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MGM MIRAGE

Laura Fischer had hardly believed her luck.  It was late February, 2004, and a recent promotion to lead research analyst for the Lodging and Gaming industry had given her the opportunity to make her first site visit—to Las Vegas and a deluxe suite at the Bellagio.  Within two weeks her firm would formally initiate coverage of Bellagio’s parent, MGM Mirage (MGM), so as was customary she and her research team had familiarized themselves with the target company’s products before issuing a final report.  A site visit had served two purposes.  First, it provided an opportunity to better understand the company’s business model from the perspective of the consumer.  Second, the visit provided what was once described to  Laura as a “reasonableness check” of the major assumptions that formulate projections.  By actually visiting Las Vegas,  Laura assessed firsthand the quality of MGM’s existing properties.  The company’s profits were at record levels, its facilities advertised as four and five star, and its casinos billed as consistently full.  These drivers of value had been verified firsthand.  For  Laura this trip also had served a third purpose.  It had been just plain fun.

The trip had been a whirlwind two days filled with tours of the city, explorations of each of MGM’s properties, and a meeting with MGM’s vice president of Investor Relations.  Las Vegas and MGM had quite an allure—the dazzling display of lights, the endless rows of gaming tables and slot machines, pools, spas and nightclubs, the dancing fountain of the Bellagio, and the volcanic eruption at the Mirage.  Beyond the glitz Laura  observed firsthand that there was also substantial substance to MGM’s resorts, and as a portfolio they were very well diversified.  MGM’s premier property, Bellagio, was as fine a hotel as  Laura had ever seen.  It deserved its ranking as one of the top hotels in the world, and to the clientele of Bellagio spending handsomely for five-star service seemed of little concern.  At the Mirage and MGM Grand, she was equally impressed with the tropical and Hollywood themes and with their managements’ attention to detail.  Both seemed to do just as effectively what was similarly accomplished at Bellagio, albeit on a much smaller scale.  The Treasure Island and Monte Carlo while older and showing their ages clearly served a different segment of the market, but both were equally as crowded.  On the lower end of the hotel scale, the Boardwalk appeared to efficiently capture the most frugal casino patrons.  Although the amenities offered were common from one property to the next, to  Laura each was uniquely impressive, and it was evident each had significant return potential.  Wall Street apparently agreed because MGM’s stock had made an impressive run (see Exhibit 1), with most market commentators holding a consensus that this appreciation would continue.
MGM Mirage


MGM Mirage was one of the world’s largest and most successful gaming companies.  It had significant interests in 14 gaming properties, half of which were located on the world’s top gambling destination, the Las Vegas strip.  The company’s remaining resorts were found in other parts of Nevada, Mississippi, Michigan, Atlantic City, and Australia (see Exhibit 2).  While its properties spanned the world, the prospects for MGM were unequivocally characterized as dependent on the prospects of the city of Las Vegas:  three-quarters of its available rooms and about two-thirds of its casino operations were located within a three-mile radius in that city.

Las Vegas had as colorful a past as any U.S. city.  Surrounded on all sides by desert, its proximity to both a sizable body of water and to the booming area of Southern California had helped establish the city.  Legalized gambling in the state of Nevada gave the city its push in the 1930s, but not until the 1960s had gaming operations begun to lose the stigma of being associated with organized crime and corruption.  This transformation was often credited to Howard Hughes, the billionaire recluse whose corporations bought and built many of its hotels and casinos.  Corporations had a distinct advantage over smaller investor consortiums of the day given the relative ease at which they accessed capital and made large acquisitions.  The profitability and growth potential of the industry had made it all the more attractive. By the 1970s, gambling had become a “legitimate” business, and companies like MGM Mirage had thrived.


MGM had defined its strategy as “creating resorts of memorable character, treating employees well, and providing superior service for guests.”  This strategy has been a proven success as the company had made a remarkable growth path.  Revenue had increased each year, from a low of $6.95 per share in 1995 to $27.32 in 2003.  This consistent increase had come despite the dual negative effects of the economic recession of the early 2000s and the drop in leisure travel after September 11, 2001.  Growth historically came from a combination of improvements to existing properties and new development.  A potential downside to this growth, however, came in the form of increasing financial leverage.  By 2004, the company had carried over $5.5 billion of debt versus a market cap of just over $6 billion.

Like most gaming companies MGM had derived most of its revenues from casino operations.  For the year ending in 2003, casino revenues exceeded $2 billion and comprised 48 percent of total revenues (see Exhibit 3).  To put this in perspective, casino revenues were measured as the amount won by a casino across its various gaming activities.  A “hold” rate of 10 percent, typical in the industry, implied over $20 billion wagered in MGM’s 14 casinos.  Other significant revenue sources for the company were not trivial:  room occupancy (19 percent), food and beverage sales (18 percent), and entertainment and retail (15 percent).  Given its heavy reliance on casino revenues like most companies in the industry, MGM had spent millions on complimentary rooms, food, or other enticements to attract casino patrons.  Reflective of the highly competitive Las Vegas market, in 2003 these amounts had exceeded 20 percent of MGM’s casino revenues, the fifth consecutive year of percentage increases.

Not surprisingly, the fortunes of the gaming industry, and therefore MGM, were closely tied to the economy.  This was by no means restricted to the U.S. economy as many of the largest and most profitable casino patrons (i.e., “whales”) were actively courted from the Pacific Rim.  Competition for whales was fierce, as their play accounted for a sizeable percentage of casino revenues.  As the economy continued to expand, industry experts had expected corresponding increases in disposable income to bring travelers to Las Vegas in droves.  Corporate business meetings contributed to growth as Las Vegas was among the most popular choices for business conventions.

According to an S&P industry survey, entertaining customers and gaining loyalty was among the most important trends in the industry.  Because the basic casino product, slots and table games, was fairly homogeneous, the firms with which MGM competed tended to differentiate themselves by using non-gaming amenities.  Key competitors included the Mandalay Bay Resort Group, Harrah’s Entertainment and Caesar’s (see Exhibit 4).  The amenities offered across these companies ranged from different hotel “themes,” dining options, live entertainment, pools, spas, and even museums.  While these amenities may have had an impact on customer choice regarding which property to choose, make no mistake that the principal lure of Las Vegas in general, and MGM in particular, remained the opportunity to gamble.
Laura’s Preliminary Analysis

 Laura’s prepared her final report after a series of meetings with her associates.  Before those meetings, however, she had designs on completing a preliminary assessment of MGM using a set of standard relations and trends found in the company’s historical accounting data (see Exhibits 5, 6 and 7).  After her initial reading of MGM’s annual report,  Laura had been concerned that the present 3 percent growth in revenues did not support the company’s current valuation.  So she had constructed a set of proforma financial statements from which to form expectations of earnings and cash flows.  These projections approximated an “implied” growth rate for the company.  Specifically, one evaluative technique used by  Laura’s firm was to work backwards, using traded prices to approximate certain growth and cost of capital assumptions as implied by the market.  In this manner a security was evaluated relative to the assumptions needed to generate an observed price, rather than directly estimating a unique price.  A preliminary assessment of overvaluation or undervaluation was then inferred based on the aggressiveness of the assumptions needed to generate observed price.

On her flight back to New York,  Laura had generated a preliminary set of proforma financial statements using the following assumptions:
Account assumptions

· Sales for each of the five revenue segments (this includes promotional allowances), grew at their respective two-year compounded annual growth rate.

