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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

BALANCE SHEETS

AS OF DECEMBER 31, 1997 AND 1996

(UNAUDITED)
($ IN THOUSANDS)
ASSETS
urrent Assets:
Cash and Cash EQUivalents..........ccooocreiinicienivicncnnnnicennas 32,802 18 39,423
Short-Term INVESHTIENS. ..c.o.iieieiiteieirntrnisee e eeses e escrre s enesraesesesesneneaseensentesesenes - -
Receivables and Patrons' Checks (Net of Allowance for
Doubtful Accounts - 1997, $2,967 ; 1996, $2,353  Jecrvcrevcinvccncnnnnecnns NOTE 3 10,201 8,990
TEIVENLOTIES . ...ecveeeeemeereirti e nrei bt ettt et s b e s b et a e bbb e st s stsar e aensnsanabanenens 2,537 2,337
Prepaid Expenses and Other Current ASSetS........oo.orveeririmncsnsssnsnssvesseesnssennns 10,216 6,779
Total Current ASSELS....uvrieomiiiiineiicsrereeresrrenes 55,756 57,529
nvestments, Advances, and Receivables.......vinnn s NOTE 12 9,146 7,009
Property and EQUIPMENT = GFOSS......cm ittt snensnene 457,260 438,933
Less: Accumulated Depreciation and AmMOTtZation.......o.occvvvvvciereriinnnn s, (184,050) (165,929)
OHRET ASSEES..uevevescresririiissie s et esestaest e s e as s e e e eaes s e s sb s as s sa s s bbb bbb s s s e b s e R eer e Rt e 5,634 6,551
TOA] ASSEIS..c.vveresererersireceseeerermersertsessueresessssesescrcsssssesssessasssresencnssersn 343,746 1 § 344,093
LIABILITIES AND EQUITY
Current Liabilities:
ACCOUNTS PAYADIE...eioritiiincii e s b 9,076 6,192
INOLES PAYADIE.....evemeerierereertitimi st ettt - -
Current Portion of Long-Term Debt:
Due t0 AFTIHALES ..ottt e - -
(015 1<] SO OO OO OT OO SO P OO PO OO UT OO PEOO ORI - -
Income Taxes Payable and ACCrued.........ooccooiicierciicc s - 2,184
Other Accrued EXPENSES......coooiiiiiiiiriiiieeieieei it NOTE 4 16,001 16,516
Other Current LIabilitIES ....c.ocooiiriiiiiciccniee st NOTE S 5,533 5,710
Total Current LiabilitIes. ..oo oot 30,610 30,602
Long-Term Debt:
DUE 10 ATTTHALES. cvvceveuricriririeeiceireerseceentsaetinsceaeresrssesereersssseaniosrsessessnencsennasncass NOTE 6 215,000 215,000
BT ..o eeeeeessemseeseeseseseonessebeasbre s e e e st sa e s eb s e ass e e s aee st ebesesea st bbb ebet b b s sa et su e toreaeresseanasienrain 1,928 1,928
DEferTed CTEAIS. . oveverereecreeeeie et seete e rere e et es e e st sene e scan e eebe s en et sse s eassonsan e 15,767 15,282
OLHET LIBDIIHIES. ..o veererevtvceeireeretceeraretssntstens e enssnsebesesessae b e seseetss st sesen e sssaseebesrerssrnnossanirnisasaseins 982 665
Commitments and COMNEZENCIES. ..o NOTE 13
TOta] LIaDIHEIES. .ovecrieiie ittt ir et bt b bbbt et ans 264,287 263,477
Stockholders', Partners’, or Proprietor's EqQuity.......ccoooiinni NOTE 14 79,459 80,616
Total Liabilities and BEQUILY....c.oco oo e cessneresecsensacsescscennsscssmcsenssansesis 343,746 | $ 344,093

4/97

The accompanying notes are an integral part of the financial statements.

Valid comparisons cannot be made without using information contained in the notes.



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF INCOME

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 1997 AND 1996

(UNAUDITED)
($ IN THOUSANDS)

Revenue:

CASITIO e eeeevvrereesteeerisressseeeesetieeeessresssseecsssasansesssessesasesssnssssnssneartessnsneansarasasssennss $ 355,177 | $ 345,603
ROOIMS. e e erre ettt ettt r s et e s e s e s st se st st e s aa s b esbr e nassnsan 19,316 20,042
Food and BeVETage......cuioiiiiiiercirniecttee e s ccvvne et e sne et et neenee 41,822 42,511
DT et iieeeeerectreert e et vt e e trr e tesesseseeseesareassstanesssassneenasnessssassearseenssasansessnranns 5,126 5,431

TOtal REVEIUE. ... ciiiiiiiireciereireesernnsseenreneesenessaseseseneassesssesssasensassssessassoseeran 421,441 413,587
Less: Promotional AHIOWANCES.........c.veeveeeireeiieeieeeeieveereere ettt eneveesreeveeeaes 38,403 37,473

NEE REVETIUC .. treveereiinieeniiesseieieresesssassssesssessecnssssessssssscsssessssssasssssassssssenasns 383,038 376,114

Costs and Expenses:

Cost 0f GOOAS ANd SEIVICES...uviicerericriiieiriieiteecerteesesessssereeeerserseressesiseessssssns 215,695 207,905
Selling, General, and AdmINISTatiVe. ....coovvvviniiiiiniicn s 77,768 75,913
Provision for Doubtful ACCOUNTS......cvviiiivciiie e esrae e 2,156 1,424
Total Costs and EXPenses.....c.cccuuvuririrrriscienricniinrisesienssiessessessesessessessenss 295,619 285,242
Gross Operating Profit........oiiiiiiicni s 87,419 90,872
Depreciation and AMOTHZAtION........ccccvviiiii e 26,028 26,497
Charges from Affiliates Other than Interest:
Management FEES.. ...t NOTE 2 20,376 20,236
111 OO STV SO URURROUSUOPPPPPION - -
Income (L0sS) from OPerations.........ccceccrererirererreucrerenenmeseresesesesescenerseessissenss 41,015 44,139

