WYNN RESORT

“KNOW WHEN TO HOLD 'EM;
KNOW WHEN TO FOLD 'EM”

Millions of people travel to Las Vegas each year with
big dreams of hitting the jackpot; most of them leave
Las Vegas empty handed, beartbroken, and even
further in debr. Very few people win big, and even fewer

make their lives” fortune in “Sin City”; Steve Wynn is
one of the lucky few who has. He went from humble
beginnings in a family-run bingo parlor in Maryland
to Chief Executive Officer (CEQ) and Chairman of
Wynn Resorts, L.td. premium-destination world-class
casinos and resorts. Seen by many in the entertainment
industry as a visionary, Steve Wynn has revolutionized
the city of Las Vegas one casino at a time.

He started with small stakes in the Frontier Hotel
in 1967 as a newcomer to Vegas to upping the ante
with a complete renovation of the Golden Nuggert
from a dingy downtown Vegas casino to a fout-star
resort and gaming facility. Mr. Wynn was not satis-
fied with his accomplishment of attracting high net-
worth clientele to downtown Vegas; he had dreams
of expanding his casino empire, starting with a twin
Golden Nugget resort in Atlantic City, a rival gam-
bling destination.iAlso on his repertoire of great suc-
cesses are the magnificent Mirage (1989), Treasure
Island (1993}, and the breathtaking Bellagio (1998).
After what was considered the largest merger in the
gaming industry’s history, the Mirage became a part
of MGM, Inc. for $6.4 million. Steve Wynn stepped
down as Chairman and CEQ of the Mirage and sert
his sights on developing his largest casino resort yer,
the Five Diamond Wynn Las Vegas.

Wynn Resorts. Ltd. owns and operates the Wynn
Las Vegas and the Wynn Macau, a casino resort
located in the Macau Special Administrative Region
of the People’s Republic of China (PRC). The com-
pany is in the process of developing an expansion
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to the Wynn Las Vegas, called the Encore Diamond
Suites. In addition, the company continues to
explore opportunities to develop additional gaming
or related businesses in other markets, both domestic
and international.

The officers of the company include the following:

e Stephen A. WAnn, Chairman of the Board and
Chief Executive Officer

e Marc D. Schorr, Chief Operating Officer

e John Strzemp, Executive Vice President and Chief
Administrative Officer

* Matt Maddox, Chief Financial
Treasurer

Officer and

As mentioned, Mr. Wynn was previously the
Chairman of the Board, President, and CEO of
Mirage Resorts. In 1997, under his lcadership,
Mirage Resorts was ranked by Fortune magazine as
the second-most admired company among American
companies. It was also rated in the top threc for
innovativeness and quality for product and services.
Steve Wynn is a man who is obsessed with details
and continually strives for perfection.

The Wynn Las Vegas Resort and Casino opened
on April 28,2005. The property, which encompasses
217 acres of land, is located at the intersection of the
Las Vegas Strip and Sands Avenue. The resort not
only features an 111,000 square-foot casino with
137 table games, but also luxury hotel accommoda-
tions of 2,674 hotel rooms and suites, 36 fairway
villas, and 6 privare entry villas. The property offers
its guests 18 restaurants; a Ferrari and Maserati car
dealership; 76,000 square feet of high-end retail
shops; recreational facilities, including an 18-hole
golf course; five swimming pools; full cabanas; a full
service spa and salon; and lavish nightlife {nightclubs
and lounge entertainment). The Wynn Las Vegas has
been described on the strip as “intimate™ because it
is significantly smaller than some of its competitors’
structures. Because of the demand for the services
provided by Wynn Las Vegas, the Encore Diamond
Suites are currently in development. Encore will be
located on the Strip, adjacent to Wynn Las Vegas and
is expected o be completed in 2009.

Wynn Resorts is constantly looking for addi-
tional locations and opportunities to expand both
domestically and internationally. In addition, Wynn
is currently looking at opportunities for possible
resorts e the Philippines as well as expanding into
new markets, such as horseracing.

WHO IS THE PIT BOSS?

