Edgar Filing: PENN NATIONAL GAMING INC - Form 10-K/A

PENN NATIONAL GAMING INC
Form 10-K/A
July 23, 2004

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K/A

AMENDMENT NO. 1

(Mark One)

¥y ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2003

OR

" TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 0-24206

Penn National Gaming, Inc.

(Exact name of registrant as specified in its charter)



Edgar Filing: PENN NATIONAL GAMING INC - Form 10-K/A

Pennsylvania 23-2234473
(State or other jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification No.)

Wyomissing Professional Center
825 Berkshire Blvd., Suite 200

Wyomissing, Pennsylvania 19610
(Address of principal executive offices) (Zip Code)

Registrant s telephone number, including area code: (610) 373-2400

Securities registered pursuant to Section 12(b) of the Act:

Name of each
Title of each class exchange on which registered
None None

Securities registered pursuant to Section 12(g) of the Act:
Common Stock, par value $.01 per share
(Title of Class)

Indicate by check mark whether the registrant (1) has filed all reports to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports) and (2) has been subject to such

filing requirements for the past 90 days. Yes y. No o.

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of the registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this

Form 10-K or any amendment to this Form 10-K. ¥

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes y. No o.

As of June 30, 2003, the aggregate market value of the voting stock held by non-affiliates of the registrant was approximately $811.6 million.
Such aggregate market value was computed by reference to the closing price of the Common Stock as reported on the Nasdaq National Market
on June 30, 2003. For purposes of making this calculation only, the registrant has defined affiliates as including all directors, executive officers
and beneficial owners of more than ten percent of the Common Stock of the Company.

The number of shares of the registrant s Common Stock outstanding as of March 2, 2004 was 39,896,450.

DOCUMENTS INCORPORATED BY REFERENCE



Edgar Filing: PENN NATIONAL GAMING INC - Form 10-K/A

Portions of the registrant s definitive proxy statement for its 2004 annual meeting of shareholders are incorporated by reference into Part III.




Edgar Filing: PENN NATIONAL GAMING INC - Form 10-K/A

TABLE OF CONTENTS
PART I
ITEM 1. BUSINESS
ITEM 2. PROPERTIES 19
ITEM 3. LEGAL PROCEEDINGS 20
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 21
PART I1
ITEM 5. MARKET FOR REGISTRANT S COMMON EQUITY AND RELATED 22
SHAREHOLDER MATTERS
ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA 23
ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL 24
CONDITION AND RESULTS OF OPERATIONS
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT 40
MARKET RISK
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 42
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON 12
ACCOUNTING AND FINANCIAL DISCLOSURE
ITEM 9A. CONTROLS AND PROCEDURES 12
PART II1
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 12
ITEM 11. EXECUTIVE COMPENSATION 12
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND 72
MANAGEMENT AND RELATED STOCKHOLDERS MATTERS
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 12
ITEM 14. PRINCIPAL. ACCOUNTANT FEES AND SERVICES 3
PART IV
ITEM 15. EXHIBITS. FINANCIAL STATEMENT SCHEDULES. AND REPORTS 73
ON FORM 8-K

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act, as amended. These statements are included throughout the document, including the section entitled

Risk Factors, and relate to our business strategy, our prospects and our financial position. These statements can be identified by the use of
forward-looking terminology such as believes, estimates, expects, intends, may, will, should or anticipates or the negative or other
these or similar words, or by discussions of strategy or risks and uncertainties. Specifically, forward-looking statements may include, among
others, statements concerning:

our expectations of future results of operations or financial condition;

our expectations for our properties and the facility that we manage in Canada;

the timing, cost and expected impact on our market share and results of operations of our planned capital
expenditures;
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the impact of our regional diversification;

our expectations with regard to further acquisitions and the integration of any companies we have acquired or
may acquire;

the outcome and financial impact of the litigation in which we are involved;
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the actions of regulatory authorities with regard to our business and the impact of any such actions;

the expected effect of regulatory changes that we are pursuing or monitoring; and

our expectations of the continued availability of capital resources.