Other Income (Expenses):

Interest (EXpense) - AffilIates.......cccvviieenererrenenr e (19,887) (19,887)
Interest (Expense) - External.......cocciniiiii e (597) (593)
Investment Alternative Tax and Related Income (Expense) - Net......ocoveeee. (892) (516)
Nonoperating Income (Expense) - Net.....ccocoovviiiinieinnieeenses 1,208 1,344
Total Other InCOme (EXPENSES)...c.eiviiriviimirenieneeicienecnereerennesreeeenssiens (20,168) (19,652
Income (Loss) Before Income Taxes and Extraordinary Items........ccccovininennns 20,847 24,487
Provision (Credit) for Income Taxes.......ccovercercrerrainnierernreniemrennenee NOTE 8 9,704 10,032
Income {Loss) Before Extraordinary Hems.........cccocoeeeereneninninncnccnninnne, 11,143 14,455
Extraordinary Items (Net of Income Taxes -
1997, % ; 1996, eeterren ettt e eene - -
Net INCOME (LLOSS).viiirreeriiriertenieiecctrsrietestestesiasressessessessneseeesessressesernesseenens 3 11,143 | § 14,455

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF INCOME

FOR THE THREE MONTHS ENDED DECEMBER 31, 1997 AND 1996

(UNAUDITED)
($ IN THOUSANDS)
TOtal REVEIUE. ..ot rese ettt reaeenee e erestenee e n e ree s saaes 96,825 95,751
Less: Promotional AIIowances........coocvviiininicicinns 9,048 9,396
NEL REVETIUC. ..ottt rce et esr et eae s eb b 87,777 86,355
Costs and Expenses
Cost of Go0ods and SEIVICES....cccvirniiriirriiirrr e 51,200 51,040
Selling, General, and AdMINIStrative......cooovveecciniiiicie e 19,182 17,992
Provision for Doubtful ACCOUNtS......ccoovereieiiecreteneerercrereeere e 527 660
Total Costs and EXPensSes......cveeverierreeririeninienenensneseeeeeesseseeseenseneessenne 70,909 69,692
Gross Operating Profit........ccooccniiiiinics e 16,868 16,663
Depreciation and AMOTHZAION ...t e sens 6,473 6,666
Charges from Affiliates Other than Interest:
Management Fees.......oooiiiiinnii e, NOTE 2 4,660 4,674
(017 O U OO U O TR UTOUT PO SRR - -
Income (Loss) from Operations........cc.coriiiiiirnin e reresnenens 5,735 5,323
Other Income (Ekpenses):
Interest (Expense) - AffilIates.......ccovevirieiieicincccec e 4,971) 4,971)
Interest (Expense) - External........ccccoiiiiiisenn,s (140) (148)
Investment Alternative Tax and Related Income (Expense) - Net.................. (156) 465
Nonoperating Income (Expense) - Net....ooooivricvnmiiennecenen (170) 474
Total Other Income (EXPEnSes)......ccccvrvirieceriieresnnecnnereesnnreeresneseasesenees (5,437) (4,180)
Income (Loss) Before Income Taxes and Extraordinary Items.......ccccccoevvinennne. 298 1,143
Provision (Credit) for Income Taxes......coevvrvieienrcneencenicneneccesenreeeareeanne 1,136 147
Income (Loss) Before Extraordinary Items.......ccoooviiininiinnnvnnieccnens © (838) 996
Extraordinary Items (Net of Income Taxes -
1997, % ; 1996, $ et e e e - -
Net INCOME (JLOSS).oiuiiriiricicini it (838) 996

4/97

The accompanying notes are an integral part of the financial statements.

Valid comparisons cannot be made without using information contained in the notes.
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 1996 AND THE TWELVE MONTHS ENDED DECEMBER 31, 1997

(UNAUDITED)
($ IN THOUSANDS)

Balance, December 31, 1995.....ccvmveenrcnens 1,500 76,909 583 12,069 | $ 89,561
Net Income (Loss) - 1996........cccoeenn. 14,455 14,455
Contribution to Paid-in-Capital
Dividends........ccccccovemnvnmnriininerecniiinians (23,400) (23,400)
Prior Period Adjustments............cccoe.....

Balance, December 31, 1996...ccccccrmmrnniranan 1,500 76,909 583 3,124 80,616
Net Income (Loss) - 1997......ccccoeveenees 11,143 11,143
Contribution to Paid-in -Capital.............

Dividends........o.ocoeocrieennee NOTE 14 (12,300) (12,300)
Prior Period Adjustments..........cc.coc....
Balance, December 31, 1997..cvcvnncrienns 1,500 76,909 583 1,967 | $ 79,459

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.

