test analysis to identify the discount rate which, if applied 
to the cash flow forecasts in the SFAS 141 Analysis, would cause the fair value of the 
Company’s assets to drop below the book value of its liabilities.  This analysis 
showed threshold discount rate of 10.4%, implying a difference of 2.9% over the base 
rate of 7.5% used in D&P’s IRR-driven SFAS 141 Analysis and a difference of 1.4% 
over the actual WACC outlined in that same report. 

iii. Conclusion 

Based on Odyssey’s valuation of the Company at the time of the LBO, Odyssey 
has concluded that the Company was solvent both before and after the LBO.  
Odyssey found no indication that the value of the Company was less that its 
liabilities either pre- or post-LBO.  Each indication of value considered by 
Odyssey suggested a substantial margin of solvency.  

D. Adequacy of Capital 

Odyssey performed several analyses to determine if the Company had adequate 
capital to conduct its business following the LBO.   

As with the solvency analysis in Section C, pre-LBO figures were drawn from 
Company’s 10-Q for the quarter ending September 30, 2007; post-LBO figures from  
Company’s 10-K for the fiscal year ending December 31, 2007.

A discussion of these analyses follows. 

i. Effect of the LBO on the Capital and Debt Structure of the 
Company:  Balance Sheet Comparison

As part of its analysis, Odyssey compared the Company’s pre-LBO and post-LBO 
balance sheets.  Included in this analysis, Odyssey compared key balance sheet ratios 
such as debt to total book capitalization, debt to equity, net debt to total book 
capitalization and net debt to equity both before and after the LBO.  The resulting 
analysis is included in the figure below.12

12 September 30, 2007 asset values were based on GAAP.  December 31, 2007 asset 
values were based SFAS 141 purchase accounting. 
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While additional debt is inherent in a leveraged buyout, it is helpful to compare the 
debt load to an operating metric such as EBITDA to understand a Company’s ability 
to sustain its debt structure.  Odyssey analyzed the Company’s leverage ratios using 
two sets of EBITDA projections, the June Projections, which were included in the 
proxy statement issued on July 9, 2007, and the October Projections, which 
contained lower EBITDA projections (approximately 10%) that reflected then-
current performance. 

Odyssey reviewed the EBITDA projections from these two models and both the pre- 
and post-LBO debt and balance sheet capitalization figures.  As illustrated in 
Schedule 4.a, when considering the June Projections, post-LBO debt-to-EBITDA 
ratios increased by 2.4x, 2.2x, and 1.9x for 2007, 2008 and 2009 EBITDA forecasts 
respectively.

When considering the October Projections, post-LBO debt-to-EBITDA ratios 
increased by 2.8x, 2.4x, and 2.2x for 2007, 2008 and 2009 EBITDA forecasts 
respectively.

In addition, with respect to other gaming LBOs transacted around the time of the 
LBO, the LBO was capitalized with a substantial amount of equity, approximately 
40% of the deal value.  On a percentage basis, this was the highest amount of equity 
capitalization of any of the gaming LBOs consummated during this time.  (See 
Schedule 6.b.)

ii. Ability to Support Post-LBO Capital Structure 

a. EBITDA Stress Tests 

Odyssey reviewed the LBO Projections and performed multiple analyses to 
understand the Company’s ability to perform on its debt obligations as assumed in 
the LBO.  Results of these analyses indicate that the Company would have been able 
to support its debt had the Company performed according to its LBO Projections.   
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b. Debt Maturity Schedule 

In addition to understanding the EBITDA margins for error, Odyssey reviewed the 
Company’s debt maturity schedule as illustrated in Schedule 5.e which indicates that 
the Company had very little debt maturing prior to 2012—more than three years 
after the LBO.  Specifically, in the years 2008 to 2011, less than $20mm in debt was 
scheduled to mature compared to projected EBITDA13 of nearly $2.2bn.   

A review of the debt schedule in the deal model showed that the Company projected 
significant cash generation in excess of debt service payments in the forecast period.  
The LBO Projections suggest that the Company would be able to make substantial 
growth oriented capital expenditures while maintaining a sound credit profile.  Total 
debt (excluding the CMBS facilities) was expected to drop from $3bn post-LBO to 
$2bn in 2012.  The Company anticipated its total leverage, measured as non-CMBS 
debt to the trailing twelve months EBITDA, would drop from 7.8x following the 
LBO to 2.6x at the end of 2012.  Interest coverage was forecast to grow from 1.6x 
post-LBO to 4.6x at the end of 2012. 