· Cost of sales varied at the two-year average of each expense amount over its respective sales.

· General and administrative expenses and corporate expense were based on the two-year average of expense to total net sales.

· Net receivables grew at the two-year average turnover.  For this calculation, only casino revenues were used in the computation of turnover.   Likewise, the provision for uncollectibles was assumed to vary directly with casino revenues using its two-year historical average.
· All current taxes due or owed were received or paid in 2004.  Going forward estimated tax payments were expected to equal current tax expense.

· The acquisition and disposition of properties seemed to be routine.  In 2004, she expected an approximate charge of 10 million dollars for restructuring costs.  Beyond 2004 restructuring charges were assumed to be zero.

·  Laura knew deferred tax assets relate to a combination of bad debt expense, pre-opening charges, net operating loss carry-forwards, and other operating accruals.  She expected the balance to remain constant.  Deferred tax liabilities related primarily to property, plant, and equipment.  The liability account was expected to remain at its historical two-year average of deferred tax to net property, plant, and equipment.
· The provision for taxes was determined using the two-year average effective tax rate.
· Inventory, accounts payable, accrued liabilities and prepaids were expected to change based on their turnovers averaged over the last two years.  Turnovers were based on cost of goods sold, estimated purchases, sales, and general and administrative expenses, respectively.  Other long-term liabilities grew at $15 million per year.  All other current assets and liabilities were assumed constant.
· For property accounts,  Laura assumed gross property was based on two-year average turnovers; capital expenditures were the changes in this account.  Depreciation expense was assumed to follow the prior two years’ relation of expense to gross property, plant, and equipment.  No liquidations were assumed.

· Accrued interest payable grew at the observed two-year compounded annual growth rate of the account.

· Finally, MGM was assumed to pay no dividends, did not issue shares, and retained its current debt level.  Because debt was assumed constant, interest expense was fairly constant and was computed using a rate calculated as the 2003 reported interest expense to average 2003 long-term debt.  Any free cash flow generated by the company was retained and expected to earn the risk-free rate.
Growth and cost of capital assumptions

· Unlevered free cash flows and/or net income before interest would grow at 5 percent per year during 2009 to 2013.  Economists’ predicted industry growth during that time period.  A constant growth annuity in perpetuity is assumed after 2013.

· Weighted average cost of capital was estimated using the 12/31/03 debt-equity mix.  The cost of equity was estimated under CAPM.  MGM’s current beta was 1.10.

Laura’s Subsequent Analysis
Upon her return  Laura immediately worked to modify her analysis.  Her changes were based on a careful review of, (i) events that occurred since the financial statements were issued, (ii) MGM’s Management Discussion and Analysis from the most recent 10-K (Exhibit 8), and (iii) the notes to the financial statements (Exhibit 9).  With her model completed she drafted her report.
Exhibit 1

MGM MIRAGE
MGM Mirage Stock Price Performance
[image: image2.png]DARDEN fii

BUSINESS PUBLISHING
UNIVERSITYs VIRGINIA






Exhibit 2
MGM MIRAGE

Properties Owned and Managed

	
	
	Number of
	Est. Casino
	
	Gaming

	 Name and Location 
	Acreage
	Rooms/Suites
	Sq. Footage
	Slots
	Tables

	 
	
	 
	 
	 
	 

	 Las Vegas Strip, Nevada 
	
	
	
	
	

	 Bellagio 
	90
	3,005
	155,000
	2,454
	143

	 MGM Grand Las Vegas 
	116
	5,035
	171,500
	2,903
	154

	 The Mirage 
	50
	3,044
	107,200
	2,279
	119

	 Treasure Island 
	50
	2,885
	83,800
	1,949
	75

	 New York-New York 
	20
	2,023
	84,000
	1,955
	80

	 Monte Carlo (50% owned)
	46
	3,002
	102,000
	1,914
	74

	 Boardwalk 
	9
	654
	32,000
	542
	21

	 Subtotal 
	
	19,648
	735,500
	13,996
	666

	
	
	
	
	
	

	 Primm, Nevada 
	143
	 
	 
	 
	 

	 Buffalo Bill’s Resort & Casino 
	
	1,240
	62,100
	1,242
	34

	 Primm Valley Resort & Casino 
	
	625
	38,000
	1,090
	34

	 Whiskey Pete’s Hotel & Casino 
	
	777
	36,400
	1,046
	26

	 Primm Center 
	
	N/A
	350
	7
	N/A

	
	
	
	
	
	

	 Detroit, Michigan 
	
	
	
	
	

	 MGM Grand Detroit 
	8
	N/A
	75,000
	2,696
	80

	
	
	
	
	
	

	 Biloxi, Mississippi 
	
	
	
	
	

	 Beau Rivage 
	41
	1,740
	80,000
	2,262
	90

	
	
	
	
	
	

	 Atlantic City, New Jersey 
	
	
	
	
	

	 Borgata (50% owned)
	29
	2,002
	125,000
	3,650
	145

	
	
	
	
	
	

	 Darwin, Australia 
	
	
	
	
	

	 MGM Grand Australia
	18
	107
	23,800
	450
	26

	
	
	
	
	
	

	 Grand Total 
	
	26,139
	1,176,150
	26,439
	1,101

	
	
	
	
	
	


Data from the 2003 10-K.  As of December 31, 2003, excluding the Golden Nugget Las Vegas and the Golden Nugget Laughlin. MGM completed the sale of the subsidiaries operating these resorts (the “Golden Nugget Subsidiaries”) in January 2004.  Except as otherwise indicated, the company wholly owned and operated all of the resorts.  In February 2004, the company entered into an agreement to sell the subsidiaries that owned and operated MGM Grand Australia.
Exhibit 3
MGM MIRAGE
MGM Mirage Revenue and Direct Expense Relations:
Percent of Segment-to-Total and Percent Change in Account Balance

	
	Percent of Segment-to-Total


	
	Percent Account Change

	
	2003
	2002
	2001
	2000
	
	2003
	2002
	2001

	Revenues
	
	
	
	
	
	
	
	

	  Casino
	48.0 
	48.7 
	49.0 
	53.0 
	
	1.6 
	1.3 
	12.9 

	  Rooms
	19.3 
	19.1 
	19.3 
	18.1 
	
	4.7 
	0.7 
	30.0 

	  Food and Beverage
	17.7 
	17.0 
	16.6 
	15.2 
	
	7.6 
	4.5 
	33.0 

	  Entertainment and Other
	15.0 
	15.2 
	15.1 
	13.7 
	
	1.6 
	2.8 
	34.3 

	Total Revenue*
	100.0 
	100.0 
	100.0 
	100.0 
	
	4.4 
	5.1 
	32.3 

	
	
	
	
	
	
	
	
	

	Direct Expenses
	
	
	
	
	
	
	
	

	  Casino
	48.8 
	50.2 
	50.9 
	52.8 
	
	3.5 
	(2.1)
	21.6 

	  Rooms
	10.9 
	10.4 
	10.6 
	11.1 
	
	11.2 
	(1.9)
	20.1 

	  Food and Beverage
	20.4 
	19.5 
	18.5 
	18.2 
	
	11.4 
	4.5 
	28.2 

	  Entertainment and Other
	19.8 
	19.9 
	20.0 
	17.9 
	
	6.1 
	(1.5)
	40.7 

	Total Direct Expenses
	100.0 
	100.0 
	100.0 
	100.0 
	
	(0.7)
	4.5 
	15.4 

	
	
	
	
	
	
	
	
	


* Before promotional allowances and complements.