The greatest operational strength Wynn Resorts, Ltd.
has is the founder himself, Steve Wynn. With more
than 30 vears experience in Las Vegas, this man has
contacts, alliances, and knowledge that could not be
easily replaced. As told by a bartender at Wynn Las
Vegas, Mr. Wynn continues 10 be a very hands-on
CEOQ. He can be seen regularly on the casino floor,
talking with customers and employees. His passion for
perfection can be seen throughout Las Vegas, from the
Golden Nugger to the Bellagio. When talking about
the Wynn Macau and its scale in comparison to some
other casinos, Mr. Wynn stared, “Bigger ain’t better.
Betrer is better.” This is the idea that laysthe~folin-
dation in which Wynn Resorts relies to differentiate
their resorts from those in dircct competition.

Many of the other senior executives joined
Mr. Wynn when he left the Mirage. The manage-
ment teamn at Wynn Resorts has a tremendous amount
of experience with building quality resort casinos. As
Wynn Resorts continues its growth, the combined expe-
rience of these individuals will ensure the resorr con-
tinues to build world-class operations. However, that
Wynn Resorts is able to maintain competitive advan-
tages is due in large part to the executive involvement
of Steve Wynn.* If Steve Wynn left the company for any
reason other than death or a severe disability, the resort
would lose all lines of credit. Although Mr. Wynn is an
operational strength, the company’s complete depen-
dence on him is a significant weakness.

ACES WILD

According to the Travel Industry Association of
America (TIA), the US. tourism industry is the
third largest retail industry after automotive and
food stores and provides the nation with one of its
largest service export industries.* The hotel/tourisni
industry has changed in recent years due to possible
threats of terrorism and cutbacks in consumer spend-
ing on travel. In the years thart followed the Septem-
ber 11,2001, terrorist attacks, the United States has
introduced stricter visa and passport requirements.
Recent escalating airline fuel costs have also brought
airfare increases. These changes impact the number
of people who choose to travel and vacation farther
away from home, thus affecting the overall industr.



There are many opportunities in the gaming
industry from a social and demographic vantage
point. As the legalization of gambling is spreading
in the United States, the social acceptance of the pas-
time is beginning to spread as rapidly. In the past,
gambling was negatively tied to addiction and cor-
ruption, but today gambling is being seen more and
more as a socially acceptable and fun recreational
activity, especially among the elderly.

In 2006, the Las Vegas strip had 38.9 miliion visi-
tors, and Wynn Las Vegas enjoyed 94.4% occupancy
at its 2,716-room hotel, far exceeding the area’s
average.’ Wynn Resort’s brand is synonymous with
luxury in the casino market, and it capitalizes on this
reputation, appealing to the high-end market.

Based on demographic trends in the United States,
Wynn Las Vegas is in the right industry at the right
time. In a 2006 report provided by Mintel Research
on casino and casino-style gambling, they note that the
population is aging, which is good news for the industry.
The assumption is that, as people get older, they are
morc likely to gamble. As the report indicates, “Overall,
the U.S. population is growing older . . . Casino gam-
bling is very much a sport of a graying generation.
Retirees and empty nesters typically enter casinos with
a disposable income, financial security, and free time.”’

Currently in the United States, the baby boomers
are in the process of retiring; they arc healthier and
wealthier than earlier generations and have greater
spending power. As the boomers retire, they are
spending more money on leisure and recreation, and
they are piling into the casinos. This growing market
segment represents an opportunity for the gaming
industry and for Wynn Resorts specifically.

There are a few social and demographic threats
that Wynn Resorts must take into account. First is
that social norms in the United States differ from
those practiced in Macau and should not be univer-
sally applied. The occupancy rate at the Wynn Macau
resorts is 80%, which is significantly less than thart of
the Las Vegas resort.*

Of those who visit Macau, only 25% actually stay
overnight. Those that did stay overnight tended to
stay for a short period of time (one to two nights).
This is significantly differcnt than the average visitor
n Las Vegas. Although Wynn is investing in expansion
of the Macau facility, it is important to bear in mind
this distinction. Macau visitor behavior may change,
but analyses agree that it will not happen overnight.
Investing in the hotel arena may not be a safe bet

for Wynn and other casinos.” Wynn's ideal client is
what is referred to as a “whale” aka the risk-friendly,
deep-pocketed, high-roller gambler. With increased
global competition. it will be imperative for Wynn
Resorts to maintain its social status and high brand
image to attract and retain the “whale,” customers. If
they go clsewhere, it will be a substantial loss for the
company.