4/97 CcCC-220
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CASH FLOWS

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 1997 AND 1996

(UNAUDITED)
($ IN THOUSANDS)

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES.................. $ 26,351 | § 31,802

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of Short-Term Investment SECUrities.......ccovervenenecnnnenecnicneneen
Proceeds from the Sale of Short-Term Investment Securiti€s.........ocveveeenne.
Cash Outflows for Property and Equipment..........ccoconvicincnnniconiinininnd (24,655) (15,002)
Proceeds from Disposition of Property and Equipment.........ccocoveienrrccrennenn 437 363
Purchase of Casino Reinvestment Obligations........cccooviviiieiiiiinnnin (4,366) (4,140)
Purchase of Other Investments and Loans/Advances made........cccccocervvnnanen.
Proceeds from Disposal of Investments and Collection

of Advances and Long-Term Receivables.......coocveiiicinicicirnicneccnnnnnnnas
Cash Outflows t0 Acquire Business ENtities. ....c.oevreverrerreeenirereerinsnnceserionnnae

Net Cash Provided (Used) By Investing ACHVILES........ccovveerivrrnevereerecrinrreaenas (28,584) (18,779)

CASH FLOWS FROM FINANCING ACTIVITIES:

Cash Proceeds from Issuance of Short-Term Debt......cccoooiinciniinnnn
Payments to Settle Short-Term Debt........coowriiiiiiiiiiiiiiiece
Cash Proceeds from Issuance of Long-Term Debt........oocceriicnivininnccean.
Costs of Issuing DEDL....oviiiiiiiiiiieii s
Payments to Settle Long-Term Debt.........coiviiiicnine
Cash Proceeds from Issuing Stock or Capital Contributions.........ccee.vvvenenn.
Purchases of Treasury StOCK... ..o cneeene s
Payments of Dividends or Capital Withdrawals.........coveviriniiivcnviiniainnd (4,388) (15,436)

Net Cash Provided (Used) By Financing ActVities.......ccooeverinncrnniininnncs (4,388) (15,436)

Net Increase (Decrease) in Cash and Cash Equivalents.......c.ccoveeiiiiiiiiinns (6,621) (2,413)

Cash and Cash Equivalents at Beginning of Period.........ccoccenveciinnininncn 39,423 41,836

Cash and Cash Equivalents at End of Period.........cccooveernvvnininniin $ 32,802 | § 39,423

CASH PAID DURING PERIOD FOR:
Interest (Net of Amount Capitalized).......c.ccooovviviniiiincne 3 20,144 | § 19,888
INICOMIE TAXES..vevreeererarmraresrecresessreesrareasessessensassessasesssssestesaasearsassessensersessenses 3 24,025 | 5. 19,738

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CASH FLOWS

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 1997 AND 1996

(UNAUDITED)
($ IN THOUSANDS)

NET CASH FLOWS FROM OPERATING ACTIVITIES:

Net Income (LOSS) i nssees $ 11,143 14,455
Noncash Items Included in Income and Cash Items
Excluded from Income:
Depreciation and Amortization of Property and Equipment............... 25,911 26,418
Amortization 0f Other ASSELS.......ooceerieeierierieiirereeereeeneeersesssessesssennenes 459 418
Amortization of Debt Discount or Premiumm.........cocorvrmrecnecercennnnn
Deferred Income Taxes - CUITeNL.......coeiieiiiiniirnicrcnercnseveneis (164) 2,410
Deferred Income Taxes - NONCUITENL.....ccoccceremecrrerrerrriimitiecinienas 485 (415)
(Gain) Loss on Disposition of Property and Equipment..................... 346 173
(Gain) Loss on Casino Reinvestment Obligations...........ceveiininieen. 864 439
(Gain) Loss from Other Investment ACHVIHIES. ......ooovvrimiierineieonas
Net (Increase) Decrease in Receivables and Patrons'
B CKS e eeeeeeeerrierrseeseresasssneeasaessesaneeaessnasnosasssenonsassssssessrsnnssssnnssssnsanes 179 601
Net (Increase) Decrease in InVentories......ooovvinnnniiesrinnnnienennnes (200) (70)
Net (Increase) Decrease in Other Current Assets (3,273) (222)
Net (Increase) Decrease in Other ASsets......c.covvviiveicrninnninn 458 (173)
Net Increase (Decrease) in Accounts Payable.........coocvernvinnninnnnn, 614 64
Net Increase (Decrease) in Other Current Liabilities
Excluding Debt........occoiiiccicninssense e s (10,788) (12,760)
Net Increase (Decrease) in Other Noncurrent Liabilities
Excluding Debt......cooiiiiiiiiic s 317 281
Valuation Allowance on Donation of CRDA deposits.......ccccoroveiniens 183
Net Cash Provided (Used) By Operating ACHVItES.....cccovveeiiiinvinieinnnes $ 26,351 31,802
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
ACQUISITION OF PROPERTY AND EQUIPMENT:
Additions to Property and EqUIpment......c.cooviiiicneninnionincninenees $ 24,655 15,002
Less: Capital Lease Obligations Incurred........ccoovviernicnnnnnnnnns
Cash Outflows for Property and Equipment.........cccoovvviniviininiinnnnnnne 3 24,655 15,002

ACQUISITION OF BUSINESS ENTITIES:
Property and Equipment ACQUITed.......coierveiiieriiinnninsesscencenes 3

GoodWill ACQUITE....oeeriiiniiirire et

Net Assets Acquired Other than Cash, Goodwill, and
Property and EQUIPIENT......coiiviviiie s

Long-Term Debt ASSUMEd.......ooovoviriiiiiriei st

Issuance of Stock or Capital Invested........ccccovriininiiiiniiiiiniiiie

Cash Outflows to Acquire Business Entities.......oooeceierencnenrnenececnnnnnins $

STOCK ISSUED OR CAPITAL CONTRIBUTIONS:
Total Issuances of Stock or Capital Contributions......c.ccveevveorvcivnrinnes 3

Less: Issuances to Settle Long-Term Debt.......ocovvieniccenninencnciinnn

Consideration in Acquisition of Business Entities....

