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(775) 335-4600
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Indicate by check mark whether the registrant (1) has filed all reports required 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 x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
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Exchange Act. (Check one):



Edgar Filing: MONARCH CASINO & RESORT INC - Form 10-Q

Large Accelerated Filer o Accelerated Filer x

Non-Accelerated Filer o Smaller Reporting Company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

Common stock, $0.01 par value 16,141,492 shares
Class Outstanding at July 27, 2012




Edgar Filing: MONARCH CASINO & RESORT INC - Form 10-Q

Table of Contents

TABLE OF CONTENTS

PART I - FINANCIAL INFORMATION
Item 1. Financial Statements

Condensed Consolidated Statements of Income for the three and six months ended

June 30. 2012 and 2011 (unaudited)

Condensed Consolidated Balance Sheets at June 30, 2012 (unaudited) and
December 31, 2011

Condensed Consolidated Statements of Cash Flows for the six months ended

June 30. 2012 and 2011 (unaudited)
Notes to Condensed Consolidated Financial Statements (unaudited)

Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

Item 3. Quantitative and Qualitative Disclosures About Market Risk
Item 4. Controls and Procedures

PART II - OTHER INFORMATION

Item 1. Legal Proceedings

Item 1A. Risk Factors

Item 6. Exhibits

Page Number

18
25

25

26
27

30




Edgar Filing: MONARCH CASINO & RESORT INC - Form 10-Q

Table of Contents

PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Revenues

Casino

Food and beverage

Hotel

Other

Gross revenues

Less promotional allowances
Net revenues

Operating expenses

Casino

Food and beverage

Hotel

Other

Selling, general and administrative
Depreciation and amortization
Acquisition expense

Total operating expenses
Income from operations
Other expenses

Interest expense

Total other expense

Income before income taxes
Provision for income taxes
Net income

Earnings per share of common stock
Net income

Basic

Diluted

Weighted average number of common shares
and potential common shares outstanding
Basic

Diluted

MONARCH CASINO & RESORT, INC.

Condensed Consolidated Statements of Income

(Unaudited)
Three Months Ended
June 30,
2012 2011
$ 34,876,560 $ 26,076,953 $
12,110,284 10,933,018
5,305,178 5,490,621
2,245,285 1,930,784
54,537,307 44,431,376
(8,695,525) (7,271,503)
45,841,782 37,159,873
13,853,725 9,589,732
5,042,444 4,903,568
1,546,694 1,568,538
765,841 719,231
15,362,510 11,274,007
4,260,205 3,436,015
1,625,930
42,457,349 31,491,091
3,384,433 5,668,782
(577,000) (194,746)
(577,000) (194,746)
2,807,433 5,474,036
(1,014,675) (1,915,900)
$ 1,792,758 $ 3,558,136 $
$ 0.11 $ 0.22
$ 0.11 $ 0.22
16,139,074 16,138,158
16,249,450 16,223,488

Six Months Ended
June 30,
2012

60,048,116 $
22,696,078
9,673,620
4,382,641
96,800,455
(16,328,581)
80,471,874

23,749,312
9,768,197
2,841,888
1,492,065

27,047,891
7,635,289
1,700,521

74,235,163
6,236,711

(905,661)
(905,661)
5,331,050
(1,896,925)
3,434,125 $

0.21 $
0.21 $

16,138,616
16,253,730

2011

49,289,639
21,025,756
10,494,662

3,830,046
84,640,103

(14,194,414)

70,445,689

19,066,039
9,592,125
2,997,491
1,453,177

22,181,235
6,830,401

62,120,468
8,325,221

(483,268)

(483,268)
7,841,953

(2,744.,671)
5,097,282

0.32
0.31

16,138,158
16,223,207
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The Notes to the Condensed Consolidated Financial Statements are an integral part of these statements.
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MONARCH CASINO & RESORT, INC.