PUT ON YOUR POKER FACE

Within the gaming and resort entertainment industry,
there are many competing properties, including the
Mirage, Las Vegas Sands, the Venctian, Paris, and the
Bellagio, to name a few. Each casino has their own
theme, attracting a significant number of visitors and
directly competing with the Wynn Las Vegas.

o Ameristar Casino has casinos in Black Hawk,
Colorado; North Chicago, Indiana; Council
Bluffs, lowa; Vicksburg, Mississippi; Kansas City
and St. Charles, Missouri; and Jackpot, Nevada.
They are established as the premier gaming and
entertainment facility in these areas.

*  MGM Mirage owns featured resorts such as the
Mirage, Bellagio, Mandalay Bay, and Luxor, just
to name a few.

* Las Vegas Sands Corporation is one of the lead-
ing international developers of multiuse integrated
resorts. The company owns the Venetian Resort
Hotel Casino, the Sands Expo and Convention
Center in Las Vegas, the Sands Macau in the PRC
Special Administrative Region of Macau. the com-
pany has recently opened 2 new resorts in 2007:
the Palazzo Resort Hotel Casino in Las Vegas
and the Venetian Macau Resort Hotel Casino in
Macau. They are also developing the Cotai Strip, a
development of resort casino propertics in Macau,
and were selected by the Singapore government to
build the Marina Bay Sands, an integrated resort
scheduled to open in Singapore by the end of
2009.

* Boyd Gaming Corporation is one of the pre-
mier casino entertainment companies in the
United States. They have opcrations in Illinois,
Indiana, Louisiana, Mississippi, New Jersey,
and Nevada.

e Harrah’s owns, operates, and/or manages about
50 casinos: Bally’s, Caesars, Harrah's, and



Horseshu just to name a few. The majority of the
casinos are based primarily in the United States
and the United Kingdom. Operations include
casino hotels, dockside and riverboat casinos,
and Native American gaming establishments.

Steve Wynn feels unaffected by competition, as
he believes his casinos cater to travelers who have
higher demands. Wynn’s main focus is to rtarget
high-end players with fancy new suites and baccarat
tables. Wynn focuses on differentiating the company
by concentrating on the atmosphere and design of
the resorts and by enhancing customer service and
luxury as a full-service provider.

The timing could not be better for Steve Wynn
to start something new. The $9.4 billion merger
between Harrah’s and Caesar’s Entertainment, along
with MGM and Mandalay Bay coming together, give
Wynn several top managers to choose from when
developing his casinos. In addition, due to such merg-
ers, it could be expected that casinos like Harrah’s,
which traditionally target middle-market gamblers,
will reduce their focus away from the Caesar’s Palace
high-end customer to target the middle-class gam-
bler. Such a move could result in additional revenues
for Wynn, as such gamblers will look to Wynn Resort
for higher-class amenities.

In general, rival casino operators say that new
properties are good for Vegas because they create
more reasons for people to come to town. Behind
the scenes, however, they compete for the kind of
gamblers who feel comfortable betting $10,000 or
more per hand. MGM may aircady have launched its
counteroffensive. “They’re throwing tons of events,
shopping sprees, baccarat tournaments, fishing
trips,” said Steve Conigliaro, an independent busi-
nessman who hosts high-rollers at various casinos.
“Steve Wynn is going to take some business away.
He knows what people like.”*

LUCK OF THE DRAW

In the resort casino industry, the ability to find land

and licenses in legal arcas is very difficult because many
countries have strict regulations about gaming resorts.
Gaming, licenses are difficult to obtain due to govern-
ment regalations and limited availabilicy. Te is arguably
muore dillicnlt to find a locaton that not only can sup-
pont the size but also meets the legal requirements of

thar location. Today, Winn Resorts, Lid. has a premier

spot on the Las Vegas strip thatis also home to the strip’s
only golf course. Wynn is also the holder of one of only
four licenses in Macau. Having such scarce resources
provides the company with a remarkable advanrage.