Cash Proceeds from Issuing Stock or Capital Contributions..........oeccvneeen $

The accompanying notes are an integral part of the financial statements.
4/97 Valid comparisons cannot be made without using information contained in the notes.
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT

SCHEDULE OF PROMOTIONAL
EXPENSES AND ALLOWANCES

($ IN THOUSANDS)

AMENDED

s

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 1997

Rooms 169,522 14,422

Food 1,392,142 16,706

Beverage 6,660,239 5,835

Travel 14,677 2.791

Bus Program Cash 1,034,028 13,783

Other Cash Complimentaries 1,925,303 26,917

Entertainment 88,786 1,331

Retail & Non-Cash Gifts

Parking

Other 12,116 109 130,091 3,049
Total 8,322,805 38,403 3,104,099 46,540

FOR THE THREE MONTHS ENDED DECEMBER 31, 1997

Rooms )

Food 338,967

Beverage 1,584,116

Travel 3,872 900

Bus Program Cash 238,794 3,203

Other Cash Complimentaries 412,493 7,222

Entertainment 10,155 152

Retail & Non-Cash Gifts

Parking

Other 3,142 27 38,491 902
Total 1,969,719 9,048 693,650 12,227

4/97

Year-to-date entertainment recipients has been amended

CCC-245




1)

ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
December 31, 1997 and 1996

Summary of Significant Accounting Policies
Nature of Operations

Adtlantic City Showboat, Inc. (the Company), is a wholly-owned subsidiary of Ocean Showboat,
Inc. (OSI), which is a wholly-owned subsidiary of Showboat, Inc. (SBO). OSI was incorporated
in 1983 and is a holding company with its principal assets being investments in the Company.
The Company conducts casino gaming operations and operates full supportive services of hotel,
restaurant, bar, bowling, and convention facilities at the Showboat Hotel and Casino in Atlantic
City, New Jersey (Atlantic City Showboat).

Casino Revenue and Complimentaries

In accordance with common industry practice, casino revenues are the net of gaming wins less
losses.

Complimentaries primarily consist of rooms, food, and beverage furnished gratuitously to
customers. The retail value of such services are included in their respective revenue
classification and are then deducted as complimentaries. Complimentary rates are periodically
reviewed and adjusted by management.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Company considers all highly liquid
investment instruments purchased with an original maturity of three months or less to be cash
equivalents.

Inventories

Inventories are stated at the lower of cost or market. Cost is determined by the first-in, first-out
method.

Fair Value of Certain Financial Instruments

The carrying amount of cash and cash equivalents, accounts receivable and all current liabilities
approximates fair value because of the short maturity of these instruments.

Property and Equipment

Property and equipment are carried at cost. Depreciation including amortization of capitalized
leases, is computed using the straight-line method. The cost of maintenance and repairs is
charged to expense as incurred; significant renewals and betterments are capitalized. Estimated
useful lives for property and equipment are 5 to 15 years for land improvements, 10 to 40 years
for buildings and 2 to 10 years for furniture and equipment. -



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements

Summary of Significant Accounting Policies (continued)
se of Estimat

Management of the Company has made estimates and assumptions relating to the reporting of
assets and liabilities and the disclosure of contingent assets and liabilities to prepare these
financial statements in conformity with generally accepted accounting principles. Actual results
could differ from those estimates.

Post employment and Postretirement Benefits

Certain key executives of the Company participate in a defined benefit pension plan sponsored
by SBO. The Company does not fund any of the benefits provided under this plan.

Income Taxes

Effective January 1, 1993, the Company adopted Statement of Financial Accounting Standards
No. 109, "Accounting for Income Taxes" (FAS 109). Under the asset liability method of FAS
109, deferred tax assets and liabilities are recognized for the future tax consequences attributable
to differences between the financial statement carrying amounts of existing assets and liabilities
and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. Under FAS 109, the effect on deferred tax assets and
liabilities of a change in tax rates is recognized in the period that includes the enactment date.

The Company is included in the consolidated federal income group of SBO and subsidiaries and
is under a tax allocation agreement with SBO. Accordingly income taxes are allocated based on
the agreement which reflects the separate return method except that tax benefits available to the
Company are recognized when generated by the Company to the extent utilized by the group,
including carrybacks. The Company filed for and received a change in tax year-end with the
Internal Revenue Service. The Company’s tax-year end has been changed from June 30 to
December 31 effective December 31, 1996.

Amortization of Debt Issuance Costs

Costs associated with the issuance of debt have been deferred and are being amortized over the
life of the related indebtedness using a weighted average method based on retirement schedules
specified in the debt indentures.

Reclass

Certain prior year balances have been reclassed to conform to the current year presentation.

-
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
Related Party Transactions

The Company and SBO are parties to a Parent Services Agreement whereby SBO provides the
Company with executive, financial, data processing, legal, marketing, tax planning and
compliance, and administrative services. SBO's services are intended to support and supplement
the routine functions and responsibilities of the Company's staff and are not intended to
substitute for the Company's performance or OSI's oversight responsibilities. In addition to the
services outlined above, SBO has also granted the Company a non-exclusive right to the use of
each of SBO's trademarks, service marks, tradenames, and logos in the operations of the
Company's business, including the registered trademark "Showboat." In consideration for such

services and license, the Company has agreed to pay SBO a fee equal to five percent of gross
revenues.

During the year ended December 31, 1997 and 1996, the Company paid to SBO management
fees of $20,325,000 and $20,256,000 respectively. At December 31, 1997 and 1996, the
Company owed $1,395,000 and $1,344,000 respectively, in accrued fees, to SBO for services
rendered to the Company in accordance with the Parent Services Agreement.