Condensed Consolidated Balance Sheets

ASSETS
Current assets
Cash and cash equivalents
Receivables, net
Inventories
Prepaid expenses
Deferred income taxes
Total current assets
Property and equipment
Land
Land improvements
Buildings
Building improvements
Furniture and equipment
Leasehold improvements

Less accumulated depreciation and amortization
Net property and equipment

Other assets

Goodwill

Intangible assets, net

Deferred tax asset

Other assets, net

Total other assets

Total assets

LIABILITIES AND STOCKHOLDERS
Current liabilities
Accounts payable
Accrued expenses
Federal income taxes payable
Total current liabilities
Long-term debt
Deferred income taxes
Total liabilities
Stockholders equity

EQUITY

Preferred stock, $.01 par value, 10,000,000 shares authorized; none issued
Common stock, $.01 par value, 30,000,000 shares authorized; 19,096,300 shares issued;
16,141,492 outstanding at June 30, 2012 and 16,138,158 at December 31, 2011

Additional paid-in capital

Treasury stock, 2,954,808 shares at June 30, 2012 and 2,958,142 at December 31, 2011, at

cost

Retained earnings

Total stockholders equity

Total liabilities and stockholder s equity

June 30,
2012
(Unaudited)

$ 16,375,815 $
2,794,221
2,265,773
2,742,518
554,612
24,732,939

27,914,847
6,389,279
150,843,298
11,575,883
128,022,083
1,346,965
326,092,355
(145,247,727)
180,844,628

26,575,592
11,582,469
3,965,414
1,372,138
43,495,613
$ 249,073,180 $

$ 10,474,620 $
15,087,187
962,579
26,524,386
88,000,000

114,524,386

190,963
33,691,331

(48,455,960)
149,122,460
134,548,794

$ 249,073,180 $

December 31,
2011

13,582,659
2,299,847
2,165,109
6,198,882

615,912

24,862,409

19,214,847
6,359,279
135,643,298
11,575,883
117,300,741
1,346,965
291,441,013
(138,227,868)

153,213,145

1,524,050
1,524,050
179,599,604

8,693,395
13,829,540
768,640
23,291,575
24,680,000
1,112,049
49,083,624

190,963
33,178,345

(48,541,663)
145,688,335
130,515,980
179,599,604



Edgar Filing: MONARCH CASINO & RESORT INC - Form 10-Q

The Notes to the Condensed Consolidated Financial Statements are an integral part of these statements.
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Condensed Consolidated Statements of Cash Flows

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Amortization of deferred loan costs
Share based compensation

Provision for bad debts

Deferred income taxes

Gain on disposal of assets

Changes in operating assets and liabilities:
Receivables

Inventories

Prepaid expenses

Accounts payable

Accrued expenses

Federal income taxes

Net cash provided by operating activities

Cash flows from investing activities:
Proceeds from sale of assets

Acquisition of property and equipment
Net cash paid for Riviera Black Hawk, Inc.
Net cash used in investing activities

Cash flows from financing activities:

Proceeds from exercise of stock options

Principal payments on long-term debt

Proceeds from line of credit

Net cash provided by (used in) financing activities
Net increase (decrease) in cash

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information:
Cash paid for interest

Cash paid for income taxes

Non cash transaction - reduction of jackpot liability

MONARCH CASINO & RESORT, INC.

(Unaudited)

@ PH P

Six months ended June 30,
2012

3,434,125

7,635,289
151,912
585,352
324,244
414,850
(11,200)

(700,618)

(7,664)
347,364
1,514,586

(2,584,712)
193,939
11,297,467

11,200
(5,102,242)

(66,746,605)

(71,837,647)

13,336
(8,940,000)
72,260,000
63,333,336
2,793,156
13,582,659
16,375,815

547,043
3,125,000

The Notes to the Condensed Consolidated Financial Statements are an integral part of these statements.

@ L P

2011

5,097,282

6,830,401
128,790
877,840
(82,047)

(1,500)

846,067
(82,016)
(686,951)
(1,978,253)
(1,323,011)

644,671

10,271,273

1,500
(2,465,795)

(2,464,295)

(11,600,000)

(11,600,000)
(3,793,022)
13,800,604
10,007,582

300,765
2,100,000
638,865
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MONARCH CASINO & RESORT, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation:

Monarch Casino & Resort, Inc., was incorporated in 1993 and through its wholly-owned subsidiary, Golden Road Motor Inn, Inc. ( Golden