Exhibit 4

MGM MIRAGE
MGM Mirage and Key Competitors

	
	MGM Mirage
	Caesars Entertainment
	Mandalay Resort Group

	
	
	
	

	Ticker
	MGG
	CZR
	MBG

	Market Capitalization
	$ 6,870
	$ 4,260
	$ 3,930

	Revenue
	$ 3,908
	$ 4,460
	$ 2,490

	Earnings per Share
	$ 1.57
	$ 0.18
	$ 2.33

	Price to Earnings
	31
	77
	26

	Current Ratio
	0.99
	1.04
	1.15

	Long-term Debt
	$ 5,531
	$ 4,620
	$3,020

	Debt to Equity
	2.18
	1.51
	2.98

	Share Price (12/31/03)
	$ 37.61
	$ 10.83
	$ 44.72

	Share Price (3/31/04)
	$ 45.34
	$ 13.04
	$ 57.26

	Short Ratio
	2.90
	3.70
	5.22

	Short Percent of Float
	2.5%
	1.9%
	9.8%

	No. of Employees
	36,000
	55,000
	26,800

	
	
	
	


Primary Source: Thomson Financial.  Data as of 3/30/04.  
Exhibit 5
MGM MIRAGE
Consolidated Statement of Financial Position – MGM Mirage
(year ended December 31, in thousands)

	 ASSETS 
	2003
	2002
	2001

	 Cash and cash equivalents 
	178,047
	211,234
	208,971

	 Accounts receivable, net 
	139,475
	139,935
	144,374

	 Inventories 
	65,189
	68,001
	78,037

	 Income tax receivable 
	9,901
	—
	12,077

	 Deferred income taxes 
	49,286
	84,348
	148,845

	 Prepaid expenses and other 
	89,641
	86,311
	69,623

	 Assets held for sale 
	226,082
	—
	—

	 Total current assets 
	757,621
	589,829
	661,927

	
	
	
	

	 Property and equipment, net 
	8,681,339
	8,762,445
	8,891,645

	 Investment in unconsolidated affiliates 
	756,012
	710,802
	632,949

	 Goodwill and other intangible assets, net 
	267,668
	256,108
	103,059

	 Deposits and other assets, net 
	247,070
	185,801
	207,863

	 Total other assets 
	1,270,750
	1,152,711
	946,871

	
	
	
	

	     TOTAL ASSETS
	10,709,710
	10,504,985
	10,497,433

	
	
	
	

	 LIABILITIES AND STOCKHOLDERS’ EQUITY 
	
	
	

	 Accounts payable 
	85,439
	69,959
	75,787

	 Income taxes payable 
	—
	637
	—

	 Current portion of long-term debt 
	9,008
	6,956
	168,079

	 Accrued interest on long-term debt 
	87,711
	80,310
	78,938

	 Other accrued liabilities 
	559,445
	592,206
	565,106

	 Liabilities related to assets held for sale 
	23,456
	—
	

	 Total current liabilities 
	765,059
	750,068
	887,910

	
	
	
	

	 Deferred income taxes 
	1,765,426
	1,769,431
	1,746,272

	 Long-term debt 
	5,521,890
	5,213,778
	5,295,313

	 Other long-term obligations 
	123,547
	107,564
	57,248

	 
	 
	 
	

	Common stock, $.01 par value 
	1,683
	1,664
	1,637

	 Capital in excess of par value 
	2,171,625
	2,125,626
	2,049,841

	 Deferred compensation 
	(19,174)
	(27,034)
	—

	 Treasury stock, at cost  
	(760,594)
	(317,432)
	(129,399)

	 Retained earnings 
	1,133,903
	890,206
	597,771

	 Accumulated other comprehensive income (loss) 
	6,345
	(8,886)
	(9,150)

	 Total stockholders’ equity 
	2,533,788
	2,664,144
	2,510,700

	
	
	
	

	      LIABILITIES AND STOCKHOLDERS’ EQUITY
	10,709,710
	10,504,985
	10,497,433

	
	
	
	


Exhibit 6
MGM MIRAGE

Consolidated Statements of Operations

 (for the year ending December 31, in thousands)

	 Revenues 
	2003
	2002
	2001

	 Casino 
	2,075,569
	2,042,626
	2,015,960

	 Rooms 
	835,938
	798,562
	793,321

	 Food and beverage 
	765,242
	711,373
	680,538

	 Entertainment, retail and other 
	647,710
	637,791
	620,523

	
	4,324,459
	4,190,352
	4,110,342

	 Less: Promotional allowances 
	(415,643)
	(398,104)
	(378,706)

	
	3,908,816
	3,792,248
	3,731,636

	
	
	
	

	 Expenses 
	 
	 
	 

	 Casino 
	1,055,536
	1,019,761
	1,042,011

	 Rooms 
	236,050
	212,337
	216,548

	 Food and beverage 
	441,549
	396,273
	379,313

	 Entertainment, retail and other 
	428,834
	404,158
	410,125

	 Provision for doubtful accounts 
	12,570
	27,675
	70,690

	 General and administrative 
	591,155
	566,080
	552,916

	 Corporate expense 
	61,541
	43,856
	37,637

	 Preopening and start-up expenses 
	29,266
	14,141
	4,130

	 Restructuring costs (credit) 
	6,597
	(17,021)
	23,382

	 Property transactions, net 
	-18,336
	14,712
	46,062

	 Depreciation and amortization 
	404,597
	384,890
	375,945

	 
	3,249,359
	3,066,862
	3,158,759

	 Income from unconsolidated affiliates 
	53,612
	32,361
	36,816

	 Operating income 
	713,069
	757,747
	609,693

	 Non-operating income (expense) 
	
	
	

	 Interest income 
	4,310
	4,306
	5,630

	 Interest expense, net 
	(341,114)
	(286,636)
	(338,783)

	 Non-operating items from unconsolidated affiliates 
	(10,401)
	(1,335)
	(914)

	 Other, net 
	(12,160)
	(7,611)
	(6,036)

	 Income from continuing operations before taxes 
	353,704
	466,471
	269,590

	 Provision for income taxes 
	(116,592)
	(171,271)
	(104,402)

	 Income from continuing operations 
	237,112
	295,200
	165,188

	 Discontinued operations 
	 
	 
	 

	 Income from discontinued operations, net of tax 
	6,585
	(2,765)
	4,627

	
	
	
	

	 Net income 
	243,697
	292,435
	169,815

	
	 
	 
	 


Exhibit 7
MGM MIRAGE

Condensed Statement of Cash Flows
 (for the year ending December 31, in thousands)

	
	
	
	

	 Cash flows from operating activities 
	2003
	2002
	2001

	 Net income 
	243,697
	292,435
	169,815

	 Depreciation and amortization 
	404,597
	384,890
	375,945

	 Other adjustments
	66,903
	199,965
	234,992

	 Net changes in working capital liabilities
	(27,461)
	(49,332)
	15,131

	
	
	
	

	 Net cash provided by operating activities 
	687,736
	827,958
	795,883

	
	 
	 
	 

	
	
	
	

	 Cash flows from investing activities 
	
	
	