Receivables and Patrons' Checks

As of December 31, 1997 and 1996, receivables consisted of the following
(dollars in thousands):

1997 1996

Casino $ 7,059 6,336
Hotel 289 613
Other 5.820 4,394
13,168 11,343

Less allowance for doubtful accounts 2,967 2,353
$ 10,201 8,990

Other Accrued Expenses

As of December 31, 1997 and 1996, other accrued expenses consisted of the following
(dollars in thousands):

1997 1996
Salaries and wages $ 8,523 8,894
Taxes, other then taxes on income 1,457 1,620
Medical and liability claims 1,145 1,354
Accrued advertising and promotion 1,846 1,608
Settlement Claims 1,396 1,261
Other 1,632 1,779

$ 16.001 16,516
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements

Other Current Liabilities
As of December 31, 1997 and 1996, other current liabilities consisted of the following
(dollars in thousands):

1997 1996

Due to affiliates - interest b 3,315 3,315
Due to affiliates - other 849 932
Outstanding chip and token liability 1,095 1,310
Other 274 153
$ 3,533 3,710

Long Term Debt. D Affiliate:

As of December 31, 1997 and 1996 long-term debt, due to affiliates consisted of the
following (dollars in thousands):

1997 1996

9 1/4% Promissory Note - Due 2008 $ 215,000 215,000

On May 18, 1993 SBO issued $275,000,000 of 9 1/4% First Mortgage Bonds due 2008 (9
1/4% Bonds). The proceeds from the sale of the 9 1/4% Bonds were $268,469,000 net of
underwriting discounts and commissions. Approximately $215,000,000 of the proceeds of the
offering were loaned by SBO to the Company which loan is evidenced by an intercompany note
with terms and conditions consistent with those of the 9 1/4% Bonds.

The 9 1/4% Bonds are unconditionally guaranteed by OSI, Showboat Operating Company, a
wholly owned subsidiary of SBO and the Company. Interest on the 9 1/4% Bonds will be
payable semi-annually on May 1 and November 1 of each year. The 9 1/4% Bonds will not be
redeemable prior to May 1, 2000. Thereafter, the 9 1/4% Bonds will be redeemable at any time
at the option of SBO, in whole or in part, at redemption prices specified in the Indenture for the
9 1/4 % Bonds (Indenture). The 9 1/4% Bonds will be senior secured obligations of SBO and
will rank senior in right of payment to all existing and future subordinated indebtedness of OSI
and pari passu with OSI's senior indebtedness. The 9 1/4% Bonds will be secured by a deed of
trust representing a first lien on the Las Vegas hotel casino (other than certain assets), by a
pledge of all outstanding shares of capital stock of OSI and an intercompany note by the
Company in favor of SBO and a pledge of certain intellectual property rights of SBO. OSI's
obligation under its guaranty will be secured by a pledge of all outstanding shares of capital
stock of the Company. The Company's obligations under its guaranty will be secured by a
leasehold deed of trust representing a first lien on the Company’s hotel casino (other than certain
assets). Showboat Operating Company's guaranty will be secured by a pledge of certain of its
assets related to a Las Vegas hotel casino.

The Indenture, as amended, places significant restrictions on the incurrence of additional
indebtedness by SBO and its subsidiaries, the creation of additional liens on collateral securing
the Bonds, transactions with affiliates and payment of certain restricted payments (as defined),
including certain investments made by SBO and its subsidiaries. In a regular quarterly dividend
(as defined), SBO must among other things, meet a specified fixed charge coverage ratio.

The fair value of the Company’s Promissory note at December 31, 1997 and 1996 was
$232,200,000 and $211,775,000 respectively, based on quoted market prices of SBO’s public
debt.

(Continued)
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements

At December 31, 1997, the Company had available an unsecured line of credit with SBO

totaling $15,000,000. Interest is payable monthly at money center banks average prime rate as
published in the Wall Street Journal on the first day of each month, plus 1%. The line of credit
expires in March 1998. At December 31, 1997 no funds had been drawn on this line of credit.

On August 10, 1994 SBO issued $120,000,000 Senior Subordinated Notes due 2009 (Notes).
The Company is a guarantor of these Notes.

Leases
The Company leases a warehouse under a long-term lease agreement which is capitalized as a
capital lease. The Company has the option to purchase the warehouse from January 1, 1996

through March 31, 2001 at an option price of approximately $1,928,000.

Property and equipment included the following leased property under capital leases by major
classes at December 31, 1997 and 1996 (dollars in thousands) :

1997 1996

Building - warehouse h 2,050 2,050
less accumulated amortization 1.560 1423
3 490 627

The Company is leasing 10 1/2 acres of Boardwalk property in Atlantic City, New Jersey for a
term of 99 years commencing October 1983. Annual rent payments, which are payable
monthly, commenced upon opening of the Atlantic City Showboat. The rent is adjusted
annually based upon changes in the Consumer Price Index. In April 1997, the annual rent
increased $242,000 to $9,047,000. Under the lease, the Company is responsible for taxes,
assessments, insurance and utilities.

On January 28, 1998 a subsidiary of SBO acquired the underlying fee interest of the land leased
by the Company. The company’s obligations under the lease remain intact and SBO’s subsidiary
will assume the duties as Lessor.