Road ), owns and operates the Atlantis Casino Resort Spa, a hotel/casino facility in Reno, Nevada (the Atlantis ). Monarch s wholly owned
subsidiaries, High Desert Sunshine, Inc. ( High Desert ) and Golden North, Inc. ( Golden North ), each own separate parcels of land located
proximate to the Atlantis. Monarch s wholly owned subsidiary Monarch Growth Inc. ( Monarch Growth ), formed in 2011, entered into a
definitive stock purchase agreement on September 29, 2011 to purchase Riviera Black Hawk, Inc., owner of the Riviera Black Hawk Casino
(collectively Black Hawk ). Monarch Growth s acquisition of Riviera Black Hawk, Inc. was completed on April 26, 2012. Monarch Growth also
owns a parcel of land in Black Hawk, Colorado contiguous to the Riviera Black Hawk Casino.

Monarch s wholly owned subsidiary Monarch Interactive, Inc. ( Monarch Interactive ) was formed on January 4, 2012 and submitted an
interactive gaming license application with the Nevada Gaming Control Board and is undergoing the licensure process. Monarch Interactive is
not currently engaged in any operating activities.

Our sole operating assets are the Atlantis and the Riviera Black Hawk Casino. Our business strategy is to maximize revenues, operating income
and cash flow primarily through our casino, our food and beverage operations and at the Atlantis, our hotel operations. Riviera Black Hawk
does not have a hotel. We focus on delivering exceptional service and value to our guests. Our hands-on management style focuses on customer
service and cost efficiencies.

Unless otherwise indicated, Monarch, Company, we, our and us refer to Monarch Casino & Resort, Inc. and its subsidiaries.

The unaudited condensed consolidated financial statements include the accounts of Monarch and its subsidiaries. Intercompany balances and
transactions are eliminated.

Interim Financial Statements:

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly,

11
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they do not include all of the information and footnotes required by generally accepted accounting principles for complete financial statements.
In the opinion of management of the Company, all adjustments considered necessary for a fair presentation are included. Operating results for
the three and six months ended June 30, 2012 are not necessarily indicative of the results that may be expected for the year ending December 31,
2012.

The balance sheet at December 31, 2011 has been derived from the audited financial statements at that date but does not include all of the
information and footnotes required by U.S. generally accepted accounting principles for complete financial statements. For further information,
refer to the consolidated financial statements and footnotes thereto included in the Company s annual report on Form 10-K for the year ended
December 31, 2011.

12
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Fair Value of Financial Instruments:

The estimated fair value of the Company s financial instruments has been determined by the Company, using available market information and
valuation methodologies. However, considerable judgment is required to develop the estimates of fair value; thus, the estimates provided herein
are not necessarily indicative of the amounts that the Company could realize in a current market exchange.

The carrying amounts of cash, receivables, accounts payable and accrued expenses approximate fair value because of the short-term nature of
these instruments.

Goodwill and Other Intangible Assets:

The Company accounts for goodwill and other intangible assets in accordance with ASC Topic 350, Intangibles-Goodwill and Other ( ASC
Topic 350 ). The Company tests its goodwill and indefinite-lived intangible assets for impairment annually during the fourth quarter of each year,
or whenever events or circumstances make it more likely than not that impairment may have occurred. Impairment testing for goodwill is
performed at the reporting unit level, and each of the Company s casino properties is considered to be a reporting unit. The Company s annual
goodwill impairment testing utilizes a two-step process. In the first step, the estimated fair value of each reporting unit is compared with its
carrying amount, including goodwill. If the carrying value of the reporting unit exceeds its estimated fair value, then the goodwill of the
reporting unit is considered to be impaired, and impairment is measured in the second step of the process. In the second step, the Company
estimates the implied fair value of the reporting unit s goodwill by allocating the estimated fair value of the reporting unit to the assets and
liabilities of the reporting unit, as if the reporting unit had been acquired in a business combination. If the carrying value of the reporting unit s
goodwill exceeds its implied fair value, an impairment loss is recognized in an amount equal to that excess. ASU No. 2011-08, Intangibles-
Goodwill and Other (Topic 250): Testing Goodwill for Impairment (ASU 2011-08) gives companies the option to perform a qualitative
assessment that may allow them to skip the annual two-step test as appropriate.

