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TREMENDOUS FOCUS

70 oOUR SHAREHOLDERS

Throughout our lives, we've all received the same
advice in different ways — stay the course; keep your
nose to the grindstone; concentrate. It all comes
down o staying focused. While it may seem good
advice for life in general, we at MGM MIRAGE
firmly beljeve that staying focused has been a key
elementc of our success. Staying focused is, in fact,
one of the most fundamental elements of success in

any business.

During 2003, the concentration and hard work of
your management team and the 40,000 employees
of MGM MIRAGE has created unrivaled opportu-
nities by providing the necessary foundation upon

which we continue to build your Company’s future.

Over the past year, we devoted our energies and
resources to solidifying our hard-earned reputation
for quality — a reputation that is central to our
business plan. To that end, we added amenities and
attractions at each of our properties — new restau-
rants, shows, guest rooms, nightclubs and lounges
were designed to awe our first time guests and

inspire our devoted long-time customers.

This hard work and dedication is cleatly reflected in
out financial results. In 2003, we produced record net

revenues of $3.9 billion, while our net income was

$244 million.

MGM MIRAGE is also focused ‘on identifying
the most promising possibilities for growth in the

U.S. and around the world. The gaming market in
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LOOKING FORWARD, WE ARE
FOCUSED ON SPREADING THE MGM
MIRAGE QUALITY TO NEW RESORTS
AROUND THE WORLD.

And we have begun the process of turning opportunities into reality. Throughout 2003,
MGM MIRAGE has been continuously evaluating opportunities for growth. As a result,
we have taken several options for strategic investments in the United Kingdom. MGM
MIRAGE has quickly established itself as the company most prepared to take advantage of
anticipated gaming reforms in the U.K. By entering into well-designed strategic partner-
ships, MGM MIRAGE stands at the forefront of a new age of gaming in Great Britain.

With our long history of experience, commitment to quality and focus on management
strength, we believe the opportunity to be great for our company, its sharcholders,

employees, business partners and new British neighbors.

We continued to explore opportunities in Asia, where governments have recently expanded
the scope of gaming. For example, Macau has long been one of the most well known
gaming destinations in the Far East. It now stands at the threshold of establishing

a far broader reputation as one of the world’s leading gaming centers. Its location only a
few miles from mainland China and Hong Kong and in the heart of Asia makes it the

perfect destination for tourists from many Asian nations.
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we ZERO IN ON THE COMM.UNITIES In
WHICH WE WORK AND LIVE BY (ST D{ik
OPPORTUNITIES AND CHANGING

3, our focus intensified on making substantive and
1gful change in the lives of our employees and in the

nities-in which we are privileged to do business.

e the best employees in the industry, because we
ourselves to pinpointing talented people and devel-
their leadership qualitics. Programs like our partner-
ith the University of Nevada at Las Vegas Hotel

e and our Management Associate Program are

ed to prepare recent college graduates for careers in

ement with MGM MIRAGE.

«my?

All of our employees have access to programs which allow
them to grow in their carcers through programs like
REACHY!, a leadership development program for
employees to further their skills and learn all facets of the
supervisory experience through classroom instruction, job

shadowing, and mentoring.

We also train our employees extensively, offering everything
from courses such as ESL (English as a Second Language)
classes for employees needing to improve their English-
speaking skills to advanced customer service training and

mentoring programs.

None of these programs would be possible without the
complete focus and energy of the Human Resources
Council, a group of HR leaders representing the Company’s
resorts and other entities. These women and men are
responsible for the people polices, programs and fostering

the wonderful culture of our organizatio

The subject of problem gambling has taken a much larger
role in public discourse in recent years, and MGM
MIRAGE is at the forefront of addressing the issue.

We were a founding member of the National Center for
Responsible Gaming, the single largest source of funding

for problem gambling research in the world.
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INTENSE
LY MAKES US T

with my colleagues on the management commiteee,
to acknowledge the invaluable contribution of our
ees who, through their dedication and commitment,
sally provide unparalleled service to our guests
stomers. As we look back on 2003, we see a year
siderable achievement both in terms of financial

nance and corporate responsibility.

| from L to R:

. Murren
1, CFO and Treasurer
IRAGE

Jacobs

se Vice President,
Counsel and Secretary
IRAGE

1ce Lanni
in and CEO
IRAGE

Redmond
1t and CEO
rand Resorts, LLC

-. Baldwin
nt and CEO
Resorts, Inc.

o SHINING

FOCUS OF OUR MANAGEMENT r:am

EXAMPLE IN THE INDUSTRY.

By focusing on our business plan with unwavering intensity,
we were able to deliver superior returns to our sharcholders,
increase the long-term growth potential of MGM MIRAGE,
and provide meaningful opportunities for our employees,
business partners and neighbors. Your management and our
team of 40,000 people are devoted to achieving even greater
success in 2004 and beyond.

=9

.

. AR, S ARG

J. Terrence Lanni

Chairman and Chief Executive Officer
March 26th, 2004

Gamal Aziz
President
MGM Grand Las Vegas

Williarn J. Hornbuckle
President and COO
MGM MIRAGE Europe

William McBeath
President
The Mirage
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MGM MIRAGE STAYS I INANCIAL LY ON TARGLT BY CONTINUALLY FOLLOWING
OUR FORMULA FOR SUCCESS: SEARCH OUT THE BEST oo_,\__,\_cz_jmm AND RESPOND TO
OPPORTUNITIES WITH THE QUALITY AND ATTENTION THEY DESERVE.
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D BENNINGER
(1917-2004)

FINANCIAL OVERVIEW
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These technology initiatives have only begun to deliver

their full benefit to our company. As we further hone in
on using Players Club to drive marketing and customer
incentive programs, we will continue to not only
increase revenue, but enhance the profitability of each

incremental dollar of revenue.

And we must mention our newest addition, Borgata,
50% owned with Boyd Gaming Corporation. Borgata
has only scratched the surface in reinventing the Adantic
City market, but has already made a meaningful contri-
bution to our operations. Borgata is the first anchor to

our increasingly valuable acreage on Renaissance Poince.

Looking forward to 2004 and beyond, Borgata will
become a more significant element of our operating
results, and we expect the heart of our resort portfolio,
our Las Vegas Strip resorts, to have another banner
year. We are also excited abour the prospects for The
Residences at MGM Grand, a collaboration with
Turnberry Associates, the leader in luxury residential
development. Unique in our arrangement is our ability
to share in the profits of developing and selling The

Residences, with minimal capital investment, and the

opportunity to add these residences to our room port-
folio to generate ongoing revenue. Pre-sales on the first
of potentially six towers are exceptionally strong, and we
expect construction to begin this year. As the largest
holder of prime Las Vegas Strip real estate, we are excited
about the trend in Las Vegas to build upward and
develop multi-use projects to maximize on the appeal of

America’s most exciting city.

As we have in the past, we generated significant cash flow
from our operations — over $700 million after taxes. We
returned significant value to the shareholders by reinvesting
$550 million in our core assets, projects that have already
yielded increased profits and will continue to do so in 2004,
and by repurchasing stock. While sideline observers debate

SETTING THE STANDARD FOR ENTERTAINMENT WHILE REACHING OUT

the relative value of dividends versus share repurchases, our
near-term focus is to deliver real value through a consistent
program of share repurchases. We repurchased 13.3 million
shares of common stock for $443 million in 2003, and as of
December 31, 2003, we had remaining authorization to
repurchase 8 million more shares. We remain open-minded
as it relates to dividends as we maintain our focus on

allocating capital for the best interests of our stakeholders.

Given the tremendous strength of the Las Vegas market,
we are concentrating our capital expenditures on our Las
Vegas Strip resorts in 2004, with significant expenditures
relating to the Bellagio expansion, an amazing new theatre
at MGM Grand Las Vegas, and several new amenities at
The Mirage and T1.
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FINANCIAL . .

For the Years Ended December 31

Net revenues . .. ... ... L
Operating income .. ......... ... ... ... ...
Income from continuing operations ... .........
Income before cumulative effect of

change in accounting principle . ... ... ... ...
Net income ... .. ... ...

Basic earnings per share
Income from continuing operations .. ... .. ..
Income before cumulative effect of
change in accounting principle ... .........
Net income pershare . ..................

Weighted average number of shares ... ... ...

Diluted earnings per share
Income from continuing operations . ........
Income before cumulative effect of
change in accounting principle ... .........
Net income pershare . ... ...............

Weighted average number of shares ... ... ...
Cash dividends per share (1} ................

At year-end
Totalassets . ... .. . ... ...
Total debt, including capital leases ... ... ...
Stockholders’ equity . ... ... ... ..
Stockholders’ equity per share ... ..........
Number of shares outstanding .. ........ ...

2002

$ 3.792.248
757,747
295,200
292,435
292.435

$ 1.87

$ 1.85
$ 1.85

157,809

$ 1.85

$ 1.83
$ 1.83

159,940

$ 10,504,985
5,222,195
2,664,144

$ 17.24

154,574

2001

$ 3,731,636
009,693
165,188
169,815
169,815

$ 1.04

$ 1.07
$ 1.07

158,771

$ 1.03

$ 1.06
$ 1.06

160,822

$10,497,443
5,465,608
2,510,700

$ 15.95
157,396

2000

$ 2,947,221
527,686
159,819
160,744
160,744

$ 1.10

$ 1.11
$ 1.11

145,300

$ 1.08

$ 1.09
$ 1.09

147,901
$ 0.10

$10,734,601
5,880,819
2,382,445

$ 14.97
159,130

©*

R

1999
1,330,853
209,868
94,226
94,226
86,058
0.81

0.81
0.74

116,580

0.78

0.78
0.72

120,086

2,743,454
1,330,206
1,023,201
8.98
113,880

(1) On December 13. 1999 the Board of Directors approved an initial quarterly cash dividend of $0.10 per share io stockholders of record on February 10. 2000. The dividend was paid on March 1, 2000. As a result of

the acquisition of Mirage Resotls, Incorporated, we announced on April 19, 2000 that the quarterly dividend policy was discentinued.

