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This Annual Report on Form 10-K contains forwardiimg statements that are based on the beliefsaobigement and assumptions made by
and information currently available to them. Therds“expect,” “anticipate,” “believe,” “may,” “esti mate,” “intend” and similar
expressions are intended to identify such forwaaking statements. Forwaldeking statements involve risks, uncertainties assumption
including those described in “Risk Factors,” whicbuld cause our actual results to be materiallyediént from results expressed or implied

by such forward-looking statements.

EXPLANATORY NOTE

In this Form 10-K, Take-Two Interactive Softwanec. (“the Company”, “we”, “us” or similar pronounis) restating its consolidated balance
sheet as of October 31, 2005, and the related tidaszl statements of operations, stockholdersitegund cash flows for each of the fiscal
years ended October 31, 2005 and October 31, 2804¢ll as consolidated financial information fack of the quarters in fiscal year 20

This Form 10-K also reflects the restatement olé&ed Consolidated Financial Data” in Item 6 aamd for the fiscal years ended
October 31, 2005, 2004, 2003, and 2002, and “Manag€s Discussion and Analysis of Financial Comditand Results of Operations” in
Item 7 for the fiscal years ended October 31, 28 October 31, 2004.

Previously filed annual reports on Form 10-K, FdrtaK/A and quarterly reports on Form 10-Q affeddgdhe restatements have not been
amended and should not be relied on.

As the Company previously reported, on June 2362& Company’s Board of Directors (the “Boardiased on the recommendation of the
Company’s management, initiated an investigatioallodf the Company’s stock option grants during geriod from its April 15, 1997 initial
public offering (“IPQO”") through June 2006 and as®(d the investigation to a Special Committee oBitgard consisting of three independent
members of the Board (the “Special Committee”).JOly 7, 2006, the Special Committee retained inddpet legal counsel, and such
counsel retained independent accounting advisoie(tively the “Investigative Team”). The invesdtipn included a broad and extensive
document review (including the Company’s 1997 add2Stock Option Plans, all Compensation Committeaites, Board minutes,
employment agreements, stock option agreements, letters, emails, accounting records such asreggper share schedules, master option
tracking schedules and other correspondence arefiaiatcontained in personnel files) and interviefvsertain present and former Company
officers, Directors and employees who were involiredr appeared to have knowledge of the issuahtteeayrants. During the period from
April 15, 1997 through June 2006 the Company issmatoximately 1,100 stock option grants at irragitervals and for a variety of
reasons including employee hiring, retention araotion awards, broad-based awards, executive tiveemwards and awards made in
connection with business acquisitions. The Invesitig Team found that the Company, in grantingangj failed in many cases to comply
with the terms of its Stock Option Plans, did natimtain adequate control and compliance procedoresption grants, and did not generate
or maintain adequate or appropriate documentafieuch grants.

In particular, the Investigative Team concluded tietween April 1997 and August 2003, the formeai@han/CEO of the Company, who
resigned from his last (nosxecutive) position with the Company in October@0fbntrolled and dominated the stock option grantiroces:
More specifically, during that period, numerousioptgrants appear to have been backdated throughety of methods. It was determined
that the former Chairman/CEOQO of the Company wanarily responsible for the selection of exerciseqs and grant dates and the resulting
backdating issues and was assisted by certairepgdbyees and past members of management. Thdigatase Team concluded, among
other things, that the conduct of these individualsed concerns about the reliability of theirresgentations to the Company’s independent
auditors and as a result the Company has conclirdéduch concerns are applicable to represensati@de by these individuals to the
Company.




Furthermore, available contemporaneous documentttat was used by the Company to support its stptibn grants was found by the
Investigative Team to be unreliable, deficient onexistent in many cases. This documentation priyniaok the form of stock option
agreements, interoffice stock grant requests agahbmg in May 2002, undated stock option grarneles, most of which were authorized and
signed by the former Chairman/CEOQO. The Investigalieam found no evidence that the Company’s cus@mbr executive management
engaged in any misconduct with respect to the Coipaption granting practices. They also determiitieat while the members of the
Compensation Committee abdicated their respontsipiWith respect to the granting of stock optiath&y did not engage in any willful
misconduct or other dishonest acts.

It was determined that due to the backdating prestand the lack of contemporaneous or reliablardeatation, all stock option grants
should be reviewed, analyzed and re-measured loastiet most reliable existing documentation.

The Investigative Team employed forensic analysadl@vailable written and electronic document® tesult of which established a set of
documents to analyze stock option granting acti@gnsistent with the accounting literature ane&dn¢guidance from the Securities and
Exchange Commission (“SEC”) staff, the grants dytime relevant period were organized into categdr@sed on the grant type. After
reviewing all available relevant documentationgaeral hierarchy of documentation was consideregivdstablishing an appropriate
measurement date for accounting purposes. Alththeyhierarchy was considered, each grant was eealirzdividually based on the
particular facts and circumstances in each case dbhumentation considered was:

* Minutes of Board of Directors or Compensation Cottgri meetings (“Minutes”);

Date of hire (if the grant was a new hire granidernced by an employment agreement or offer letter)

» Correspondence or other documentation support@e@ption grant (e.g. emails, internal memos, Fotnand other materials
contained in personnel files);

Earliest date as evidenced by (a) updating oCttimpany’s master stock option tracking spreadshigetsCompany’s tracking
system which accumulated all stock option grantsahrelevant terms, which was updated with neantg continuously, for which
forensic analysis provided a date on which theoopgrant was first included in the Company’s masteion spreadsheet) (b) stock
option exercise dates or (c) inclusion in quartelilyted earnings per share calculation records ‘@#PS Records”).

The Company identified certain stock option grags$iaving approvals of the allocation of sharesptrific individuals and an exercise price
evidenced by dated Minutes, which differed from tiigasurement date that was indicated within the gamyis master stock option tracking
spreadsheets. Often, awards had an approval ddte Minutes that was subsequent to the grant araburement date reported by the
Company within the Company'’s stock option awarduteentation. Other grants were found to have begigraesd measurement dates
subsequent to documented approval in the minutéshwiould have indicated a potential re-pricinglod options, specifically when there
was a significant time lag between the approvéh@éxminutes and the measurement date and the@rittee measurement date was
significantly lower. Accordingly, certain of thegeants were determined to have been awarded atatieeapproved by the Compensation
Committee and re-priced on a subsequent datecplantiy for grants that the Investigative Team éedid the recipients would have been
knowledgeable of the Compensation Committee’s agprand the key terms and conditions of the griamtthermore, in certain instances the
Minutes acknowledged prior approvals of stock-bas®dpensation awards although no documentationaf approval exists in the
Companys records. In each of the cases described aba€dmpany determined that the originally assignedsuarement dates could no
reliably supported




and such grants should be based on dates docuniertedMinutes. As a result, the Company re-mesband accounted for these awards as
fixed (variable with respect to the options consédeto be re-priced) on the date indicated in theutés.

The Company issued stock options in connection ®itiployment agreements, offer letters, or otheudwmmtation indicative of an
employee’s start of employment, but such awardsndfiad measurement dates prior to the actual copamant of employment. The
Company determined the appropriate measuremenfatdteese grants to be the date on which the eygplcommenced employment.

The Company also identified certain stock optioangs where the sole evidence was the aforementigtoed option agreements, interoffice
request forms or stock option grant letters andleympent agreement amendments (collectively, “Nontemporaneous Dated Documents”).
Stock option agreements included terms of the omiant and typically used “as of” dating to docuinguch terms, and the Investigative
Team concluded that it was unlikely that such amesgs were signed by the Company and the emplay@econtemporaneous basis. The
interoffice request forms were undated standanth$éaihat reflected the term of the option granttuiiag, in some cases, grant dates. Stock
option grant letters were also undated corresparadtirat reflected all of the terms of the opticFise stock option grant letter became the
primary means of documenting all of the terms efabtion grants beginning in May 2002. At that tjiiee Company memorialized all prior
option grants by preparing stock option grant tstend these grant letters were not contemporaheprepared. All of the Non-
contemporaneous Dated Documents were either améltbor signed by the former Chairman/CEO until Ma&2604 when he steppeibwn a
Chairman. As noted above, the Investigative Teamdahe former Chairman/CEO to have engaged irttarpaand practice of backdating
option grants and determined that his represemstould not be relied upon. Accordingly, any fasfistock grant documentation that was
authorized and/or signed by him and for which theas no other evidence that corroborated that meamnt date, was deemed to be
unreliable for measurement purposes.

Employment agreement amendments typically acknayeda previous grant of options or a new grantthack was either limited or no
documentation supporting the previous grant. Fretiyethe indicated date of the grant was considier&ortuitous”date (i.e. a date on whi
the Company’s stock price was at a low point dutlrggperiod). The Investigative Team found evidetheg the indicated grant date within
such agreements was often unreliable for measuitgmeposes, and in some cases the amendmentitsglbackdated.

With respect to the Non-contemporaneous Dated Deatsror otherwise unsupported grants, the Inveaatgdeam reviewed and analyzed
all available correspondence, including the masttck option tracking spreadsheets to determinéldlbe on which the option was first
entered into the spreadsheet, and the first péhi@drant was included in the EPS Records. The @ampsed available metadata and other
computer generated records to determine the datehar the award was first entered into these sjsfeeets. If the first date that the option
was entered into the spreadsheet was identifiatl ddite was used as the measurement date aftédeamg any other available
documentation. In cases where the date of firsyéntthe master option tracking spreadsheet whsesquent to the quarter in which the grant
was first included in the EPS Records, these ER®1i@e were used for the determination of the messent date. EPS Records were only
considered when there was no earlier correspondmnather evidence to document a more reliable nreasent date.

The Company believes that this evidence, as suggpbit the Investigative Team’s conclusions, is test with the provisions of APB 25
whereby the measurement date is the first datelachwhe number of shares that each individuallécated and the related option price is
determined with employee notification soon aftergafi.e. a “mutual understanding” between the eggscand the Company of the key
terms and conditions of an award) (See paragrafiwiregarding actual date selected). While the memof shares and their corresponding
exercise prices were identified in all of the




Non-contemporaneous Dated Documents or employmenéamgnet amendments referred to above, the Investgg@igam determined that in
many instances these documents were not conterrgmursly prepared and, as noted above, could natlieel upon for the measurement d
Additionally, the Investigative Team noted that granting process and related approvals, whethierdily approved by the Compensation
Committee or authorized by the former Chairman/C&€zurred prior to including the grant and its terim master stock option tracking
spreadsheets and the EPS Records. Once grantsesnabtevant terms were included in these spreagtstor the EPS Records, changes to
key terms (exercise price, number of shares, \@gi@niod and identified employee) did not occur.

Where evidence of a stock option grant was limitethe EPS Records, this evidence does not resalspecific date as required under APB
25, but rather the period in which the measurerdate occurred. Accordingly, the Company considénedjualitative and quantitative
attributes of several alternatives, including ugimg date of the Company’s high and median closiogk price in each quarter. In the absence
of evidence to support a more appropriate measuredate, the Company has selected the first instahthe highest quoted stock price in
the quarter that the stock option grant was fitsluded in the EPS Records as its measuremenfatatach stock option grants. The
Company believes that this ensures that a suffieéemount of compensation expense results andhtsatlate is equally probable to any other
date in the quarter. Furthermore, neither existiogumentation nor the results of the investigainaticate that there is a more appropriate
date. This methodology resulted in the Companygeizing approximately $25 million of cumulative piex stock-based compensation
expense for the period April 15, 1997, the datthefCompany’s IPO, through October 31, 2005.

If the Company had instead used the median clqwilcg of its common stock in the corresponding tprar rather than the highest price, the
Company estimates that it would have reduced itsutative pre-tax stockased compensation charge by approximately $18milRestate
cumulative net income (i.e. net income from theeddtthe Company’s IPO through October 31, 2005)ld/dbave been approximately 3%
higher if the Company had used the median closiitg pf its common stock, rather than the higheisep The Company has deemed the
difference between recording compensation expeasedion the Company’s high and median closing gidcks to be quantitatively
immaterial in the aggregate and to each individisahl year since the Company’s IPO, except forGbenpany’s fiscal years ended 2001 and
2000, when such difference would have impactedCibvpany’s previously reported net income by appraxely $1.1 million and $0.7
million, respectively. However, the Company belieteat these differences, in isolation, are notitpiizely material and would not impact
an investor’s prospective opinion or valuationted Company.

The Company also reviewed 84 restricted stock asvédrat were issued between May 2002 and June Z@D&lantified 10 instances in whi
such awards had measurement dates that did nespomd with Minutes, employment agreements, offiéells, or other documentation
indicative of an employee’s start date of employmas a result, the Company recognized additionat@lative stock-based compensation
expense of $0.6 million, net of tax, through Octo®g, 2005 related to these awards. The re-measumtenn restricted stock awards resulted
in $1.0 million of additional stock-based compeimsaexpense, net of tax, in fiscal 2006, throughsbcond quarter ended April 30, 2006,
and did not have a material impact on the Compapngsiously reported 2006 quarterly financial statats.