Goodwill consists of the excess of the acquisition cost over the fair value of the net assets acquired in business combinations. In April 2012, we
recorded goodwill totaling $26.6 million related to the purchase of Riviera Black Hawk, Inc (see NOTES 2 and 9).

Business Combinations:

The acquisition method of accounting for business combinations requires us to use significant estimates and assumptions, including fair value
estimates, as of the business combination date and to refine those estimates as necessary during the measurement period (defined as the period,
not to exceed one year, in which we may adjust the provisional amounts recognized for a business combination) in a manner that is generally
similar to the previous purchase method of accounting.

Under the acquisition method of accounting, we recognize separately from goodwill the identifiable assets acquired, the liabilities assumed, and
any noncontrolling interests in an acquiree, generally at the acquisition date fair value. We measure goodwill as of the acquisition date as the
excess of consideration transferred, which we also measure at fair value, over the net of the acquisition date amounts of the identifiable assets

13
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acquired and liabilities assumed. Costs that we incur to complete the business combination such as investment banking, legal and other
professional fees are not considered part of consideration and we charge them to acquisition expense as they are incurred.

14
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Should the initial accounting for a business combination be incomplete by the end of a reporting period that falls within the measurement period,
we report provisional amounts in our financial statements. During the measurement period, we adjust the provisional amounts recognized at the
acquisition date to reflect new information obtained about facts and circumstances that existed as of the acquisition date that, if known, would
have affected the measurement of the amounts recognized as of that date and we record those adjustments to our financial statements. We apply
those measurement period adjustments that we determine to be significant retrospectively to comparative information in our financial statements,
including adjustments to depreciation and amortization expense.

Under the acquisition method of accounting for business combinations, if we identify changes to acquired deferred tax asset valuation
allowances or liabilities related to uncertain tax positions during the measurement period and they relate to new information obtained about facts
and circumstances that existed as of the acquisition date, those changes are considered a measurement period adjustment and we record the
offset to goodwill. We record all other changes to deferred tax asset valuation allowances and liabilities related to uncertain tax positions in
current period income tax expense.

Finite-Lived Intangible Assets:

The Company s finite-lived intangible assets include assets related to its customer relationships and trade name for the Riviera Black Hawk
Casino, which are amortized over their estimated useful lives using the straight-line method. The Company periodically evaluates the remaining
useful lives of its finite-lived intangible assets to determine whether events and circumstances warrant a revision to the remaining period of
amortization.

The customer relationship intangible asset represents the value associated with Riviera Black Hawk Casino s rated casino guests. The initial fair
value of the customer relationship intangible asset was estimated based on the projected net cash flows associated with these casino guests. The
recoverability of the Company s customer relationship intangible asset could be affected by, among other things, increased competition within
the gaming industry, a downturn in the economy, declines in customer spending which would impact the expected future cash flows associated
with the rated casino guests, declines in the number of visitations which could impact the expected attrition rate of the rated casino guests, and
erosion of operating margins associated with rated casino guests. Should events or changes in circumstances cause the carrying value of the
customer relationship intangible asset to exceed its estimated fair value, an impairment charge in the amount of the excess would be recognized.

Fair Value Measurement:

ASC 820 establishes a hierarchy that prioritizes fair value measurements based on the types of inputs used for various valuation techniques e.g.
market value, income approach and cost approach. The levels of the hierarchy are described below:

. Level 1: Observable inputs such as quoted prices in active markets for identical assets or liabilities.

15
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. Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly; these include quoted
prices for similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets that are not active.

. Level 3: Unobservable inputs that reflect the reporting entity s own assumptions.

The fair value measurements relating to the acquired assets of Riviera Black Hawk Casino was determined using inputs within Level 2 and
Level 3 of ASC 820 s hierarchy.

16
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Segment Reporting:

We have defined two reportable segments, (see NOTE 10), based on factors such as how we manage our operations and how our chief operating
decision maker views results. We define the chief operating decision maker as our Chief Executive Officer, Chief Financial Officer and our
Chief Operating Officer. Our chief operating decision maker organizes and manages our business primarily on the basis of Adjusted EBITDA
(see NOTE 10)

We include expenses such as corporate selling, general and administrative expense, which is not allocated to specific segments, in unallocated
corporate items.