Based on the Company’s anticipated cash flow generation per the LBO Projections, 
the Company would have been able to meet these debt obligations as they matured.   
In terms of satisfying its long-term funding requirements and maturities of its longer-
term debt, the Company expected that when the larger debt facilities matured in 2012 
and beyond, the Company would have a strong enough credit profile to refinance its 
debt.

Based on the Company’s projected credit statistics, which indicated a strong 
credit profile, Odyssey believes it was reasonable to expect that had the Company 
performed to plan, it would have been able to secure refinancing of its larger 
credit facilities as they matured and needed to be refinanced.  

c. Liquidity following the LBO 

Odyssey reviewed liquidity (both cash and lines of credit) and working capital levels 
of the gaming peer group.  Based on this peer comparison, the Company had capital 
levels in line with industry peers and, in Odyssey’s opinion, was not at a 
disadvantage in terms of its ability to operate given the capital top which it had 
access at the time of the LBO.

The Company forecast a constant cash balance of $105mm consistent with levels 
required to operate its business.  In addition, immediately after the LBO, the 
Company had access to more than $450mm in liquidity on its revolver.   The 
Company forecast a cash balance of over $500mm by 2012.  The Company also 
could have liquidated a portion of its sizable long-term land development portfolio 
(valued at $1.2bn at the time of the LBO). Based on the foregoing, Odyssey believes 
that the Company had adequate capital to operate its business following the LBO. 

13 As defined in the Revolver Agreement.
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d. Surplus EBITDA Analysis 

Odyssey reviewed the financial covenants governing the indentures for the 
Company’s outstanding senior and senior subordinated notes as well as the financial 
covenants related to the senior secured debt facility.  Odyssey analyzed the October 
Projections and performed an EBITDA sensitivity analysis that demonstrated the 
cushion, or margin, in terms of EBITDA forecasts relative to the restrictions listed in 
the debt covenants.  Two versions of this analysis are demonstrated in Schedules 
5.a.i and 5.a.ii.

The first version of the analysis illustrated in Schedule 5.a.i demonstrates EBITDA 
cushion suggested when including the non-recourse land loan and excluding cash 
from the total debt component used to generate the total leverage credit metric.

The second version of the analysis subtracts certain debt as well as cash and cash 
equivalents from the debt when calculating the total leverage ratio, as permitted by 
the loan agreement for the revolving credit facility. 

The results of this analysis show that, over the projection period, the Company had a 
minimum EBITDA cushion of 19.3% relative to its most restrictive covenant.  The 
Company had never previously experienced a decline in EBITDA of the magnitude 
that would have caused it to miss these covenants. 

e. Covenant Compliance Following the LBO 

Odyssey reviewed compliance certificates related to the credit agreement executed 
between the Company and the senior secured lenders that provided financing for the 
LBO.  A summary of covenant compliance and operating statistics is included in 
Schedule 5.c.

The three covenants included in the credit agreement were: 

Total Leverage Covenant 

Senior Secured Leverage Covenant 

Coverage Covenant 

The Total Leverage Covenant contemplated all non-CMBS and non-secured debt of 
the Company (senior secured and senior and subordinated notes) over EBITDA.  
The covenant limit as of the first quarter of 2008 was 8.5x, gradually reducing by 25 
basis points each quarter to 7.75x in the fourth quarter of 2008.

The Senior Secured Leverage covenant is defined as a maximum level of senior 
secured debt over EBITDA.  The senior secured covenant is 2.25x in the first and 
second quarters of 2008 and adjusts downward to 2.00x in quarters three and four of 
2008.
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The Coverage Covenant is defined as EBITDA/cash interest and is 1.50x for the first 
two quarters of 2008 adjusting upward to 1.75x during the third and fourth quarter of 
2008.

Consolidated EBITDA was calculated on a rolling 12-month basis.  Covenants went 
into effect in March 2008.  The first quarter contained the most liberal covenants, 
with all three covenants tightening over the remainder of 2008.

The Company was able to operate in compliance with the terms of the covenants for 
the first three quarters of 2008, but needed a waiver in the fourth quarter of 2008 for 
all three covenants due to deteriorating operating performance.  

iii. Conclusion 

While it is clear that the LBO increased the Company’s debt load, Odyssey 
believes that, based on the LBO Projections, the Company had sufficient capital 
with which to conduct its operations both pre- and post-LBO.  Based on the LBO 
Projections, the Company also would generate adequate EBITDA to service its 
debt load, make necessary capital expenditures and to provide an acceptable 
return to equity holders.  In addition, the Company had significant non-core 
assets that could have been monetized to enhance its liquidity.  

Respectfully submitted, 

          /s/  

Odyssey Capital Group, LLC 
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