	 Purchases of property and equipment 
	(550,232)
	(300,039)
	(327,936)

	 Dispositions of property and equipment 
	56,614
	20,340
	26,840

	 Investments in unconsolidated affiliates 
	(41,350)
	(80,314)
	(38,250)

	 Other 
	(20,720)
	(11,197)
	(12,859)

	
	
	
	

	 Net cash used in investing activities 
	(555,688)
	(371,210)
	(352,205)

	
	 
	 
	 

	
	
	
	

	 Cash flows from financing activities 
	 
	 
	 

	 Net borrowing under bank credit facilities 
	(285,087)
	(270,126
	(819,704)

	 Issuance of long-term debt 
	600,000
	—
	400,000

	 Repurchase of senior notes 
	(28,011)
	—
	—

	 Debt issuance costs 
	(25,374)
	(848
	(8,529)

	 Issuance of common stock 
	36,254
	45,985
	7,837

	 Purchases of treasury stock 
	(442,864)
	(207,590
	(45,716)

	 Other 
	(20,153)
	(21,906
	3,437

	
	
	
	

	 Net cash used in financing activities 
	(165,235)
	(454,485
	(462,675)

	
	 
	 
	 

	 Balance, beginning of year 
	211,234
	208,971
	227,968

	 Balance, end of year 
	178,047
	211,234
	208,971

	 Net increase (decrease) for the year 
	(33,187)
	2,263
	(18,997)

	
	
	
	


Exhibit 8

MGM MIRAGE
Selected Excerpts from MGM Mirage 2003 MD&A

Our Current Operations 

We operate in one segment, the operation of casino resorts, which includes offering gaming, hotel, dining, entertainment, retail and other resort amenities. Slightly over half of our net revenues are derived from gaming activities, a lower percentage than many of our competitors, as our operating philosophy is to provide a complete resort experience for our guests, including non-gaming amenities which command a premium price based on their quality. 

We generate a majority of our net revenues and operating income from our Las Vegas Strip resorts. In 2003, over 75% of our net revenues and operating income was generated by wholly-owned Las Vegas Strip resorts. We believe that we own the premier casino resorts on the Las Vegas Strip, and a main focus of our strategy is to continually reinvest in these resorts to maintain that competitive advantage. Our concentration on the Las Vegas Strip exposes us to certain risks outside of our control, such as competition from other Las Vegas Strip resorts, including a major new competitor expected to open in 2005, and the impact from potential expansion of gaming in California. This concentration also exposes us to risks related to tourism and the general economy, including national and global economic conditions and terrorist attacks or other global events. 

Key Performance Indicators 

Key performance indicators related to revenue are:

· Gaming revenue indicators – table games drop and slot handle (volume indicators); “win” or “hold” percentage, which is not fully controllable by us. Our normal table games win percentage is in the range of 18% to 22% of table games drop and our normal slot win percentage is in the range of 6% to 7% of slot handle;

· Hotel revenue indicators – hotel occupancy (volume indicator); average daily rate (“ADR”, price indicator); revenue per available room (“REVPAR”), a summary measure of hotel results, combining ADR and occupancy rate.

Most of our revenue is essentially cash-based, through customers wagering with cash or paying for non-gaming services with cash or credit cards. Our resorts, like many in the industry, generate significant operating cash flow. Our industry is capital intensive and we rely heavily on the ability of our resorts to generate operating cash flow to repay debt financing, fund maintenance capital expenditures and provide excess cash for future development. 

Our results of operations do not tend to be seasonal in nature, though a variety of factors can affect the results of any interim period, including the timing of major Las Vegas conventions, the amount and timing of marketing and special events for our high-end customers, and the level of play during major holidays, including New Year and Chinese New Year. 

Overall Outlook 

We have invested heavily in our existing operations in 2002 and 2003, and expect to continue to do so in 2004. Our Las Vegas Strip resorts require ongoing capital investment to maintain their competitive advantages. We believe the investments in additional non-gaming amenities we made in 2003 and our planned spending in 2004 will further position our resorts to capitalize on the expected continued economic recovery. Borgata, which opened in July 2003, will have a more meaningful impact on our operating results in 2004, given a full year of operations. 

MGM Grand Detroit operates in an interim casino facility, and we have plans to develop a permanent casino resort, though our ability to do so is currently limited pending resolution of certain litigation. We expect the permanent casino resort to cost approximately $575 million, a significant amount of which may be invested in 2004 and 2005. 

In January 2004, we announced the proposed acquisition of Wembley plc. If completed, this acquisition would provide us with a gaming facility in Rhode Island, allowing us to further diversify into the northeast United States, a gaming market we consider to be under-served. Wembley also owns several greyhound tracks in the United Kingdom, which could provide sites for additional casino development, subject to the same risks and uncertainties as our other potential investments in the United Kingdom. 

We also own two premium casino development sites in existing markets, one on the Las Vegas Strip between Bellagio and Monte Carlo and one at Renaissance Pointe in Atlantic City, adjacent to Borgata. The timing or extent of any development on these sites is uncertain. 

Summary Financial Results

Income from continuing operations decreased in 2003 due to lower operating income and higher interest expense resulting from lower capitalized interest and, to a lesser extent, increased borrowings. Our long-term debt increased approximately 6%, primarily in the fourth quarter, in order to fund capital investments and share repurchases. In 2002, income from continuing operations increased as a result of the significant one-time expenses incurred in 2001, along with stable payroll expenses as a result of restructuring activity in late 2001 and a significantly lower provision for doubtful accounts. Also contributing to the increase in 2002 was significantly lower interest expense, as variable interest rates decreased in 2002 and we reduced long-term debt by approximately 4% in 2002. 

On a consolidated basis, the most important factors and trends contributing to our operating performance over the last three years have been: 

· The significant impacts of the attacks of September 11, 2001. Business levels before the attacks were very strong, despite a weakening United States economy. The impact of the attacks caused a significant drop in leisure travel and contributed to the weakening economy and stock market declines experienced in 2002 and into 2003;

· The restructuring of operations in response to the attacks, which positively impacted 2002 operating results due to generally lower staffing levels;

· The war with Iraq and the outbreak of SARS in Asia, both of which negatively impacted leisure travel and our high-end gaming business in late 2002 and early 2003;

· The new labor contract covering our Las Vegas Strip employees since mid-2002, which calls for significant annual wage and benefits increases through 2007;

· The current economic recovery in the United States, which began to impact our operations in the latter half of 2003 and should continue to positively affect our results in 2004.

As a result of the above trends, our net revenues increased 3% in 2003, including a higher percentage increase in the second half of the year, while increasing only 2% in 2002.  Our operating income in 2003 decreased 6%, due primarily to higher payroll and benefits expenses, which constitutes slightly over half of our casino and hotel operations and general and administrative expenses. Total payroll and benefits was up 6%, largely due to a 19% increase in health insurance costs, along with 3% higher salaries and wages. Our contract with the Culinary Union covering approximately 13,000 of our Las Vegas employees became effective June 1, 2002. The contract calls for increases in wages and health and welfare contributions of 4-5% per year over the five year term of the contract. The increase in payroll and benefits was partially offset by higher income from unconsolidated affiliates after Borgata opened in July 2003. 