New York-New York was 50% owned unti March ), 1999 when the Company acquired the remaining 50%. The Primm Valley Resorts were acquired on March 1, 1999. MGM Grand South Africa managed casinos in the
Repubtic of South Africa from October 1997 through May 2002. MGM Grand Detroit commenced operations in July 1999. The Mirage acquisition occurred on May 31, 2000.

in June 2003. we entered into an agreemenl to sell our Golden Nugget Subsidiaries, inciuding substantially aft of the assets and liabilities of those resorts. This transaction closed 1n January 2004. Also in June 2003,
we ceased operalions of PLAYMGMMIRAGE.com, our onlinc gaming website (“Ontine™). The resuits of the Goiden Nugget Subsidiaries and Oniine are classified as discontinued operations for atl periods presented.
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HERE'S THE OO _<_ T —l ml_l m _.l _ ml_l OF HOTEL CASINOS TO In its brief history, Bellagio has carned every hotelier's accolade

worth receiving and become synonymous with quality and
w m _| _|>Q _ O elegance. Audiences gasp in wonderment at the Cirque du Soleil
WIN THE AAA FIVE DIAMOND AWARD: show "O". The dancing fountains have become an internationally
famous Las Vegas trademark. And in December 2004, Bellagio's

splendor grows with the addition of 928 rooms and suites.
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MANAGEMENT'S DISCUSSION AND ANAYSIS O

Overall Outlook

We have invested heavily in our existing operations in 2002 and 2003, and expect
to continue to do so in 2004. Qur 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

umpact 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.

We have made several strategic agreements to take advantage of currently proposed
gaming law reforms in the United Kingdom. The timing of adoption of these
reforms, if they are adopted ar all, is uncertain. However, we believe that the gaming
market in the UK would be profitable assuming a reasonable tax and regulatory
structure, and a market in which our style of resorts and our management expertise

would provide us with a competitive advantage.

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.

S NANCIA L

FIry

COND U ON AND RESUITS OF OPERATIONS

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
Adlantic City, adjacent to Borgata. The timing or extent of any development on

these sites is uncertain.

Summary Financial Resulis

The following table summarizes our results of operations:

(In thousands, except per share data)

Year Ended December 31 2003 % Change 2002  %Change 2001
Netrevenues . ............ $3,908,816 3% $3,792,248 2%  $3,731,636
Operating income .. .. ... ... 713,069 (6%) 757,747 24% 609,693
Income from

continuing operations . . . .. 237,112 (20%) 295,200 79% 165,188
Diluted income from continuing

operations per share ... .. $ 1.56 (16%) $ 1.85 0% $ 1.03

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 debrt 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.
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MANAGEMENT'S DISCUSSION AND ANALY S S UF ]

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.

Operating income at Bellagio decreased 22% in 2003 due to the additional impact
of the standard room remodel project. New York-New York’s operating income
increased as a result of the contribution of ZUMANITY ™ and other new amenities.
MGM Grand Las Vegas experienced a 5% decline in operating income in 2003.
However, excluding restructuring charges related to restaurant leases, preopening
and start-up expenses related to new amenities, and property transactions related to
the construction of a new theatre, this resort’s operating income would have
increased 6%. MGM Grand Las Vegas’' 2004 results will benefit from the theatre,
which will house a show by Cirque du Soleil opening in mid-2004. Beau Rivage’s
operating income increased significantly over 2002 due to the positive impact of a
remodeled and expanded buffet as well as several other new restaurants opened
during 2003 and the conversion of a floor of standard rooms into suites. Also, Beau
Rivage recorded a charge of $8 million in 2002 for property damage related to
Tropical Storm Isidore, while no such costs were incurred in 2003. Corporate
expense increased in 2003 due primarily to increased development activities and

increased property taxes on the Renaissance Pointe land in Atlantic City, New Jersey.

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.

AT

CON T ON AND RESUITS OF OPERATIONS

Operating Resulis — Detailed Revenue information

-

I'he following table presents detail of our net revenues:

Year Ended December 31 (In thousands) 2003 % Change 2002 % Change 2001

Casino revenues, net:

Table games . .......... $ 866,106 (3%) $ 893,836 (2%) $ 908,418
Slots ... ... L 1,115,029 5% 1,064,491 4% 1,025,843
Other ...... .. ... ... .. _ 94,434 12% 84,299 3% 81,699

Casino revenues, net ... _2,075,569 2% 2,042,626 1% 2,015,960

Non-casine revenue:

Rooms ............... 835,938 5% 798,562 1% 793,321
Food and beverage ...... 765,242 8% 711,373 5% 680,538
Entertainment, retail
andother ... ....... 647,710 2% 637,791 3% 620,523
Non-casino revenues ... _2,248,890 5% 2,147,726 3% 2,094,382
4,324,459 3% 4,180,352 2% 4,110,342
Less: Promotional allowances ... _ (415,643) 4% __(398,101) 5% __(378,705)
$ 3,908,816 3% $3792248 2% $3.731,636

Table games revenues decreased 2% in 2002, even with a slightly higher hold
percentage, resulting from the impacts of the September 11 attacks on our foreign
high-end customers and the impacts of the United States economy on our national
customers. Table games revenues decreased 3% in 2003, as a slightly lower hold
percentage and the impact of the Iraq war and SARS outbreak in early 2003 were
not fully offset by strong volume levels over the latter half of 2003.

Slot revenues increased substantially in both 2002 and 2003. Improvements were

the result of enhanced marketing programs, the impact of our Players Club rewards
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program, which was implemented in our major resorts over 2002 and 2003, and
the implementation of cashless gaming technology in 2003. A majority of slot
machines at our major resorts now offer ticket-in, ticket-out technology through
International Game Technology’s EZ-Pay™ system. Slot win percentages were

consistent among all three periods.

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
lateer 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%. In 2002, other revenues included proceeds of $11
million for the termination of our management agreement covering four casinos in

the Republic of South Africa.

Operating Results — Details of Certain Charges

Preopening and start-up expenses consisted of the following:

Year Ended December 31 (In thousands) 2003 2002 2001
Borgata ... ... .. L $ 19,326 $ 7,757 $ 2,376
New York-New York (Zumanity, Nine Fine Irishmen) . 4,310 — —
PlayersClub .. .. ... .. . . 3,051 5117 —
MGM Grand Las Vegas (new restaurants, nightclubs) . 1,731 369 745
Other ...ttt 848  8e8 1,009

$ 29266  § 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 Borgara.
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Restructuring costs (credit) consisted of the following:

2003 2001

Year Ended December 31 (In thousands) 2002

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

September 11 attacks . ....... ... ... ... ... .. — (10,421) 21,502

Siegfried & Roy show closure — The Mirage ... .... 1,623 — —

Reversal of 2000 contract termination costs . ... ... — (2,857) ——

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 contain-
ment 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
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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 credir 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 following table summarizes information related to our income taxes:

2001

Year Ended December 31 {In thousands) 2003 2002
Income :olslmoww_mm_mm operations

before incometax . ....... . ... ... ... .. ... $353,704 $ 466,471 $ 269,590
Income tax provision . ..... ... ... .. ... ... .. 116,592 171,271 104,402
Effective income tax rate .. ............ ... . .. 33.0% 36.7% 38.7%
Cash paid for income taxes .................. $ 94,932 $ 44,579 $ 19,342

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 berween 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.

In 2003, taxes paid increased from prior years, primarily due to payments made to

settle IRS audirs of prior years. Excluding these payments, our taxes paid have

CONANG AL

FREROT Ty
(A A

CON AND RESULTS OF OPERATIONS

generally been significantly lower than our income tax provision. This is primarily

due to accelerared rax depreciation and the utilization of tax credits, primarily for

alternative minimum tax paid in prior years. We utilized the last of these credits in

2003, and we expect that our cash paid for taxes will increase accordingly in 2004.

LIQUIDITY AND CAPITAL RESOURCES

Cash Flows — Summary

Our cash flows consisted of the following:

Year Ended December 31 (In thousands) 2003 2002 2001
Net cash provided by operations .. ... ......... $702,966 $ 827,958 $ 795,883
Investing cash flows:
Capital expenditures .. ................... (550,232) (300,039) (327,936)
Investments in unconsolidated affiliates . .. . ... (41,350) (80,314) (38,250)
Other .. ... ... . 35,894 9,143 13,981
Net cash used in investing activities . . ... ... Gmw_mm:m,v, (371,210) (352,205)
Financing cash flows:
Net borrowing {repayment) under
bank credit facilities . ........ ... .. ... .. (285,087) (270,126) (819,704)
Issuance of long-term debt . . ... ... 600,000 — 400,000
Purchase of treasury stock ... ............. (442,864) (207,590) (45,716)
Other ... ... (37,284) 23,231 2,745
Net cash used in financing activities . ... ... (165,235) (454,485) (462,675)
Net increase (decrease) in cash and cash equivalents $(17,957) $ 2,263 $ (18,997)
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IS THIS PARADISE? 4t the worco-ramous MIRAGE.

THE SHORT ANswer 1s  YES”

-,

invigorating aroma of the South Seas permeartes
erene oasis. In the heart of the Las Vegas Strip,
irpge maintains the lofty standard it set the

ened. Visitors dine at AAA Five Diamond

nner Renoir or any of several other superb

ments. Comedian-singer-impressionist

ans sells out his namesake theatre nightly.

e of the most exotic animals on the planet

dir home at Siegfried & Roy’s Secrer Garden
hin Habirat.
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from ‘BBB-’. In January 2002, Moody’s Investment Services lowered its rating on
our senior notes to one level below investment grade (Bal). As a result of the
Moody’s downgrade, substantially all of our assets other than assets of our foreign
subsidiaries and certain assets in use at MGM Grand Detroit are pledged as collateral
for our senior notes, excluding subordinated notes, and our bank credit facilities.
We do not believe the downgrades have had, or will have, a significant effect on our
liquidity or our ability to secure short-term or long-term financing. Subsequent to
the downgrades, we successfully amended our bank credit facilities and issued the
$600 million senior notes, both on pricing and other terms which were favorable

and consistent with similar arrangements before the downgrades.