Based on the relevant facts and circumstance& ahgpany applied the controlling accounting stansl@mdeach year to determine, for every
grant within each category, the proper measurenaet If the measurement date was not the origliai@ that was reported in the records of
the Company, accounting adjustments were madetosdeompensation expense based on the differexteabn the closing price on the
revised measurement and the exercise price. Thetep®ent as a result of the Special Committee trgaton resulted in stock-based
compensation expense and tax effects totaling appetely $54.6 million ($42.1 million, net of takjpm the IPO through October 31, 2005.
The Investigative Team used a




significant amount of judgment in examining eacpasate option grant and also in determining the mmasurement date applied to each
grant in the Company’s calculation of compensagirpense.

The impact of the restatement adjustments on tmepaay’s 2006 statements of operations was recardéne third quarter of fiscal year
2006 due to its immateriality, and therefore thenpany’s previously reported 2006 first and secomar@r results of operations have not
been restated.

The incremental impact from recognizing stock-basmupensation expense resulting from the investigatf past stockbased compensatir
awards is shown below (dollars in thousands).

Year Ended October 31,

1997
through
Category of adjustment: 2005(a) 2004(a) 2003(b) 2002(b) 2001(b),(c)
Selling and marketing $ 328 $ 1651 $ 3,721 $ 6,96 $ 2,71z
General and administrati\ 691 2,69¢ 6,005 8,939 17,468
Research and developmt 564 514 532 892 863
Interest income, net 13 3 1 — —
Total pre-tax stock based compensation and relate
expense adjustmer 1,59€ 4,86€ 10,25¢ 16,79¢ 21,043
Income tax impact of restatement adjustments above 331 (1,607 (813) (4,903 (5,476)
Total adjustments to net income (loss) $1,927 $ 3,25¢ $ 9,44€¢ $11,89¢ $15,567

(@) See Note 2 of the Company’s Consolidated Finargt@ements included in this Form 10-K for additidnéormation regarding the
restatement of its Consolidated Financial Statesfamtthis period.

(b) The impact on the 2003 and 2002 periods has bdlectesl in Item 6. Selected Financial Data in thism 10-K.
(c) The cumulative effect of the stock-based compeosatdjustments through October 31, 2001 is refteatean adjustment to beginning
retained earnings/stockholders equity in the fi2€812 period information presented in Iltem 6, Selé¢inancial Data.

The following is a summary of the pre-tax and after expense, by year (all amounts have been defieen the Company’s unaudited
historical statements of operations):

Pre-tax adjustments to

Research anc
Selling and General and Income Net of

(in thousands) marketing administrative development tax benefit tax adjustment
Year ended October 31, 19 $ — $ 76 $ — $ (31 $ 45
Year ended October 31, 19 68 334 6 (142) 266
Year ended October 31, 19 267 2,648 171 (1,247) 1,845
Year ended October 31, 20 1,08C 3,504 159 (690) 4,053
Year ended October 31, 2001 1,297 10,90€ 527 (3,372) 9,358
$2,71Z $17,46¢ $863 $(5,476) $15,567

Additionally, the Company has restated the pro foerpense under Statement of Financial Accountiagdards (“SFAS”) No. 123 in Note
14 of the Notes to the Consolidated Financial &tates of this Form 10-K to reflect the impact afsk adjustments for the years ended
October 31, 2005 and October 31, 2004.




The Company is in the process of determining ther#of the adverse tax consequences that maycheréd by the holders of re-measured
stock options. The adverse tax consequences arethzeasured stock options vesting after Decer®beP004 (“409A Affected Options”)
subject the option holder to a penalty tax und@riral Revenue Code (“IRC”) Section 409A (and, @dliaable, similar penalty taxes). One
action being considered by the Company is to dffexmend the 409A Affected Options to increaseettercise price to the market price on
the accounting measurement date or, if lower, theket price at the time of the option amendmené daimended options would not be suk
to taxation under IRC Section 409A. Under IRS ratiahs, these option amendments had to be compdgt@ecember 31, 2006 for anyone
who was an executive officer when he or she rede¥®A Affected Options; the amendments for noncakee officers cannot be offered
until after this Form 10-K is filed and do not ndede completed until December 31, 2007. Anotlussible action is to approve bonuses
payable to holders of the amended options to cosgierthem for the resulting increase in their opéigercise price. The amount of these
bonuses would be effectively repaid to the Comphagd when the options are exercised and the asa@ exercise price is paid (but there is
no assurance that the options will be exerciseldg. Company has not determined what actions ittakl, if any, with respect to 409A
Affected Options. Any charges that arise from awtitaken by the Company will be recorded in théogein which the determinations are
made.

The Company also believes that United States tdua®ns taken for stock option exercises in pyears, which pertained to certain
executives, may not be deductible under limitatiomgosed by IRC Section 162(m). Section 162(m)tkrnthe deductibility of compensation
above $1 million to certain executive officers objic companies when such compensation is not in@based. The Special Committee
found that many of the stock options granted tacettees had intrinsic value on the basis of the nesasurement dates determined for US
GAAP financial statement purposes and therefordeuSection 162(m), may not be incentive-basednaag not be tax deductible by the
Company. As a result the Company has reduced ditadle tax net operating loss carry-forwards agdrom certain exercised stock options
and restricted stock. Separately, the Companyidéstified certain restricted stock grants and ls@supaid in prior periods that may be
ineligible for deduction under section 162(m). T@mpany restated its tax provisions in the perindshich the benefits were recorded. The
Company is in discussions with the IRS to settés¢huncertainties regarding additional liabilitlesywever, there is no assurance that they
will be settled on terms favorable to the Company.

As a result of its review, the Company also deteadithat it failed to properly withhold an immastiamount of employment taxes associ
with certain stock option exercises. The Comparg/reaorded such amounts in its consolidated statesnoé operations in the period in
which the Company was originally obligated to m#ie withholding.




PART |
Item 1. Business
Company Overview

We are a global publisher, developer and distribaténteractive entertainment software, hardware accessories. Our publishing segment,
which consists of Rockstar Games, 2K Games, 2KtSpmd Global Star Software, develops, marketspabtishes software titles for the
following leading gaming and entertainment hardwadagforms: Sony’s PlayStation®2 and PLAYSTATION®8mputer entertainment
systems; Sony’s PSP® (PlayStation®Portable) sysktierosoft's Xbox® and Xbox 360™ video game andegtdinment systems;
Nintendcs Wii™, GameCube™, DS™ and Game Boy® Advance;fandPCs. Our distribution segment, which includes &ack of All
Games subsidiary, distributes our products as agethird-party software, hardware and accessariestail outlets in North America. We
have pursued a growth strategy by capitalizinghewtidespread market acceptance of interactivetairtment, as well as the growing
popularity of innovative action, sports and strgtggmes that appeal to the expanding demographicedb game players.

We were incorporated under the laws of the Stafeeddware in 1993 and are headquartered in New,Yekv York with approximately
2,020 employees globally. Our telephone numbeB46) 536-2842 and our Internet address is www.tgdes.com We make all of our
filings with the Securities and Exchange Commisgi@EC”) available, free of charge, on our websiteler the caption “Corporate—
Corporate Overview—SEC Filings.” Included in thdiiags are our annual reports on Form 10-K, geidytreports on Form 10-Q, current
reports on Form 8-K and amendments to those repohish are available as soon as reasonably pedddéi@after we electronically file or
furnish such materials with the SEC pursuant tdi8ed3(a) or 15(d) of the Securities Exchange #ct934. The information on our webs
is not part of this report.

Our Publishing and Software Development Businesses

Rockstar Games Rockstar Games (“Rockstar”), the publisher of dockbuster Grand Theft Auto® franchise, is focusectreating
premium content and groundbreaking entertainmeietbdlieve that Rockstar has established a unigquréiinal popular culture phenomenon
with its Grand Theft Autseries and we have taken advantage of its sucyedmsvieloping new proprietary brands as well as sk our
existing titles. Rockstar is also well known fovdiping titles in multiple genres, suchM#&lnight Club, Max Payne, Rockstar Games
Presents Table Tennis, The WarricRed Dead RevolvemdBully .

In May 2006, Rockstar announced that it would ldu@cand Theft Auto 1\6n the Xbox 360 and PlayStation 3 platforms in ®eta2007. In
addition, Rockstar and Microsoft announced an agesd whereby Rockstar will publish episodic confeniGrand Theft Auto I\éxclusively
on Xbox Live®, Microsoft’s online entertainment agdming network. The digitally delivered episodantent will be available for purchase
by Xbox Live subscribers, allowing them to expaheitGrand Theft Auto I\gameplay experience. We believe that online delieér
episodic content will continue to become more pieviaas broadband connectivity gains popularity digital delivery platforms such as
Xbox Live, PlayStation Network and Valve's Steaningadditional customers.

In 2006, Rockstar releas@tand Theft Auto: Liberty City Storiésr Sony’s PlayStation Zsrand Theft Auto: Vice City Storiésr the PSP,
Bully for the PlayStation 2 aridockstar Games Presents Table Tefmighe Xbox 360. In 2007, Rockstar is anticipatthg releases of
Grand Theft Auto: Vice City Storiéar the PlayStation Z5rand Theft Auto I\or the Xbox 360 and PlayStationanhunt 2for the Wii,
PlayStation 2 and PSP amtie Warriors, based on the Paramount feature film, for the PSP.

2K Games and 2K Sports.In 2005, we diversified our business through aeseoi strategic studio acquisitions that are noganized into
our 2K Games and 2K Sports publishing labels. Sihe#




formation, our 2K labels have been actively seaurimajor sports league licenses and rights to popuigertainment properties. We have
acquired the rights to the multi-million unit salli Civilization franchise as well as various sports licenses, dietulong-term, third-party
exclusive licensing relationships with Major Leadeeseball Properties, the Major League BasebajldPtaAssociation and Major League
Baseball Advanced Media.

In fiscal 2006, our 2K Sports publishing label éoned to leverage its licensing agreements withomgports leagues to develbfajor
League Baseball 2K6, NBA 2K7, College Hoops andNHL 2K7, while our 2K Games business remained focusedubtighing major
action and strategy PC titles. We also added t@?BuGames product line with the acquisition of kissGames, developer of ti@vilization
franchise an®id Meier’s Pirates! In total, 2K Games and 2K Sports released 28stidlcross multiple platforms in fiscal 2006, inahgdThe
Elder Scroll® IV: Oblivion, Prey, Major League Baseball 2K6, NBK6, The Da Vinci CodandFamily Guy.

Our 2K Games and 2K Sports businesses are antigpéie release of more than 14 titles across plalplatforms in 2007, including
Bioshockfor Xbox 360 and PQylajor League Baseball 2KandThe BIGS an arcade style Major League Baseball title, loottmultiple
platforms;All-Pro Football 2K8on next-generation consoléihe Darknessbased on the popular comic book franchise, fat-generation
consoles;Jade Empire: Special Editioon PC;Ghost Ridebased on the popular Marvel comic book franchise@olumbia Pictures film on
current generation consoldsantastic Four: Rise of the Silver Surfam multiple platforms, in conjunction with the rate of the feature film;
as well as sequels to other 2K Sports’ licensedtspities across multiple platforms.

Global Star Software. Our Global Star Software label focuses on dgyatpand publishing aggressively priced, licenseestacross
various genres, including racing, family, actiom ahildren’s games. In fiscal 2006, Global Staeaskd 7 titles, includingamily Feud and
Dora the Explorer: Dor’s World Adventure.

In fiscal 2007, Global Star releasBéal or No Deabn PC, based on the hit TV series. Global Starstarcontinue its focus on the growing
market for video games incorporating popular lieezhand children’s entertainment properties.

Our Distribution Business

Through our distribution segment, which primarijyevates in North America and includes our Jacklb&ames subsidiary, we supply
retailers with our internally developed productsvadl as third-party software, hardware and acagssoWe distribute third-party console,
handheld and PC products, consisting principallgefly released and popular software titles, budgédtcatalog software titles, hardware
and accessories.

Jack of All Games seeks to capitalize on the grgvmstalled base of hardware and the proliferatibsoftware titles and outlets to purchase
software. It has established a strong presendeibudget segment of the business due to its expgapdrtfolio of value-priced products and
its expertise in selling these titles. Jack of Bdmes continues to leverage this strategy by sglarthe distributor of our value-priced
publishing products.

Fiscal 2006 Product Launches

We publish products in the action, racing, strategyrts and simulation genres. During fiscal 2@@& published 15 new internally develoj
tittes and 18 new titles developed by third part@kthese titles, 3 internally developed titlesteaold more than one million units across all
platforms, and 3 internally developed and 2 extérmkeveloped titles each sold more than 500,006 w@atross all platforms.




In fiscal 2006, Grand Theft Aut@roducts accounted for approximately 22.4% of atrravenue, witlisrand Theft Auto: Liberty City Stories
for the PSP and PlayStation 2 accounting for 7.8%45%, respectively, of our reven@rand Theft Auto: Vice City Storiésr the PSP
accounting for 4.2% of our revenue; gachnd Theft Auto: San Andrefw the PlayStation 2 accounting for 3.5% of oweraue,
respectively. No other product accounted for mbeat10% of our revenue for the year. For the yeaded October 31, 2005 and 2004 our
Grand Theft Autditles accounted for 38.2% and 34.3% of our taeaknue, respectively.