Although we believe that the expectations reflected in such forward-looking statements are reasonable, they are inherently subject to risks,
uncertainties and assumptions about our subsidiaries and us, and accordingly, our forward-looking statements are qualified in their entirety by
reference to the factors described below under the heading Risk Factors and in the information incorporated by reference herein. Important
factors that could cause actual results to differ materially from the forward-looking statements include, without limitation, risks related to the
following:

the passage of state, federal or local legislation that would expand, restrict, further tax or prevent gaming
operations in the jurisdictions in which we do business;

the activities of our competitors;

increases in our effective rate of taxation at any of our properties or at the corporate level;

successful completion of capital projects at our gaming and pari-mutuel facilities;

the existence of attractive acquisition candidates and the costs and risks involved in the pursuit of those
acquisitions;

our ability to maintain regulatory approvals for our existing businesses and to receive regulatory approvals for
our new businesses;

the maintenance of agreements with our horsemen and pari-mutuel clerks;
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our dependence on key personnel;

the impact of terrorism and other international hostilities;

the availability and cost of financing; and

the outcome and financial impact from the event of default under the indentures governing the 13% senior
secured notes due 2006 and 13% first mortgage notes due 2006 issued by the Hollywood Casino Shreveport general
partnership and Shreveport Capital Corporation.

All subsequent written and oral forward-looking statements attributable to us or persons acting on our behalf are expressly qualified in their
entirety by the cautionary statements included in this document. We undertake no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise, except as required by law. In light of these risks, uncertainties
and assumptions, the forward-looking events discussed in this document may not occur.
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EXPLANATORY NOTE

This Amendment No. 1 to our Annual Report on Form 10-K for the fiscal year ended December 31, 2003 is being filed solely for the purpose of
responding to comments of the staff of the Securities and Exchange Commission. In order to preserve the nature and character of the disclosures
as originally filed, except to address the comments of the Securities and Exchange Commission staff, no attempt has been made in this
Amendment No. 1 to modify or update disclosures as presented in our Annual Report on Form 10-K for the fiscal year ended December 31,
2003 for events that occurred subsequent to its original filing on March 15, 2004. Accordingly, this Amendment No. 1 to our Annual Report on
Form 10-K should be read in conjunction with our subsequent filings with the Securities and Exchange Commission. None of these revisions
change our previously reported net revenues, income from operations, net income, income per share or cash flows for the periods included, nor
result in a restatement of our financial position or results of operations.

il
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PART I

ITEM 1. BUSINESS

Overview

We are a leading, diversified, multi-jurisdictional owner and operator of gaming properties, as well as horse racetracks and associated off-track
wagering facilities, or OTWs, which we collectively refer to in this document as our pari-mutuel operations. We own or operate nine gaming
properties located in Colorado, Illinois, Louisiana, Mississippi, Ontario and West Virginia that are focused primarily on serving customers
within driving distance of the properties. We also own two racetracks and eleven OTWs in Pennsylvania, one racetrack in West Virginia, and,
through a joint venture, own and operate a racetrack in New Jersey. We believe that our portfolio of assets provides us with a diversified cash
flow from operations. We intend to continue to expand our gaming operations through the implementation of a disciplined capital expenditure
program at our existing properties and the continued pursuit of strategic acquisitions of gaming properties in attractive regional markets.

On March 3, 2003, we completed the acquisition of Hollywood Casino Corporation for a purchase price and related acquisition costs of
approximately $843.3 million including net liabilities assumed, bringing three new regional markets to our expanded gaming portfolio: Aurora,
Illinois, Tunica, Mississippi and Shreveport, Louisiana. We believe this combination with Hollywood Casino Corporation makes us the sixth
largest publicly-traded gaming company in the United States based on reported total revenues.

The following table summarizes certain features of our properties and our managed facility as of March 1, 2004:

Gaming
Type of Square Gaming Table
Location Facility Footage Machines Games
Owned Gaming Properties:
Charles Town Entertainment Land-based gaming/
Complex Charles Town, WV Thoroughbred racing 121,700 3,500
Hollywood Casino Aurora Aurora, IL Dockside gaming 53,000 1,161 28
Casino Rouge Baton Rouge, LA Dockside gaming 28,000 1,097 31
Casino Magic-Bay St. Louis Bay St. Louis, MS Dockside gaming 39,500 1,210 30
Hollywood Casino Tunica Tunica, MS Land-based gaming 54,000 1,626 39
Boomtown Biloxi Biloxi, MS Dockside gaming 33,600 1,118 21
Hollywood Casino Shreveport Shreveport, LA Dockside gaming 59,000 1,434 71
Bullwhackers Black Hawk, CO Land-based gaming 20,700 890
Operated Gaming Property:
Casino Rama Orillia, Ontario Land-based gaming 90,766 2,312 122
Racing Properties:
Penn National Race Course(1) Harrisburg, PA Thoroughbred racing
Pocono Downs(1) Wilkes-Barre, PA Harness racing
Freehold Raceway(2) Monmouth, NJ Harness racing -
Totals R 500,266 14,348 342
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(1) In addition to our racetracks, Penn National Race Course and Pocono Downs operate six and five off-track
wagering facilities, respectively, located throughout Pennsylvania.