The accounting policies of our reportable segments are the same as those described in the Summary of Significant Accounting Policies in NOTE
1 to the Consolidated Financial Statements in our 2011 Form 10-K filed on March 14, 2012 as well as described within this Form 10-Q.

NOTE 2. GOODWILL AND INTANGIBLE ASSETS

Goodwill represents the excess of total acquisition costs over the fair market value of net assets acquired and liabilities assumed in a business
combination. To assist in the Company s determination of the purchase price allocation for the Riviera Black Hawk Casino, the Company
engaged a third-party valuation firm regarding the assets acquired and liabilities assumed in its acquisition (see NOTE 9). That valuation is
expected to be completed by December 31, 2012. On a preliminary basis, the Company recorded goodwill of $26.6 million and intangible assets
as described in the following table.

Intangible assets consist of the following at June 30, (in thousands except years):

Estimated
Average Life
(years) 2012

Customer list 9 $ 10,490
Trade name 1 1,590
Total Intangible assets 12,080
Less accumulated amortization:

Trade name (287)
Customer list (210)
Total accumulated amortization 497)
Intangible assets, net 79 $ 11,583

17
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Estimated amortization expense for the six months ending December 31, 2012 and the years ending December 31, 2013 through 2016 and
thereafter is as follows:

(numbers in thousands)

2012 $ 1,378
2013 1,673
2014 1,166
2015 1,166
2016 1,166
Thereafter 5,034
Total $ 11,583

In connection with business combination accounting, the Company recognized $1.6 million in a trade name related to the Riviera name, which
will be amortized on a straight-line basis over one year as the Company plans to change the Riviera name. Customer lists were valued at

$10.5 million, representing the value associated with the future potential customer revenue production and are being amortized on a straight-line
basis over nine years.

Intangible assets were valued using the income approach. The Multi-Period Excess Earning Method ( MPEEM ) was used to value the customer
list by capitalizing the future cash flows attributable to the customers based upon their expected future mortality dispersion function. The
expected revenue from the existing client was estimated by applying a 24.0% attrition rate. To calculate excess earnings attributable to the
customer list, the required return on other contributory assets such as tangible assets and identified intangible assets were deducted to estimate
income associated with the customer list. The future excess earnings were discounted to the present value by a risk-adjusted discount rate of
12.0%, in order to determine the fair value of the customer list.

The Relief-from-Royalty Method was used to determine the fair value of the trade name. Considering comparable companies and the Company s
operation, a 1.0% royalty rate was applied in order to calculate the expected revenue attributable to the trade name. The future cash flows were
discounted to the present value by a risk-adjusted discount rate of 11.0% in order to determine the fair value of the trade name.

Amortization expense from April 26, 2012, the date the Company acquired the intangible assets, through June 30, 2012 was $497 thousand. The
Company did not record any amortization expense of intangible assets in the prior year.

NOTE 3. STOCK-BASED COMPENSATION

The Company accounts for its stock-based compensation in accordance with the authoritative guidance requiring the compensation cost relating
to share-based payment transactions be recognized in the Company s consolidated statements of income.

On June 21, 2010, the Company granted stock options for 426,709 shares, each with an exercise price of $11.15, in exchange for underwater
stock options for 454,319 shares, which were surrendered in a stockholder approved exchange offer that expired on June 19, 2010. The newly

18
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granted options have a ten-year contractual term and have one of two vesting terms. Options issued in exchange for unvested surrendered
options vest one year following the anniversary date of surrendered options. Options issued in exchange for vested surrendered options vest in
three equal installments on June 21, 2011, 2012 and 2013, respectively. The exchange ratio was calculated based on the fair values of the
options surrendered and issued under a value-for-value exchange. Incremental compensation expense was not material.