Our frontline products generally sell at retailges ranging from $19.99 to $59.99 in North AmerRaducts that are designated Sony’s
Greatest Hits (for both the PlayStation 2 and t88)Pand Microsoft's Platinum Hits (for Xbox) genlgraell for $19.99. We release sports
titles at retail prices ranging from $19.99 to $89.and we position our value-priced product offgsi at a retail price starting at $9.99.

We include online capability features in certairoaf PC, PlayStation 2, Xbox and Xbox 360 titlebjak permit users to play against one

another on the Internet, as well as in some casdswnload additional content including productfeas and software updates. Some of our
titles also include static and in-game dynamic atikiag.

The following are certain of our products releasefiscal 2006:

Title Platform Release Dat¢

Grand Theft Auto: Vice City Stori PSP October 200t
Sid Meie’s Civilization Chronicle! PC October 200t
Stronghold Legenc PC October 200t
Family Feud PS2; GBA; PC October 200t
Sid Meie’s Railroads! PC October 200¢
Bully PS2 October 200t
Family Gu® PS2; Xbox; PSI October 200t
Dora the Explorer: Dor’s World Adventur GBA October 200t

NBA 2K7 Xbox 360; PS2; Xbo: September 200
NHL 2K7 Xbox 360; PS2; Xbo: September 200
Dungeon Siege |l: Broken Wor PC August 200¢
Sid Meie’s Civilization IV: Warlords PC July 2006

Civ City: Rome PC July 2006

Prey Xbox 360; PC July 2006
Grand Theft Auto: Liberty City Storit PS2 June 200¢
Rockstar Games Presents Table Te Xbox 360 May 2006

The Da Vinci Cod PS2; Xbox; PC May 2006
World Poker Tow® Video Game PSP April 2006
Major League Baseball 2K Xbox 360; PS2; Xbox; PSP; C April 2006, June 200
Top Spin ™ Xbox 360; NDS; GBA March 200€
The Elder Scrolls IV: Oblivio Xbox 360; PC March 200€
Midnight Club 3: DUB Edition Remi PS2; Xbox March 200€

24 The Gami PS2 February 200t
Sudoku Feve GBA February 200t
Torino 2006 PS2; Xbox; PC January 200
College Hoops 2K PS2; Xbox; Xbox 36! November 2005, March 20(
Amped : Xbox 360 November 200!
NHL 2K6 Xbox 360 November 200!
NBA 2K6 Xbox 360 November 200!




Industry Overview

Expanding gamer demographics have driven demandtinactive entertainment software in recent yeaith video games becoming a
mainstream entertainment choice for a maturing istiphted audience. According to the Entertainn@oftware Association, more than 228
million computer and video games were sold in timitédl States in 2005, representing almost two gdoresvery household in America. At
least half of all Americans claim to play PC andeo games, with an estimated 69% of parents amgjiz@rs playing games. The average
game player is 33 years old and has been playingefarly 10 years. The International Developmemtuprreports sales of PC, console and
handheld games (excluding wireless application®et§7.9 billion in 2006 in North America and esites such sales to reach $8.5 billion in
2007.

The video game industry is cyclical and the intrctohn of next-generation hardware platforms hatohisally had a significant effect on the
demand for gaming software. Demand for current geima gaming software often diminishes as conssraeait the release of next-
generation hardware platforms. Additionally, theaduction of new hardware platforms has, in maases, been characterized by delays in
launch dates or reductions in launch quantitigsaodh. Each of these circumstances had a signifio@emrcial impact on us.

Sony introduced its new PSP handheld gaming syst&@05, which was followed by the release of Mgoft’'s next-generation platform, the
Xbox 360, in the first quarter of our fiscal 20@ny introduced its next-generation console, tlag$tiation 3, in North America in

November 2006 and is expected to do so in Euro@®@7. Nintendo also launched its r-generation console, the Wii, in North America in
November 2006, and Europe in December 2006. Thed-generation consoles are more complex than thettqmessors, and in some cases
contain multi-processor technology, new and unig@me controllers, online gameplay functionality &igh definition video capabilities,
which in turn require video game developers totergames that are progressively more elaborateastty to develop.

During the transition to next-generation hardwdegfprms, the gaming software industry continueddwote significant resources to create
games for current generation systems. Howeveregisgeneration platforms gain acceptance, the soéwndustry has historically been
compelled to lower prices on titles developed fldeo platforms to compensate for the shift in dedhemthe newer gaming systems. This
decrease in demand may result in lower than exgesakes on products designed for older platforms.

Transition periods also mark a shift in the sofevdevelopment process for next-generation gamistgsys. During technology console
transition periods, software publishers and devat®pften devote significant resources to produnig-generation software products for
new gaming consoles, which have a limited instafiaciware base. As a result, next-generation softywanducts often start out selling at
relatively low unit volumes and the time required $oftware publishers to recognize a return oir theestment is increased. See Item 1A. -
“Risk Factors” for further discussion of the traimmsi to next-generation hardware platforms andfygact on our business.

The Entertainment Software Rating Board (“ESRBijptgh its ratings system, requires game publisiogpsovide consumers with
information relating to video game content, inchgigraphic violence, profanity or sexually explitiaterial contained in software titles.
Consumer advocacy groups have opposed sales mdtite entertainment software containing grapladence or sexually explicit material
by pressing for legislation in these areas andrgaging in public demonstrations and media camgaignd various governmental bodies
have proposed regulation aimed at our industryradipit the sale to minors of software containinigls material. Additionally, retailers may
decline to sell interactive entertainment softwawataining graphic violence or sexually explicitteréal that they deem inappropriate for tt
businesses. Some of our titles have received anrdtifig (age 17 and over). If retailers declinsgdl our “M” rated products or if our
products are rated “AO” (age 18 and over), we mightequired to significantly change or discontipaeticular titles, which in the case of
our best sellingsrand Theft Autditles could seriously hurt our business. See ltéw-"Risk Factors.”
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We anticipate an expanding market for interactiviegainment software as more powerful computirfabdities, increasingly realistic
graphics, backwards compatibility of software, loflsand connectivity, greater online functionalitpline marketplace opportunities and
expanded artificial intelligence capabilities ofanplatforms create new consumer awareness and aefoathis compelling entertainment
medium.

Software Content and Licensing

We have established a portfolio of successful petgry software content. We own all of the intelled property rights associated with the
following brands:Grand Theft Auto, Midnight Club, Bully, Rockstarr®s Presents Table Tennis, Sid Meier’s Civilizatiaid Meier’'s
Railroads!, Sid Meie€'s Pirates, Manhunt, Red Dead Revolver, Max Pagmeiiggler’s Run, Spec Ops, Bioshock, Top Spin, Arhped,
Railroad Tycoon and XcorWe believe that content ownership facilitates aternal product development efforts and maximizesitp
potential.

In 2006 we renewed our licensing relationship wlith National Hockey League (NHL) and the Nationatkey League Players’ Association
(NHLPA). We also entered into an agreement to ghldind distribute a video game based on the Columibtures filmGhost Rideon
multiple platforms. In 2005 we acquired rights tber popular entertainment properties and sparehties, including long-term, third-party
exclusive licensing relationships with Major Lead@eeseball Properties (MLBP), the Major League Ba#idblayers Association (MLBPA)
and Major League Baseball Advanced Media (MLBAM} @annon-exclusive long-term licensing relationshith the National Basketball
Association (NBA). Our agreements with licensomangus intellectual property rights and requireausiake significant license payments.

See “Management’s Discussion and Analysis of Fireu@ondition and Results of Operations—Contrac@ialigations and Contingent
Liabilities and Commitments.”

Intellectual Property

We develop proprietary software titles and haveioled the rights to publish and distribute softwiittes developed by third parties. We
attempt to protect our software and productionnépes under copyright, trademark and trade sémnest as well as through contractual
restrictions on disclosure, copying and distribatidlthough we generally do not hold any patents,obtain trademark and copyright
registrations for our products.

Interactive entertainment software is susceptiblgitacy and unauthorized copying. Unauthorizeithparties may be able to copy or to
reverse engineer our titles to obtain and use progring or production techniques that we regardragrigtary. Well organized piracy
operations have proliferated in recent years, tiespin the ability to download pirated copies oftsvare over the Internet. Although we
attempt to incorporate protective measures intosoftware, piracy of our products could negativiglpact our future profitability. See Item
1A. - “Risk Factors.”

As the amount of interactive entertainment softwaréne market increases and the functionalityhiff software further overlaps, we believe
that interactive entertainment software will ina@iegly become the subject of claims that such sinfringes the copyrights or patents of
others. From time to time, we receive notices ftbird parties or are named in lawsuits by thirdtiparalleging infringement of their
proprietary rights. Although we believe that otlles and the titles and technologies of third-paeyelopers and publishers with whom we
have contractual relationships do not and willinéinge or violate proprietary rights of othersis possible that infringement of proprietary
rights of others may occur. Any claims of infringemt, with or without merit, could be time consumingstly and difficult to defend. See
Item 1A. - “Risk Factors,”
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Software Development

Rockstar. We develop most of our software titles for owckstar label through our internal developmentissidRockstar North, the
developer ofcrand Theft Aut@andManhunt; Rockstar San Diego, the developeMifinight Club, Rockstar Games Presents Table Tennis
Smuggler’'s RumndRed Dead RevolveRockstar Toronto, the developeridie Warriorsfor PlayStation 2 and Xbox, as well as the
PlayStation 2 version dflax Payne Rockstar Vancouver, the developeBaflly ; and Rockstar Leeds, the developer of the PSHoversf
Grand Theft Auto: Liberty City Stories, Grand Tha&ftto: Vice City Stories; Midnight Club 3: DUB Edit, andThe Warriors. Rockstar also
announced an arrangement with Team Bondi Pty Lakt@lopL.A. Noire, a crime thriller for next-generation systems.

2K Games. While many of our 2K Games titles are developgdhird-party developers, we also develop softwiles for our 2K Games
label through our internal development studiosational Studios, acquired in fiscal 2005, the dieper of the third-party titleSystem Shock
2, SWAT 4 Freedom Forcend the upcoming proprietary titRioShock;and Firaxis, the developer 8fd Meier’s Railroads!, Sid Meier’s
Pirates!,andSid Meier’s Civilization

2K Sports. In fiscal 2006, 2K Sports continued to expasdriternal development studio¥isual Concepts Entertainment and Kush Games,
which we acquired in fiscal 2005, continue to depehe majority of our sports titles, including tejor League Baseball 2KeriesNBA 2K
seriesNHL 2K series andCollege Hoops 2iseries. PAM Developments, which was also acquindiscal 2005, develops oliiop Spintennis
series.

Global Star Software. While the majority of our Global Star titles arevdbped by third-party developers, we also develoipware titles
for our Global Star label through our internal depenent studio Cat Daddy Games, the develop#talf Tycoon 3andDeal or No Deal

Research and Developmer As of October 31, 2006, we had a research ameloiement staff of 1,214 employees with the techinic
capabilities to develop and localize software sifier all major current and next-generation consolé handheld hardware platforms and the
PC in all major territories. Localization involveanslating game text into foreign languages anklimgeother changes appropriate to territ

External Product Developmen Certain of our titles are developed by thirdtigar Agreements with developers generally givexdusive
publishing and marketing rights and require us &kenadvance royalty payments, pay royalties basguaduct sales and satisfy other
conditions. Royalty advances for software titles gpically recoupable against royalties othervdse to developers.

Our agreements with developers generally provideitisthe right to monitor development efforts @andcease making advance payments if
specified development milestones are not satistdé& monitor the level of advances in light of exieelcsales for the related titles and write
off unrecoverable advances to cost of sales ip#n®d in which we determine the advance will nefllly recovered. See Item 7.
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations—Contractuaigabions and Contingent
Liabilities and Commitments.”

The development cycle for new console, handheldR@ditles generally ranges from 12 to more tham®@ths. Although we often
simultaneously develop our software for multiplatfdrms, in certain cases it can take nine to 18thmto adapt a product for additional
hardware platforms after initial development foeguatform is completed. The cost to develop atfiom software product generally ranges
from $5 million to $20 million. We expect that démement costs will continue to increase for nextgation platforms.

Arrangements with Platform Manufacturers

We have entered into license agreements with Sdigypsoft and Nintendo to develop and publish saftin North America and Europe i
the PlayStation, PlayStation 2, PSP, Xbox, Xbox, 3fitendo
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GameCube and Game Boy Advance. We are not reqaireltain any licenses to develop titles for the PC

Sony. In May 2000, we entered into a Licensed Publishgre@ment with Sony Computer Entertainment Ametioa, Under the terms of
the agreement, Sony granted us the right and kcendevelop, market, publish and distribute soféntdles for the PlayStation 2 in North
America. The agreement requires us to submit pitsdocSony for its approval. The agreement provide$ony to be the exclusive
manufacturer of our products for the PlayStati@né for us to pay royalties to Sony based on timeh®u of units manufactured.

The agreement with Sony is automatically renewédlsuccessive ongear terms, unless terminated by Sony in the eveatbreach by us
our bankruptcy or insolvency. Sony may also terit@ribe agreement on a title-by-title basis. Upgpiration or termination of this
agreement, we have certain rights to sell off exgsinventories. We also entered into a similaeagnent with Sony for the PlayStation 2
covering European territories and Australia.