) Pursuant to a joint venture with Greenwood New Jersey, Inc., a subsidiary of Greenwood Racing, Inc.

Recent Developments

Discussions concerning the potential acquisition of Wembley plc

On November 19, 2003, we announced that we were in discussions with Wembley plc concerning the cash acquisition of some or all of the
assets of Wembley plc. On January 27, 2004, the boards of MGM Mirage and

ITEM 1. BUSINESS
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Wembley announced that they reached an agreement on an acquisition by MGM Mirage of Wembley plc. We wrote off all of our costs in
connection with the due diligence related to the potential acquisition of Wembley plc.

Development activity in Maine

In November 2003, Maine voters approved legislation permitting the operation of slot machines at existing commercial racetracks provided that
the commercial racetrack receives local referendum approval of such operations on or before December 31, 2003. The law required that any
such local referendum occur in the racetrack s home community or in a community within a five-mile radius of the racetrack.

There are two commercial racetracks in the State of Maine. Bangor Raceway is located in Bangor, Maine. It is operated by Bangor Historic
Track, Inc., or BHT, on property owned by the City of Bangor. Scarborough Downs is located in Scarborough, Maine. It is owned and operated
by Davric Maine Corporation. Voters in Bangor approved the operation of slot machines at Bangor Raceway in June 2003. Voters in
Scarborough declined to approve the operation of slot machines at Scarborough Downs in November 2003.

On December 10, 2003, we announced the execution of an agreement with Davric Maine Corporation that grants us the exclusive rights to
develop and operate any gaming facilities, subject to local and regulatory approvals, that Scarborough Downs may be entitled to develop. Under
the terms of the agreement, we agreed to provide funding and to work with Scarborough Downs to obtain the local and other approvals
necessary to operate a racing and gaming facility in Southern Maine and to obtain a site for such facility. In addition, provided that the necessary
approvals have been granted, we agreed to fund the construction costs for the facility. Scarborough Downs would operate the racing facility and
receive 100% of the racing facility s net income. Subject to licensing requirements, we would operate the proposed gaming facility and receive
100% of the proposed gaming facility s net income subject to a net gaming revenue sharing arrangement with Scarborough Downs that varies
depending on the gaming taxes, horsemen purses and other statutory payments.

In December 2003, we worked with Scarborough Downs in an attempt to obtain local referendum approval in Westbrook, Maine and Saco,
Maine. Voters in both towns declined to approve the operation of slot machines in special municipal elections held on December 30, 2003. As a
result, absent a change to current legislation, Scarborough Downs does not currently have an opportunity to obtain the legal right to operate slot
machines at its facility. Both Scarborough Downs and we have made proposals to the legislature to amend the current legislation; however, no
assurance can be given that the legislature will approve such amendments. As of December 31, 2003, we have expensed approximately $750,000
for costs associated with seeking local approvals to operate a gaming facility.

On January 6, 2004, we entered into an agreement with Shawn Scott and Capital Seven, LLC to purchase all of the shares of BHT. In
conjunction with the purchase agreement, we also secured an option to purchase the interests in Vernon Downs, which does business as
Mid-State Raceway, a harness racing facility in Vernon, New York, controlled by an affiliate of Capital Seven, LLC. Initially, the purchase
agreement provided that the purchase price would consist of up front cash, progress and milestone payments and a final and more significant
payment, subject to adjustment based on the final passage of gaming legislation. The agreement also provided that the closing was subject to a
number of conditions and contingencies, including gaming and other approvals.