The following is a schedule of future minimum lease payments for capital leases and operating
leases (with initial or remaining terms in excess of one year) as of December 31, 1997:

Capital Operating
Lease Leases
Year ending December 31,
1998 $ 253 9,820
1999 253 9,047
2000 253 9,047
2001 1,991 9,047
2002 e 9,047
Thereafter [ - 723,730
Total minimum lease payments 2.750 769,737
Less amount representing interest 822
Present value of minimum lease payments 3 1,92

(Continued)



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements

Leases (continued)
The carrying amount of the capital lease approximates fair value at December 31, 1997.

Rent expense for all operating leases (except those with terms of a month or less that were not
renewed) was $9,820,000 and $9,621,000 for the years ended December 31, 1997 and 1996

respectively.

(8)  INCOME TAXES

For the years ended, December 31, 1997 and 1996, income tax expense from continuing
operations consisted of the following (dollars in thousands):

1997 1996
Federal:
Current $ 6,925 6,122
Deferred 591 1671
7,516 7,793
State :
Current 2,459 1,915
Deferred 271) 324
2,188 2,239
Total
Current 9,384 8,037
Deferred 320 1,995
$ 04 10,032

Total income tax expense differed from the amounts computed by applying the federal income
tax rate of 35% for the years ended December 31, 1997 and 1996, respectively, to pretax
income from continuing operations as a result of the following (dollars in thousands):

1997 1996

Computed "expected" tax expense $ 7,296 8,570
Increase (reduction) in income taxes
resulting from:

State income taxes, net of federal 1,422 1,457

tax benefit.

Permanent difference for

Employee Cafeteria Meals 833 0

Other, net 153 5
Income tax expense 3 9,704 10,032

-(Continued)
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements

Income taxes (continued)

Temporary differences between the financial statement carrying amounts and tax bases of assets

and liabilities that give rise to significant portions of the net deferred tax liability relate to the
following (dollars in thousands):

1997
Deferred tax assets: :
Casino Reinvestment Development Authority obligation 3 (1,334)
Accrued bonuses 0
Accrued vacations (1,490)
Allowance doubtful accounts (1,211
Other (3.103)
Total deferred tax assets (7,138)
Deferred tax liabilities:
Depreciation and amortization 18,786
Net deferred tax liability $ 11,648
STOCK PLANS

The Company has various incentive plans under which restricted shares or stock options may be
granted to key employees and all other full and part-time employees. A total of 3,600,000 shares
of SBI stock has been reserved for issuance as restricted shares or stock options under these
plans. Restricted shares and options granted to key employees vest over a five year period. All
other options vest over a one year period. The options are exercisable, subject to vesting, over

ten years at option prices not less than 100% of fair market value SBI's common stock
determined on the date of grant of the options.

Unearned compensation in connection with restricted stock issued for services is recorded on the
date of grant at the fair market value of SBI's common stock and is being amortized ratably
from date of the grant over a five year vesting period as earned. Compensation expense of
$320,000 and $788,000 was recognized for the years ended December 31, 1997 and 1996,
respectively. Unearned compensation at December 31, 1997 and 1996 is $285,000 and
$633,000, respectively, and is included on the balance sheets in Other Assets.

NON-OPERATING INCOME(EXPENSE)

For the years ended, December 31, 1997 and 1996 non-operating income(expense) consisted of
the following (dollars in thousands):

1997 1996
Interest income $ 1,554 1,519
Loss on disposal of property & equipment (346) - (174

3 1,208 1,345
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements

EMPLOYEE BENEFIT PLANS

The Company maintains a retirement and savings plan for eligible employees who are not
covered by a collective bargaining agreement. Under the terms of the plan, eligible employees
may defer up to 3% of their compensation, as defined, of which 100% of the deferral is matched
by the Company. Eligible employees may contribute an additional 12% of their compensation
which will not be matched by the Company. Amounts contributed by the Company vest over a
five-year period. The Company contributed $1,456,000 and $1,531,000 to this plan for the years
ended December 31, 1997 and 1996, respectively.

The Company's union employees are covered by union-sponsored, collectively-bargained, multi-
employer pension plans. Contributions are generally determined in accordance with the
provisions of negotiated labor contracts and generally are based on the number of man-hours
worked. Contributions to the plans were $592,000 and $535,000 during the years ended
December 31, 1997 and 1996, respectively.

NEW JERSEY INVESTMENT OBLIGATION

The New Jersey Casino Control Act (the Act) provides, among other things, for an assessment
on a gaming license based upon its gross casino revenues after completion of its first full year of
operation. This assessment may be satisfied by investing in qualified direct investments,
purchasing bonds issued by the Casino Reinvestment Development Authority (CRDA), or
paying an "alternative tax". In order for direct investments to be eligible, they must be
approved by the CRDA.

Deposits with the CRDA bear interest at two-thirds of market rates resulting in a current value
lower than cost. At December 31, 1997 and 1996, Deposits and Other Assets include
$9,146,000 and $7,009,000, respectively, representing the Company's bond purchases and
deposits with the CRDA of $13,616,000 at December 31, 1997 and $10,616,000 at December
31, 1996 net of a valuation allowance of $4,470,000 and $3,607,000, respectively. The
carrying value of these deposits, net of the valuation allowance, approximates fair value.

The Company is eligible to receive approximately $8.8 million in funding credits reserved by the
Casino Reinvestment Development Authority (CRDA), as a result of the completion of the hotel
expansion program at the Atlantic City Showboat, completed in 1994. To date, the Company
has received approximately $2.9 million of the $8.8 million. As of December 31, 1997,
approximately $4.9 million in funding credits is available for distribution to the company. The
remaining $1.0 million of reserved funding credits will be distributed in the future.

MMITMENTS AND CONTINGENCIE

The Company is involved in various claims and legal actions arising in the ordinary course of
business. In the opinion of management these matters will not have a material adverse effect on
the Company's financial position or results of operation.