Regulations regarding expansion in China remain
questionable and could potentially be a barrier to
entry. In Wynn Reports 10-K, they note certain risk
factors for the company, including the fact that their
concession in Macau effectively expires in June 2017,
at which time the government in Macau has the right
to take over the opcration. The company also notes
that there are currently only three gaming conces-
sions granted until 2009. If the government in Macau
were to revise this situation by granting more conces-
sions, they would, in essence, alleviate this particular
barrier to entry for other casinos and Wynn could
potentially sec more competition in the area.

Macau, an island located 37 miles southwest of
Hong Kong and an hour ferry ride away, has become
a popular gaming destination. At this time, there are
24 operating casinos in Macau with several others in
the construction and development phase. Sociedade
de Jogos de Macau (SJM) owns and operates 17 of
these 24 casinos. Most are relatively small facilities
that are not on the high-end like the Wynn. However,
SJM controls three of the largest casinos in Macau:
the Hortel Lisboa, the Greek Mythology Casino, and
the Jai Alai.?

Currently, Wynn Macau is charged a 35% tax on
gross gaming revenue and expected to contribute up
to 4% of gross gaming revenue for the promotion
of public interests, social security, infrastructure, and
tourism in Macau." If regulations were to change
and taxes lowered, Wynn Resorts would be able to
retain more of its earnings.

Currently, the Chinese government does not allow
casinos on its mainland, only Macau,'! so the break-
ing of the casino monopoly in Macau has provided an
enormous growth opportunity for Wynn Resorts.
The government of Macau is trying to rurn Macau
into the “tourist destination of choice” in Asia."* In
2002, the government-sanctioned casino monopoly
in Macau ended when the government granted con-
cessions to three outside companies to operate casi-
nos in Macau. Each of the three was allowed, with
the approval of the government, 10 grant one sub-
concession to another gaming operator." If this legal
situation were to occur in other areas of the globe, it
could provide additional global growth opportunit
for Wynn Resorts. Under the concession granted tc:
Wynn Resorts, Wynn is able to develop an unlimites



number of casino resorts in Macau with the govern-
ment of Macau’s approval.’* This legal opportunity
provides significant value for Wynn Resorts because
they are one of a select few with such a right. In addi-
tion, because a limited number of companies have
casino operating rights in Macau, Wynn is operating
in a somewhat restricted competitive environment
because they hold one of those six gaming licenses.!®

Recently, Wynn Resorts was granted concession
for its land application for 52 acres in Macau’s Coati
Strip. This legal right is essential for Wynn Resorts’
future expansion plans. Steve Wynn stated during
Wynn Resorts’ third quarter 2007 conference call
that he plans ro build “the most beautiful hotel on
Earth” in Coati. Currently, the designs include a
1,500- to 2,000-suites hotel to occupy all 52 acres.
Wynn stated this hotel will have things that have
never been seen before; it will be expensive but “it
will be an experience.”

The Chinese government has and is expected to
continue to relax restrictions on travel and currency
movements between China and Macau. Thus far, by
relaxing its currency and travel restrictions, Chinese
citizens from certain urban and economically devel-
oped areas are able to visit Macau without tour
groups and are now allowed to bring more money
into Macau.” If the Chinese government continues
10 loosen its restriction on travel and currency, tour-
ism to Macau will grow, and the profit potential for
Wynn Resorts will increase.

In 1999, Portugal returned Macau to Chinese con-
trol after 450 years of Portuguese control. Macau’s
legislative, regulatory, and legal institutions are still in
a phase of transition because this change in control
occurred less than eight years ago.'® The long-term
success of Wynn Macau will depend on the successful
development of the political, economic, and regulatory
framework in Macau, Wynn Resorts could be affected
if an unfavorable environment develops in Macau.

By doing business in an emerging market, there
are significant political, economic, and social risks
for Wynn Macau."” For example, domestic or intcr-
national unrest, health epidemics such as the bird flu,
terrorism, or military conflicts in China or Macau
will drastically affect Wynn Macau by not only reduc-
ing the inflow of customers from a decrease in tour-
ism, burt also by decreasing discretionary consumer
spending and increasing the risk o higher taxes and
government controls over gaming operations.

Furthermore, under Wynn Resorts’ agreement
with the government of Macau, the government has

the right at any time to “assume temporary custody
and control over the operation of a casino in cer-
rain circumstances.” The ability of the government
to take control of the casino at any time it deems
appropriate is a significant threat to the success of
Wynn Resorts because it could lose control of its
operations in Macau.