On January 15, 2004, the Maine Harness Racing Commission, or MHRC, issued an order providing that they would issue a conditional license
to BHT if, among other things, we accelerated our purchase of BHT. In order to comply with the MHRC order, we amended our purchase
agreement to provide for an accelerated closing without the payment of any additional funds and to provide for the payment of the balance of the
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purchase price over time if, and when, the various conditions and contingencies specified for such additional payments were satisfied. In
addition, we also provided for a put mechanism allowing us to dispose of our ownership interest under certain circumstances. Upon exercise of
the put, the shares would be transferred to a trustee who has been instructed to resell the shares for the benefit of the seller. In such event, the
seller will be entitled to keep any amounts paid or accrued through the date of the put. On February 12, 2004, after the completion of the due
diligence process, we decided not to exercise our option to purchase the interest in Vernon Downs.
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At this stage, no assurance can be given that we will be able to complete the transaction contemplated by the purchase agreement. In addition,
both the regulatory and legislative environment are currently subject to significant uncertainty. While the voter initiated legislation authorizing
the operation of slot machines at commercial tracks became effective in February 2004, the MHRC has not yet commenced the process of
adopting rules and regulations necessary to allow for the issuance of gaming related licenses. In addition, the Maine legislature is currently
considering various amendments to the existing legislation that may adversely impact the timing and ability of BHT to conduct gaming
operations. Finally, although the MHRC issued an order on March 3, 2004 conditionally granting to BHT a license, subject to certain
conditions, to conduct racing operations at Bangor Raceway in 2004, certain special interest groups have commenced litigation challenging the
grant of the racing license to BHT. While we intend to defend BHT vigorously, such challenges, if successful, may adversely impact the timing
and ability of BHT to conduct racing or gaming operations at Bangor Raceway.

Bid for Illinois license

On January 22, 2004, we submitted a bid to finance and construct a casino in the greater Chicago area. We were one of seven companies
seeking to purchase the bankrupt Emerald Casino, Inc. and one of three companies proposing to construct a casino in Rosemont, Illinois. We
were not among the three finalists selected by the Illinois Gaming Board on February 24, 2004.

Hollywood Casino Shreveport

On February 3, 2004, our indirect subsidiary, HCS I, Inc., the managing general partner of Hollywood Casino Shreveport general partnership, or
HCS, announced that its Board of Directors has initiated a process that it hopes will result in the sale or other disposition of the riverboat
casino/hotel complex of HCS located in Shreveport, Louisiana. The announcement followed action by the Board authorizing HCS s financial
advisor, Libra Securities LLC, to begin contacting potential acquirers. The Board also authorized the creation of an independent committee to
oversee the sale process, consisting of the director who is not employed directly by us. The Board created the independent committee in case we
seek to participate as a bidder in the sale process. The Board took action after consultation with an ad hoc committee of holders of the

$150 million First Mortgage Notes due 2006 and the $39 million Senior Secured Notes due 2006, which we refer to as the Hollywood Casino
Shreveport notes, issued by HCS and its subsidiary Shreveport Capital Corporation. Although no formal agreement has been reached with the
ad hoc committee regarding the sale process, HCS anticipates that it will consult with the ad hoc committee throughout the process. There can
be no assurance that the process will result in the sale or other disposition of the riverboat casino/hotel complex or that, if it does, the sale
proceeds will be adequate to pay the Hollywood Casino Shreveport notes in full. HCS currently anticipates that any transaction would be
effected through a federal bankruptcy proceeding. HCS did not make the August 1, 2003 and the February 1, 2004 interest payments,
aggregating $24.6 million, due on the Hollywood Casino Shreveport notes. The Hollywood Casino Shreveport notes have been in default under
the terms of their respective note indentures since May 2003. The Hollywood Casino Shreveport notes are non-recourse to us and our
subsidiaries (other than HCS, Shreveport Capital Corporation, HCS I, Inc., HCS 1II, Inc. and HWCC-Louisiana, Inc.).

Owned Gaming Properties

Charles Town Entertainment Complex

The Charles Town Entertainment Complex in Charles Town, West Virginia was our most profitable property for 2003. The Charles Town
Entertainment Complex features approximately 3,500 gaming machines (up from 2,715 in 2002), live thoroughbred racing, simulcast wagering
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and dining. The facility is located within approximately a one-hour drive from Baltimore, Maryland and Washington, D.C. and is the only
gaming property located conveniently west of these two cities. The complex is located on a portion of a 250-acre parcel and includes a -mile
all-weather, lighted thoroughbred racetrack with a 3,000-person grandstand. Significant undeveloped land surrounds the property and we have a
right of first refusal for an additional 250 acres that are adjacent to the complex.

We have undertaken a number of initiatives to drive growth at Charles Town. In September 2002, we opened 20,000 square feet of new gaming
space along with a five-outlet food court, two lounges and a larger retail
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shop. On July 1, 2003, we opened the Hollywood slot gaming area, a 38,100 square foot themed area with 746 slot machines. The new gaming
area offers a stage, lounge and new valet entrance. In 2004, we seek to expand the parking garage and add an additional 300 gaming machines.