DIVIDENDS

In May of 1995 the Company's Board of Directors approved the monthly payment of dividends
to OSI. Dividends are calculated at 15% of earnings before interest, taxes, depreciation and
management fees, rounded down to the next hundred thousand dollars. In February of 1996 the
Company’s Board of Directors approved a special dividend in the amount of $10.0 million.
Non-cash dividends have been recorded as an increase to the payable to affiliate account.
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STATEMENT OF CONFORMITY, ACCURACY AND COMPLIANCE

STATE OF  New Jersey

1SS
COUNTY OF Atiantic :

Kathleen M. Caracciolo  being duly sworn according to law upon my oath

deposes and says:
1. I have examined this Quarterly Report.

2. All the information contained in this Quarterly Report has been prepared in conformity

with the Casino Control Commission's Quarterly Report Instructions and Uniform Chart
of Accounts.

3. To the best of my knowledge and belief, the information contained in this report is
accurate.

4, To the best of my knowledge and belief, except for the deficiencies noted below, the
licensee submitting this Quarterly Report has remained in compliance with the financial
stability regulations contained in N.J.A.C. 19:43-4.2(b)1-5 during the quarte(r.

Signature

Vice President of Finance
Title

3472-11

License Number

Subscribed and sworn to
before me this. % (——day

of Y Har h_ 1998

) %G/L(?A ( G/Q?/IUJU%& Atlantic City Showboat, Inc.

‘Signature Casino Licensee
MARCI A. HOMOVICH
NOTARY PUBLIC OF NEW JERSEY

Basis of Al 1 ’
to Take Oaths

CCC-249



SCHEDULE OF RECEIVABLES AND

PATRONS'' CHECKS

ATLANTIC CITY SHOWBOAT, INC

FOR THE YEAR ENDED DECEMBER 31,

TO THE
CASINO CONTROL COMMISSION
OF THE

STATE OF NEW JERSEY

1997




TRADING NAME OF LICENSEE ATLANTIC CITY SHOWBOAT, INC
SCHEDULE OF RECEIVABLES AND
PATRONS' CHECKS
FOR THE TWELVE MONTHS ENDED DECEMBER, 1997

(UNAUDITED)
(8 IN THOUSANDS)

ACCOUNTS RECEIVABLE BALANCES

Patrons’ Checks:
Undeposited Patrons' Checks....cooovimnnioniriiicicn S 3.219
Returned Patrons' Checks . s 3,840
Total Patrons' Checks s 7059 | S 2,896 4.163
Hotel ReCeivabIes. ... ...oecrrerermsresissessereseemsssessessasssassnssssessens s 289 1S 71 218
Other Receivables:
Receivables Due from Officers and Employees........ccoeivcceees -
Receivables Due from Affiliates....................... -
Other Accounts and Notes Recervables S 5,820
Total Other Recelvables. ..o $ 5,820 5.820
1 Totals (FOrM CCC-205) cweeemereeeemeeeeoieiieriesecninsenecveeeeieeesisecs s 13,168 | $ 2,967 10,201

UNDEPOSITED PATRONS' CHECKS ACTIVITY

Beginning Balance (JAMUATY 1)ttt b bt 3,020
Counter Checks Issued (Excluding Counter Checks Issued Through Transactions

Relating to Consolidations, Partial Redemptions. Substitutions, and Patrons’

CaSh DEPOSIIS).eeourirerereretrimseitararisnerssessr st e trs et s r s nra et ss e b s s b essseneaen rereaneneenaeeeenaraeaaan 118.961
Checks Redeemed Prior to Deposit (Excluding the Unredeemed Portion of Counter

Checks Redeemed Through Partial Redemptions, and Excluding Checks Redeemed

Through Transactions Relating to Consolidations. Substitutions, and Patrons’

CaSH DEPOSILS). .. vereceersisresetusmsstesie st et se st es st s cs et s S b sy eb sy e e e b o8 428 eSS e (83,588)
Checks Collected Through Deposits.... (29.853)
Checks Transferred 10 RETUIMEd ChECKS. ..ooovirurie ettt saa s mr e b a st sttt r s erp b sean (5.321)
OHET AGJUSTITIENIS. ocversessrssssnssnsersassssssnsasssssessebssss et ecse ettt or st ne s s b sa st st msensseeis

ENQINE BAIANCE. ... oocaiirirerstimrmesna et es ettt b b s 3.219
““1"Hold" Checks Included in Balance on Line 10, ettt e s sse e st e s v e ms e e s meaeeaaneen
Provision for Uncollectible Patrons’ Checks..........o.ooiiii 2,075
Provision as a Percent of Counter Checks Issued 1.7%
The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.
4197 CCC-340



ANNUAL EMPLOYMENT AND
PAYROLL REPORT

ATLANTIC CITY SHOWBOAT, INC

FOR THE YEAR ENDED DECEMBER 31, 1997

TO THE
CASINO CONTROL COMMISSION
OF THE

STATE OF NEW JERSEY
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TRADING NAME OF LICENSEE ATLANTIC CITY SHOWBOAT, INC. Page 1 of 2

ANNUAL EMPLOYMENT AND PAYROLL REPORT

AT DECEMBER 31, 1997
($ in Thousands)