In September 2004, we entered into a three-yeaeagent with Sony pursuant to which Sony grantetth@sight and license to develop,
market, publish and distribute software titlestfog PSP in North America. We also signed a sinsitaeement with Sony for the PSP cove
European territories and Australia. We entered éntour-year Licensed Publisher Agreement with Sanfpril 2004 under which Sony
granted us the right and license to develop, mapkeilish and distribute software titles for thayStation in North America. We also entered
into a similar agreement with Sony for PlayStationering European territories and Australia.

We expect to enter into a platform license with ysfor the PlayStation 3.

Microsoft. In November 2005, we entered into a three-yeditisher License Agreement with Microsoft wherebicisoft granted us the
right and license to develop, market, publish aistfibute software titles for Microsoft's Xbox 3@@ territories to be determined on a title-by-
title basis. The agreement requires us to subradymts to Microsoft for approval and for us to madgalty payments to Microsoft based on
the number of units manufactured. In addition, piaisd are required to be manufactured by Microggfraved manufacturers. The agreem
which expires on November 22, 2008, is automatiaalhewable for successive one-year terms, unltey @arty gives the other prior notice
of non-renewal. The agreement may be terminategithgr party in the event of a material breach.rbBoft also has the right to terminate on
a title-by-title basis. Upon expiration or termiiasit of the agreement, we have certain rights tbaseéxisting inventories. We also have a
similar agreement in place with Microsoft for gadevelopment and distribution on its previous geti@naXbox system.

In May 2006, we announced that we would lauGechnd Theft Auto I\6n the Xbox 360 and PlayStation 3 platforms in ®etd2007. In
addition, our Rockstar subsidiary and Microsoft@mmced that Rockstar will offer exclusive episodintent forGrand Theft Auto I\én

Xbox Live®, Microsoft’'s online entertainment andngiag network. The digitally delivered episodic cemt will be available for purchase by
Xbox Live subscribers, allowing them to expand ti&iand Theft Auto I\gameplay experience.

Nintendo. We entered into a Confidential License Agreeméttt Nintendo that expires in December 2007. Urtleragreement, Nintendo
granted us the right and license to develop, mapksilish and distribute software for Nintendo’sn@Cube in the western hemisphere. The
agreement requires us to submit products to Nimtéadits approval. The agreement also provides\fiotendo to be the exclusive
manufacturer of our products and for us to makaltgypayments to Nintendo based on the number it namanufactured. The agreement |

be terminated by either party in the event of abneand may be terminated by Nintendo in the eskatir bankruptcy. Upon termination of
all of our agreements with Nintendo, we have centajhts to sell off existing inventories. We aksutered into a similar three-year agreement
with Nintendo for GameCube covering European tetidt.
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We also entered into an agreement with Nintendbekyires in July 2007, granting us the right andrise to develop software for Nintenslo’
Game Boy Advance in the western hemisphere. Weezhieto a similar agreement with Nintendo for Epean territories.

We expect to enter into a platform license withtsindo for Wii and DS.

Manufacturing

Sony and Nintendo are the sole manufacturers ofvacé products sold for use on their respectivellvare platforms. We begin the
manufacturing process for our published titles lacing a purchase order for the manufacture ofpooducts with Sony or Nintendo and
utilizing our line of credit with the manufactur&ke then send software code and a prototype grth@uct to the manufacturer, together with
related artwork, user instructions, warranty infation, brochures and packaging designs for appraeééct testing and manufacture. Games
manufactured by Sony and Nintendo are generallypgld within two weeks of receipt of our manufaatgrorder. The same procedure
applies to games for the Xbox and Xbox 360, altimoXigox and Xbox 360 games must be manufactureddoyufacturers pre-approved by
Microsoft.

Production of PC software includes CD-ROM pressasgembly of components, printing of packaging @s®t manuals and shipping of
finished goods, which is performed by thjpdrty vendors in accordance with our specificatiamsl, to a limited extent, by us. We believe
there are alternative sources for these serviegsctiuld be obtained without delay. We send sofveade and a prototype of a title, together
with related artwork, user instructions, warramtfprmation, brochures and packaging designs tartéeufacturers. Games are generally
shipped within two weeks of receipt of our manufigictg order.

To date, we have not experienced any materialdities or delays in the manufacture of our titesnaterial delays due to manufacturing
defects. Our software titles carry a 90-day limiemtranty.

Sales and Marketing

We sell software titles to retail outlets in NoAmerica and Europe through direct relationshipsiwatrge retail customers and third-party
distributors. Our customers in North America ina@uglest Buy, Blockbuster, Circuit City, GameStoprged, Toys “R” Us, Wal-Mart and
other leading mass merchandisers; video, electamictoy stores; national and regional drug staegermarket and discount store chains;
and specialty retailers. Our European custometadecCarrefour, Dixons, Karstadt, and Media SatWe.have sales and marketing
operations in Australia, Austria, Canada, ChinanEea Germany, the Netherlands, Italy, New Zeal&main, Switzerland, Japan and the
United Kingdom.

Sales to our five largest customers in fiscal 2806unted for approximately 49.4% of our revenut) Wal-Mart, GameStop and Best Buy
accounting for 15.4%, 12.6% and 10.2%, respectj\alpur net revenue. No other customer accourdechbre than 10.0% of our revenue
for this year.

Our marketing and promotional efforts are intenttethaximize exposure and broaden distribution oftities, promote brand name
recognition, assist retailers and properly posijtimackage and merchandise our titles. We markes fity implementing public relations
campaigns, using print and online advertisingvislen, radio spots and outdoor advertising. Wéelel that we label and market our
products in accordance with ESRB principles andigiries.

We continue to actively pursue relationships witigipants in the music and entertainment indestiVe believe that the shared
demographics between various media and some abfiveare titles marketed by our publishing labetsvile excellent cross-promotional
opportunities. We continue to work with popularaeting artists to create sophisticated game soackhr enter into agreements to license
high-profile names and likenesses, and make armaeges for co-branding opportunities.
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We have numerous titles that have been designateg SGreatest Hits Program for PlayStation 2 a8& Pand Microsoft's Platinum Hits
Program titles for Xbox. To qualify for these pragrs under our agreements with hardware manufasturer products had to satisfy certain
shelf life and sales requirements. In connectiah Wiese programs, we receive manufacturing digsduom Sony and Microsoft. Nintendo
has also established a Player's Choice Prograrihéowii and GameCube.

We seek to stimulate continued sales and maxinizit potential by reducing the wholesale priceoof products to retailers at various
times during the life of a product. Price conceassimay occur at any time in a product’s life cytlet typically occur six to nine months after
a product’s initial launch. In fiscal 2006, 20052004, price concessions to retailers amount&d 309 million, $30.4 million and $52.8
million, respectively, and are often related todurcts designated as a Greatest or Platinum Hiigr&motitle offered by Sony and Microsoft.
In certain international markets, we provide volurekates to stimulate continued product sales.

We also employ various other marketing methodsytesl to promote consumer awareness, includingire-gromotions and point-of-
purchase displays, direct mail, co-operative adsiag, as well as attendance at trade shows. Weogmspparate sales forces for our
publishing and distribution operations. As of O@pbB1, 2006, we had a sales and marketing st&f66f

Distribution

We distribute our own titles as well as third-pasbftware, hardware and accessories in North Araehiough our Jack of All Games
subsidiary. We distribute three major categoriethifl-party console, handheld and PC productssisting principally of newly released and
popular software titles, budget and catalog soféwiles, and hardware.

We procure products from suppliers principally gsstandard purchase orders based on our assessimesitket demand, as well as pre-
orders from retailers. We periodically enter ingzesements with our suppliers that provide exclusirggribution rights to certain products. \
carry inventory quantities that we believe are seagy to provide rapid response to retailer ordd&ies utilize electronic data interchange with
many of our retailers to enhance the efficiencplating and shipping orders and receiving payments.

Our Jack of All Games subsidiary maintains warebdasilities and sales offices in Ohio and Onta@ianada. Products arrive at our
warehouses to be picked, packed and shipped torness. We generally ship products by common carBiacklog is not material to our
business as we generally ship products within selegs of receipt of orders.

Competition

In our publishing business, we compete both farlges to properties and the sale of interactiveremment software with Sony, Microsoft
and Nintendo, each of which is a large developdrraarketer of software for its own platforms. Ea¢lthese competitors has the financial
resources to withstand significant price compatitimd to implement extensive advertising campaigasicularly with prime-time television
spots. These companies may also increase theisoftiware development efforts. On certain occasiaeshave been able to negotiate
marketing reimbursements from the console manufextpwhich has allowed us to increase marketimppsure for certain of our titles.

We also compete with domestic companies such adr&féc Arts, Activision, THQ, Midway Games and Atand international companies
such as SEGA, Vivendi, Ubisoft, SCi Entertainmé&dpcom, Konami and Namdgandai. Competition in the entertainment softwakustry
is based on product quality and features, brandenaeognition, access to distribution channelgepaind effectiveness of marketing. Our

business is also driven by hit titles, which requircreasing budgets for development and markefihg.availability of significant financial

resources has become a major competitive factdeveloping and

15




marketing software games. Some of our competitave lyreater financial, technical, personnel andratbsources than we do, and are ab
finance larger budgets for development and margetind make higher offers to licensors and devetofmrcommercially desirable
intellectual properties.

Retailers have limited shelf space and promotioesdurces, and competition is intense among arasarg number of newly introduced
entertainment software titles and hardware for adtlevels of shelf space and promotional sup@mnpetition for retail shelf space is
expected to increase, which may require us to asg@ur marketing expenditures to maintain cusalds levels of our titles. Competitors
with more extensive product lines and popularditieay have greater bargaining power with retail&esordingly, we may not be able to
achieve the levels of support and shelf spacestingt competitors receive. Similarly, as competifmpopular properties increases, our cost
of acquiring licenses for such properties is likilyincrease, resulting in reduced margins. Praddrrice competition, increased licensing
costs or reduced operating margins would causemtits to decrease significantly.

Competition for our titles is influenced by the tilg of competitive product releases and the sintylanf such products to our titles and may
result in loss of shelf space or a reduction ifrtbebugh of our titles at retail stores. Our titlalso compete with other forms of entertainment
such as motion pictures, television and audio adeosproducts featuring similar themes, online cotapprograms and other forms of
entertainment which may be less expensive or peoettier advantages to consumers.

As the installed base of console and handheldgstaf has increased and as new console and hargattitms have been introduced, a
growing market for used video games has emergedaMiether software developers have produced aweidety of software titles, and to
the extent that original purchasers have made tl&ilable in second-hand markets, consumersihareasingly opted to purchase used
video games rather than pay full retail price femmgames. Competition from this secondary markettrimopacts our older software titles and
tittes we have published for past hardware platkrm

In our distribution business, we compete with lang@onal companies as well as smaller regionatidigors. We also compete with the
efforts of the major entertainment software companiat distribute directly to retailers or oves thternet. Some of our competitors have
greater financial, technical, personnel and otesources than we do, and are able to carry langentories, adopt more aggressive pricing
policies, and provide more comprehensive proddetten than we can.

International Operations

Sales in international markets, principally in theited Kingdom and other countries in Europe, haseounted for a significant portion of our
net revenue. For fiscal 2006, 2005 and 2004, apmately 39.4%, 39.8% and 36.8%, respectively, ofreat revenue was earned outside the
United States. We are subject to risks inherefri@ign trade, including increased credit risksiff@and duties, fluctuations in foreign
currency exchange rates, shipping delays and itiermal political, regulatory and economic devel@mts, all of which can have a significi
impact on our operating results. See Note 1 taChesolidated Financial Statements.

Segment Information
See Note 15 to the Consolidated Financial Statesxfentmore information regarding our reportablerseqts.

Employees

As of October 31, 2006, we had approximately 2 fa@etime employees. None of our employees areextlip a collective bargaining
agreement. We consider our relations with employeég satisfactory.
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Executive Officers and Directors

The Company’s executive officers and directorsfakaauary 1, 2007 are as follows:

Name _Age Position

Paul Eibeler 51 Chief Executive Officer and President and Dire:
Karl H. Winters 47 Chief Financial Officel

Samuel A. Jud 49  Senior Vice President, Planning and Administra
Grover C. Brown, Esc 71 Director

Todd Emme 43 Director

Robert Flug 59 Director

Oliver R. Grace, Ji 52 Director

John F. Levy 51  Director

Mark Lewis 57 Director

Michael J. Malon¢ 62 Director

Steven Tisclt 57 Director

Paul Eibeler has been Chief Executive Officer ef @ompany since January 2005 and President andaatiof the Company since

April 2004. Mr. Eibeler was also President of thengpany from July 2000 to June 2003 and a directon fDecember 2000 to February 2C
Prior to that time, Mr. Eibeler was a consultantNbicrosoft's Xbox launch team. From July 2003 tot@ber 2003, Mr. Eibeler was President
and Chief Operating Officer of Acclaim EntertainrtistNorth America Division, a company engaged iblEhing video games and, from
1998 to 1999, Mr. Eibeler served as Acclaim Northekica’'s Executive Vice-President and General Managcclaim filed a petition under
Chapter 7 of the federal Bankruptcy Code in Sep&r2b04. During the seven years prior to 1998, Bilseler held various executive
positions with Impact, Inc., a leading supplietioénsed toys and school supplies. Mr. Eibelerivazka B.A. from Loyola College.