Hollywood Casino Aurora

Hollywood Casino Aurora is located in Aurora, Illinois, the third largest city in Illinois, approximately 35 miles west of Chicago. The facility is
easily accessible from major highways, can be reached by train from downtown Chicago, and is approximately 30 miles from both the O Hare
International and Midway airports. The principal target markets are Chicago and the surrounding northern and western suburbs.

Hollywood Casino Aurora is a 53,000 square foot single-level dockside casino facility with 28 gaming tables and 1,161 gaming machines. The
facility features a glass-domed, four-story atrium with two upscale lounges, the award-winning Fairbanks® gourmet steakhouse, the Hollywood
Epic Buffet®, a 1950 s-style diner, a high-end customer lounge and a private dining room for premium players. Hollywood Casino Aurora also
has two parking garages with approximately 1,564 parking spaces. In addition, Hollywood Casino Aurora has retail items at the Hollywood
Casino Studio Store , a highly themed shopping facility that offers movies on video, soundtrack compact discs and logo merchandise from major
Hollywood studios.

Casino Rouge

Casino Rouge is currently one of two dockside riverboat gaming facilities operating in Baton Rouge, Louisiana. The property features a
four-story, 47,000-square foot riverboat casino, reminiscent of a nineteenth century Mississippi River paddlewheel steamboat, and a two-story,
58,000-square foot dockside embarkation building. The riverboat features approximately 28,000 square feet of gaming space, 1,097 gaming
machines and 31 table games and has a capacity of 1,800 customers. The dockside embarkation facility offers a variety of amenities, including a
steakhouse, a 268-seat buffet, food and bar service, a lounge area that includes a band stage and dance floor, meeting and planning space and a
gift shop.

Casino Magic  Bay St. Louis

Casino Magic Bay St. Louis currently offers 39,500 square feet of gaming space, with 1,210 slot machines and 30 table games. Casino Magic
Bay St. Louis is located on the Mississippi Gulf Coast, within driving distance of New Orleans, Louisiana, Mobile, Alabama and other cities in
the Southeast. We were the first dockside casino in Mississippi to operate on a barge rather than a traditional riverboat. The casino is located on
a 17-acre marina with the adjoining land-based facilities situated on 591 acres. The property includes the 291-room Bay Tower Hotel, the
201-room Casino Magic Inn, banquet and meeting space, a 10,000 square foot conference facility, an 1,800-seat entertainment facility, an
18-hole Arnold Palmer-designed championship golf course, five restaurant venues and a live entertainment lounge. There remains ample room
for expansion, to the extent the market grows.

Hollywood Casino Tunica
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Hollywood Casino Tunica is located in Tunica, Mississippi. Tunica County is the closest gaming jurisdiction to, and is easily accessible from,
the Memphis, Tennessee metropolitan area. The Tunica market has become a regional destination resort, attracting customers from surrounding
markets such as Nashville, Tennessee, Atlanta, Georgia, St. Louis, Missouri, Little Rock, Arkansas, and Tulsa, Oklahoma.

Hollywood Casino Tunica features a 54,000 square foot, single-level casino with approximately 1,626 slot machines and 39 table games.
Hollywood Casino Tunica s 494-room hotel and 123-space recreational vehicle park provide overnight accommodations for its patrons. In 2003,
we completed the conversion of 22 hotel rooms into eleven new suites and renovations to the rest of the hotel rooms.

The casino includes the highly-themed Adventure Slots® gaming area, featuring multimedia displays of memorabilia from famous adventure
motion pictures and over 200 slot machines. Additional entertainment amenities include the award-winning Fairbanks steakhouse, the
Hollywood Epic Buffet, a 1950 s-style diner named
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the Hollywood Diner, an entertainment lounge, a premium players club, a themed bar facility, an indoor pool and showroom as well as banquet
and meeting facilities. There is also an 18-hole championship golf course adjacent to the facility that is owned and operated through a joint
venture with Harrah s and Boyd Gaming. In addition, Hollywood Casino Tunica offers parking for 1,635 cars.

Boomtown Biloxi

Boomtown Biloxi, also located in the Mississippi Gulf Coast, offers 33,600 square feet of gaming space, with 1,118 slot machines and 21 table
games. In addition, the property includes a full service buffet/menu service restaurant, a 120-seat deli-style restaurant, a full-service bakery, a
western dance hall/cabaret and a 20,000-square foot family entertainment center.

Boomtown Biloxi offers gaming and entertainment amenities to primarily local, middle-income customers. The casino has an old west theme
with western memorabilia, country/western music and employees dressed in western attire. Our strategy is to continue to focus on this market
by providing moderately priced, quality amenities and by utilizing a broad array of marketing programs.