 In 2002, our operating income increased 24%. A large factor in the increase was the significant one-time expenses incurred in 2001 in relation to the September 11, 2001 attacks, including restructuring charges and asset impairment charges. Excluding the impact of these charges and preopening and start-up expenses, operating income increased 13%, largely due to stable payroll expenses as a result of restructuring activity in late 2001, and a significantly lower provision for doubtful accounts. 

Non-casino revenue increased in 2003 primarily due to increased occupancy at our resorts, which also drives the level of spending at food and beverage, entertainment and retail outlets. In addition, we were able to increase the pricing for our rooms and other non-gaming amenities. Our hotel results began to improve notably in the latter half of 2003, particularly at our Las Vegas Strip resorts. For the year ended December 31, 2003 REVPAR at our Las Vegas Strip resorts was $126 compared to $119 in 2002, an increase of 6%.

Operating Results – Details of Certain Charges 

Preopening and start-up expenses consisted of the following: 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Year Ended December 31,

	 
	 
	


	 
	 
	2003
	 
	2002
	 
	2001

	 
	 
	

	 
	

	 
	


	 
	 
	 
	 
	 
	 
	(in thousands)
	 
	 
	 
	 

	Borgata
	 
	
	$  19,326
	 
	 
	
	$  7,757
	 
	 
	
	$  2,376
	 

	New York-New York (Zumanity, Nine Fine Irishmen)
	 
	 
	4,310
	 
	 
	 
	—
	 
	 
	 
	—
	 

	Players Club
	 
	 
	3,051
	 
	 
	 
	5,117
	 
	 
	 
	—
	 

	MGM Grand Las Vegas (new restaurants, nightclubs)
	 
	 
	1,731
	 
	 
	 
	369
	 
	 
	 
	745
	 

	Other
	 
	 
	848
	 
	 
	 
	898
	 
	 
	 
	1,009
	 

	 
	 
	 
	

	 
	 
	 
	

	 
	 
	 
	

	 

	 
	 
	
	$  29,266
	 
	 
	
	$  14,141
	 
	 
	
	$  4,130
	 

	 
	 
	 
	

	 
	 
	 
	

	 
	 
	 
	

	 


Preopening and start-up expenses related to Borgata represent our share of the operating results of Borgata prior to its July 2003 opening. We expect preopening expenses to decrease in 2004 since there will be no preopening expenses related to Borgata. 

Restructuring costs (credit) consisted of the following: 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Year Ended December 31,

	 
	 
	


	 
	 
	2003
	 
	2002
	 
	2001

	 
	 
	

	 
	

	 
	


	 
	 
	 
	 
	 
	 
	(in thousands)
	 
	 
	 
	 

	Contract termination costs
	
	
	$  4,049
	
	
	
	$  3,257
	 
	 
	
	$  1,880
	 

	September 11 attacks
	
	
	—
	
	
	
	(10,421
	
	 
	
	21,502
	 

	Siegfried & Roy show closure
	
	
	1,623
	
	
	
	—
	
	 
	
	—
	 

	Reversal of 2000 contract termination costs
	
	
	—
	
	
	
	(9,857
	
	 
	
	—
	 

	Other
	
	
	925
	
	
	
	—
	
	 
	
	—
	 

	 
	
	
	

	
	
	
	 
	
	 
	
	

	 

	 
	
	
	$  6,597
	
	
	
	$  (17,021
	
	 
	
	$  23,382
	 

	 
	 
	 
	

	
	
	 
	

	 
	 
	 
	

	 


In 2003, our primary restructuring activities included closing two marketing offices and terminating the related leases, terminating a lease agreement with a restaurant tenant at MGM Grand Las Vegas, and closing the Siegfried & Roy show, which resulted in a charge for employee severance costs. 

In December 2002, we recorded a restructuring credit of $10 million related to a lease contract termination accrual originally recorded in June 2000 as we determined that payment under this obligation was not probable. We recorded $3 million of restructuring charges in December 2002 related to contract termination costs for a restaurant lease and the EFX! show at MGM Grand Las Vegas. 

During the third and fourth quarters of 2001, management responded to a decline in business volumes caused by the September 11 attacks by implementing cost containment strategies which included a significant reduction in payroll and a refocusing of several of our marketing programs. Approximately 6,700 employees (on a full-time equivalent basis) were laid off or terminated, resulting in a $22 million charge against earnings, primarily related to the accrual of severance pay, extended health care coverage and other related costs in connection with these personnel reductions. As a result of improving business levels and our success at re-hiring a substantial number of previously laid off or terminated employees, management determined in the second quarter of 2002 that a portion of the remaining accrual was no longer necessary. This resulted in a restructuring credit of $10 million in 2002. 

Property transactions, net consisted of the following: 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Year Ended December 31,

	 
	 
	


	 
	 
	2003
	 
	2002
	 
	2001

	 
	 
	

	 
	

	 
	


	 
	 
	(in thousands)

	Gain on sale of North Las Vegas land
	
	
	$  (36,776)
	
	
	
	$  —
	
	
	
	$  —
	 

	Siegfried & Roy theatre write-down
	
	
	1,408
	
	
	
	—
	
	
	
	—
	 

	Write-down of A.C. Boardwalk land
	
	
	—
	
	
	
	—
	
	
	
	31,501
	 

	Tropical Storm Isidore damage
	
	
	—
	
	
	
	7,824
	
	
	
	—
	 

	Write-off of Detroit development costs
	
	
	—
	
	
	
	4,754
	
	
	
	—
	 

	Impairment of assets to be disposed of
	
	
	5,764
	
	
	
	2,134
	
	
	
	14,561
	 

	Demolition costs
	
	
	6,614
	
	
	
	—
	
	
	
	—
	 

	Other net losses on property
	
	
	4,654
	
	
	
	—
	
	
	
	—
	 

	 
	
	
	

	
	
	
	

	
	
	
	

	 

	 
	
	
	$  (18,336)
	
	
	
	$  14,712
	
	
	
	$  46,062
	 


In 2003, we sold 315 acres of land in North Las Vegas, Nevada near Shadow Creek for approximately $55 million, resulting in the $37 million gain reflected above. Prior to 2003, we classified gains and losses on routine assets sales or disposals as a non-operating item at some resorts and as an operating item at other resorts. We believe the preferable presentation of these items is as an element of operating income. Prior period statements have not been reclassified as such transactions were not material in the prior periods.

Non-operating Results 

The following table summarizes information related to interest on our long-term debt: 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	Year Ended December 31,

	 
	 
	 
	


	 
	 
	 
	2003
	 
	2002
	 
	2001

	 
	 
	 
	

	 
	

	 
	


	 
	 
	 
	 
	 
	 
	 
	(in thousands)
	 
	 
	 
	 

	Interest cost
	
	
	$  356,348
	
	
	
	$  348,348
	 
	
	
	$  417,391
	

	Less: Capitalized interest
	
	
	(15,234)
	
	
	
	(61,712)
	
	
	
	(78,608)
	

	 
	
	
	

	
	
	
	

	
	
	
	

	

	 
	Interest expense, net
	
	
	341,114
	
	
	
	286,636
	
	
	
	338,783
	

	 
	
	
	

	
	
	
	

	
	
	
	

	

	Cash interest, net of amounts capitalized
	
	
	$  308,198
	
	
	
	$  266,071
	
	
	
	$  317,773
	

	Average total debt balance
	
	
	$  5.2 billion
	
	
	
	$  5.2 billion
	
	
	
	$  5.7 billion
	

	Weighted average interest rate
	
	
	6.9%
	
	
	
	6.8%
	
	
	
	7.9%
	


Interest cost decreased in 2002 from 2001 due to lower debt balances in 2002 and lower market interest rates, which affect the rate we pay on our credit facilities. Interest capitalized declined from $79 million in 2001 to $62 million in 2002, due to the lower debt balances and interest rates described above, and due to our October 2002 decision to suspend development of our wholly-owned Atlantic City development project. 