Karl H. Winters has been Chief Financial Officettloé Company since February 2002. From April 2@0une 2001, Mr. Winters was the
Chief Financial Officer of ModelWire, Inc., a compaengaged in marketing imaging database prodbotsn 1993 to 1999, Mr. Winters
served in various positions, most recently as Wioesident of Trace International Holdings, Ingyi@ate holding company that held
significant interests in United Auto Group, Incg@nsolidator of new car dealerships, and Foamexrational Inc., a manufacturer of
polyurethane products. During such period, Mr. \&figtalso held executive positions at United Autth Boamex, most recently as United
Auto’s Chief Financial Officer and Executive ViceeBident. From 1983 to 1993, Mr. Winters was a @efudit Manager for Coopers &
Lybrand. Mr. Winters is a C.P.A. and received aBM. from the University of Michigan and a B.A. Business Economics with a
concentration in Accounting from Calvin College.

Samuel A. Judd has been Senior Vice Presidentasiiig and Administration of the Company since 2@§4. Prior to joining the Company
Mr. Judd served as Chief Financial Officer and 8eWice President of Operations at the Simon & Stdudivision of Viacom, Inc. Mr. Juc
received his B.A. in Economics from Cornell Uniigrand an M.B.A. from the University of Pennsylas Wharton School of Business.

Grover C. Brown, Esq. has been a director of then@my since March 2006 and Chairman of its CorpoBvernance Committee since
December 2006. Mr. Brown, a former judge, has tspacial counsel at the law firm of Gordon, Fourm&iMammarella, P.A. since

March 2000. Previously, Mr. Brown was a Partnghatlaw firm of Morris, James, Hitchens & Williarfrem 1985 to 2000. Mr. Brown
served as Chancellor and Vice Chancellor of the®ate Court of Chancery from 1973 until 1985 and w&amily Court Judge for the St
of Delaware prior to that time. Mr. Brown is adraitto practice before the Federal District CourtBélaware and the District of Columbia,
and the United
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States Court of Appeals for the Third Circuit. Brown is a director of Cablevision Systems Corgorata publicly traded leading media,
entertainment and telecommunications company. Elived his law degree from The George Washingtoneysity and is a member of the
American Bar and Delaware Bar Associations.

Todd Emmel has been a director of the Company stebeuary 2002 and was interim Chairman of the Gomijs Audit Committee from
January 2006 until March 2006. Mr. Emmel serve@hsairman of the Company’s Audit Committee from Ag604 to July 2004. Since
August 2003, Mr. Emmel has served as Director,cBired Products for John Hancock Financial Seryiadmancial and insurance services
company. From November 1999 until June 2002, Mroteinwas a First Vice President at Ambac Assurararp@ation, a financial
insurance company. Mr. Emmel received an M.B.Amfi@arnegie Mellon University and a B.S. in Accongtfrom Miami University.

Robert Flug has been a director of the Companyedigbruary 1998 and interim non-executive Chairofaghe Company’s Board of
Directors since January 2006. Since September 187FIlug has held various executive positions vth. Danielle Survivor (formerly S.L.
Danielle), a women’s apparel company, most recaatliPresident and Chief Executive Officer. Mr. Rlegeived a B.S. in Business
Administration from New York University.

Oliver R. Grace, Jr. has been a director of the @amy since April 1997. Since 1990, Mr. Grace, &gig investor, has been the Chairman of
the Board of Moscow Cablecom Corp. (formerly knaagnAnderson Group, Inc.), which provides broadlzaiile services to the city of
Moscow. Mr. Grace is a general partner of Anglo Aigen Security Fund, L.P., a private investmendfuvr. Grace received a B.A. in
Business Administration from Vanderbilt University.

John F. Levy has been a director of the CompanyGiradrman of its Audit Committee and Compensatiom@ittee since March 2006 and
December 2006, respectively. Since May 2005, MvylLteas served as the Chief Executive Officer of lBoadvisory Services, a consulting
firm which advises public companies in the areasopporate governance, corporate compliance, fiahreporting and financial strategies.
From November 1997 to August 2004, Mr. Levy serasdhief financial officer of MediaBay, Inc., a NB8Q company and leading
provider of premium spoken word audio content. Wlail MediaBay, he also served for a period asiite €hairman. Mr. Levy is a Certified
Public Accountant with nine years experience wlih hational public accounting firms of Ernst & Ya@uhaventhol & Horwath and Grant
Thornton. Mr. Levy is a director and Chairman af thudit Committee of Gilman+Cioccia, Inc., a publitraded company which provides
tax preparation and financial planning servicemdtividuals. Mr. Levy has a B.S. degree in Econaiffom the Wharton School of the
University of Pennsylvania and received his M.Bfr@m St. Joseph’s University in Philadelphia.

Mark Lewis has been a director of the Company sMag 2001. For the fifteen years prior to Febru2®@1, Mr. Lewis held various positic
with Electronic Arts, Inc., a company engaged iblining video games, most recently as Senior Yiasident of International Operations.
Mr. Lewis has been a director of Muse CommunicatiGorp., a broadband technology company, since idbee 1997. Mr. Lewis received
B.A. in English and graduated Cum Laude from Y afévdrsity.

Michael J. Malone has been a director of the Comparce January 2006. From May 2001 through Felpra@®5, Mr. Malone served as
non-executive Chairman of Maxide Acquisition, Inc.,@ding company for DMX Music, Inc. (formerly AEI Miic Network, Inc.), a supplit
of music services that he founded in 1971. In Fatyru2005, Maxide Acquisition, Inc. filed for Chaptl1 protection with the U.S.
Bankruptcy Court for the District of Delaware. Fr@®01 through 2004, Mr. Malone served as non-exex@hairman of DMX Music, and
from 1971 through 2001, Mr. Malone served as Chigdcutive Officer and non-executive Chairman of Milsic Network, Inc. From 1995
through 2005, Mr. Malone served as Chairman of MVWishagement, a national hotel management compange 3985, Mr. Malone has
served as Chairman of Erin Air, Inc., a nationakjearter company based in Seattle.
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Since 1999, Mr. Malone has served on the Boardigdibrs and Audit Committee of Expeditors Interoa&l of Washington, Inc., a publicly
traded global logistics services company. Mr. Maloaceived a B.A. in Business Administration frdra tJniversity of Washington.

Steven Tisch has been a director of the Compare dpril 2002. Since 1986, Mr. Tisch has been aejpendent motion picture producer.
Mr. Tisch is the Oscar Award winning producer offést Gump, the 1994 winner for Best Picture. Sideg 2000, Mr. Tisch has been a
partner of Escape Artists, a private independémtdompany, and a director of Classic Media, an@vef franchise entertainment properties.
Since June 2002, Mr. Tisch has been a directoil@f Roman, Inc., a publicly traded television andtion picture production company. Fr
1976 to 1986, Mr. Tisch was a principal of Tischiv Productions, a production company with creglitsh as Risky Business. Mr. Tisch is a
member of the Board of Directors of the Tisch Sd¢ledahe Arts at New York University and The Geff€heatre in Los Angeles. Mr. Tisch
received a B.A. in Sociology from Tufts University.

ltem 1A. Risk Factors

Our business is subject to many risks and unceigainvhich may affect our future financial perf@mnce. Because of the risks and
uncertainties described below, as well as othd@ofa@ffecting our operating results and financ@lidition, past financial performance sha
not be considered to be a reliable indicator aireiperformance and our business and financiabpaeince could be harmed and the market
value of our securities could decline.

The matters relating to the investigation by thee®ml Committee of our Board of Directors and thestatement of our consolidated
financial statements may result in additional SE@quiries, litigation and governmental enforcementons.

In June 2006, our Board of Directors directed ac&p&ommittee consisting of three independent mensibf the Board of Directors to
conduct an independent investigation relating topast stock option grants. The Special Committas assisted in the investigation by
outside independent legal counsel and indepenaentiatants. On December 11, 2006, we announcethéh&pecial Committee
preliminarily found that there were improprietiestihe process of granting and documenting stodbaptind that incorrect measurement
dates for certain stock option grants were usediriancial accounting purposes. As described inBkglanatory Note immediately preceding
Part I, Item 1, and in Note 2 “Restatement of Ctidated Financial Statements” in the Notes to tlhagblidated Financial Statements in this
Form 10-K, as a result of the internal review amtependent investigation, management has conclageldhe Audit Committee agrees, that
incorrect measurement dates were used for finaac@unting purposes for stock-based compensatianda made in certain prior periods.
As a result, we have recorded additional non-ctstksbased compensation expense, and relatedfeotefwith regard to certain past stock-
based awards, and we have restated certain préyidad financial statements included in this Fotf+K.

The internal review, the independent investigataord related activities have required us to inalstantial expenses for legal, accounting,
tax and other professional services, have divartadagement’s attention from our business, and dautte future harm our business,
financial condition, results of operations and cfisis.

While we believe that we have made appropriateruelgs in determining the correct measurement detesir stock-based compensation
awards, the SEC may disagree with the manner inlwilie have accounted for and reported the finanuoigct. Accordingly, there is a risk
that we may have to further restate our prior faainstatements, amend prior filings with the SBCtake other actions not currently
contemplated.

19




Our past stock option granting practices and tetatement of prior financial statements have exphoseto greater risks associated with
litigation, regulatory proceedings and governmeribeeement actions. As described in Part |, IterffL8gal Proceedings”, several derivative
complaints and a class action complaint have bigeghih state and federal courts against our dinscand certain of our executive officers
pertaining to, among other things, allegationstiedgto stock option grants. In addition, we hagsponded to the previously disclosed
subpoenas and informal requests for documents ddiiticmal information from these agencies. We idtém continue to fully cooperate with
these investigations. No assurance can be giverndieg the outcomes from litigation, regulatory ggedings or government enforcement
actions relating to our past stock compensationtfpes. The resolution of these matters will bestionsuming, expensive, and will distract
management from the conduct of our business. Fumibre, if we are subject to adverse findings igdition, regulatory proceedings or
government enforcement actions, we could be reduogpay damages, fines or penalties or have o#medies imposed, which could harm
our business, financial condition, results of oierss and cash flows.

In August 2006, we received a NASDAQ Staff Deteratiion letter stating that, as a result of the dedifiling of our Form 10-Q for the
quarter ended July 31, 2006 (the “Third Quartemi@0-Q”), we were not in compliance with the filinequirements for continued listing as
set forth in Marketplace Rule 4310(c)(14) and weezrefore subject to delisting from the NASDAQ %tddarket. On December 29, 2006,
the NASDAQ Listing Qualifications Panel granted oaquest for continued listing, subject to oumnfijiof the Third Quarter Form 10-Q, and
any required restatements, with the SEC by Marci2@97, holding our combined 2005 and 2006 annwstimg by March 27, 2006 and
providing certain information regarding the Spe€almmittee’s independent investigation to NASDAQdoyor about January 15, 2007,
which we have provided. We anticipate filing ourrilQuarter Form 10-Q with the SEC promptly follogithe filing of this Form 10-K. We
anticipate holding our annual meeting on or aboatdl 23, 2007. We believe that when we hold ourlined 2005 and 2006 annual
meeting, we will have remedied our non-compliandh Warketplace Rule 4310(c)(14) and other appliedBarketplace Rules, subject to
NASDAQ's affirmative completion of our compliance prottmdHowever, if the SEC disagrees with the mannevhich we have accounted
for and reported, or not reported, the financigbéict of past stock-based compensation awards, toheid be further delays in filing
subsequent SEC reports that might result in defjsdf our common stock from the NASDAQ Stock Market

We have incurred significant losses for the yearden October 31, 2006, and we may incur future Igsse

Although we achieved increasing levels of revermu generated profits in each of the years endedi@ct31, 2002 through 2005, we
incurred a significant loss for the year ended ©et31, 2006. We expect to incur increased levieéxpenses associated with significant
product development and licensing commitments twenext year in connection with the diversificatmf our product offerings and the
transition to next-generation platforms. We antigpthat we will continue to incur losses untillstime as we generate sufficient levels of
revenue to offset these increased costs. Contilussds could adversely affect the price of our comistock and our business.

Our business is highly dependent on the successely release and availability of new video gametfilems, on the continued availability
of existing video game platforms, as well as ouiliéypto develop commercially successful products these platforms.

We derive most of our revenue from the sale of petslfor play on video game platforms manufactumgdthird parties, such as Sony’s
PlayStation 2, PlayStation 3 and PSP; and Micr&s#thox and Xbox 360. The success of our busineskiven in large part by the
availability of an adequate supply of current gatien video game platforms (such as the PlaySt&jothe adequate supply, and,
increasingly, the success of new video game hamlagstems (such as the Xbox 360, PlayStation 3renwii), our ability to accurately
predict which platforms will be successful in thanketplace, and our ability to develop
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commercially successful products for these platBriie must make product development decisions amainit significant resources well in
advance of the anticipated introduction of a neatfpfm. A new platform for which we are developjm@ducts may not succeed or may have
a shorter life cycle than anticipated. Alternatyyel platform for which we have not devoted sigrdfit resources could be more successful
than we had initially anticipated, causing us tesra meaningful revenue opportunity. If the platfeifor which we are developing products
are not available in adequate quantities to mestwmer demand or are lower than our expectatiordg oot attain wide market acceptance,
our revenue will suffer, we may be unable to fublgover the investments we have made in develamingroducts, and our financial
performance will be harmed.