Hollywood Casino Shreveport

Hollywood Casino Shreveport is located in Shreveport, Louisiana, and is 190 miles east of Dallas, Texas. The principal target markets for
Hollywood Casino Shreveport are Dallas, Fort Worth and other communities in East Texas.

The Hollywood Casino Shreveport resort consists of a 403-room, all suites, art deco-style hotel, and a three-level riverboat dockside casino. The
casino contains approximately 59,000 square feet of space with approximately 1,434 slot machines and 71 table games.

The centerpiece of the resort is a 170,000 square foot land-based pavilion housing numerous restaurants and entertainment amenities. An
85-foot wide seamless entrance connects the casino to the land-based pavilion on all three levels resulting in the feel of a land-based casino.
Other amenities include the Fairbanks gourmet steakhouse, the Hollywood Epic Buffet, the Hollywood Diner, the Director s Club and the
Celebrity Lounge. Hollywood Casino Shreveport also features the unique Hollywood theme throughout its gaming, dining and entertainment
facilities that has been successfully applied at Hollywood Casino Aurora and Hollywood Casino Tunica.

Bullwhackers

In April 2002, we acquired the assets of the Bullwhackers properties in Black Hawk, Colorado from Colorado Gaming and Entertainment Co., a
subsidiary of Hilton Group plc. These assets include the Bullwhackers Casino, the adjoining Bullpen Sports Casino and the Silver Hawk Saloon
and Casino. The Bullwhackers Casino includes 20,700 square feet of gaming space consisting of 890 slot machines. These casinos are located
on leased land and 3.25 acres of land purchased by us in the acquisition, most of which is utilized for a 475-car parking area.
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In 2003, we completed renovations to the interior and exterior of our casinos to improve the quality of the customer experience and increase our
market share. On April 24, 2003, we completed the purchase of the land lease for Bullwhackers Casino for $6.1 million including closing costs.

Operated Gaming Property

Casino Rama

Through CHC Casinos Canada Limited, or CHC Casinos, our indirectly wholly-owned subsidiary, we operate Casino Rama, a full service
gaming and entertainment facility, on behalf of the Ontario Lottery and Gaming Corporation, an agency of the Province of Ontario. Casino
Rama was established in July 1996 and is located on the lands of the Mnjikaning First Nation, approximately 90 miles north of Toronto. The
property has approximately 90,766 square feet of gaming space, 2,312 gaming machines and 122 table games. A 5,000-seat entertainment
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facility was opened in July 2001 and a 300-room hotel was opened on June 30, 2002. The majority of the capital for this expansion was
financed by an affiliate of the Mnjikaning First Nation, and is projected to be repaid out of the revenue of Casino Rama pursuant to the terms of
the management contract. We were not required to commit any capital to these projects.

The Development and Operating Agreement under which CHC Casinos operates the facility, which we refer to as the management contract for
Casino Rama, sets out the duties, rights and obligations of CHC Casinos. As the operator, CHC Casinos is entitled to a base fee equal to 2.0% of
gross revenues of the casino and an incentive fee equal to 5.0% of the casino s net operating profit. The agreement terminates on July 31, 2011,
and the Ontario Lottery and Gaming Corporation has the option to extend the term of the agreement and CHC Casinos appointment as operator
for two successive periods of five years each commencing on August 1, 2011.

Racing Properties

Racing Property Overview

In addition to our gaming assets, we own and operate Penn National Race Course, Pocono Downs and eleven off-track wagering facilities, or
OTWs, in Pennsylvania and Freehold Raceway in New Jersey.

Penn National Race Course is located on approximately 225 acres and is 15 miles northeast of Harrisburg, 100 miles west of Philadelphia and
200 miles east of Pittsburgh. Penn National is one of only two thoroughbred racetracks in Pennsylvania. The property includes a one-mile
all-weather, lighted thoroughbred racetrack, a 7/8-mile turf track, a grandstand and a clubhouse. The property also includes approximately 400
acres that are available for future expansion or development.

Pocono Downs, located on approximately 400 acres in Plains Township, outside Wilkes-Barre, Pennsylvania, is one of only two harness
racetracks in Pennsylvania. The property includes a 5/8-mile all-weather, lighted harness racetrack, a grandstand and a clubhouse.

Our OTWs and racetracks provide areas for viewing import simulcasts and televised sporting events, placing pari-mutuel wagers and dining.