Capitalized interest decreased in 2003 due to the suspension of development in Atlantic City in late 2002 and the mid-2003 cessation of interest capitalization on the Company’s investment in Borgata, which opened on July 3, 2003. 

The effective income tax rate in 2003 was lower than in 2002 due to the reversal of certain tax reserves as a result of completion of IRS audits for certain prior tax years and expiration of the IRS statutes of limitations on other years. Excluding the reversal, our effective income tax rate was 36.7% in both periods. The decrease in our effective income tax rate in 2002 was the result of higher income before taxes. The items causing a difference between the Federal statutory rate and our effective income tax rate, primarily non-deductible expenses and state and foreign income taxes, have not varied significantly between years.

Cash Flows – Operating Activities 

Trends in our operating cash flows tend to follow trends in our operating income, excluding non-cash charges, since our business is primarily cash-based. Cash flow from operations in 2003 decreased from 2002, resulting from the decrease in operating income and higher cash paid for taxes. In 2002, cash flow from operations increased, but not to the same extent as operating income, primarily because operating income in 2001 included significant non-cash charges. 

At December 31, 2003 and 2002, we held cash and cash equivalents of $178 million and $211 million. We require a certain amount of cash on hand to operate our resorts. Beyond our cash on hand, we utilize a company-wide cash management system to minimize the amount of cash held in banks. Funds are swept from accounts at our resorts daily into central bank accounts, and excess funds are invested overnight or are used to repay borrowings under our bank credit facilities. 

Cash Flows – Investing Activities 

2003 capital expenditures were significantly higher than 2002, due largely to major projects at our existing resorts. These projects included: 

· The theatre for Zumanity at New York-New York, started in 2002 and completed in 2003;

· The theatre at MGM Grand Las Vegas for a new show by Cirque du Soleil, started in 2003 with an expected mid-2004 completion;

· The Bellagio standard room remodel, started in 2003 and to be completed in early 2004; and

· The Bellagio expansion started in 2003 and expected to be completed in late 2004. The Bellagio expansion consists of a new 928-room tower, along with expanded retail, convention, spa and food and beverage facilities. The project budget is approximately $375 million. The project is designed to complement the existing, newly remodeled standard rooms, and cause minimal business interruption during construction.

Expenditures on these four projects totaled approximately $275 million (including capitalized interest). Costs related to implementing new slot technology, including IGT’s EZ-Pay™ system, Players Club and other slot technology totaled approximately $42 million. Remaining expenditures were for general property improvements, which amounts were consistent with prior year expenditures.
Principal Debt Arrangements 

Our long-term debt consists of publicly held senior and subordinated notes and bank credit facilities. We pay fixed rates of interest ranging from 6% to 9.75% on the senior and subordinated notes. We pay variable interest based on LIBOR on the bank credit facilities. We amended our bank credit facilities in November 2003, and our current senior credit facility is a $2.5 billion, five-year facility with a syndicate of banks led by Bank of America, N.A. Our senior credit facility consists of a $1.5 billion revolving credit facility due November 2008 and a $1.0 billion term loan that will be paid down 20% over the final three years of the loan, with the remainder due November 2008. Our previous bank credit facilities consisted of a $2.0 billion credit facility maturing in May 2005 and a $525 million revolving credit facility due April 2, 2004. 

As of December 31, 2003, we had approximately $885 million of available liquidity under our bank credit facilities, and our next maturity of public debt is $500 million due in February 2005. We can raise additional capital through our shelf registration statement, declared effective by the Securities and Exchange Commission in 2000, which originally allowed us to issue up to a total of $2.75 billion of debt and equity securities from time to time in public offerings. At December 31, 2003, the shelf registration statement has $190 million in remaining capacity for the issuance of future debt or equity securities. Any future public offering of securities under the shelf registration statement will only be made by means of a prospectus supplement.

Future Developments 

Detroit, Michigan. MGM Grand Detroit, LLC, in which we hold a controlling interest, has operated an interim casino facility in Detroit, Michigan since July 1999. In August 2002, the Detroit City Council approved revised development agreements with us and two other developers. The revised development agreement released us and the City from certain of the obligations under the original agreement and significantly changed other provisions of the original agreement. We are currently in the process of obtaining land and developing plans for the permanent facility, and currently expect the project to cost approximately $575 million (including land, capitalized interest and preopening expenses, but excluding approximately $115 million of payments to the City under the revised development agreement). The design, budget and schedule of the permanent facility are not finalized, and the ultimate timing, cost and scope of the facility are subject to risks attendant to large-scale projects. 

The ability to construct the permanent casino facility is currently subject to resolution of the Lac Vieux litigation. Pending resolution of this litigation, the 6th Circuit Court of Appeals has issued an injunction prohibiting the City and the developers from commencing construction pending further action of the 6th Circuit Court. Therefore, we do not know when we will be able to commence construction of, or complete, the permanent facility.

Wembley plc. In January 2004, we reached an agreement with Wembley plc (“Wembley”) on the terms of a cash acquisition by us of Wembley. We have offered Wembley’s shareholders 750 pence per share, valuing Wembley at $490 million as of the date of the offer. Wembley has no material indebtedness. Wembley’s operations consist of greyhound racing and video lottery terminals (“VLTs”) at its Lincoln Park facility in Rhode Island, three greyhound tracks and one horse racing track in Colorado, and six greyhound tracks in the United Kingdom. A member of the Wembley plc group, Lincoln Park, Inc., and two executive of the Wembley plc group are subject to indictment in Rhode Island. We will purchase Wembley free and clear of the indictment and any related liabilities. Under an agreement with the United States Department of Justice, the indictment will proceed against a new entity funded by Wembley which we will not be acquiring. We expect the transaction to close by the third quarter of 2004, subject to requisite court and shareholder approval, the completion of the Lincoln Park reorganization and receipt of necessary regulatory approvals. 

Significant investing uses of cash flow in 2004 include uncommitted capital expenditures, expected to be approximately $300 million exclusive of any spending on a permanent casino in Detroit, and the proposed Wembley acquisition, valued at $490 million on the date we made the offer. 

We plan to fund our contractual obligations and other estimated spending through a combination of operating cash flow, proceeds from known or expected sales of businesses and available borrowings under our senior credit facility. We have generated over $700 million in operating cash flow in each of the past three years, which included deductions for interest payments, tax payments and certain contractually committed payments reflected in the above table, including operating leases, employment agreements and entertainment agreements. We expect to generate a similar level of operating cash flow in 2004. Assuming operating cash flow is used to fund the remaining contractual commitments of approximately $500 million to $600 million, we would have at least $100 million of operating cash flow available for other planned expenditures. 

Other sources of cash include the net proceeds of $213 million received in January 2004 upon closing the sale of the Golden Nugget Subsidiaries, the net proceeds of $150 million from the sale of MGM Grand Australia, if the sale closes as expected by the third quarter of 2004, and the $885 million of available borrowings under our senior credit facility. 