We expect the average price of current generatiofitware titles to continue to decline.

Consumer demand for software for current genergtiatiorms has declined as newer and more advamarehivare platforms achieve market
acceptance. As the gaming software industry tramsitto next-generation platforms, we expect féwany/, current generation titles will be
able to command premium price points and we exghettthese titles will be subject to price redutsi@arlier in their product life cycles than
we have seen in prior years. As a result, we hesteaed prices for our current generation softwilesstand we expect to continue to reduce
prices for our current generation software titldsal will have a negative impact on our operatiegutts.

The market for our titles is characterized by shqmoduct life cycles. Delays in product releasesdisruptions following the commercial
release of our products may have a material adverffect on our operating results.

The market for our titles is characterized by sipooduct life cycles and frequent introductionsiefv products. New products may not
achieve significant market acceptance or genetdfigient sales to permit us to recover developmsrgnufacturing and marketing costs
associated with these products. The life cycle titfeagenerally involves a relatively high levdlsales during the first few months after
introduction followed by a rapid decline in salBgcause revenues associated with an initial prdduach generally constitute a high
percentage of the total revenue associated witlifehef a product, delays in product releasesisruptions following the commercial release
of one or more new products could have a matediatisge effect on our operating results and causeperating results to be materially
different from expectations. We have experiencddydein product releases and in fiscal 2005 ouemere was negatively impacted by
product returns due to the re-rating by the ESRBraind Theft Auto: San Andre&®m “M” (age 17 and older) to “AO” (age 18 and eljl
Such delays and disruptions may occur in the future

We are dependent on the future success of our Grameft Auto products and we must continue to publitit” titles in order to
successfully compete in our industr

Grand Theft Aut@and certain of our other titles are “hit” produatsd have historically accounted for a substantalign of our revenues. If

we fail to continue to develop and sell new comradiscsuccessful hit titles or experience any dslayproduct releases or disruptions
following the commercial release of our “hit” tisleour revenues and profits may decrease subdbaatia we may incur losses. For the years
ended October 31, 2006, 2005 and 2004Gnand Theft Autditles accounted for 22.4%, 38.2% and 34.3% oftotal revenue, respectively,
and our ten best selling titles accounted for axiprately 38.4%, 48.2% and 46.3% of our net revenrgspectively. In addition, competition
in our industry is intense and a relatively smaihier of hit titles account for a large portiortatial revenue in our industry. Hit products
offered by our competitors may take a larger sba@mnsumer spending than we anticipate, whichccoalise revenue generated from our
products and services to fall below our expectatidiour competitors develop more successful petalar services at lower price points or
based on payment models perceived as offeringrbathee (such as pay-for play or subscription-basedels), or if we do
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not continue to develop consistently high qualitg avell-received products and services, our revamakeprofitability will decline.

Our software titles compete for the leisure and erainment time of consumers, which has intensifigdpart due to advances in
technology.

We face increasing competition for the leisure antértainment time of consumers. Our publishingrimss competes with all other sources
of information and entertainment, including teléms movies, music, live events, radio broadcdsisye video products, print media and the
Internet. Technological advancements, such as trearsing capabilities and downloading entertainnv@nthe Internet, have increased the
number of media and entertainment choices availabt®ensumers and presents challenges as our aediecomes more fragmented. The
increasing number of choices available to consummauid negatively impact demand for our productgequire us to use additional resoul

to develop more sophisticated software, or botludfdo not respond effectively to increases inl¢igire and entertainment choices available
to consumers, it could have an adverse effect om@upetitive position and revenues.

If we fail to retain creative and product developmtepersonnel, our business could be seriously hadr

We are highly dependent on the expertise, skiltskarowledge of certain of our Rockstar employespoasible for content creation and
development ofsrand Theft Aut@and other titles. Although we entered into emplogtregreements with our key Rockstar employeeswa
have granted them incentives including an interoghlty program based on sales of Rockstar puldigheducts, we may not be able to
continue to retain these personnel at current cosgi®n levels, or at all. The compensation arraveges with such Rockstar employees
could result in increased expenses and have aivedgaipact on our operating results. In additidrarie or more of these individuals leave
company, we may lose additional personnel, expeei@naterial interruptions in product development delays in bringing products to
market, which could have a material adverse effaatur business and prospects.

We depend on our key management personnel.

Our continued success will depend to a signifieaént on our senior management. The loss of ttvices of our executive officers could
significantly harm our business, financial conditend operating results. In addition, if one or enkey employees join a competitor or fori
competing company, we may lose additional persomxglerience material interruptions in product deeent, delays in bringing products
to market and difficulties in our relationships lwlicensors, suppliers and customers, which cagldfecantly harm our business, financial
condition and operating results. Additionally, fa@ to continue to attract and retain qualified agggment personnel could adversely affect
our business and prospects.

Our ability to acquire licenses to intellectual pperty, especially for sports titles, impacts ouvemue and profitability. Competition for
these licenses may make them more expensive ang&se our costs.

Many of our products are based on or incorpordtdi@ctual property owned by others. For example,2K Sports products include rights
licensed from major sports leagues and playersicasons. Similarly, some of our other titles dssed on key film and television licenses.
Competition for these licenses is intense. If weewarable to maintain these licenses or obtain iatditlicenses with significant commercial
value, our revenues and profitability will declisignificantly. Competition for these licenses migpalrive up the advances, guarantees and
royalties that we must pay to the licensor, whiohld significantly increase our costs.
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Our business is dependent on our ability to entetoi successful software development arrangements wiird parties.

Our success depends on our ability to continudiniify and develop new titles on a timely basi® iy on third-party software developers
for the development of certain of our titles. Qtyathird-party developers are continually in higéntend. Software developers who have
developed titles for us in the past may not belalikd to develop software for us in the future. Bau¢he limited number of third-party
software developers and the limited control thatewercise over them, these developers may notleg¢@bomplete titles for us on a timely
basis or within acceptable quality standards, &llatWe have entered into agreements with thindiggto acquire the rights to publish and
distribute interactive entertainment software af agto use licensed intellectual properties intitles. These agreements typically require
to make advance payments, pay royalties and saiie®r conditions. Our advance payments may ngulfecient to permit developers to
develop new software successfully, which could ltéaunaterial delays and significantly increase oosts to bring particular products to
market. Software development costs, promotion aadketing expenses and royalties payable to softd@velopers and third-party licensors
have increased significantly in recent years addce potential profits derived from sales of outware. Future sales of our titles may not be
sufficient to recover advances to software devetopad licensors, and we may not have adequatecigiaand other resources to satisfy our
contractual commitments to such developers. Ifailetd satisfy our obligations under agreementéhird-party developers and licensors,
the agreements may be terminated or modified irsvilagt are burdensome to us, and materially adyeaffect our operating results.

We are subject to product development risks whiohild result in delays and additional costs, and meist adapt to changes in software
technologies.

We depend on third-party software developers amdmernal development studios to develop new adtive entertainment software within
anticipated release schedules and cost projecfidresdevelopment cycle for new titles ranges framlte to thirty-six months and is
expected to increase in connection with the devetay of nextgeneration software. After development of a proditichay take between ni

to twelve additional months to develop the prodacbther hardware platforms. If developers expaefinancial difficulties, additional co:
or unanticipated development delays, we will noabke to release titles according to our schedutead budgeted costs. Certain of our
licensing and marketing agreements also contamigioms that would impose penalties in the eveat tte fail to meet agreed upon software
release dates.

Additionally, in order to stay competitive, ourénbal development studios must anticipate and adapipid technological changes affecting
software development. Any inability to respondéohnological advances and implement new technalagpald render our products obsolete
or less marketable.

The interactive entertainment software industryhigghly competitive both for our publishing and digibution operations.

We compete for both licenses to properties andafe of interactive entertainment software withygdvicrosoft and Nintendo, each of
which is a large developer and marketer of softviarés own platforms. Each of these competitaas the financial resources to withstand
significant price competition and to implement exgi®e advertising campaigns, particularly for tedén spots. These companies may also
increase their own software development effortibous on developing software products for thirdepatatforms. We also compete with
domestic game publishers such as Electronic Artsiyision, THQ, Midway Games and Atari and intefaatl publishers, such as SEGA,
Vivendi, Ubisoft, SCi Entertainment, Capcom, Konamd Namco-Bondai. As our business is driven byithéss, which require increasing
budgets for development and marketing, the avdithalof significant financial resources has becommajor competitive factor in developing
and marketing software games. Some of our compgtito
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have greater financial, technical, personnel ahdratesources than we do and are able to finangerlaudgets for development and
marketing and make higher offers to licensors ancetbpers for commercially desirable properties: @@les also compete with other forms
of entertainment such as motion pictures, telemisiod audio and video products featuring similanths, online computer programs and
forms of entertainment which may be less expensiy@ovide other advantages to consumers.

Our distribution business also operates in a higbiypetitive environment. Competition is based prily on breadth, availability and qual

of product lines; price; terms and conditions désaredit terms and availability; speed and accyia delivery; and effectiveness of sales
marketing programs. Our competitors include rediamational and international distributors, as vesllhardware manufacturers and software
publishers. We may lose market share or be fortéldd future to reduce our prices in response t@wompetitors. Our distribution business
has been adversely affected by lower sales voluUmeftware titles, a decrease in average sellimgeprof interactive entertainment products
as our industry transitions to next-generation netbgy and increased competition in the value saféamarket.

A number of software publishers who compete witlhage developed and commercialized or are curreleeloping online games for use
by consumers over the Internet. Future increaseduwrner acceptance and increases in the availabilipline games or technological
advances in online game software sales or therneteould result in a decline in platform-basedwafe sales and negatively impact sales of
our products. Direct sales of software over therimét by our competitors could materially adversdfgct our distribution business.

Increased competition for limited shelf space andmotional support from retailers could affect th&iccess of our business and require
to incur greater expenses to market our titles.

Retailers have limited shelf space and promotioesburces, and competition is intense among nevilgduced interactive entertainment
software titles for adequate levels of shelf spaue promotional support. Competition for retaillspace is expected to increase, which may
require us to increase our marketing expenditwresdintain desirable levels of sales of our tit@smpetitors with more extensive lines and
popular titles may have greater bargaining powé vétailers. Accordingly, we may not be able, @ mway have to pay more than our
competitors, to achieve similar levels of promogibsupport and shelf space.

A limited number of customers account for a sigréint portion of our sales. The loss of a principalstomer could seriously hurt oL
business.

A substantial portion of our product sales are madelimited number of customers. Sales to owr fargest customers accounted for
approximately 49.4% and 40.7% of our net revenioeshe year ended October 31, 2006 and 2005, ctsply, with Wal-Mart, GameStop
and Best Buy accounting for 15.4%, 12.6% and 10r2%pectively, of such revenues for the year ef@igtdber 31, 2006. Our sales are made
primarily pursuant to purchase orders without lé@gn agreements or other commitments, and our giegs®may terminate their relationship
with us at any time. Certain of our customers maglide to carry products containing mature cont&he loss of our relationships with
principal customers or a decline in sales to ppaccustomers, including as a result of a prodeatdrated “AO” (age 18 and over), could
materially adversely affect our business and opegagesults. Bankruptcies or consolidations ofa@iertarge retail customers could seriously
hurt our business.
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Returns of our published titles by our customersdaprice concessions granted to our customers mayeasely affect our operating result

We are exposed to the risk of product returns aie goncessions with respect to our customers.di3tribution arrangements with
customers generally do not give them the righttam titles to us or to cancel firm orders. Howevee sometimes accept product returns
from our distribution customers for stock balancamgl negotiate accommodations to customers whithde credits and returns, when
demand for specific products falls below expectatioNe accept returns and grant price concessiocaninection with our publishing
arrangements and revenue is recognized after dadwedtimated reserves for returns and price caimes. While we believe that we can
reliably estimate future returns and price conaessiif return rates and price concessions foipoibtished titles exceed our reserves, our
revenues could decline.

Failure to collect our accounts receivable on a thy basis will negatively impact our cash flow.

Our sales are typically made on credit. We do wodd ny collateral to secure payment by our custem&s a result, we are subject to credit
risks, particularly in the event that a significamount of our receivables represent sales toitelirmumber of retailers or are concentrated in
foreign markets. Although we continually assessctieglitworthiness of our customers, which are fpally large, national retailers, if we are
unable to collect our accounts receivable as tleepime due, it could adversely affect our financ@aldition and cash flow. From time to tii
we purchase insurance from financial institutionsar receivables, with certain limits, to help e us from loss in the event of a
customer’s bankruptcy or insolvency.

We are subject to the rating of our content by tBatertainment Software Rating Board. Failure to ddin a target rating for certain of our
products could negatively impact our sales as coaldame r-rating.