We operate eleven of the twenty-one OTWs in operation in Pennsylvania; two remaining OTWs are authorized for operation. Only licensed
racing associations can operate OTWs or accept customer wagers on simulcast races. We have been transmitting simulcasts of our races to other
OTWs and receiving simulcasts of races from other OTWs for wagering by customers at our OTW locations year-round for more than eight
years. Import simulcasts typically include races from premier racetracks such a Belmont Park, Churchill Downs, Gulfstream Park, Hollywood
Park, Santa Anita and Saratoga.

In October 1998, we formed a 50%-50% joint venture with Greenwood New Jersey, Inc., a subsidiary of Greenwood Racing, Inc. In

January 1999, Greenwood New Jersey acquired certain assets of Garden State Park and Freehold Raceway on behalf of the joint venture. In
July 1999, after receiving New Jersey Racing Commission approval, we completed our investment in the joint venture through our interest in
Pennwood Racing, Inc. Until May 2001, we operated and held a leasehold interest in Garden State Park through our interest in Pennwood
Racing, Inc. In May 2001, Garden State Park was sold and the joint venture ceased operating it. Freehold Raceway is located on a 51-acre site
in western Monmouth, New Jersey and is the nation s oldest harness track. The property is located less than fifty miles from New York City.
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Daytime racing has been conducted at Freehold Raceway since 1853 and pari-mutuel wagering commenced in 1941. The grandstand can
accommodate up to 10,000 spectators in its 150,000 square foot, five level, steel frame, enclosed, fully heated and air conditioned facility. The
grandstand also offers a sit-down restaurant and seven concession stands.

Agreements with Horsemen and Pari-Mutuel Clerks

We are required to have agreements with the horsemen at each of our racetracks to conduct our live racing and simulcasting activities. In
addition, in order to operate gaming machines in West Virginia, we must maintain agreements with each of the Charles Town horsemen,
pari-mutuel clerks and breeders.
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At the Charles Town Entertainment Complex, we have an agreement with the Charles Town horsemen that expires on June 30, 2004 and an
agreement with the breeders that expires on June 30, 2004. The pari-mutuel clerks at Charles Town are represented under a collective
bargaining agreement with the West Virginia Division of Mutuel Clerks which expires on December 31, 2004.

Our agreement with the Pennsylvania Thoroughbred horsemen at Penn National Race Course expires on March 31, 2004. Our agreement with
the Pennsylvania Harness horsemen at Pocono Downs expires on March 16, 2004.

We have an agreement in place with the Sports Arena Employees Local 137 (AFL-CIO) with respect to pari-mutuel clerks and admission
personnel at six of our OTWSs. That agreement expires on September 30, 2005. We also have an agreement with Local 137 at Penn National
Race Course with respect to pari-mutuel clerks and admissions and Telebet personnel that expired on September 30, 2002. To date, we have
operated under that contract by formal and informal extensions.

Pennwood Racing also has an agreement in effect with the horsemen at Freehold Raceway which expires May 2006.

Telephone Account Wagering/Internet Wagering

In 1983, we pioneered Telebet®, the complete account wagering operation for Penn National Race Course. The platform offers account
wagering on more than 70 U.S. racetracks, and currently has more than 8,900 active telephone account betting customers from the 17 states that
permit account wagering. In 1995, Pocono Downs instituted Dial-A-Bet®, a similar account betting system.

We have also developed strategic relationships to further our wagering activities. In August 1999, we entered into an agreement with eBet
Limited, an Internet wagering operation in Australia, to license their eBetUSA.com technology in the U.S. Through eBetUSA.com, Inc., our
wholly-owned subsidiary, we use the eBetUSA.com technology to permit on-line pari-mutuel horseracing wagering over the internet in selected
jurisdictions with the approval of the Pennsylvania State Horse Racing Commission and the Pennsylvania Harness Racing Commission and as
permitted by applicable federal and state laws, rules and regulations. We currently accept wagers from residents of 17 U.S. jurisdictions.

In April 2001, we entered into an agreement with Playboy.com, Inc., a wholly-owned subsidiary of Playboy Enterprises, Inc., to develop and
operate the PlayboyRacingUSA.com, an online pari-mutuel horseracing wagering site. We are responsible for the day-to-day operations of the
site and Playboy is responsible for marketing related services, user interface and design.

Trademarks

We own a number of trademarks registered with the U.S. Patent and Trademark Office, or U.S. PTO, including but not limited to, Telebet,
Dial-A-Bet and Players Choice. We also have a number of trademark applications pending with the U.S. PTO.
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BSL, Inc., our wholly-owned subsidiary entered into a License Agreement with Casino Magic Corp. dated August 8, 2000 pursuant to which it
uses Casino Magic and other trademarks.