Additionally, Wynn Macau is subject to strict reg-
ulatory controls by the government, which limits its
freedom of operations and creativity. For example.
one of the regulations requires Wynn Macau to have
an exccutive director who is a permanent resident of
Macau and holds at least 10% of the company’s cap-
ital stock.?’ The Macau government must approve
this executive director and any successor, and thev
have to approve all contracts for the management
of the casino’s operation in Macau. This is just one
example of the type of restrictions and the level of
control the government holds over Wynn Macau.

The Macau land concession poses additional
threats to Wynn Resorts. Under the agreement, Wynn
Macau is leasing the 16 acres from the government
of Macau for 25 years. The government of Macau
may redeem the concession beginning June 24,2017,
and Wynn Macau will be entitled to fair compensa-
tion based on the amount of revenue generated dur-
ing the previous tax year.?? If the government takes
back the land, the long-term plans of Wynn Resorts
would be derailed, possibly leaving them with high
debt and no means to repay. However, if the gov-
ernment does not take back the land, the concession
may be renewed but the semiannual payments to use
the land could substantially increase, taking away
from Wynn’s bottom line.

After April 1, 2009, the government of Macau
obtained the right to offer additional concessions for
the operation of casinos in Macau.*® If additional
concessions are granted, Wynn Macau will face fur-
ther competition because these competitors already
own land in Macau but do not have concessions to
build yet. In addition, if the efforts to legalize gam-
ing in Thailand or Taiwan are successful, Wynn will
face competition from the surrounding area.* This
competition will draw away customers, reducing the
level of potential profits, and Wynn Macau could
lose key employees to more attractive emplovment
opportunitics elsewhere in Asia.

Another threat exists in the possibility of Wynn
Resorts, Ltd. being unable to collect on its gaming
debts. This could have a significant negative impact
on Wynn Macau's operating results if the company



cannot collect its earnings. In Macau, taxes are due
on gross gaming revenuc regardless of whether rev-
enue was actually collected. In essence, Wynn Macau
would have to pay taxes on money it never received
if it was unable to collect on the debe.

As the competitive environment in Macau
increases, the available employee talent pool will
decrease, which could hamper future expansion plans
in Macau. Wynn Resorts will need to petition the gov-
ernment to allow visas for more immigrant workers.
If they are unable to do so, they run the risk of having
cmployees who cannot run the facilitics. If Wynn is
successful, the strict immigration laws will take time to
change that could threaten Wynn’s future in Macau.

Wynn Resorts has positioned itself well in the
growing gaming markets, particularly in Macau. The
development of a casino in this area is a strategic
opportunity. From an economic standpoint, Macau’s
GDP has grown nearly 30% in the first two quarters
of 2007. The growth in gambling has also resulted
in increased foreign investment in the area. United
States exports to Macau have seen a tremendous
increase as well.?*

Macau’s gross domestic product (GDP) growth is
not likely to be sustainable. With increased competi-
tion in the region, Wynn’s first-mover advantage will
be diminished. Aiso, the company only has two casi-
nos producing revenue, and with development efforts
underway on their next projects, cash flow is undoubt-
edly going to be an issue.

PUT YOUR MONEY WHERE
YOUR MOUTH IS

One of Wynn Resorts' greatest marketing strengths
is stratcgic development of its product. The product
that Wynn sells is a luxury destination experience
that makes customers feel pampered and valued
through high-quality amenities and customer service.
This lavish experience allows consumers to justify
spending, signiicant amounts of money gambling,
dining, drinking, shopping, and at the spas. The com-
pany serategically developed the Wynn brand name
to be synonymous with high-quality goods and ser-
vices, Continuons promotion ol the brand is part of
Wynn's overall company strategy.

Steve Wynn as known for raising the luxury bar
in Las Vepaee Phe packaping of Wynn's product is the

glitz and glamour of its hotels, casinos, restaurants,
and shops (such as a Ferrari and Maserati dealer-
ship). As customers enter the lobby of a Wynn hotel,
they are instantly struck with grandiose decor. This
feel extends throughout the hotel in the hallways,
hotel rooms, suites, villas, and private-entry villas.
The casino takes tlash and glitz to another level. A
mere glimpse of the lights and sounds would make
any customer excited to gamble. The casino floor is
designed specifically for the high-end customer and
contains many private VIP areas and high-roller
tables. These special areas and tables further contrib-
ute to the high-end customer expericnce.