Future Devclonmenis

Detroit, wiichiigan. MGM Grand Deuwroit, 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 o construct the permanent casino facility is currently subject to resolu-
tion of the Lac Vieux litigation. Pending resolution of this litigation, the 6¢h 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 faciliry.

Soooe sy AN RESULLS GF U

ttie City, new Jorsey. We own approximately 149 acres on Renaissance Pointe in

Adlantic City, New Jersey. We obtained the land at Renaissance Pointe through an

agreement between Mirage and the City of Adlantic City. In addition, Borgata
occupies 29 acres at Renaissance Pointe, including 27 acres it owns and two acres
we lease to Borgata. Of the remaining land, approximately 95 acres are suitable for
development, and a portion of these acres consists of common roads, landscaping
and master plan improvements which we designed and developed as required by our

agreement with Boyd.

In October 2002, we announced the temporary suspension of our development
activities on our wholly-owned project on the Renaissance Pointe land in Atlantic
City. We must apply for and receive numerous governmental permits and satisfy other

conditions before construction of a new resorc on the Renaissance Pointe site could

begin. No assurance can be given that we will develop a casino resort in New Jersey,

or its ultimate schedule, size, configuration or cost if we do develop a casino resort.

Las Vegas, Novaca. We own an approximately 50-acre site for future development,
with over 1,200 feet of frontage on the Las Vegas Strip, between Bellagio and
Monte Carlo, part of which is occupied by our Boardwalk. The design, timing and
cost of any future development on the site will depend on several factors, including
the marker’s ability to absorb new development on the Las Vegas Strip, competition
from gaming outside of Nevada and the ultimate size and scope of the project,

among, other factors.

In 2002, we entered into an agreement with Turnberry Associates to develop luxury
condominium towers at MGM Grand Las Vegas. We will initially contribute land and
up to $3 million to the project for a 50% investment. Turnberry Associates will
contribute $9 million, and up ro an additional $3 million, in cash and will manage the
development and sales process. The venture will obtain construction financing for the

remainder of the expected $175 million to $200 million cost of the first tower once

sufficient pre-sales have occurred to obtain financing. We will have the opportunity to
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MANAGEMENT’S DIScUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

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 neces-

sary H@WFLM;OH% NT—UHO<M~—m.

New York Racing Association. We have an understanding with the New York Racing
Association (“NYRA”) to manage VLTs at NYRA’s Aqueduct horseracing facility in
metropolitan New York. We would assist in the development of the facility,
including providing project financing, and would manage the facility for a fee. The
project is anticipated to cost $135 million. Work was halted on the VLT facility in
August 2003 pending the outcome of an investigation of certain aspects of NYRA’s
operations by Federal prosecutors. In December 2003, NYRA rcached agreement
with the Justice Department whereby NYRA was indicted with prosecution
deferred. NYRA agreed to pay a fine and the indictment will be dismissed with
prejudice upon NYRA implementing certain reforms and otherwise complying with
the terms of the agreement. Our participation is subject to a definitive agreement,

regulatory approvals and certain legislative changes by the State of New York.

Off Balance Sheet Arrangements

Our off balance sheet arrangemencts consist primarily of investments in unconsoli-
dated affiliates, which currently consist of our investments in Monte Carlo and
Borgata. We have not entered into any transactions with special purpose entities, nor
have we engaged in any derivative transactions other than straightforward interest
rate swaps. Our joint venture and unconsolidated affiliate investments allow us to
realize the benefits of owning a full-scale resort in a manner that minimizes our
initial investment. We have not guaranteed financing obrained by the ventures, nor
are there any other provisions of the venture agreements which are unusual or subject

us to risks to which we would not be subjected if we had full ownership of the resort.

At December 31, 2003, we had outstanding letters of credit Hoﬁm::m $52 million, of
which $50 million support the bonds issued by the Economic Development

Corporation of the City of Detroit. These bonds are recorded as a liability in our
consolidated balance sheets. This obligation was undertaken to secure our right to

develop a permanent casino in Detroi.

Commitments and Contractual Obligations
The following table summarizes our scheduled contractual commitments as of
December 31, 2003:

(In millions) 2004 2005 2006 2007 200 Thereafter
long-termdebt .............. $ 97 $ 503 $ 250 $ 910 $ 1925 $ 1925
Capital leases . .. ............. 1 1 1 — — —
Operating leases . ............ 10 9 8 7 7 311
26 3 6 3 3 53

Other purchase obligations:
Construction commitments ... 381 25 — — — —
Employment agreements . . . . . 79 57 27 1 — —
Entertainment agreements (2) . 83 2 — e — —
Other(3) ................. 81 5 4 A 1 1 2

$ 758 $ 605 $ 29 $ 922 $ 1936 $ 2291

(1} Includes our obligation to support $50 million of bonds issued by the Economic Development Corporation of the City of
Detroit as part of our development agreement with the City. The bonds mature in 2009. Also includes the estimated payments
of abligations under our deferred compensation and supplemental executive retirement plans, based on balances as of
December 31, 2003 and assumptions of retirement based on plan provisions.

(2) Our largest entertainment commitments consist of minimum contractual payments to Cirque du Soleil, which performs
shows at several of our resorts. We are generally contractually committed for a period of 12 months based on our ability to
exercise certain termination rights; however, we expect these shows to continue for longer periods. Commitments for 2004 also
include our abligations to complete the theatre construction and contribute to the show production costs for the new Cirque du
Soleil show at MGM Grand Las Vegas.

(3) The amount far 2004 includes approximately $57 mitlion of open purchase orders. Other commitments are for various
contracts, including maintenance and other service agreements and advertising commitments.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

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 signifi-
cant, 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 informa-
tion. We also monitor regional and global economic conditions and forecasts to

determine if reserve levels are adequate.

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 infor-
mation 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 reccivables:

At December 31 (In thousands) 2003 2002 2001
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.

Fixed asset capitalization and depreciation policies

Property and equipment are stated at cost. Maintenance and repairs that neicher
mactcrially add to the value of the property nor appreciably prolong its life are
charged to expense as incurred. Depreciation and amortization are provided on a
straight-line basis over the estimated useful lives of the assets. We account for
construction projects in accordance with Statement of Financial Accounting
Standards No. 67, “Accounting for Costs and Initial Rental Operations of Real
Estate Projects”. When we construct assets, we capitalize direct costs of the project,
including fees paid to architects and contractors, property taxes, and certain costs
of our design and construction subsidiary, MGM MIRAGE Design Group.
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MANACEMENT'S SISCUSSION AND ANATYETS OF

We must make estimates and assumptions when accounting for capital expenditures.
Whether an expenditure is considered a maintenance expense or a capital asset is a
matter of judgment. When constructing or purchasing assets, we must determine
whether existing assets are being replaced or otherwise impaired, which also may
be a matter of judgment. Our depreciation expense is highly dependent on the
assumptions we make about our assets’ estimated useful lives. We determine the
estimated useful lives based on our experience with similar assets, engineering
studies, and our estimate of the usage of the asset. Whenever events or circumstances
occur which change the estimated useful life of an asset, we account for the

change prospectively.

In accordance with Statement of Financial Accounting Standards No. 34,
“Capitalization of Interest Cost” (“SFAS 34”), interest cost associated with major
development and construction projects is capitalized as part of the cost of the
project. Interest is typically capitalized on amounts expended on the project using
the weighted-average cost of our outstanding borrowings, since we typically do not
borrow funds directly related to a development project. Capitalization of interest
starts when construction activities, as defined in SFAS 34, begin and ceases when
construction is substantially complete or development activity is suspended for

more than a brief period.

Whether we capitalize interest on a project depends in part on management’s
actions. In January 2001, we announced that our near-term development focus
would be on the Adantic City market. As a result, we suspended the capitalization
of interest on our Las Vegas Strip project until the development process for that
project is further advanced. Interest capitalized on this project was $3 million in
2001. In October 2002, we announced the suspension of development activities on
our wholly-owned project on the Renaissance Pointe land in Atlantic City. In

connection with that announcement, we stopped capitalizing interest associated

Il \\4

CONDTTON AND HESLITS

CTONS

with the project. Interest capitalized on this project for the years ended December
31, 2001 and 2002 was $60 million and $41 million, respectively.

Impairent of Long-lived Assois

We evaluate our property and equipment and other long-lived assets for impairment
in accordance with Statcement of Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS 1447).
For assets to be disposed of, we recognize the asset at the lower of carrying value or
fair market value less costs of disposal, as estimated based on comparable asset sales,
solicited offers, or a discounted cash flow model. For assets to be held and used, we
review for impairment whenever indicators of impairment exist. We then compare
the estimated future cash flows of the asset, on an undiscounted basis, to the
carrying value of the asset. If the undiscounted cash flows exceed the carrying value,
no impairment is indicated. If the undiscounted cash flows do not exceed the
carrying value, then an impairment is recorded based on the fair value of the asset,
typically measured using a discounted cash flow model. If an asset is sdill under
development, future cash flows include remaining construction costs. All recognized
impairment losses, whether for assets to be disposed of or assets to be held and

uscd, are recorded as operating expenses.

There are several estimates, assumptions and decisions in measuring impairments of
long-lived assets. First, management must determine the usage of the asset. To the
extent management decides that an asset will be sold, it is more likely that an
impairment may be recognized. Assets must be tested at the lowest level for which
identifiable cash flows exist. This means that some assets must be grouped, and
management has some discretion in the grouping of assets. Future cash flow
estimates are, by their nature, subjective and actual results may differ materially

from our estimates.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

through 1996 tax years on those subsequent years. In the fourth quarter of 2003,
the statutes of limitations expired for the 1997 through 1999 tax years, resulting in
a reduction of our tax reserves of $13 million and a corresponding reduction in our
provision for income taxes. The tax returns for years after 1999 are subject to

possible future examination.

