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Definition of Ratings: 
 
 
Buy: at least 20% 
undervalued 
Hold: appropriately valued 
Sell: at least 20% overvalued 
 
 
Industry: 
 
Services-Gambling 
 
 
 
Fundamentals: 
 
Market Cap: $1.07B 
 
Close 4/27/2002: $18.60 
 
52-Week High: $19.00 
 
52-Week Low: $7.50 
 
Price/Sales: 1.33 
 
Price/Book*: 4.26 
 
Debt/Equity*: 4.97 

 
Net institutional ownership: 
74% 
 
 
 
 
 
Company Summary: 
 Station Casinos, Inc. is a 
gaming company that owns and 
operates seven distinctly themed 
hotel/casino properties and two 
smaller casino properties in the 
Las Vegas metropolitan area. 
The Company also owns and 
provides slot route management 
services in southern Nevada. 

 

 
 
 
 
 
 
 
 
 
 
 
*As of 4/27/02 

 
 

 

(NASDAQ: STN) 
 

Recommendation: SELL 
Bet on the horses before betting on Station. 

May 23, 2002  
 

Davin Bernstein & 
Christopher Kirkman 

Portfolio Manager: Javier Fernandez 
 
Investment Rating:  Without any distinctive sustainable competitive 
advantage and estimated fundamental value far below current market value, 
we expect a significant depreciation in the value of this company as the 
market’s elevated expectations of future performance become unrealized. 

Yale School of Management 
135 Prospect Street 

New Haven CT, 06511 
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Disclaimer: Please see the disclaimer at the back of this report for important 
information 
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2001 % total % change 2000 % total % change 1999

Casino revenues 659,276 72% -18.4 807,880 76% 5.7 764,089

Casino expenses 287,637 32% -22.8 372,826 4.6 356,365

Margin 56.4  53.9  53.4

Food and beverage revenues 139,983 15% 2 137,198 13% (2.8 141,116

Food and beverage expenses 85,719 9% 2.2 83,879 8% (5.6 88,898

Margin 38.8 0%  38.9  37

Room revenues 47,558 5% 2.8 46,260 4% 7.9 42,870

Room expenses 19,289 2% 17.5 16,416 2% 3.5 15,860

Margin 59.4  64.5  63

Other revenues 63,980 7% -5.9 67,999 6% 9.2 62,286

Total Revenues 910,797 100% 1,059,337 100% 1,010,361

Selling, general and 
administrative expenses 165,977 18% -8.1 180,659 17% (5.3 190,753
Corporate expenses 25,952 -3.8 26,974 17.2 23,007 �
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1998 1999 2000 2001 2002E

Las Vegas 0% 18% 7% -2% 1%

Atlantic City 3% 3% 3% 0% 3%

Mississippi 10% 15% 5% 2% 3%

Missouri 14% 10% 6% 15% 11%

Iowa 12% 7% 13% 3% 4%

Nevada (all) 3% 12% 6% -1% 1%
Source: Merrill Lynch Estimates

Year-Over-Year % Change  Gaming Revenue in the U.S., 1995-2002E
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Sale of Missouri 
Operations 

Announcement of 
Sale of MO Ops. Announcement of Sale 

Sale 
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2001 % change 2000 % change 1999

Net revenues—total 839,361 -15.4 991,678 5.2 942,469
Major Las Vegas 
Operations (a) 797,213 27 627,968 7.4 584,852

Missouri Operations (a) — -100 315,422 0.6 313,439
Other Operations and 
Corporate (a) 42,148 -12.7 48,288 9.3 44,178

Operating income 
(loss)—total 140,839 -42 242,812 741 28,871

Major Las Vegas 
Operations (a) 172,539 4.5 165,138 12.2 147,217

Missouri Operations (a) — -100 102,882 220.7 (85,269 
Other Operations and 
Corporate (a) (31,700 -25.8 (25,208 23.8 (33,077 

Cash flows from:      

Operating activities 115,145 -29.7 163,696 (5.4 173,058
EBITDA, As Adjusted 
(b)—total 219,167 -20 273,847 15.6 236,970

Major Las Vegas 
Operations (a) 240,003 13.6 211,252 13.2 186,677

Missouri Operations (a) — -100 82,636 19.4 69,223
Other Operations and 
Corporate (a) (20,836 -4 (20,041 (5.9 (18,930 

EBITDA, As Adjusted (b), 
Adjusted for the Sunset 219,167 -20 273,847 12.7 242,890

Major Las Vegas 
Operations (a) 240,003 13.6 211,252 9.7 192,597

Source: Company Financials �
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Ratios 12/31/00 12/31/01
 Income Statement      
 Operating Margin                             0.24                             0.15 
 Pre-Tax Margin                             0.15                             0.05 

 Net Margin                             0.09                             0.03 
 Fixed Charge Coverage                             2.57                             1.36 
 Current Ratio                             2.51                             1.04 
 Quick Ratio                             2.48                             1.00 
 Working Capital                188,292,000                    4,227,000 

 Balance Sheet      
 Total Assets/Total Liabilities                             1.25                             1.18 
 D/E                             3.43                             4.97 
 Statement of Cash Flows      
 Cash Flow from Ops/CapEx   N/A   N/A  
 Depreciation/Cash flow from Ops                             0.41                             0.66 
 CapEx/Depreciation                                 -                                  -   
 Combination      
 Return on Equity                             0.32                             0.08 
 Return on Average Equity                             0.37                             0.07 
 Return on Total Capital                             0.19                             0.09 
 Average Days Receivable                           10.97                           11.77 
 Receivables Turnover                           33.28                           31.00 
 Inventory Turnover                         198.57                         216.44 
 Debt to Cash Flow                             6.05                           10.74 

   
�

Many ratios and margins are falling, making us wonder why the market believes 
they will achieve even a minimal level of earnings and profitability growth.  We 
find the argument by some analysts that Station’s land assets contribute to a higher 
valuation to be unconvincing.  Our own assumptions actually assume a higher 
EBITDA than others, but the results still don’t warrant a valuation like we see in 
the market right now.



����� � ������		��


���������������������� � �������

Comparative Analysis 

Station has traded above the industry average for nearly a year…  

 

Yet performs worse than its peers on a price to cash-flow basis, as well as on a P/E basis:  
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Station’s price to sales ratio is also higher than its peers. 
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Station continues to have success keeping its current ratio at the industry level (except when it 
was trading casinos).                                                                                                                                        

But its book value is increasing relative to its price: 

Source: Bloomberg 
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Important Disclaimer 
 

Please read this document before reading this report. 

 

This report has been written by MBA students at Yale’s School of Management in 

partial fulfillment of their course requirements. The report is a student and not a 

professional report. It is intended solely to serve as an example of student work at 

Yale’s School of 

Management. It is not intended as investment advice. It is based on publicly available 

information and may not be complete analyses of all relevant data. 

 

If you use this report for any purpose, you do so at your own risk. YALE 

UNIVERSITY, YALE SCHOOL OF MANAGEMENT, AND YALE UNIVERSITY’S 

OFFICERS, FELLOWS, FACULTY, STAFF, AND STUDENTS MAKE NO 

REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED, ABOUT THE 

ACCURACY OR SUITABILITY FOR ANY USE OF THESE REPORTS, AND 

EXPRESSLY DISCLAIM RESPONSIBIITY FOR ANY LOSS OR DAMAGE, DIRECT 

OR INDIRECT, CAUSED BY USE OF OR RELIANCE ON THESE REPORTS. 
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