10
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Reported stock based compensation expense was classified as follows:

Casino

Food and beverage

Hotel

Selling, general and administrative

Total stock-based compensation, before taxes
Tax benefit

Total stock-based compensation, net of tax

NOTE 4. EARNINGS PER SHARE

Three Months Ended
June 30,
2012 2011
14,669 $ 18,503
18,451 16,690
4,056 3,685
279,690 374,081
316,866 412,959
(110,903) (144,536)
205,963 $ 268,423 $

Six Months Ended
June 30,
2012 2011
27,992 $ 39,992
35,381 34,792
8,112 7,329
513,867 795,727
585,352 877,840
(204,873) (307,244)

380,479 $ 570,596

Basic earnings per share is computed by dividing reported net earnings by the weighted-average number of common shares outstanding during
the period. Diluted earnings per share reflect the additional dilution for all potentially dilutive securities such as stock options. The following is
a reconciliation of the number of shares (denominator) used in the basic and diluted earnings per share computations (shares in thousands):

Shares
Basic 16,139
Effect of dilutive stock options 110
Diluted 16,249

Shares
Basic 16,139
Effect of dilutive stock options 115
Diluted 16,254

Three Months Ended June 30,

2012
Per Share
Amount Shares
$ 0.11 16,138
86
$ 0.11 16,224
Six Months Ended June 30,
2012
Per Share
Amount Shares
$ 0.21 16,138
85
$ 0.21 16,223

2011
Per Share
Amount
$
$
2011
Per Share
Amount
$
$

0.22

0.22

0.32
(.01
0.31

Excluded from the computation of diluted earnings per share are options where the exercise prices are greater than the market price as their
effects would be anti-dilutive in the computation of diluted earnings per share. For the three and six months ended June 30, 2012; 1,977,059 and
1,797,061 anti-dilutive options were excluded from the computation.

NOTE 5. NEW ACCOUNTING PRONOUNCEMENTS

20
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In December 2011, the FASB issued amendments to enhance disclosures about offsetting and related arrangements. This information will enable
the users of the financial statements to evaluate the effect or potential effect of netting arrangements on an entity s financial position, including
the effect or potential effect of rights of setoff associated with certain financial and derivative instruments. These amendments are effective for
annual reporting periods, and interim periods within those years, beginning on or after January 1, 2013. The disclosures required by these
amendments should be provided retrospectively for all comparative periods presented. Management does not believe that these amendments will
have a material impact on the consolidated financial statements.

11
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In June 2011, the FASB issued amendments to guidance regarding the presentation of other comprehensive income ( OCI ). The amendments
eliminate the option to present components of OCI as part of the statement of changes in stockholders equity. The amendments require that
comprehensive income be presented in either a single continuous statement or in two separate but consecutive statements. In a single continuous
statement, the entity would present the components of net income and total net income, the components of OCI and a total of OCI, along with
the total of comprehensive income in that statement. In the two-statement approach, the entity would present components of net income and total
net income in the statement of net income and a statement of OCI would immediately follow the statement of net income and include the
components of OCI and a total for OCI, along with a total for comprehensive income. The amendments also require the entity to present on the
face of the financial statements any reclassification adjustments for items that are reclassified from OCI to net income in the statement(s) where
the components of net income and the components of OCI are presented. The amendments do not change the items that must be reported in OCI,
when an item of OCI must be reclassed to net income or the option to present components of OCI either net of related tax effects or before
related tax effects. The amendments, excluding the specific requirement to present on the face of the financial statements any reclassification
adjustments for items that are reclassified from OCI to net income in the statement(s) where the components of net income and the components
of OCI are presented which was deferred by the FASB in December 2011, are effective for fiscal years, and interim periods within those years,
beginning after December 15, 2011 and are to be applied retrospectively. The Company adopted the guidance as of January 1, 2012 which did
not have a material impact on the consolidated financial statements.

In May 2011, the FASB issued amendments to existing fair value measurement guidance in order to achieve common requirements for
measuring fair value and disclosures in accordance with GAAP and International Financial Reporting Standards. The guidance clarifies how a
principal market is determined, addresses the fair value measurement of instruments with offsetting market or counterparty credit risks,
addresses the concept of valuation premise and highest and best use, extends the prohibition on blockage factors to all three levels of the fair
value hierarchy and requires additional disclosures. The amendments are to be applied prospectively and are effective during interim and annual
periods beginning after December 15, 2011. The Company adopted the guidance as of January 1, 2012, which did not have a material impact on
the consolidated financial statements.