Administration 29
Gaming 693
Slots 193
Casino Accounting 338
Simulcasting 7
1 Other 165
Total - Casino 1,425 34,063 932 34,995
0O0OMS 299 5,523 290 5,813
00D AND BEVERAGE 938 17,882 17,882
THER OPERATED DEPARTMENTS
OWLING 13 258 258
BX 22 474 474
DMINISTRATIVE AND GENERAL
Executive office 15 4,656 480 5,136
Accounting and auditing 135 3,583 288 3,871
Security 221 6,073 6,073
Other administrative and general department 70 3,528 352 3,880
MARKETING 8 120 292 412
GUEST ENTERTAINMENT 93 1,048 1,048
PROPERTY OPERATION AND MAINTENANCE 313 9,325 9,325
TOTALS - ALL DEPARTMENTS 3,552 86,533 2,634 89,167
CCC-376
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

ANNUAL EMPLOYMENT AND PAYROLL REPORT
SIGNATURE PAGE

FOR THE YEAR ENDED DECEMBER 31, 1997

Under Penalties provided by law, I declare that I have
examined this report, and to the best of my knowledge and
belief, no material discrepancies were noted for the period
covered by this report, or if material discrepancies were
noted, a detailed explanation is included on the attached

page.
éZANLX”‘CX. YY\ajLﬂv~_»
Signature
'% '30 ?S Financial Controller
Date Title

4/97 CCC-376



AMENDED

GROSS REVENUE
ANNUAL TAX RETURN

LICENSEE ATLANTIC CITY SHOWBCAT, INC

FOR THE YEAR ENDED DECEMBER 31, 1997

TO THE
CASINO CONTROL COMMISSION
OF THE

STATE OF NEW JERSEY
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TRADING NAME OF LICENSEE ATLANTIC CITY SHOWBOAT, INC

GROSS REVENUE ANNUAL TAX RETURN

FOR THE YEAR ENDED DECEMBER 31, 1997

(8 in Thousands)

CASINO WIN:

Table and Other GAMES Willo..oooiiiiiiiiceeire et te e s e et e s e be e b s be e s e b es e seess et s easessansssseessnaneeesereeansess
S0t MACHITIES WIT oottt et ss v es £ cve et e e s e es e et e st e sas s esasscas et e ebe e rese s s aseasassesessesessrss s baes assernsesessras
TOMA] W ATttt ettt r e st e e s n e e e eee s e a et es it t e e ehe v e et eab e s e abn et Sttt e e st et e b e e beaeeus bt e e R e s e e e et enbr e e enerens

Less - Adjustment for Uncollectible Patrons’ Checks:

Page 1 of 2

AMENDED

s

AY

——

\
J I
S
B o

Provision for Uncollectible Patrons' Checks ...c.oieorvevoieiiincnccii e ctceeerenens $ 2,075
Maximurmn Adjustment (4% 0f 1IN 3) oo $ 14,135
Adjustment (the lesser of line 4 07 HNE 5) ..ot e
Gross Revenue (HNe 3 185 HNE 6).......ouiiioioeiiiceie et s st esase e e bt e e e e s e e s s e s enssaeeens
Tax on Gross Revenue - Reporting Year (8% Of HNE 7)...veiieiiiicoiine e
Audit or Other Adjustments to Tax on Gross Revenues in Prior YEars ..o
Total Taxes on Gross Revenue (the sum of Hnes 8 and 9)..c.coviiiiiiii e s k
DEPOSITS MADE FOR TAX ON REPORTING YEAR'S GROSS REVENUES:
1.824
1,742
2,748
2,066
2,421
3,037
2,269
August ... 2,137
September 3,150
OCLOBET <. eeveeerees ettt ettt ettt ee et ettt e 2okt e e et eh et sttt ene b en st $ 1,924
INOVEITIDET oo eveeenteeetieeetee st e e e e esteeetesatt e e eeeesee e e seeeseeesaeeem e e st e eas s ente e teeeen e s eeesseeesseaaeenrens $ 1,984
DIBEEIMIDET «oveecercainit ettt et e et et e eb et et e er e e n e ns e b et atase s et et enseananesreannnas 3 2,670
JATIUBTY ©ooecirmri it 3 135
Total Deposits Made for Tax on Reporting Year's Gross REVENUE.......c.cooooioriiiiiiiiiciieie oo

Settlement of Prior Years' Tax on Gross Revenue

Resulting from Audit or Other Adjustments - (Deposits) Credits ........cocoieiirc it e

Gross Revenue Taxes Payable (the net of lines 10, 24 and 25) ..ot

1 - Tax assessment related to $50,150 of stolen chips from 1992-1996. Deposit reflected in April 1997.

3 71.509
$ 281,871
$ 353.380
S 2,075
) 351,305
3 28,104
4 1
$ 28,108
3 28,107
3 1

CCC-381



STATEMENT OF CONFORMITY AND ACCURACY Page 2 of 2

STATE OF New Jersey : . Duoen L S
S8 Y ; P DT. ~ j
COUNTY OF  Atlantic : i

Robert A. Malone being duly sworn according to law upon my oath

deposes and says:
1. T have examined this Gross Revenue Annual Tax Return.
2. To the best of my knowledge, all the information contained in this Return has been
prepared in conformity with the Casino Control Commission's Gross Revenue Annual

Tax Return Instructions and Uniform Chart of Accounts.

3. To the best of my knowledge and belief, the information contained in this Return is
accurate.

A 08 Walom

Signature

Financial Controller
Titie

3649-11

License Number

Subscribed and sworn to
before me this 3o ™ day
of ™NACCH , 1998 On Behalf Of:

=\ ébv.-w—-\ —C ()m Atlantic City Showboat, Inc.

Signature Casino Licensee

Basis of Authority
to Take Oaths

3LANCA N. MATOS-MAYCHAK .
NOTARY PUBLIC OF NEW JERSEY ~
‘A " smmission Expires June 27, 2002

4/97 CCC-381