A portion of our tax reserves was assumed in the Mirage Acquisition. The IRS audit
of the tax returns of Mirage through the merger date was settled in August 2003,
resulting in a payment to the IRS of $45 million, including interest. These matters
had been previously reserved for, so the settlement had no impact on our income
tax provision or our results of operations. Any future adjustments to the acquired

Mirage tax reserves will be recorded as an adjustment to goodwill.
ACCOUNTING PRINCIPLES ADOPTED IN 2003

Classification of Gains and Losses as Extraordinary Iltems

In April 2002, the FASB issued Statement of Financial Accounting Standards No.
145, “Rescission of FASB Statements 4, 44, and 64, Amendment of FASB Statement
13, and Technical Corrections as of April 2002” (“SFAS 145”). The key provision of
SFAS 145 that affects us rescinds the existing rule thar all gains or losses from the
extinguishment of debt should be classified as extraordinary items. Instcad, such
gains and losses must be analyzed to determine if they meet the criteria for extraordi-

nary item classification based on the event being both unusual and infrequent.

We adopted SFAS 145 beginning January 1, 2003. Prior period losses were analyzed
to determine if they met the criteria to be classified as extraordinary items. Our prior

period losses were reclassified as an element of income from continuing operations.

Costs Associated with Exit or Disposal Activities

In June 2002, the FASB issued Statement of Financial Accounting Standards No.
146, “Accounting for Costs Associated with Exit or Disposal Activities” (“SFAS
146”). SFAS 146 requires companies to recognize costs associated with exit or
disposal activities when they are incurred rather than at the date of a commitment
to an exit or disposal plan, as previously required under EITF Issue 94-3. Examples
of costs covered by the standard include lease termination costs and certain
employee severance costs associated with a restructuring, discontinued operation,
plant closing, or other exit or disposal activity. SFAS 146 is to be applied prospectively

to exit or disposal activities initiated after December 31, 2002.

We adopted SFAS 146 beginning January 1, 2003. The adoption of this statement
did not have a material impact on our results of operations or financial position.
The time between our commitment to an exit or disposal plan and when costs are

actually incurred is typically short.

Guarantee Obligations

In November 2002, the FASB issued its Interpretation No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness of Others” (“FIN 45”). FIN 45 requires that future guarantee
obligations be recognized as liabilities at inception of the guarantee contract. It also

increases the disclosures required for current and future guarantee obligations.

We have included the disclosures required by FIN 45 in the accompanying notes to
consolidated financial statements. We adopted the initial recognition provisions of
FIN 45 beginning January 1, 2003. The adoption of this interpretation did not

have a material impact on our results of operation or financial position.
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VVIER A-HOUR D NATTON

PAYS HOMAGE TO THE O_um _ m _ Z>_I CITY THAT DOESN'T m_.mm_u.,

NEW YORK - NEW YORK. AN

The unmistakable skyline enthralls travelers from miles away. It's Gotham done

in the inimitable Las Vegas style, with signature establishments like ESPN Zone V ;

and Coyote Ugly. Visitors ride the exciting Manhatran Express, a roller coaster : o : Lo
that circumscribes the city, while showgoers take in thrills of a decidedly
different bent at ZUMANITY ™ Another Side of Cirgue du Soleil.™
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MGM MIRAGE AND SUBSIDIARIES CONSOLIDATED BALANCE SHEETS

At December 31 (In thousands, except share amounts) 2003 1 2002
ASSETS
Current assets
Cash and Cash BOUIVAIBIES | L L e $ 178,047 $ 211,234
ACCOUNTS T8CEIVADIE, NMEL. . . 139,475 139,935
VENIOTIES. « .« oo 65,189 68,001
INCOMeE taX tECRIVADIE. . . . 9,901 —
Deferred income taxes . 49,286 84,348
Prepaid expenses and Other - . . . 89,641 86,311
Assets held for sale . 226,082 —
Total CUITENT BSSETS . o . 757,621 589,829
Property and equipment, Nt . . . . . . 8,681,339 8,762,445
Other assets
Investment in unconsolidated affiliates 756,012 710,802
Goodwill and other Intangile assetS, NMEL . . . . e 267,668 256,108
Deposits and other assets, net 247,070 185,801
Total O NEr SO S . . . . o e %@ lvaﬂw
$ 10,709,710 $_10,504,985
LIABILITIES AND STOCKINOLDERS' EQUITY
Current liabilities
ACCOUNES PAYabIE. . . . .o $ 85,439 $ 69,959
Income taxes payable. . — 637
Current portion of long-term debt . . .. 9,008 6,956
Accrued interest on long-term debt 87,711 80,310
Other accrued Habililies . . . .. 559,445 592,206
Lia 23,456 —
765,059 750,068
Deferred INCOME BAXES . . . . . . .. . . 1,765,426 1,769,431
Long-term debt 5,521,890 5,213,778
Other long-term obligations . . . . ... ... 123,547 107,564
Commitments and contingencies (Note 10)
Stockholders’ equity
Common stock, $.01 par value: authorized 300,000,000 shares,
issued 168,268,213 and 166,393,025 shares; outstanding
143,096,213 and 154,574,225 shares 1,683 1,664
Capital inexcessof parvalue . . ... ... ... .. o L 2,171,625 2,125,626
Deferred compensation . ... .. ... ... . L. (19,174) (27,034)
Treasury stock, at cost (25,172,000 and 11,818,800 shar€s) . . . .. . (760,594) (317,432)
Retained earnings 1,133,903 890,206
Accumulated other comprehensive income (loss) 6,345 (8,886)
Total stockholders' equity . . ............... 72,533,788 2,664,144
$ 10,709,710 $ 10,504,985

The accompanying notes are an integral part of these consolidated financial statements.
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MGM MIRAGE AND SUBSIDIARIES CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31 (In thousands) 2003 2002 2001
Cash flows from operating activities
NEt INCOME . $ 243,697 $ 292435 $ 169,815
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization . . . . .. . . 412937 398,623 390,726
Amortization of debt discount and issuance CostS . . . ... 35,826 28,527 30,505
Provision for doubtful aCCOUNES . . . oL e 13,668 28,352 71,244
Property transactions, NMet . . . . o (18,336) 14,712 47,955
Loss on early retirements Of debt . . . .. 3,244 504 1,197
Loss on disposal of discontinued operations . . .. ... 6,735 — —
Income from unconsolidated affliates. . . ... . (43,211) (31,765) (34,446)
Distributions from unconsolidated affiliates . . . . . . 38,000 37,0C0 36,000
Deferred INCOME taXES. . . o v o oot e 28,362 0,852 65,619
Tax benefit from stock option exercises. . . . . . . . 9,505 18,050 2,137
Changes in assets and liabitities:
Accounts receivable (14,330) (24,107) 23,726
Inventories . (2,205) (5,685) 7,464
Income taxes receivable and payable . . . .. L (10,538) 12,714 (8,512)
Prepaid expenses and other (8,500) (16,142) 1,070
Accounts payable and accrued liab 16,125 (18,863) (5,528)
Other ... (8,013) 2,751 _ (3,089)
Net cash provided by operating activities . . . . ... ... . . 702,966 827,958 795,883
Cash flows from investing activities
Purchases of property and eqUIDIMENT. . . . ... e (550,232) (300,039) (327,936)
Dispositions of property and equipment 56,614 20,340 26,840
Investments in unconsoclidated affiliates (41,350) (80,314) (38,250)
Change in construction payable .. ... ... .. 12,953 6,313 3,368
Other _ (33,673) __(17,510) (16,227)
(555,688) (371,210) (352,205)
Cash flows from financing activities
Net borrowing (repayment) under bank credit fac (285,087) (270,126) (819,704)
Issuance of ONE-term Aebt. . . . . . .. . e 600,000 — 400,000
Repurchase of senior NOtES . . . . .. (28,011) — —_
Dbt ISSUANCE COSES. . ot o e (25,374) (848) (8,529)
Issuance of common StOCK. . . . . . L 36,254 45,985 7,837
Purchases of treasury stoCK . .. .o (442,864) (207,580) (45,716)
L1 T N (20,153) (21,906) 3437
Net cash used in financing activities . (165,235) E%%v mmw.mﬂv
Cash and cash equivalents
Net increase (decrease) for the Year . . . . . .. (17,957) 2,263 (18,297)
Cash related to discontinued Operations . . . . ... .. (15,230) — —_
Balance, beginning of year. . . . . ... 211,234 208,971 227868
Balance, end Of Year . . . . ... 178,047 $ 211,234 m Nomb.\w
Supplemental cash flow disclosures
Interest paid, net of amounts capitalized . . . ... e $ 308,198 $ 266,071 $ 317,773
State, federal and foreign income taxes paid . . . . . .. 94,932 44,579 19,342
Non-cash investing and financing transactions
Acquisition of Detroit development rights. . . . $ —_ $ 115055 $ —

The accompanying notes are an integral part of these consolidated financial statements.
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MGM MIRAGE AND SUBSIDIARIES NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION

MGM MIRAGE (the “Company”), formetly MGM Grand, Inc., is a Delaware
corporation, incorporated on January 29, 1986. As of December 31, 2003
approximately 57% of the outstanding shares of the Company's common stock were
owned by Tracinda Corporation, a Nevada corporation wholly owned by Kirk
Kerkorian. MGM MIRAGE acts largely as a holding company and, through wholly-

owned subsidiaries, operates hotel, casino and entertainment resorts.