In September 2011, the FASB issued Accounting Standards Update No. 2011-08, Intangibles-Goodwill and Other (Topic 350)-Testing Goodwill
for Impairment (  ASU 2011-08 ). Under the amendments in ASU 2011-08, an entity has the option to first assess qualitative factors to determine
whether the existence of events or circumstances leads to a determination that it is more likely than not that the fair value of a reporting unit is
less than its carrying amount. If, after assessing the totality of events or circumstances, an entity determines it is not more likely than not that the
fair value of a reporting unit is less than its carrying amount, then performing the two-step impairment test is unnecessary. However, if an entity
concludes otherwise, then it is required to perform the two-step impairment test. The amendments are effective for annual and interim goodwill
impairment tests performed for fiscal years beginning after December 15, 2011. The adoption of ASU 2011-08 is not expected to have a material
impact on the Company s financial position or results of operations.

A variety of proposed or otherwise potential accounting standards are currently under review and study by standard-setting organizations and
certain regulatory agencies. Because of the tentative and preliminary nature of such proposed standards, we have not yet determined the effect, if
any, that the implementation of any such proposed or revised standards would have on the Company s consolidated financial statements.
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NOTE 6. RELATED PARTY TRANSACTIONS

The 18.95-acre shopping center (the Shopping Center ) adjacent to the Atlantis is owned by Biggest Little Investments, L.P. ( BLI ). BLI s general
partner is Maxum, L.L.C. ( Maxum ). John Farahi, Bob Farahi and Ben Farahi each individually own non-controlling interests in BLI and

Maxum. John Farahi is Co-Chairman of the Board, Chief Executive Officer, Secretary, and a Director of Monarch. Bob Farahi is Co-Chairman

of the Board, President, and a Director of Monarch. Until May 23, 2006, Ben Farahi was the Co-Chairman of the Board, Secretary, Treasurer,

Chief Financial Officer and a Director of Monarch.

In addition, a driveway that is being shared between the Atlantis and the Shopping Center was completed on September 30, 2004. As part of this
project, in January 2004, the Company leased a 37,368 square-foot corner section of the Shopping Center for a minimum lease term of 15 years
at an annual rent of $300,000, subject to increase every year beginning in the 61st month based on the Consumer Price Index. The Company
began paying rent to the Shopping Center on September 30, 2004. The Company also uses part of the common area of the Shopping Center and
pays its proportional share of the common area expense of the Shopping Center. The Company has the option to renew the lease for three
individual five-year terms, and at the end of the extension periods, the Company has the option to purchase the leased driveway section of the
Shopping Center at a price to be determined based on an MAI Appraisal. The leased space is being used by the Company for pedestrian and
vehicle access to the Atlantis, and the Company may use a portion of the parking spaces at the Shopping Center. The Company paid
approximately $85,200 and $170,400 plus common area maintenance charges for its leased driveway space at the Shopping Center during the
three and six months ended June 30, 2012 and $85,200 and $170,400 plus common area maintenance charges for the three and six months ended
June 30, 2011.

The Company occasionally leases billboard advertising space from affiliates of its controlling stockholders and paid $36,000 and $89,800 for the
three and six months ended June 30, 2012, respectively, and paid $34,200 and $67,600 for the three and six months ended June 30, 2011,
respectively.

NOTE 7. LONG-TERM DEBT

Old Credit Facility

Until November 15, 2011 the Company had a reducing revolving term loan credit facility with a consortium of banks (the Old Credit Facility )
for $60 million. The Old Credit Facility was to be utilized by the Company for working capital needs, general corporate purposes and for
ongoing capital expenditure requirements. The Old Credit Facility was replaced on November 15, 2011 by the New Credit Facility.

The maturity date of the Old Credit Facility was January 20, 2012. Borrowings under the Old Facility were secured by liens on substantially all
of the real and personal property of the Atlantis and were guaranteed by the Company.

New Credit Facility
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The New Credit Facility was entered into by the Company for financing the acquisition of Riviera Black Hawk, Inc., and working capital needs,
general corporate purposes and for ongoing capital expenditure requirements. The maximum available borrowings under the New Credit
Facility are $100 million (see NOTE 9).

The maturity date of the New Credit Facility is November 15, 2016. Borrowings are secured by liens on substantially all of the real and personal
property of Monarch, Golden Road, and Monarch Growth (which holds the operations, assets and liabilit