BTN, Inc., our wholly-owned subsidiary, entered into a License Agreement with Boomtown, Inc. dated August 8, 2000 pursuant to which it uses
Boomtown and other trademarks.

As a result of our acquisition of Hollywood Casino Corporation, we own the service mark Hollywood Casino which is registered with the U.S.
Patent and Trademark Office. We have been informed that our rights to the Hollywood Casino service mark are well established and have
significant competitive value to the Hollywood casino properties. We have also acquired other trademarks used by the Hollywood Casino
facilities and their related services. These marks are either registered or are the subject of pending applications with the U.S. PTO.
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Competition

Gaming Operations

The gaming industry is highly fragmented and characterized by a high degree of competition among a large number of participants, many of
which have financial and other resources that are greater than our resources. Competitive gaming activities include casinos, video lottery
terminals and other forms of legalized gaming in the U.S. and other jurisdictions.

Legalized gambling is currently permitted in various forms throughout the U.S. and in several Canadian provinces. Other jurisdictions may
legalize gaming in the near future. In addition, established gaming jurisdictions could award additional gaming licenses or permit the expansion
of existing gaming operations. New or expanded operations by other persons will increase competition for our gaming operations and could
have a material adverse impact on us.

Charles Town, West Virginia. Our gaming machine operations at the Charles Town Entertainment Complex face
competition from other gaming machine venues in West Virginia and in neighboring states (including, but not limited
to, Dover Downs, Delaware Park and Harrington Raceway in Delaware and the casinos in Atlantic City, New Jersey).
These venues are permitted to offer significantly higher stakes for their gaming machines than are permitted in West
Virginia. Atlantic City, New Jersey does not have a per-pull limit on its gaming machines, while Delaware has a $25
per-pull limit. The per-pull limit in West Virginia is currently $5 per gaming machine. In addition, both Maryland
and Pennsylvania are considering the legislation permitting slot machines in their states. The failure to attract or
retain gaming machine customers at the Charles Town Entertainment Complex, whether arising from such
competition or from other factors, could have a material adverse effect on our business, financial condition and results
of operations. The West Virginia Legislature is considering a bill to allow certain table games at racetracks in the
state, although it appears that there are insufficient votes to pass table games legislation this season.

Aurora, Illinois. Aurora is part of the Chicago-area market that includes properties in the Chicago suburbs in both
[linois and northern Indiana. Hollywood Casino Aurora faces competition from eight other riverboat casinos in the
Chicago-area market, three dockside casinos that are located in Illinois and five dockside casinos that are located in
Indiana. Due to the significantly higher gaming taxes imposed on Illinois riverboats in 2002 and 2003, the Indiana
riverboats are generally able to spend greater amounts on marketing and other amenities, which has significantly
increased their ability to compete with the Illinois riverboats.

New competition in the region is currently limited by state legislation. The Illinois Riverboat Gambling Act and the regulations promulgated by
the Illinois Gaming Board under the Riverboat Gambling Act authorize only ten owners licenses for riverboat gaming operations in Illinois and
permit a maximum of 1,200 gaming positions at any time for each of the ten licensed sites. All authorized owners licenses have been granted;
however, one of the licenses is dormant due to a pending bankruptcy proceeding and ongoing dispute among the investors in such license, their
host city, the Illinois Gaming Board and Illinois government. Illinois is currently seeking to sell this tenth license. In the event that these
disputes are fully resolved and a sale is consummated, this license will likely become operational. We may face additional competition if such a
licensee were to open a gaming facility near Hollywood Casino Aurora.

ITEM 1. BUSINESS 23



Edgar Filing: PENN NATIONAL GAMING INC - Form 10-K/A

Baton Rouge, Louisiana. Casino Rouge faces competition from land-based and riverboat casinos throughout Louisiana
and on the Mississippi Gulf Coast, casinos on Native American lands and from non-casino gaming opportunities
within Louisiana. The principal competitor to Casino Rouge is the Argosy Casino, which is the only other licensed
riverboat casino in Baton Rouge. We also face competition from three major riverboat casinos and one land-based
casino in the New Orleans area, which is approximately 75 miles from Baton Rouge, and from three Native American
casinos in Louisiana. The two closest Native American casinos are land-based facilities located approximately 45
miles southwest and approximately 65 miles northwest of Baton Rouge. In addition, we face competition from a
racetrack located approximately 55 miles from Baton Rouge that began operating approximately 1,500 gaming
machines in December