The Company owns and operates the following hotel, casino and entertainment
resorts on the Las Vegas Strip in Las Vegas, Nevada: Bellagio, MGM Grand Las
Vegas, The Mirage, Treasure Island (“T1”), New York-New York and the Boardwalk
Hotel and Casino. The Company owns a 50% interest in the joint venture that owns

and operates the Monte Carlo Resort & Casino, also located on the Las Vegas Strip.

The Company owns three resorts in Primm, Nevada at the California/Nevada state
line — Whiskey Pete’s, Buffalo Bill's and the Primm Valley Resort — as well as two
championship golf courses located near the resorts. The Company also owns Shadow
Creek, an exclusive world-class golf course located approximately ten miles north of
its Las Vegas Strip resorts. Until January 2004, the Company owned and operated
the Golden Nugget Las Vegas in downtown Las Vegas and the Golden Nugget
Laughlin in Laughlin, Nevada (the “Golden Nugget Subsidiaries”). See Note 3 for

information regarding the sale of these resorts.

The Company, through its wholly owned subsidiary, MGM Grand Detroit, Inc.,
and its local partners formed MGM Grand Detroit, LLC, to develop a hotel, casino
and entertainment complex in Detroit, Michigan. MGM Grand Detroit, LLC
operates a casino in an interim facility in downtown Detroit. See Note 10 for
discussion of the revised development agreement with the City of Detroit and plans

for a permanent casino resort.

The Company owns and operates Beau Rivage, a beachfront resort located in Biloxi,
Mississippi, and MGM Grand Hotel and Casino in Darwin, Australia — see Note
18 for information regarding the proposed sale of this resort. The Company also
owns a 50% interest in a limited liability company that owns Borgata, a casino
resort at Renaissance Pointe, located in the Marina area of Adantic City, New Jersey.
Boyd Gaming Corporation owns the other 50% of Borgata and also operates the
resort. Borgata opened in July 2003. The Company owns approximately 95 devel-
opable acres adjacent to Borgata, a portion of which consists of common roads,
landscaping and master plan improvements which the Company designed and

developed as required under the agreement with Boyd.

In the second quarter of 2002, the Company received proceeds of $11 million
upon termination of management agreements covering four casinos in the
Republic of South Africa. Prior to the termination, the Company managed three
permanent casinos and one interim casino and received management fees from its
partner, Tsogo Sun Gaming & Entertainment. The termination fee was recorded
as part of entertainment, retail and other revenues in the accompanying consoli-

dated statements of income.

Until June 30, 2003, the Company operated PLAYMGMMIRAGE.com, the Company’s
online gaming website based in the Isle of Man. PLAYMGMMIRAGE.com became
operational on September 26, 2002. It was initially not actively marketed, and was in
the start-up phase through January 31, 2003. The Company ceased operations of the
website as of June 30, 2003. See Note 3 for further information.

The Company is actively seeking future development opportunities in the United
Kingdom. In May 2003, the Company acquired a 25% interest in Metro Casinos
Limited, a United Kingdom gaming company which is developing a new casino in Bristol.

See Note 10 for discussion of other potential developments in the United Kingdom.
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For assets to be held and used, we review fixed assets for impairment whenever indi-
cators of impairment exist. If an indicator of impairment exists, we compare the
estimated future cash flows of the asset, on an undiscounted basis, to the carrying
value of the asset. If the undiscounted cash flows exceed the carrying value, no
impairment is indicated. If the undiscounted cash flows do not exceed the carrying
value, then an impairment is measured based on fair value compared to carrying
value, with fair value typically based on a discounted cash flow model. If an asset is

still under development, future cash flows include remaining construction costs.

For a discussion of recognized impairment losses, see Note 14. In October 2002,
the Company announced the suspension of development activities on its wholly-
owned project on the Renaissance Pointe land in Atantic City. In connection
therewith, the Company reviewed the land for potential impairment, and deter-
mined that no impairment was indicated. In December 2002, the Company
entered into an agreement with Turnberry Associates to form a venture which will
construct condominium residences behind MGM Grand Las Vegas. As part of the
agreement, the Company will contribute land to the venture. The Company
reviewed the land for potential impairment, and determined no impairment was
indicated. In June 2003, the Company entered into an agreement to sell the Golden
Nugget Subsidiaries. The fair value less costs to sell exceeded the carrying value,

therefore no impairment was indicated.

Cepitalized inteiest. The interest cost associated with major development and
construction projects is capitalized and included in the cost of the project. When

no debt is incurred specifically for a project, interest is capitalized on amounts
expended on the project using the weighted-average cost of the Company’s outstanding
borrowings. Capitalization of interest ceases when the project is substantially complete

or development activity is suspended for more than a brief petiod.

ONANGIAT

SIVISRTE

, A
o v

Goodvril! and other intangible essets. The Company adopted Statement of Financial
Accounting Standards No. 142, “Goodwill and Other Intangible Assets” (“SFAS
142”), on January 1, 2002. The statement provides that goodwill and indefinite-lived
intangible assets are no longer amortized, but are instead reviewed for impairment at

least annually and between annual test dates in certain circumstances.

As of December 31, 2003 and 2002 goodwill and intangible assets consisted of
the following:

At December 31 (In thousands) 2003 2092
Goodwill:

Mirage acquisition (2000) . ... ... ... . . ... ... ... ... $ 76,342 $ 72,678
MGM Grand Darwin acquisition (1995) . . ............... ... 34,259 25,826
Other ... 7,833 -—
118,434 105,504

Indefinite-lived intangible assets:
Detroit developmentrights ... ... .. .. .. ... ... . ... 115,056 115,056
__Trademarks and license rights . . . ... .. .. e 17,554 17554
132,610 132,610
Other intangible assets . .. ............. .. P 16,624 17,884
%Nmﬂmmw $ 256, Sm.

Goodwill represents the excess of purchase price over fair market value of nert assets
acquired in business combinations. Goodwill related to the Mirage acquisition was
assigned to Bellagio, The Mirage, T1 and Golden Nugget Las Vegas. Other goodwill
relates to the Company’s 2003 acquisition for $9 million of majority interests in the
entities that operate the nightclubs Light and Caramel, located in Bellagio, and

Mist, located in TI. Changes in the recorded balances of goodwill are as follows:
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MGM MIRAGE AND SUBSIDIARIES NOTES TO CONSO=IDATED FINANCIAL STATEMENTS

Advertising. The Company expenses advertising costs the first time the advertising
takes place. Advertising expense, which is generally included in general and
administrative expenses, was $56 million, $54 million and $51 million for 2003,
2002 and 2001, respectively.

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.

Income per share of common stock. The weighted-average number of common and
common equivalent shares used in the calculation of basic and diluted earnings per

share consisted of the following;

Year Ended December 31 (In thousands) 2003 2002 2001

Weighted-average common shares outstanding used
in the calculation of basic earnings per share .. ... .. 148,930 157,809 158,771
Potential dilution from stock options and

restricted stock. . .. ... 2,662 2,131 2,051

Weighted-average common and common equivalent
shares used in the calculation of diluted earnings

pershare. ... L. 151,592 159,940 160,822

Stock-based compensation. The Company accounts for stock-based compensation,
including employee stock option plans, in accordance with Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to Employees” and the
Financial Accounting Standards Board’s Interpretation No. 44, “Accounting for
Certain Transactions involving Stock Compensation, an interpretation of APB
Opinion No. 257, and discloses supplemental information in accordance with
Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based
Compensation” (“SFAS 123), as amended by Statement of Financial Accounting
Standards No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure” (“SFAS 1487). The Company does not incur compensation expense for
employee stock options when the exercise price is at least 100% of the market value
of the Company’s common stock on the date of grant. For disclosure purposes,
employee stock options are measured at fair value, compensation is assumed to be
amortized over the vesting periods of the options, and pro forma results are

disclosed as if the Company had applied SFAS 123.

The Company has adopted nonqualified stock option plans and incentive stock
option plans which provide for the granting of stock options to eligible directors,
officers and employees. The plans are administered by the Compensation and Stock
Option Committee of the Board of Directors. Salaried officers, directors and other
key employees of the Company and its subsidiaries are eligible to receive options.
The exercise price in each instance is 100% of the fair market value of the
Company’s common stock on the date of grant. The options have 10-year terms

and in most cases are exercisable in either four or five equal annual installments.

In November 2001, the Company offered its employees and members of its Board
of Directors the opportunity to surrender certain stock options in exchange for the
issuance of options equal in number to 90% of the options surrendered. The

replacement options were to be granted no earlier than 6 months and one day after

the options were surrendered, at an exercise price equal to the market price of the
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MGM MIRAGE AND SUBSIDIARIES NOTES TO CONSOILIDATED FINANCIAL STATEMENTS

Reported net income includes $5 million and $3 million, net of tax, of amortization
of restricted stock and non-employee stock option compensation for the years
ended December 31, 2003 and 2002, respectively. For purposes of computing the
pro forma compensation, the fair value of each option grant was estimated on the
date of grant using the Black-Scholes option-pricing model with the following
weighted-average assumptions: risk-free inrerest rates of 3% in 2003, and 4% in
2002 and 2001; no expected dividend yields for the years presented; expected lives
of 5 years for the years presented; and expected volatiliry of 42% in 2003, 50% in
2002 and 40% in 2001. The estimated weighted average fair value of options
granted in 2003, 2002 and 2001 was $10.64, $16.32 and $12.23, respectively.

Currency translation. The Company accounts for currency translation in accordance
with Statement of Financial Accounting Standards No. 52, “Foreign Currency
Translation”. Balance sheet accounts are translated at the exchange rate in effect at
each balance sheet date. Income statement accounts are translated at the average
rate of exchange prevailing during the period. Translation adjustments resulting

from this process are charged or credited to other comprehensive income (loss).

