Strong Sector

Casino Stocks Continued to Outperform in 2006
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returned 71.1 percent and MGM Mirage
increased 56.4 percent.

Another major driver of share prices in 2006
was M&A and takeout activity. There was aggres-
sive bidding on Aztar (which increased 79.1 per-
cent during the year) early in 2006, an LBO of
Harrah’s Entertainment (which returned 16.0 per-
cent, lagging the large-cap segment) by two major
private equity groups, and two management lead
take-outs of Kerzner International and Station
Casinos. Over the past several months, these
transactions have fueled a flurry of speculation on
which gaming company could be the next candi-
date for a takeover. Going forward, we believe
hostile takeovers could be more difficult given
that what is left in the public gaming market has
significant inside ownership.

Finally, the increasing need for tax dollars has
made states more dependent than ever on gaming
revenues. Fifteen states receive substantial tax rev-
enues from casino gaming and these numbers are
likely to increase as Pennsylvania, Maine, Florida
and New York (still a market in its infancy) all
add casino gaming. If gaming is becoming more
and more popular, whether through new jurisdic-
tions, expansions or new game trends and tech-

nology, this will only attract
more investors to the space,
in our opinion. Further, as
these new jurisdictions and
expansions come online, all
of the third-party benefits
spill into the gaming equip-
ment suppliers.

In summary, 2006 was
a very strong year for the
gaming space. Heading
into 2007, we continue to
believe gaming investors
will be rewarded given
growth in Macau, contin-
ued strength in state gam-
ing revenues, continued
takeover speculation, the
potential growth of new
jurisdictions and the sale of

individual casinos (for example, Harrah's new
owners could sell non-strategic properties). On the
downside, we believe the smoking ban in Atlantic
City and the potential for video lottery terminals
at the Meadowlands could slow growth in that

market. O

GAMING INDUSTRY
STOCK PRICE PERFORMANCE
For Week Ending January 8, 2007

TOP 5 Price on 1/8/07 % Change
MGM Mirage (MGM) $59.80 3.9%
Wynn Resorts (WYNN) $98.71 2.5%
Boyd Gaming (BYD) $46.55 1.3%
Las Vegas Sands (LVS) $93.08 1.2%
WMS Industries (WMS) $36.53 0.6%
BOTTOM 5
Pinnacle Entertainment (PNK) $30.79 -7.5%
Ameristar Casinos (ASCA) $28.55 -5.5%
Scientific Games (SGMS) $29.49 -4.2%
Progressive Gaming (PGIC) $9.01 -3.0%
Shuffle Master (SHFL) $25.03 -2.9%
THE MARKETS
S&P 1412.84 -0.3%
Dow Jones 12423.49 -0.4%
Nasdaq 2423.16 0.6%
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