The resort is able to charge a premiumn price due
to the clout of the Wynn name, the high-income base
of its customers, and the high quality of its products
and services. In 2006, Wynn generated the highest
room rate on the Las Vegas Strip. The average room
rate for the quarter ending December 31, 2006, was
$291, wich the next highest being the Bellagio at
$260 and then the Venetian at $243.%

Wynn is further segmenting the high-income cus-
tomer market with the introduction of the Encore
at Wynn Las Vegas. an all-suite hotel with its own
casino, restaurants, nightclub, pool, and spa. This
product lavering allows Wynn to capitalize on the
“celebriry” obsession with Las Vegas. The Encore at
Wynn Las Vegas will be superior to Wynn Las Vegas
in luxury, amenities, and, of course, price. This will
serve to keep out people who cannor afford the price
and will be actractive to elite customers who seek
privacy as well as luxury.

Steve Wynn is by no means a newcomer to Las
Vegas, and he knows the importance of strategic
placement on the Vegas Strip. Wynn owns 2335 acres
on the strip, which houses hotels, casinos, and a golf
course, the only golf course on the strip. Wynn was
also strategic in the purchase of land in Macau and
Coati, obtaining significant portions of land in the
middle of all the excitement.

Whynn has becn successful in the past with direct
marketing to its high-end target customer. This past
vear, it expanded its promotion to include various
media channels, such as print media, radio, and
television.™ Wynn Macau provides the opportunity
for cross marketing with Wynn Las Vegas. Because
the target market segment in both Wynn Las Vegas
and Wynn Macau is high income, customers have
the resources to travel and vacation in other parts
of the world, which can make cross-marketing ver-



cffective. Wynn is the only gaming operator to target
high-end customers in both Las Vegas and Macau.”
Wynn Las Vegas already has a strong client base of
Asian customers, and Macau provides the opporru-
nity to increase this customer segment. Wynn recog-
nizes that the Chinese economy is on the rise and that
the population is becoming increasingly cducated and
wealthy. The “premium customer™ in China, those in
the top income brackets, will increasc to approxi-
mately 180-200 million over the next 10 years.*!

Because Wynn has the highest rates on the strip, it
would be tough to extend its customer base beyond
high-end clients. In addition, the already high prices
may cause Wynn to increase rates at a slower percent-
age per year than other hotels on the strip. Tor the
quarter ending December 31, 2006, Wynn’s average
room rate increased 4.4% from 20035 to 2006, while
competitors’ rates increased from 5.0% to 9.5%.3

Wynn faces the challenge of understanding the
customer in Macau and other global markets. To
accomplish this, Wynn has marketing executives
located in offices around the world. Elowever, a sole
marketing executive in strategic global locations
may not be sufficient to conduct thorough market
research and adjust the product as necessary. Finally,
focusing solely on the high-end market could be a
marketing weakness in that Wynn is missing a large
customer base of middle-income clients. This seg-
ment includes vacationers and younger people look-
ing for a relatively inexpensive place to stay with the
understanding that most of their budger will go to
dining and entertaininent.

When a customer pulls into the Wynn entrance off
the Las Vegas or Macau strip, the feel is that of just
being removed from a busy crowded ciry street and
dropped into a tropical paradise. Entering the casino,
one is surrounded by beautiful flower gardens and
soothing sounds of water. Though close in the distance
are the sounds of the casino floor, a gaming atmo-
sphere is not the first to strike a person. Wynn Resort
makes customers feel at ease by inviting them to relax
and cnjoy the serene surroundings. In the restaurants,
specifically the Mediterranean-themed Bartolotta’s,
the renowned chef comes out and interacts with the
diners. Every moment in the casino and each interac-
tion with staff are designed to be the ultimate customer
experience. The staff is focused on giving the customer
a luxury experience and quality customer service.

Wynn Resorts goal is to attract high-end gam-
ing customers. In August 2006, Wynn Resorts, Ltd.
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