Allowance for Doubtful Casino Accounts Receivable 

Marker play represents a significant portion of the table games volume at Bellagio, MGM Grand Las Vegas and The Mirage. Our other facilities do not emphasize marker play to the same extent, although we offer markers to customers at those casinos as well, with the exception of MGM Grand Australia, where Northern Territory legislation prohibits marker play. 

We maintain strict controls over the issuance of markers and aggressively pursue collection from those customers who fail to pay their marker balances timely. These collection efforts are similar to those used by most large corporations when dealing with overdue customer accounts, including the mailing of statements and delinquency notices, personal contacts, the use of outside collection agencies and civil litigation. Markers are generally legally enforceable instruments in the United States. At December 31, 2003 and 2002, approximately 53% and 57%, respectively, of our casino accounts receivable was owed by customers from the United States. Markers are not legally enforceable instruments in some foreign countries, but the United States assets of foreign customers may be reached to satisfy judgments entered in the United States. A significant portion of our casino accounts receivable is owed by casino customers from the Far East. At December 31, 2003 and 2002, approximately 30% and 28%, respectively, of our casino accounts receivable was owed by customers from the Far East. 

We maintain an allowance, or reserve, for doubtful casino accounts at all of our operating casino resorts. The provision for doubtful accounts, an operating expense, increases the allowance for doubtful accounts. We regularly evaluate the allowance for doubtful casino accounts. At resorts where marker play is not significant, the allowance is generally established by applying standard reserve percentages to aged account balances. At resorts where marker play is significant, we apply standard reserve percentages to aged account balances under a specified dollar amount and specifically analyze the collectibility of each account with a balance over the specified dollar amount, based on the age of the account, the customer’s financial condition, collection history and any other known information. We also monitor regional and global economic conditions and forecasts to determine if reserve levels are

The collectibility of unpaid markers is affected by a number of factors, including changes in currency exchange rates and economic conditions in the customers’ home countries. Because individual customer account balances can be significant, the allowance and the provision can change significantly between periods, as information about a certain customer becomes known or as changes in a region’s economy occur. 

The following table shows key statistics related to our casino receivables: 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	At December 31,

	 
	 
	


	 
	 
	2003
	 
	2002
	 
	2001

	 
	 
	

	 
	

	 
	


	 
	 
	 
	 
	 
	 
	(in thousands)
	 
	 
	 
	 

	Casino accounts receivable
	 
	
	$  159,569
	
	 
	
	$  166,612
	 
	 
	
	$  189,434
	 

	Allowance for doubtful casino accounts receivable
	 
	 
	75,265
	
	 
	 
	85,504
	 
	 
	 
	98,648
	 

	Allowance as a percentage of casino accounts receivable
	 
	 
	47%
	
	 
	 
	51%
	
	 
	 
	52%
	

	Median age of casino accounts receivable
	 
	43 days
	 
	50 days
	 
	84 days

	Percentage of casino accounts outstanding over 180 days
	 
	 
	23%
	
	 
	 
	27%
	
	 
	 
	30%
	


The allowance percentage increased in 2001 as a result of the impact of the September 11 attacks on our customers’ traveling patterns and the global economy, as well as the impacts of declines in the United States stock markets through 2000 and 2001. During 2002, the United States stock markets continued to decline, but we experienced better than anticipated receivable collections on certain customer accounts during 2002, which resulted in a reversal of previously recorded bad debt provision in the third quarter of 2002.   In the fourth quarter of 2003 we recorded an additional reversal of bad debt provision as we again experienced better than expected collections. The current strength in the United States economy and recent United States stock market gains have also caused us to positively adjust our outlook on collectibility of domestic accounts receivable. The above economic and collection trends are reflected in the improved quality of our receivables statistics in the above table. Our reserve percentage at December 31, 2003 is lower than it has been since the events of September 11, 2001, though still higher than the periods preceding September 11, 2001. 

At December 31, 2003, a 100 basis-point change in the allowance for doubtful accounts as a percentage of casino accounts receivable would change net income by $2 million, or $0.01 per share.
Allowance for Doubtful Accounts - All Receivables (in thousands)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	Deductions
	 
	 
	 
	 

	 
	 
	 
	Balance at
	 
	Provision for
	 
	Write-offs,
	 
	related to
	 
	Balance at

	 
	 
	 
	Beginning of
	 
	Doubtful
	 
	net of
	 
	Discontinued
	 
	End of

	Description
	 
	Period
	 
	Accounts  
	 
	Recoveries
	 
	Operations
	 
	Period

	Year ended:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	12/31/03
	 
	
	$ 90,471
	 
	 
	
	$ 12,570
	 
	 
	
	$ (23,072)
	
	 
	  
	$ (882)
	
	 
	
	79,087
	 

	 
	12/31/02 (1)
	 
	 
	102,972
	 
	 
	 
	28,352
	 
	 
	 
	(40,853)
	
	 
	 
	—
	 
	 
	 
	90,471
	 

	 
	12/31/01 (1)
	 
	 
	83,390
	 
	 
	 
	71,244
	 
	 
	 
	(51,662)
	
	 
	 
	—
	 
	 
	 
	102,972
	 




	(1)
	 
	Provision for doubtful accounts includes $677 and $554 related to discontinued operations for the years ended December 31, 2002 and 2001, respectively.
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NOTE 2 – Significant Accounting Policies
Principles of consolidation. The consolidated financial statements include the accounts of the Company and its subsidiaries. Investments in unconsolidated affiliates which are 50% or less owned are accounted for under the equity method. All significant intercompany balances and transactions have been eliminated in consolidation. The Company’s operations are primarily in one segment – operation of casino resorts. Other operations, and foreign operations, are not material. 
Property and equipment. Property and equipment are stated at cost. Gains or losses on dispositions of property and equipment are included in the determination of income. Property and equipment are generally depreciated over the following estimated useful lives on a straight-line basis: 
	 
	 
	 
	 
	 