Comprehensive income. Comprehensive income includes net income and all other
non-stockholder changes in equiry, or other comprehensive income. Elements of the
Company’s other comprehensive income are reported in the accompanying consoli-
dated statement of stockholders’ equity, and the cumulative balance of these

elements consisted of the following:

At December 31 (In thousands) 2003 2002
Foreign currency translation adjustments . .. ... ... ... ... ... ... $ 11,032 $ (1,281)
Derivative loss from unconsolidated affiliate, net . ... .. .. ... ... . (4,687) (7,605)

$ 6,345 $ (8,886)

Reclassifications. The consolidated financial statements for prior years reflect certain
reclassifications, which have no effect on previously reported net income, to conform
to the current year presentation. See Note 14 for information on classification of

“Property transactions, net” in the accompanying consolidated statements of income.
NOTE 3 — DISCONTINUED OPERATIONS

In June 2003, the Company entered into an agreement to sell the Golden Nugget
Subsidiaries, including substandally 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. Included in the income (loss) from discontinued operations is an allocation
of interest expense based on the ratio of the net assets of the discontinued operations
to the total consolidated net assets and debt of the Company. Interest allocated to
discontinued operations was $9 million, $9 million and $11 million for the years
ended December 31, 2003, 2002 and 2001, respectively. Also included in discon-
tinued operations for the year ended December 31, 2003 is a loss on disposal of
Online of $7 million relating primarily to unrecoverable costs of computer hardware
and software. The estimated fair value less costs to sell the Golden Nugget Subsidiaries
exceeds the carrying value, therefore no impairment was recognized as of December
31, 2003. Included in the tax benefir from discontinued operations for the year
ended December 31, 2003 is $2 million of previously unrecognized tax benefits

relating to prior year operating losses of Online.
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MGM MIRAGE AND SUBSIDIARIES NOTES To CONSOILIDAT D

to and distributions from these companies. Investments in unconsolidated affiliates

consisted of the following:

At December 31 (In thousands) 2003 2002
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 esti-
mated fair value at the date of the Mirage Acquisition, which value exceeded the
Company’s share of the ner 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 (In thousands) 2003 2002 2001
Income from unconsolidated affiliates ... ...... $ 53,612 $ 32,361 $ 36816
Preopening and start-up expenses .. ... ... ... (19,326) (7,757) (2,376)
Non-operating items from unconsolidated affiliates . . (10,401) (1,335) (914)
Netincome ... . ... $ 23,885 $ 23,069 $ 33,526

Summarized balance sheet information of the unconsolidated affiliates is as follows:

At December 31 (In thousands) 2003 2002

Currentassets . ... .. ... $ 81,193 $ 57,033

Property and other assets, net 1,309,242 1,036,895
Current liabilities 81,526 145,119
Long-term debt and other liabilities . . . ... ... ... ... ... ... ... 622,701 331,241
Equity .. 686,208 617,568

FINANCIAL STATEMENTS

Summarized results of operations of the unconsolidated affiliates are as follows:

Year Ended December 31 (In thousands) 2003 2002 2001
Netrevenues . ............ ... ... ... ...... $551,669 $ 250,317 $ 256,586
Operating expenses, except preopening expenses .. (441,526) (184,268) (183,738)
Preopening and start-up expenses . ............ (39,186) (15,514) (4,899)
Operatingincome . ........ ... .. .. ........ 70,957 50,535 61,949
Interestexpense .. ............. ... ... ... (21,700) (1,212) (4,684)
Other nonoperating income (expense} .......... 4,297 (1,336) , 3,469
Netincome . ... .. ... .. $ 53,554 $ 47,987 $ 60,734

NOTE 7 — OTHER ACCRUED LIABILITIES

Other accrued liabilities consisted of the following:

At December 31 (In thousands) 2003 2002
Salaries and related .. .. ... L e $165,211 $ 173,047
Casino outstanding chip liability . ... ... .. ... .. oo L. 75,280 62,690
Taxes, other than income taxes 40,189 44,168
Casino front money ... ... ... 45,642 42,803
Advance deposits and ticket sates . . .. .. TR 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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MGM MIRAGE AND SUBSIDIARIES NOTES T0 CONSOLIDATED FINANCIAL STATEMENTS

The Company established a commercial paper program during 2001 that provides
for the issuance, on a revolving basis, of up to $500 million of uncollateralized
short-term notes. The Company is required to maintain credit availability under its
Senior Credit Facility equal to the outstanding principal amount of commercial
paper borrowings. No commercial paper borrowings were outstanding at December
31, 2003 or 2002.

In September 2002, the Company entered into a $50 million unsecured revolving
line of credit with a bank. The Company is in the process of amending this line of
credit to increase the capacity to $100 million on terms similar to the Company’s

Senior Credit Facility. In August 2002, the Company terminated its MGM Grand
Detroit, LLC credit facility, originally due in 2003. The carly termination resulted

in a loss of $0.5 million for the write-off of unamortized debt issuance costs.

The Company has a shelf registration statement declared effective by the Securities
and Exchange Commission in May 2000. The shelf registration statement originally
allowed the Company to issue a total of up to $2.75 billion of debt and equity
securities from time to time in public offerings. As of December 31, 2003, the
Company had remaining capacity under the shelf registration statement of $190
million. Any future public offering of securities under the shelf registration statement

will only be made by means of a prospectus supplement.

The Company attempts to limit its exposure to interest rate risk by managing the
mix of its long-term fixed rate borrowings and short-term borrowings under its
bank credit facilities and commercial paper program. In August 2003, the Company
entered into three interest rate swap agreements, designated as fair value hedges,
which effectively convert $400 million of the Company’s fixed rate debr to floating
rate debt. Under the terms of these agreements, the Company makes payments
based on specified spreads over six-month LIBOR, and receives payments equal to
the interest payments due on the fixed rate debt. The interest rate swap agreements

qualify for the “shortcut method” allowed under Statement of Financial Accounting

Standards No. 133, which allows an assumption of no ineffectiveness in the hedging
relationship. As such, there is no income statement impact from changes in the fair
value of the hedging instruments. Instead, the fair value of the instruments is
recorded as an asset or liability on the Company’s balance sheet, with an offsetting
adjustment to the carrying value of the related debt. At December 31, 2003, the

fair value of the interest rate swap agreements was not material.

During 2001 and 2002, the Company entered into several interest rate swap agree-
ments, designated as fair valuc hedges, which effectively converted a portion of the
Company’s fixed rate debt to floating rate debt. By the second quarter of 2002, the
Company had terminated these interest rate swap agreements. The Company
received net payments totaling $11 million during 2001 and 2002 upon the termi-
nation of these swap agreements. These amounts have been added to the carrying
value of the related debt obligations and are being amortized and recorded as a

reduction of interest expense over the remaining life of that debt.

The Company and each of its material subsidiaries, excluding MGM Grand Detroit,
LLC and the Company’s foreign subsidiaries, are directly liable for or uncondition-
ally guarantee the Senior Credit Facility, senior notes, senior debentures, and senior
subordinated notes. MGM Grand Detroit, LLC is a guarantor under the Senior
Credit Facility, but only to the extent that the proceeds of borrowings under such
facilities are made available to MGM Grand Detroit, LLC. Substantially all of the
Company’s assets, other than assets of foreign subsidiaries and certain assets 1n use at
MGM Grand Detroit, are pledged as collateral for the Company’s senior notes,

excluding subordinated notes, and the Company’s bank credit facilities.

The Company’s long-term debt obligations contain certain customary covenants.
The Company’s Senior Credit Facility contains covenants that require the Company
to maintain certain financial ratios. At December 31, 2003, the Company was
required to maintain a maximum leverage ratio (average debt to EBITDA, as
defined) of 5.5:1, which decreases periodically to 4.75:1 by December 2007. The
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MGM MIRAGE AND SUBSIDIARIES NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Reconciliation of the federal income tax statutory rate and the Company’s effective

tax rate is as follows:

Year Ended December 31 | 2003 2002 2001
Federal income tax statutory rate .. .. ... ... ... ... 35.0% 35.0% 35.0%
State income tax (net of federal benefit) ......... .. 0.8 0.9 1.5
Reversal of reserves for prior tax years .. ... ... .. (3.8) — —
Permanent and otheritems .. .. ... . 1.0 0.8 2.2
_33.0% 36.7% 38.7%

The major tax effected components of the Company’s net deferred tax liability are

as follows:

At December 31 (In thousands) 2003 2002

Deferred tax assets—federal and state

Baddebtreserve ... ... ... .. ... . .. ... .. $ 34,502 $ 44,648
Tax credit carryforwards .. ... — 17,694
Net operating loss carryforward .. ... ... ... . ... . ... ... 9,929 9,575
Preopening and start-up costs . ... ... ... ... .. ... ... ... 20,232 26,497
__Accruals, reserves and other ... ... oL L 35,058 28,390
99,721 126,804
Less: Valuation allowance . ... ... ... ... . . .. ... . ..., (9,682) (7,073)
90,039 119,731

Deferred tax liabilities—federal and state
Property and equipment .. ... (1,680,918) (1,675,251)
Other ... . . (125,407) (131,180)
(1,806,325) (1,806,431)
Deferred taxes—foreign .. ... ... .. ... ... . 146 1,617

Net deferred tax liability ... ....... .. .. . ... .. .. $ (1,716,140)  $ (1,685,083)

For U.S. federal income tax return purposes, the Company has a net operating loss carry-
forward of $6 million, which will begin to expire in 2009. For state income tax purposes,

the Company has a New Jersey net operating loss carryforward of $133 million, which

equates to a deferred tax asset of $8 million, after federal tax effect, and before valuation

allowance. The New Jersey net operating loss carryforwards begin to expire in 2004.

At December 31, 2003, there is a $10 million valuation allowance provided on certain
New Jersey state net operating loss carryforwards and other New Jersey state deferred
tax assets because management believes these assets do not meet the “more likely than
not” criteria for recognition under SFAS 109. Management believes all other deferred
tax assets are more likely than not to be realized because of the future reversal of
existing taxable temporary differences and expected future taxable income. Accordingly,

there are no other valuation allowances provided at December 31, 2003.