We submit our game products to the ESRB, a volyntings organization that requires publishersuiomit game content for rating. The
ESRB system provides consumers with informatiorualgame content using a rating symbol that sugdkstappropriate player age group,
and content descriptor information, such as grapioience, profanity, or sexually explicit materiihe ESRB rating is printed on each game
package and retailers may use the rating to réstiles to the recommended age groups. The ESRBmm®ge significant penalties on game
publishers for violations of its rules on ratingrmarketing a game, including revocation of a ratingnonetary fines. Certain countries have
also established similar rating systems as preséqaifor product sales in those countries. Weelelthat we comply with rating system
requirements and properly display the designatiagaymbols and content descriptors. In some int&ta, we may have to modify our
products in order to market them under the expeaettiag, which could delay or disrupt the releabewr products. Sales of some of our tit
however, have been prohibited in certain countiieghe United States, we expect our softwarestittereceive ESRB ratings of “E” (age 6
and older), “E10+" (age 10 and older), “T” (aged® over) or “M” (age 17 and over). In additiorthese ratings, the ESRB may also rate a
game as “AO” (age 18 and over). Many of our Roaksties and certain of our 2K Games titles haverbrated “M” by the ESRB. If we are
unable to obtain “M” ratings as a result of chanigethe ESRB’s ratings standards or for other reasimcluding the adoption of legislation in
this area, our business and prospects could beinelgaaffected. In the event any of our gamesrareated by the ESRB, we may be required
to record a reserve for anticipated product retantsinventory obsolescence which could expose additional litigation, administrative
fines and penalties and other potential liabiliteasd could adversely affect our operating results.
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We entered into a Consent Order with the Staff bétFederal Trade.

The Federal Trade Commission (“FTC”) has concluitegreviously reported inquiry regarding the adigérg claims forGrand Theft Auto:
San Andreafollowing the re-rating of the title by the ESRB. July 2006, we entered into an agreement witlsth# of the FTC containing a
Consent Order that settled all outstanding magiersling before the FTC. Under the terms of the €un®rder, we established, and must
implement, and maintain a comprehensive systenonaddy designed to ensure that all content in aatednic game is considered and
reviewed in preparing submissions to a U.S. radintdhority. The companies also agreed to accuragpiesent the rating and content
descriptors for games they publish and to disdosmmnsumers the presence of any content relewahetrating that was not disclosed to the
rating authority. If we fail to comply with the tas of the Consent Order, we could be required yospastantial fines, penalties and
judgments and our operations could be significanéymed

We are currently in litigation that could negativglimpact our financial results.

We are currently named as a defendant in classrsctiomplaints alleging consumer deception, fadsermising and common law fraud, class
action and derivative complaints alleging violasasf certain federal securities laws, an actiorught by the City Attorney of Los Angeles
and actions brought by the estates of certain iddals claiming violations of State manufacturirapllity and wrongful death statutes.

We cannot predict the outcome of these pendingemsativhich could result in the imposition of sigedint fines and penalties and/or
judgments that could negatively impact our resofitsperations and financial condition. Additionallye have incurred and expect to conti
to incur significant legal and other professioresd and expenses in connection with pending licigats well as pending regulatory matters
which have also diverted management’s attentiom foar business. See Item 3—"Legal Proceedings”.

We have received requests for information from @@nt state and federal regulatory authorities.

We have received grand jury subpoenas issued byitiect Attorney of the County of New York requiesg production of documents
covering various periods beginning on January 971%hcluding those relating to, among other thirtige so-called “Hot Coffee” scenes in
Grand Theft Auto: San Andreas; the work of our 8loaf Directors, all Board Committees, and the $gdddtigation Committee; certain
acquisitions entered into by us ; billing and paytrecords relating to Pricewaterhouse Coopers (P&/C”) and the termination of PWC
as our auditors; communications to financial gstaland stockholders about acquisitions and fieanesults; compensation and human
resources documents of certain of our directodseanployees; stock-based compensation; the SEXrie 2006 inquiry; legal services
performed for employees; corporate credit cardexpgnse records of certain individuals; the SEGobasur former Chief Executive
Officer, Ryan Brant; and ethics, securities, andflict of interest policies and questionnaires. #e fully cooperating and providing the
documents and information called for by the subpsen

We have also received notice from the SEC thatébnducting an informal non-public investigatiatoi certain stock option grants made by
us from January 1997 to the present. We and thei@g@ommittee are fully cooperating with the SEC.

We have also received requests for documents dodriation relating tasrand Theft Auto: San Andre&em certain state Attorneys
General, which matters have been dormant for somee t

We have also received a request for informatiomftbe Internal Revenue Service that includes aastfor records relating to the grant and
exercise of options and tax deductions taken yunsuant to Internal
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Revenue Code Section 162(m) for the period fronolet 31, 2000 to October 31, 2004. We are fullypepating and providing the reques
documents.

These regulatory matters could divert resources/dmean our business, which could undermine ourighib effectively compete and
seriously hurt our business and prospects. Whitkeureview, our ability to enter into capital-raigj strategic and other potential corporate
transactions on favorable terms could be sevemtydered. We cannot predict the outcome of thesdipgmeviews, which could ultimately
result in the imposition of significant fines aother penalties and/or judgments that could neglgtimpact our results of operations and
financial condition.

Our business and products are subject to increaspugential legislation. The adoption of such propaslegislation could limit the retail
market for our products.

Several proposals have been made for federal &igislto regulate our industry, including a Sermliereferred to as The Family
Entertainment Protection Act. This bill proposegtohibit the sale of “M” rated, “AQO” rated and “Rag Pending” products to under-17
audiences. If the hill is adopted into law, it miyit the potential market for our “M” rated prods¢and adversely affect our operating
results. Other countries, such as Germany, haveteddaws regulating content both in packaged gaamedshose transmitted over the
Internet that are stricter than current United &tdaws. In the United States, proposals havelsso made by numerous state legislators to
regulate the sale of interactive entertainmentsi products containing violent or sexually explicaterial by prohibiting the sale of such
products to under 17 or 18 audiences and propg&nglties for noncompliance, and certain states hesently sought to adopt laws
regulating “M” or “AQ” rated products or producttherwise depicting violent or sexually explicit reaals. While such legislation has been
successfully enjoined by industry and retail grqulps adoption into law of such legislation in femleand/or in state jurisdictions in which we
do significant business could severely limit theaitenarket for our “M” rated titles.

Content policies adopted by retailers, consumer agifion and litigation could negatively impact sal@f our products .

Retailers may decline to sell interactive entertent software containing graphic violence or sdyuatplicit material or other content that
they deem inappropriate for their businesses t#ilexs decline to sell our “M” rated products @ogucts containing graphic violence or
sexually explicit material or other objectionabttent generally, or if our “M” rated products aaged “AO,” we might be required to
significantly change or discontinue particularetitl which in the case of our best sellBignd Theft Autditles could seriously hurt our
business. Consumer advocacy groups have oppossdaahteractive entertainment software contaimgjraphic violence or sexually explicit
material or other objectionable content by pres&imdegislation in these areas and by engagirmuuiniic demonstrations and media
campaigns. Additionally, although lawsuits seekitagnages for injuries allegedly suffered by thirdipa as a result of video games have
been unsuccessful in the courts, claims of thid kiave been asserted against us from time to &ee ltem 3. “Legal Proceedings.”

We cannot publish our console titles without thempval of hardware licensors who are also our contife's.

We are required to obtain a license from Sony, boft and Nintendo, who are also our competitarsigvelop and publish titles for their
respective hardware platforms. Our existing platféicenses require that we obtain approval forphielication of new titles on a title-by-title
basis. As a result, the number of titles we are &dblpublish for these hardware platforms, andadility to manage the timing of the releas
these titles and, accordingly, our net revenues fitles for these hardware platforms, may be kahitif any licensor chooses not to renew or
extend our license agreement at the end of itentiterm, or if the licensor were to terminate kiegnse for any reason, we would be unable
to publish additional
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titles for that licensor’s platform. Termination afiy such agreements could seriously hurt our kasiand prospects.

Microsoft released its next-generation hardwaré&qia into the North American marketplace in NoveanB005, and each of Sony and
Nintendo introduced their respective r-generation platforms into the marketplace durirmy&mber 2006. Certain platform licensors have
retained the right to change fee structures foinerjameplay, and each licensoability to set royalty rates makes it difficuttr fus to foreca:
our costs. Increased costs could negatively impacbperating margins. We may be unable to enterlicense agreements for certain next-
generation platforms on satisfactory terms or lafalilure to enter into any such agreement coldd seriously hurt our business.

Our quarterly operating results are highly seasorehd may fluctuate significantly, which could causeir stock price to decline.

We have experienced and may continue to experigiaeefluctuations in quarterly operating resulteeTinteractive entertainment industry is
highly seasonal, with sales typically higher durihg fourth calendar quarter (our fourth and fiistal quarters), due primarily to increased
demand for games during the holiday buying seadan failure or inability to introduce products otimely basis to meet seasonal
fluctuations in demand could adversely affect ausibess and operating results. The uncertaintEscaged with software development,
manufacturing lead times, production delays andafiyroval process for products by hardware manufait and other licensors make it
difficult to predict the quarter in which our prazts will ship and therefore may cause us to faihtet financial expectations. In future
quarters, our operating results may fall belowekpectations of securities analysts and investudgtae price of our stock could decline
significantly.

Our expansion and acquisitions may strain our opéioms, and we may not have sufficient financial @srces to continue to expand our
operations at previous levels.

We have expanded through internal growth and aitguis, which has placed and may continue to ptasgnificant strain on our
management, administrative, operational, finareomal other resources. We have expanded our pulisiperations, significantly increased
our advances to licensors and developers and mantifeg expenditures and enlarged our work foreesiiccessfully manage this growth,
we must continue to implement and improve our dpegasystems as well as hire, train and managdstantial and increasing number of
management, technical, marketing, administratice@her personnel. We may be unable to effectimeyage our expanding and
geographically dispersed operations.

We have acquired rights to various properties armginesses, and we intend to continue to pursuertyppiies by making selective
acquisitions consistent with our business stratéggy.may be unable to successfully integrate newqgperel, properties or businesses into our
operations. If we are unable to successfully irdegpersonnel, properties or businesses into aenatipns, we may incur significant charges.

Our publishing and distribution activities requsignificant cash resources. We may be requireéédt gebt or equity financing to fund the
cost of continued expansion and there is no gueediiat could obtain additional financing on acabjat terms. The issuance of equity
securities would result in dilution to the intesesf our stockholders.

Our business is subject to risks generally assagiftvith the entertainment industry, and we may felproperly assess consumer tastes
and preferences.

Our business is subject to all of the risks geheealsociated with the entertainment industry aedprdingly, our future operating results will
depend on numerous factors beyond our controlydieg
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the popularity, price and timing of new hardwaratfdrms being released; economic, political andtamil conditions that adversely affect
discretionary consumer spending; changes in consdamographics; the availability and popularityotfier forms of entertainment; and
critical reviews and public tastes and preferenaféch may change rapidly and cannot be predidtedrder to plan for acquisition and
promotional activities, we must anticipate and oggpto rapid changes in consumer tastes and pnefeseA decline in the popularity of
certain game genres or particular platforms coalgse sales of our titles to decline dramaticalhe Pperiod of time necessary to develop new
game titles, obtain approvals of platform licensamg produce finished products is unpredictableiriguthis period, consumer appeal for a
particular titte may decrease, causing productssaldall short of expectations.

We cannot be certain of the future effectivenessoof internal controls over financial reporting othe impact of the same on our
operations or the market price for our common stock

Pursuant to Section 404 of the Sarbanes-Oxley 2002, we are required to include in our Annuap&# on Form 10-K our assessment of
the effectiveness of our internal controls oveafficial reporting. Furthermore, our independentsteged public accounting firm is requirec
audit our assessment of the effectiveness of d@errial controls over financial reporting and sefyareport on whether it believes we
maintain, in all material respects, effective intdrcontrols over financial reporting. Although believe that we currently have adequate
internal control procedures in place, we cannatdréain that future material changes to our intlecnatrols over financial reporting will be
effective. If we cannot adequately maintain theetf/eness of our internal controls over finanogdorting, we might be subject to sanctions
or investigation by regulatory authorities, suchresSEC. Any such action could adversely affectfimancial results and the market price of
our common stock.

We may not be able to protect our proprietary righdr avoid claims that we infringe on the proprieyarights of others.

We develop proprietary software and have obtaihedights to publish and distribute software depetbby third parties. We attempt to
protect our software and production techniques uodpyright, trademark and trade secret laws akagehrough contractual restrictions on
disclosure, copying and distribution. Our softwarsusceptible to piracy and unauthorized copyuhtauthorized third parties may be able to
copy or to reverse engineer our software to olashuse programming or production techniques tleatagard as proprietary. Well organi:
piracy operations have also proliferated in regesatrs resulting in the ability to download piratexpies of our software over the Internet.
Although we attempt to incorporate protective meesinto our software, piracy of our products cauddyatively impact our future
profitability.

With advances in technology, game content and soéwraphics are expected to become more reakistia.result, we believe that
interactive entertainment software will increasinigecome the subject of claims that such softwafringes the intellectual property rights of
others. From time to time, we receive notices ftbird parties or are named in lawsuits by thirdtiparalleging infringement of their
proprietary rights. Although we believe that ouftsare and technologies and the software and tdobies of third-party developers and
publishers with whom we have contractual relatidgasot and will not infringe or violate proprietatights of others, it is possible that
infringement of proprietary rights of others hasway occur. Any claims of infringement, with or Wt merit, could be time consuming,
costly and difficult to defend. Moreover, intellaat property litigation or claims could requiretosdiscontinue the distribution of products,
obtain a license or redesign our products, whialccoesult in additional substantial costs and malteelays.
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Our software is susceptible to errors, which canrhraour financial results and reputation.