	Buildings
	 
	40 years

	Building improvements
	 
	15 to 40 years

	Land improvements
	 
	15 to 40 years

	Equipment, furniture, fixtures, and leasehold improvements
	 
	5 to 20 years


We evaluate our property and equipment and other long-lived assets for impairment in accordance with the Financial Accounting Standards Board’s Statement of Financial Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”). For assets to be disposed of, we recognize the asset to be sold at the lower of carrying value or fair value less costs of disposal. Fair value for assets to be disposed of is estimated based on comparable asset sales, solicited offers, or a discounted cash flow model. 
Revenue recognition and promotional allowances. Casino revenue is the aggregate net difference between gaming wins and losses, with liabilities recognized for funds deposited by customers before gaming play occurs (“casino front money”) and for chips in the customers’ possession (“outstanding chip liability”). Hotel, food and beverage, entertainment and other operating revenues are recognized as services are performed. Advance deposits on rooms and advance ticket sales are recorded as accrued liabilities until services are provided to the customer. 
Revenues are recognized net of certain sales incentives in accordance with the Emerging Issues Task Force (“EITF”) consensus on Issue 01-9, “Accounting for Consideration Given by a Vendor to a Customer (Including a Reseller of the Vendor ´s Products).” The consensus in EITF 01-9 requires that sales incentives be recorded as a reduction of revenue and that points earned in point-loyalty programs, such as our Players Club loyalty program, must be recorded as a reduction of revenue. The Company recognizes incentives related to casino play and points earned in Players Club as a direct reduction of casino revenue. 
Corporate expense. Corporate expense represents unallocated payroll and aircraft costs, professional fees and various other expenses not directly related to the Company’s casino resort operations. In addition, corporate expense includes the costs associated with the Company’s evaluation and pursuit of new business opportunities, which are expensed as incurred until development of a specific project has become probable. 
Preopening and start-up expenses. The Company accounts for costs incurred during the preopening and start-up phases of operations in accordance with Statement of Position 98-5, “Reporting on the Costs of Start-up Activities”. Preopening and start-up costs, including organizational costs, are expensed as incurred. Costs classified as preopening and start-up expenses include payroll, outside services, advertising, and other expenses related to new or start-up operations and customer initiatives. 
NOTE 3 — DISCONTINUED OPERATIONS 
In June 2003, the Company entered into an agreement to sell the Golden Nugget Subsidiaries, including substantially all of the assets and liabilities of those resorts, for approximately $215 million, subject to certain working capital adjustments. This transaction closed in January 2004. Also in June 2003, the Company ceased operations of PLAYMGMMIRAGE.com, its online gaming website (“Online”). 
The results of the Golden Nugget Subsidiaries and Online are classified as discontinued operations in the accompanying consolidated statements of income for all periods presented. Net revenues of discontinued operations were $231 million, $222 million and $223 million, respectively, for the years ended December 31, 2003, 2002 and 2001. 
The following table summarizes the assets and liabilities of the Golden Nugget Subsidiaries and Online as of December 31, 2003, included as assets and liabilities held for sale in the accompanying consolidated balance sheet: 
	 
	 
	 
	At December 31,

	 
	 
	 
	2003

	 
	 
	 
	


	 
	 
	 
	(in thousands)

	Cash
	 
	
	$  15,230
	 

	Accounts receivable, net
	 
	 
	6,024
	 

	Inventories
	 
	 
	4,321
	 

	Prepaid expenses and other
	 
	 
	5,174
	 

	 
	 
	 
	

	 

	 
	Total current assets
	 
	 
	30,749
	 

	Property and equipment, net
	 
	 
	185,516
	 

	Other assets, net
	 
	 
	9,817
	 

	 
	 
	 
	

	 

	 
	Total assets
	 
	 
	226,082
	 

	 
	 
	 
	

	 

	Accounts payable
	 
	 
	2,180
	 

	Other current liabilities
	 
	 
	20,885
	 

	 
	 
	 
	

	 

	 
	Total current liabilities
	 
	 
	23,065
	 

	Long-term debt
	 
	 
	391
	 

	 
	 
	 
	

	 

	 
	Total liabilities
	 
	 
	23,456
	 

	 
	 
	 
	

	 

	Net assets
	 
	
	$ 202,626
	 

	 
	 
	 
	

	 


NOTE 5 — PROPERTY AND EQUIPMENT, NET 
Property and equipment consisted of the following: 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	At December 31,

	 
	 
	


	 
	 
	2003
	 
	2002

	 
	 
	

	 
	


	 
	 
	(in thousands)

	Land
	 
	
	4,103,693
	 
	 
	
	4,113,622
	 

	Buildings, building improvements and land improvements
	 
	 
	3,798,143
	 
	 
	 
	3,807,228
	 

	Equipment, furniture, fixtures and leasehold improvements
	 
	 
	1,960,094
	 
	 
	 
	1,934,147
	 

	Construction in progress
	 
	 
	465,471
	 
	 
	 
	298,809
	 

	 
	 
	 
	

	 
	 
	 
	

	 

	 
	 
	 
	10,327,401
	 
	 
	 
	10,153,806
	 

	Accumulated depreciation and amortization
	 
	 
	(1,646,062)
	
	 
	 
	(1,391,361)
	

	 
	 
	 
	

	 
	 
	 
	

	 

	 
	 
	
	8,681,339
	 
	 
	
	8,762,445
	 

	 
	 
	 
	

	 
	 
	 
	

	 


NOTE 6 — INVESTMENTS IN UNCONSOLIDATED AFFILIATES 
The Company has investments in unconsolidated affiliates accounted for under the equity method. Under the equity method, carrying value is adjusted for the Company’s share of the investees’ earnings and losses, as well as capital contributions to and distributions from these companies. Investments in unconsolidated affiliates consisted of the following: 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	At December 31,

	 
	 
	


	 
	 
	2003
	 
	2002

	 
	 
	

	 
	


	 
	 
	(in thousands)

	Victoria Partners – Monte Carlo (50%)
	 
	
	420,853
	 
	 
	
	421,483
	 

	Marina District Development Company - Borgata (50%)
	 
	
	335,159
	 
	 
	
	289,319
	 

	 
	 
	
	

	 
	 
	
	

	 

	 
	 
	
	756,012
	 
	 
	
	710,802
	 

	 
	 
	 
	

	 
	 
	 
	

	 


The Company’s investments in unconsolidated affiliates were recorded at their estimated fair value at the date of the Mirage Acquisition, which value exceeded the Company’s share of the net assets of the unconsolidated affiliates by approximately $361 million. Substantially all of this difference relates to the excess of the fair value of land owned by the affiliates over its pre-existing carrying value. The investment balance also includes interest capitalized on the Borgata investment, which is being amortized over 40 years. 
The Company recorded its share of the results of operations of the unconsolidated affiliates as follows: 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Year Ended December 31,

	 
	 
	


	 
	 
	2003
	 
	2002
	 
	2001

	 
	 
	

	 
	

	 
	


	 
	 
	(in thousands)

	Income from unconsolidated affiliates
	 
	
	$ 53,612
	
	 
	
	$ 32,361
	 
	 
	
	$ 36,816
	

	Preopening and start-up 
	 
	
	(19,326)
	
	 
	
	(7,757)
	
	
	
	(2,376)
	

	Non-operating items from unconsolidated affiliates
	 
	
	(10,401)
	
	 
	
	(1,335)
	
	
	
	(914)
	

	 
	 
	
	

	 
	 
	
	

	
	
	
	

	 

	Net income
	 
	
	$ 23,885
	 
	 
	
	$ 23,269
	
	
	
	$ 33,526
	 

	 
	 
	 
	

	 
	 
	 
	

	 
	 
	 
	

	 


NOTE 7 — OTHER ACCRUED LIABILITIES 
Other accrued liabilities consisted of the following: 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	At December 31,

	 
	 
	


	 
	 
	2003
	 
	2002

	 
	 
	

	 
	


	 
	 
	(in thousands)

	Salaries and related
	 
	
	$ 165,211
	 
	 
	
	173,047
	 

	Casino outstanding chip liability
	 
	 
	75,280
	 
	 
	 
	62,690
	 

	Taxes, other than income taxes
	 
	 
	40,189
	 
	 
	 
	44,168
	 

	Casino front money
	 
	 
	45,642
	 
	 
	 
	42,803
	 

	Advance deposits and ticket sales
	 
	 
	39,499
	 
	 
	 
	39,601
	 

	Amounts due to City of Detroit
	 
	 
	22,344
	 
	 
	 
	37,760
	 

	Other liabilities
	 
	 
	171,280
	 
	 
	 
	192,137
	 

	 
	 
	 
	

	 
	 
	 
	

	 

	 
	 
	
	$ 559,445
	 
	 
	
	592,206
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