NOTE 10 — COMMITMENTS AND CONTINGENCIES

Leases. The Company leases real estate and various equipment under operating and, to
a lesser extent, capital lease arrangements. Certain real estare leases provide for escalation

of rent based upon a specified price index and/or based upon periodic appraisals.

At December 31, 2003, the Company was obligated under non-cancelable oper-

ating leases and capital leases to make future minimum lease payments as follows:

Operating Capital
Years ending December 31 (In thousands) Leases Leases
2004 $ 973 $ 666
2005 8,848 666
2006 . 8,462 667
2007 . 7,315 593
2008 6,580 259
Thereafter .. ... .. . . ... . 310,878 —
Total minimum lease payments . . .. .. ... ... ... ... . ... ... .. $ 351,818 2,851
Less: Amounts representing interest . ... ... ... .. L _(287)
Total obligations under capital leases ... ... ... ... ... 2,564
Less: Amounts due withinoneyear ... ............. ... .. .... __(578)
Amounts due afteroneyear . ... ... ... ... mkm
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MGM MIRAGE AND SUBSIDIARIES NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Company would make a nominal equity investment and would provide a loan for half
of the estimated £130 million ($232 million based on exchange rates at December 31,
2003) of development costs. The agreement is subject to implementation of proposed
gaming law reforms and a tax structure acceptable to the Company, and obtaining

required planning and other approvals. The Company would own 82.5% of the entity.

In November 2003, the Company entered into an agreement with Newcastle United
PLC to create a 50-50 joint venture which would build a major new mixed-use develop-
ment, including casino development, on a site adjacent to Newcastle’s football stadium.
Newecastle United PLC will contribute the land to the joint venture, and the Company
will make an equity investment of £5 million ($9 million based on exchange rates at
December 31, 2003), which is refundable if certain conditions have not been met by
January 2008. The Company would develop and operate the complex, as well as own
the casino development in leased premises within the complex. The complex is
expected to be financed through project-specific borrowings. The agreement is subject
to implementation of proposed gaming law reforms and a tax structure acceptable to

the Company, and obtaining required planning and other approvals.

New York Racing Association. The Company has an understanding with the New York
Racing Association (“NYRA”) to manage video lottery terminals (“VLTs”) at NYRA’s
Aqueduct horseracing facility in metropolitan New York. The Company would assist in
the development of the facility, including providing project financing, and would
manage the facility for a fee. The project is anticipated to cost $135 million. Work was
halted on the VLT facility in August 2003 pending the outcome of an investigation of
certain aspects of NYRA’s operations by Federal prosecutors. In December 2003, NYRA
reached agreement with the Justice Department whereby NYRA was indicted with
prosecution deferred. NYRA agreed to pay a fine and the indictment will be dismissed
with prejudice upon NYRA implementing certain reforms and otherwise complying
with the terms of the agreement. The Company’s participation is subject to a definitive

agreement, regulatory approvals and certain legislative changes by the State of New York.

Guarantees. The Company is party to various guarantee contracts in the normal
course of business, which are generally supported by letters of credit issued by
financial institutions. The Company’s Senior Credit Facility limits the amount of
lerters of credit that can be issued to $200 million, and the amount of available
borrowings under the Senior Credit Facility is reduced by any outstanding letters of
credit. At December 31, 2003, the Company had provided a $50 million letter of
credit to support the Economic Development Corporation bonds referred to above,

which are a liability of the Company.

Litigation. The Company is a party to various legal proceedings, most of which
relate to routine matters incidental to its business. Management does not believe
that the outcome of such proceedings will have a material adverse effect on the

Company’s financial position or tesults of operations.
NOTE 11 — STOCKHOLDERS’ EQUITY

Share repurchases are only conducted under repurchase programs approved by the

Board of Directors and publicly announced. Share repurchase activity was as follows:

Year Ended December 31 (In thousands) 2003 2002 2001

August 2001 authorization (1.4 million, 6.4 million,

and 2.2 million shares purchased) .. ... ... ... $ 36,034 $ 207,590 $ 45,716
February 2003 autharization
(10 million shares purchased) ........ R 335911 — —
November 2003 authorization (2 million
sharespurchased) . ... ....... ... .... .. . 70,919 — —
$ 442,864 $ 207,590 $ 45,716
Average price of shares repurchased . .......... $ 3317 $ 3228 $ 2047

At December 31, 2003, there were 8 million shares available for repurchase under

the November 2003 authorization.
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MGM MIRAGE AND SUBSIDIARIES NOTES TO CONSOILIDATED

associated with contract terminations and staffing reductions of approximately $6
million, the buyout of various leases of approximately $11 million and other related
restructuring costs of $1 million. Approximately 125 people were affected by the
reductions, primarily at the Company’s operating resorts (excluding the Mirage
propertics). In December 2002, the Company recorded a restructuring credit of
$10 million related to a lease contract termination accrual originally recorded in
June 2000. In December 2002 management determined that payment under this

obligation was not probable.

In 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 the Company’s
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 the Company’s success at re-hiring a substantial
number of previously laid off or terminated employees, management determined in
2002 that a portion of the remaining accrual would now not be necessary. This
resulted in a restructuring credit of $10 million. An additional $2 million restruc-
turing charge related to the termination of the Holiday Inn franchise agreement at

the Boardwalk Hotel and Casino was incurred in 2001,

The Company recorded $3 million of restructuring charges in December 2002
related to contract termination costs for a restaurant and the EFX! show at MGM
Grand Las Vegas.

2003 restructuring costs included $2 million related to the closure of the Siegfried &
Roy show, primarily for severance costs of employees involved in the show’s produc-
tion, Also, we terminated a restaurant lease and closed two marketing offices, resulting
in $4 million of contract termination charges. Other severance of $1 million in 2003

related primarily to restructuring of table games staffing at several resorts.

FINANCIAL STATEMENTS

The following table summarizes restructuring costs and period-end

restructuring accruals:

Balance at
Cash Non-cash  December 31,
(In thousands) Payments reductions 2003
2000 restructuring in connection
with the Mirage Acquisition ... ...... .. $ 18,040 $ 8134) $ 9857 $ 49
2001 restructuring in response to the
events of September 11, 2001 .. ........ 21,841 (11,420) (10,421) —
2001 franchise termination costs . .......... 1,880 (1,880) — —
2002 lease and show termination costs . .. ... 3,257 (3,257) — —
2003 lease termination costs .. ... ... ... .. 4,049 (798) — 3,251
2003 Siegfried & Roy show closure
~TheMirage ................. ... ... 1,623 (910) — 713
2003 other severance ................... 925 (654) — 271
$ 51615  $ (27,053) $ (20278) % 4284
NOTE 14 — PROPERTY TRANSACTIONS, NET
Property transactions, net consisted of the following:
Year Ended December 31 (In thousands) 2003 2002 2001
Gain on sale of North Las Vegas land . .......... $ (36,776) $ — $ —
Siegfried & Roy theatre write-down — The Mirage . . . 1,408 — —
Write-down of Atlantic City Boardwalk
land held forsale ......... . ... . ... ... .. — — 31,501
Tropical Storm Isidore damage — Beau Rivage . . . .. — 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 asset sales or disposals . ... ... 4,654 — —
$ (18,336) $ 14,712 $ 46,062
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MGM MIRAGE AND SUBSIDIARIES NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 16 — CONSOLIDATING CONDENSED FINANCIAL INFORMATION

The Company’s subsidiaries (excluding MGM Grand Detroit, LLC and certain minor subsidiaries) have fully and unconditionally guaranteed, on a joint and several basis,
payment of the Senior Credit Facility, the senior notes and the senior subordinated notes. Separate condensed financial statement information for the subsidiary gnarantors and
non-guarantors as of December 31, 2003 and 2002 and for the years ended December 31, 2003, 2002 and 2001 is as follows:

As of and for the Year Ended December 31 (in thousands) 2003 2002

Guarantor Non-Guarantor Guarantor Non-Guarantor
Balance Sheet Parent  Subsidiaries Subsidiaries Elimination  Consolidated Parent Subsidiaries Subsidiaries Elimination  Consolidated
Current assets. . ..o $ 63,085 $ 608,549 $ 85987 $ — $ 757,621 $ 92,459 $ 442231 $ 55,139 §$ — % 589,829
Property and equipment, net . ... ... ... . ... .. 9,373 8,525,531 158,407 (11,972) 8,681,339 10,375 8,597,957 166,085 (11,972) 8,762,445
Investment in subsidiaries . ....... .. ... ... .. ... 8,023,527 186,114 — (8,209,641) — 7,490,107 122,897 — (7,613,004) -
Investment in unconsolidated a 127,902 970,275 — (342,165) 756,012 127,902 925,065 — (342,165) 710,802
Other non-currentassets . .. .... ... .. ..., .. . .. 47,251 312,699 154,788 — 514,738 39,037 261,768 141,104 441,909

$8,271,138 $10,603,168 $ 399,182 $(8,563,778) $10,709,710 $ 7,759,880 $10,349918 $ 362,328 §$ (7,967,141) $10,504,985

Current liabilities . ... ... .. $ 116,734 $ 585316 $ 63,009 $ — $ 765,059 $ 131589 $ 548801 ¢ 69678 §$ — $ 750,068
Intercompany accounts (781,455) 756,181 25,274 — — (1,147,323) 1,147,867 (544) — —
Deferred income taxes 1,761,706 — 3,720 — 1,765,426 1,769,017 — 414 — 1,769,431
long-termdebt . . ... ..... 4,640,365 878,651 2,874 — 5,521,890 4,341,253 863,579 8,946 — 5,213,778
Other non-current liabiliti — 71,702 51,845 — 123,547 1,200 50,074 56,290 — 107,564
Stockholders’ equity. . .. ... ... ... . .0 0L 2,533,788 8,311,318 252,460 (8,563,778) 2,533,788 2,664,144 7,739,597 227,544 (7,967,141) 2,664,144

mm_murluwm $10,603,168 $ 399,182 $(8,563,778) $10,709,710 $ 7,759,880 $10,349918 $ 362,328 $(7,967,141) $10,504,985

Statement of Operations

Netrevenues. .. .......... ... $ — $3,466,394 $ 442,422 $% — $3,908,816 $ — $ 3353772 $ 438476 $ -~ $ 3,792,248
Equity in subsidiaries earnings . . . ... .. ... ... .. 646,997 110,528 — (757,525) — 671,076 108,361 — (779,437) —
Expenses:
Casino and hotel operations. . . .. ............. — 1,945,203 216,766 — 2,161,969 — 1,828,744 203,785 — 2,032,529
Provision for doubtful accounts . ............ .. — 13,188 (618) — 12,570 — 27,317 358 — 27,675
General and administrative. . . ... . ... ... . ... — 532,591 58,564 — 591,155 — 515,682 50,398 — 566,080
Corporate eXpensSe . ... ...t 5,892 55,649 — — 61,541 3,268 40,588 — e 43,856
Preopening and start-up expenses . . ... ... ... .. 105 28,711 450 — 29,266 403 13,738 — — 14,141
Restructuring costs (credit) ... ... ... . ... 248 6,349 — — 6,597 - (17,021) — — (17,021)
Property transactions, net . .. ... . ... ... ... 363 (19,855) 1,156 — (18,336) — 9,958 4,754 — 14,712
Depreciation and amortization . .. .......... ... 1,081 367,030 36,486 — 404,597 2,683 352,910 26,239 3,058 384,890
: 7,689 2,928,866 312,804 — 3,249,359 6,354 2,771 916 285,534 3,058 3,066,862
Income from unconsolidated affiliates . . ... ........ — 53,612 — — 53,612 — 32,361 — — 32,361
Operatingincome . ........... ... ... ... .. 639,308 701,668 129,618 (757,525) 713,069 664,722 722,578 152,942 (782,495) 757,747
Interest expense, net ... ... L. (280,752) (53,378) (2,674) — (336,804) (239,510} (26,347) (16,473) - (282,330)
Other,met .. ... .. ... . . ... .. .. ... .. ... (6,134) (16,427) — — (22,561) — (10,370) (1,634) 3,058 (8,946)
Income from continuing operations before income taxes . . 352,422 ' 631,863 126,944 (757,525) 353,704 425,212 685,861 134,835 (779,437) 466,471
Provision for incometaxes .. ............... .. L. (108,725) — (7,867) — (116,592) (132,777) (31,022) (7,472) — (171,271)
Income from continuing operations. .. .......... .. 243,697 631,863 119,077 (757,525) 237,112 292,435 654,839 127,363 (779,437) 295,200
Discontinued operations. . .. ................. .. — 6,585 — — 6,585 — (2,765) — — (2,765)
Netincome. ... ... .. .. ... . . ... ... . . ... ... .. $ 243697 $ 638448 $ 119077 $ (757,525) $ 243,697 $ 292435 $ 652,074 $ 127363 $ (779.437) $ 292,435
Statement of Cash Flows
Net cash provided by (used in) operating activities. . .. $ (307,999) $ 868,231 $ 142,681 $ 53 $ 702,966 $ 1206670 $ (530952) $ 151443 § 797 $ 827958
Net cash provided by (used in) investing activities . . . . (5,000) (525,983) (20,658) (4,047) (555,688) (3,588) (339,380) (27,179) (1,063) (371,210)

Net cash provided by (used in) financing activities. . . . 310,575 (385,004) (94,800) 3,994 (165,235) (1,212,536) 896,900 (139,114) 265 (454,485)
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MGM MIRAGE AND SUBSIDIARIES NOTES TO Ooz‘wo_._oﬁrma FINANCIAL STATEMENTS

NOTE 18 — SUBSEQUENT EVENTS

Proposed Acquisition of Wembley pic. In January 2004, the Company reached an
agreement with Wembley plc (“Wembley”) on the terms of a cash acquisition by the
Company of Wembley. The Company has 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 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 Patk, Inc., and two
executives of the Wempley plc group are subject to indictment in Rhode Island. The
Company 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 the
Company will not be acquiring. The transaction is expected to close by the third
quarter of 2004, subject to requisite court and sharcholder approval, the completion

of the Lincoln Park reorganization and receipt of necessary regulatory approvals.

Agreement with The British Land Company PLC. In February 2004, the Company
announced an agreement in principle with The British Land Company PLC
whereby the Company would operate a casino in leased premises within a newly
developed leisure and entertainment complex adjacent to the Meadowhall Shopping
Centre in Sheffield UK. The agreement is subject to implementation of proposed
gaming law reforms and a tax structure acceptable to the Company, and obrtaining

required planning and other approvals.

Proposed Sale of MGM Grand Australia. In February 2004, the Company entered into
an agreement to sell the subsidiaries that own and operate MGM Grand Australia
for A$195 (approximatcly $150 million), subject to certain working capital adjustments.
This transaction is expected to be completed by the third quarter of 2004, subject
to customary sales conditions and regulatory approval. The results of MGM Grand
Australia will be reclassified as discontinued operations beginning in the first quarter
of 2004. The subsidiaries being sold had approximately $89 million of total assets at
December 31, 2003, of which $40 million was property and equipment, net and
$34 million was goodwill. These subsidiaries had total liabilities of approximately
$11 million at December 31, 2003.
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James J. Murren
Director/Officer

President, Chief Financial Officer
& Treasurer

Gary N. Jacobs
Director/Officer

Executive Vice President, General
Counsel & Secretary

James D. Aljian
Director
Executive, Tracinda Corporation

Terry N. Christensen
Director
Partner, Christensen, Miller, Fink,

Jacobs, Glaser, Weil & Shapiro, LLP

Willie D. Davis
Director

President & Director,
All-Pro Broadcasting, Inc.

Alexander M. Haig, Jr.
Director

Chairman, Worldwide
Associates, Inc.

Alexis M. Herman
Director
President, Alexis M. Herman, LLC

Roland Hernandez
Director

President, Hernandez Media
Ventures

Kirk Kerkorian

Director

President & Chief Executive Officer,
Tracinda Corporation

George J. Mason
Director

Senior Managing Director,
Bear Stearns & Co., Inc.

Ronald M. Popeil
Director
Chief Executive Officer, RONCO, Inc.

Daniel M. Wade
Director

Melvin B. Wolzinger
Director
General Partner, W.W. Investment Ca.

Alex Yemenidjian

Director

Chairman & Chief Executive Officer,
Metro Goldwyn Mayer Inc.

OFFCERS

Alan Feldman
Senior Vice President
Public Affairs

Phyllis A. James
Senior Vice President & Senior
Counsel

Cynthia Kiser Murphey
Senior Vice President
Human Resources

Glenn D. Bonner
Vice President
Chief Information Officer

Daniel J. D'Arrigo
Vice President — Finance

Kyle Edwards
Vice President - Security

Shelley A. Mansholt -
Vice President
Corporate Communications

Punam Mathur
Vice President — Corporate
Diversity & Community Affairs

Jennifer D. Michaels
Vice President — Public Relations

Robert W. Rudloff
Vice President — Internal Audit

Shawn Sani
Vice President — Tax

Robert C. Selwood
Vice President — Accounting

Bryan L. Wright
Vice President, Assistant General
Counsel & Assistant Secretary

MGM MIRAGE

3600 Las Vegas Blvd South
Las Vegas, NV 89109
1-702-693-7120
www,mgmimirage.com

Bellagio

3600 Las Vegas Blvd South
Las Vegas, NV 89109
1-702-693-7111
Reservations
1-702-693-7444
1-888-987-3456
www.bellagiolasvegas.com

MGM Grand Las Vegas
3799 Las Vegas Blvd South
Las Vegas, NV 89109
1-702-891-1111
Reservations
1-702-891-7777
1-800-929-1111
www.mgmgrand.com

The Mirage

3400 Las Vegas Blvd South
Las Vegas, NV 89109
1-702-791-7111
Reservations
1-702-791-7444
1-800-627-6667
www.themirage.com

Treasure Island

3300 Las Vegas Blvd South
Las Vegas, NV 89109
1-702-894-7111
Reservations
1-702-894-7444
1-800-944-7444
www.treasureisland.com

New York-New York
Hote! & Casino

3790 Las Vegas Blvd South
Las Vegas, NV 89109
1-702-740-6969
Reservations
1-702-740-6900
1-800-693-6763
www.nynyhotelcasino.com

Primm Valley Resorts
PO Box 95997

Las Vegas, NV 89183
1-702-382-1212
Reservations
1-800-FUN-STOP
1-800-386-7867
www.primmvalleyresorts.com

The Boardwalk

Hotel & Casino

3750 Las Vegas Blvd South
Las Vegas, NV 89109
1-702-735-2400
Reservations
1-800-635-4581
www.boardwalklv.com

MGM Grand Detroit
1300 John C. Lodge
Detroit, M| 48226
1-313-393-7777
www.detroit.mgmgrand.com

Beau Rivage

875 Beach Blvd
Biloxi, MS 39530
1-228-386-7111
1-888-750-7111
Reservations
1-888-595-2534
www. beaurivage.com

MGM Grand Australia
Gilruth Avenue

Mindil Beach

Darwin Northern Territory
0801 Australia
International Number
011-61-8-89438888
www.mgmgrand.com.au

Monte Carlo

3770 Las Vegas Blvd South
Las Vegas, NV 89109
1-702-730-7777
Reservations
1-702-730-7000
1-800-311-8999
www.monte-carto.com

Borgata Hotel
Casino & Spa

One Borgata Way
Atlantic City, NJ 08401
1-609-677-1000
1-800-845-0711
www.theborgata.com
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