The technological advancements of new hardwaréophas result in the development of more complexvearfe products. As software
products become more complex, the risk of undedesteors in products when first introduced increasie despite testing, errors are found in
new products or releases after shipments havernade, we could experience a loss of or delay iel§irmarket acceptance, product returns,
loss of revenues and damage to our reputation.

Gross margins relating to our distribution businebsive been historically narrow which increases timepact of variations in costs on our
operating results.

As a result of intense price competition, our gnmssgins in our distribution business have histdljcbeen narrow and may continue to be
narrow in the future. Accordingly, slight variat®im operating costs and expenses could reswtssek in our distribution business from
period to period.

We may not be able to adequately adjust our castcstire in a timely fashion in response to a sudddacrease in demand.

A significant portion of our selling and generabtlaadministrative expense is comprised of persoanélfacilities. In the event of a significant
decline in revenues, we may not be able to exilities, reduce personnel, or make other changesit@ost structure without disruption to
our operations or without significant terminatiamdaexit costs. Management may not be able to imptgrsuch actions in a timely manner, if
at all, to offset an immediate shortfall in revesaad profit. Moreover, reducing costs may impair @bility to produce and develop software
titles at sufficient levels in the future.

Our distribution business is dependent on suppliésamaintain an adequate supply of products to flilEustomer orders on a timely basis.

Our ability to obtain particular products in requdrquantities and to fulfill customer orders oinzety basis is important to our success. In
most cases, we have no guaranteed price or delagraements with suppliers. In certain productgmies, limited price concessions or
return rights offered by publishers may have aibgasn the amount of product we may be willing toghase. Our industry may experience
significant hardware supply shortages from timéntee due to the inability of certain manufacturersupply certain products on a timely
basis. As a result, we have experienced, and m#yeifuture continue to experience, short-term Ware inventory shortages. Further,
manufacturers or publishers who currently distbihieir products through us may decide to distébat to substantially increase their
existing distribution, through other distributoes,directly to retailers.

If manufacturers do not supply us with finishetétiton favorable terms without delays, our operatiwould be materially interrupted, and
would be unable to obtain sufficient amounts of praduct to sell to our customers. If we cannoawbsufficient product supplies, our net
revenues will decline and we could incur losses.

We are subject to the risk that our inventory vatumay decline and protective terms under supplismagements may not adequately
cover the decline in values.

The interactive entertainment software and hardwathestry is characterized by the introduction efwnand enhanced generations of prod
and evolving industry standards. These changescauage inventory to decline substantially in valuerdime or to become obsolete. We are
exposed to inventory risk in our distribution buesia to the extent that supplier price concessimnaa available to us on all products or
guantities. In addition, suppliers may become ol and unable to fulfill price concession obligas.
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We are subject to risks and uncertainties of intational trade, including fluctuations in the valuesf local foreign currencies against the
dollar.

Sales in international markets, primarily in theitdd Kingdom and other territories in Europe, hageounted for a significant portion of our
net revenues. Sales in international markets a¢eduor approximately 39.4% and 39.8%, respectivefyur net revenues for the years
ended October 31, 2006 and 2005, respectively. M/subject to risks inherent in foreign trade, udihg increased credit risks; tariffs and
duties; fluctuations in foreign currency exchangges; shipping delays; and international politicagjulatory and economic developments, all
of which can have a significant impact on our opegaresults. All of our international sales aredman local currencies, which could
fluctuate against the dollar. While we may use fmdvexchange contracts to a limited extent to seehitigate foreign currency risk, our
results of operations could be adversely affeciedrifavorable foreign currency fluctuations.

The market price for our common stock may be highiglatile as a result of, among other things, facscaffecting the industry.

The market price of our common stock has been amdauontinue to be highly volatile. Factors suclbasoperating results, announcements
by us or our competitors and various factors aiffigcthe interactive entertainment software industay have a significant impact on the
market price of our common stock.

We seek to manage our business with a view to aghiglong-term results, and this could have a negateffect on short-term trading.

We focus on creation of shareholder value over tiane we intend to make decisions that will be tast with this long-term view. As a
result, some of our decisions, such as whetheraticeror discontinue operating investments, manageaance sheet and capital structure, or
pursue or discontinue strategic initiatives, mayrbeonflict with the objectives of short-term tead. Further, this could adversely affect our
quarterly or other short-term results of operations

ltem 1B. Unresolved Staff Comments

Not Applicable.

Item 2. Properties

Our principal executive offices are located at 88adway, New York, New York in approximately 48008quare feet of space under a ten-
year lease expiring in 2012, which provides foruaiment of approximately $1,605,000. We also sag#ean additional 16,000 square fes
this location under a lease expiring in 2010 fomanual rent of approximately $368,000.

Take-Two Interactive Software Europe leases 12a81D11,200 square feet of office space in Winddaited Kingdom and Geneva,
Switzerland, respectively. The Windsor lease presitbr a current annual rent of approximately $66@ plus taxes and utilities, and expires
in 2011. The Geneva lease provides for a curremt@rent of approximately $461,000 plus taxes wiliiies, and expires in 2011. Rockstar
North currently leases 42,000 square feet of offjgace in Edinburgh, Scotland, at an annual reappfoximately $2,173,000. The le:
expires in 2014.

2K Games leases approximately 14,000 square fesfiogé space in New York, New York under an eigktr lease expiring in 2013, which
provides for annual rent of approximately $563,06Qlanuary 2006, a fire in a lower floor of thisilding caused significant damage to these
offices and we have temporarily relocated all & ¢mployees based in these offices, consistinggpiliyrof marketing and administrative
personnel, and to a limited extent, product tespieggonnel. We did not experience any significéfieiceé on our business as a result of the fire.
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Our Jack of All Games subsidiary leases 400,00@rsgieet of office and warehouse space in Cincin@diio. The lease provides for annual
rent of approximately $1,064,000, plus taxes asdrance, and expires in September 2014.

In addition, our other subsidiaries lease officacepin Sydney and Braddon, Australia; Mississaligegnto and Vancouver, Canada; Paris,
France; Munich, Germany; Breda, Netherlands; Ma@hin; Milan, Italy; Auckland, New Zealand; Lomgd.incoln, Leighton Buzzard,
Newcastl-upon-Tyne and Leeds, UK; Hong Kong and Shanghain& Camarillo, Los Angeles, San Diego, San FisnwgiSan Rafael and
West Village, California; Baltimore and Hunt Valldyaryland; Quincy, Massachusetts; and BellevuesMfggton; for an aggregate annual
rent of approximately $14,769,000.

Item 3. Legal Proceedings

In July 2005, we received three purported classmacomplaints against us and Rockstar Games, fwdiich were filed in the United States
District Court for the Southern District of New Yoand one such complaint which was filed in thetehiStates District Court, Eastern
District of Pennsylvania. On September 8, 2005ttarosimilar complaint was filed in the Circuit Gotor the Twentieth Judicial District, St.
Clair County, lllinois and then removed to Unite@dt8s District Court for the Southern District Bihbis. The plaintiffs, alleged purchasers
our Grand Theft Auto: San Andregame, allege that we and Rockstar Games engagethaumer deception, false advertising and common
law fraud and were unjustly enriched as a resuthefalleged failure of us and Rockstar Gamesddate thaGrand Theft Auto: San
Andreascontained “hidden” content, which resulted in tlaeng receiving an “M” rating from the ESRB rathearitan “AO” rating. The
complaints seek unspecified damages, declaratioverimus violations of law and litigation costshd New York and Pennsylvania actions,
together with an action commenced against us amtt$tar Games in the United States District forSethern District of New York in
August 2006, have been consolidated in the Soufbestnict of New York under the captidn re Grand Theft Auto Video Game Consumer
Litigation , (05-CV-6734 (BSJ)) and the lllinois action hagméransferred to the Southern District of New Yfimkcoordinated pretrial
proceedings pursuant to an Order of Judicial Paméflultidistrict Litigation. These cases have beensolidated for pretrial proceedings
under the captioin re Grand Theft Auto Video Game Consumer Litga{No. Il), 06-MD-1739 (SWK)(MHD). On June 7, 2006 plairgiff
filed a Consolidated and Amended Complaint. On 3dly2006, we and Rockstar Games filed a Partialdvido Dismiss those claims
brought under the laws of states other than steltese the named plaintiffs reside and were purgbrt@jured. By an Opinion and Order
dated October 25, 2006, the Partial Motion to D&swras denied. On November 10, 2006 we and Rodkstawes filed a Motion to Deny
Certification of the proposed nationwide class.Nlmivember 17, 2006 we and Rockstar Games servedsavea denying the allegations in-
Consolidated and Amended Complaint and assertirigusaaffirmative defenses. On January 24, 200¥ Plaintiffs cross-moved for
certification of the proposed nationwide class. €xidated discovery in these actions is proceeding.

In November 2006, a complaint was filed againstus Rockstar Games in the United States DistricrC&astern District of Pennsylvania,
alleging that we and Rockstar Games engaged irucogisdeception, were unjustly enriched and in bredavarranty as a result of the
alleged failure of us and Rockstar Games to diedbatGrand Theft Auto: San Andreasntained “hidden” content, which resulted in the
game receiving an “M” rating from the ESRB rathwsart an “AQ” rating. The complaint seeks unspeciflathages, declarations of various
violations of law and litigation costs. We and Rstek Games have filed a Notice of Tag-along Actigth the Judicial Panel on Mulfistrict
Litigation, requesting that the case be transfetoetie Southern District of New York for pretr@nsolidation withn re Grand Theft Auto
Video Game Consumer Litigation (No. Jj6-MD-1739 (SWK)(MHD). On January 26, 2007, theidial Panel on Multidistrict Litigation
issued a Conditional Transfer Order, transferrhig &ction to the Southern District of New York foe-trial consolidation wittn re Grand
Theft Auto Video Game Consumer Litigation (No, G§-MD-1739 (SWK)(MHD).
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In January 2006, the City Attorney for the Citylafs Angeles filed a complaint against us and R@skSames in the Superior Court of the
State of California. The complaint alleges thatamel Rockstar Games violated sections of the CaldidBusiness and Professions Code
prohibiting untrue and misleading statements arfdiunompetition and that we and Rockstar Game®wejustly enriched as a result of the
alleged failure to disclose th@rand Theft Auto: San Andreasntained “hiddentontent which should have resulted in the gameavieggan
Adults Only (“AQ”) rating from the ESRB rather thanMature (“M”) rating. The complaint also alleghat we made misleading statements
as to the origin of the “hidden” content. The coaipl seeks injunctive relief, restitution for puasiers of the game and civil fines. The action
has been removed to the United States District (IC@entral District of California and we moved tgrdiss the complaint. The plaintiff has
moved to remand the action to state court andubiEidl Panel on Multidistrict Litigation has isslian order transferring the action to the
Southern District of New York and the action wassolidated for pre-trial purposes wlthre Grand Theft Auto Video Game Consumer
Litigation (No. Il), 06-MD-1739 (SWK)(MHD).

In February and March 2006, an aggregate of foypgated class action complaints were filed agaiissiour Chief Executive Officer, Chief
Financial Officer and former Chief Global Operatidfficer in the United States District Court foetBouthern District of New York (the
“New York Actions”) and one such purported class action was filedarlthited States District Court for the Eastern iisbf Michigan (the
“Michigan Action”). The New York plaintiffs are MaKaplan, John Fenninger, David Andrews and DavithTmd the Michigan plaintiff
was The City of Flint and Daniel J. Hall on beh#ifThe City of Flint Employees’ Retirement Penskumd. The complaints allege that the
defendants violated Sections 10(b), 20(a) and Roie5 of the Securities Exchange Act of 1934 (“Exmie Act”) by making or causing us to
make untrue statements or failing to disclose made press releases and SEC periodic reportsahaing other thingsrand Theft Auto: S
Andreascontained “hidden” content which should have resiilh the game receiving an Adults Only (“AO”) ragifrom the ESRB rather
than a Mature (“M”) rating; the defendants atterdpi® bolster sales @rand Theft Auto: San Andrelyg concealing the “adult conterftbm
retailers who refused to carry AO material; our agament failed to keep our Board of Directors infed of important issues or failed to do
so in a timely fashion; and we were misstating tediged software development costs and amortizatigrense and had inadequate internal
controls and procedures to ensure accuracy ineparted financial results. The plaintiffs seeké¢oaver unspecified damages and their costs.
The plaintiffs in the Michigan Action voluntarilyigmissed their complaint without prejudice. On Ju®; 2006, the Court entered Orders
appointing the New York City Pension Funds as lglathtiff and directing the filing of a consolidatemended complaint within sixty (60)
days. Plaintiffs filed a consolidated and amendadmaint on September 11, 2006. The amended cont@dded claims for violations of
Sections 10(b) and 20(a) of the Exchange Act rdltiellegedly improper stock option granting picas at the Company. On December 11,
2006, we announced the preliminary results of &rial investigation into our historical stock @ptigranting practices. The

preliminary findings showed that there were impreties in the process of granting and documentiogksoptions, and that incorrect
measurement dates for certain stock option graats wsed for financial accounting purposes. Wénéurannounced that we will need to
restate previous financial statements and thafioancial statements between 1997 and April 3062@0e not reliable. As a result of these
announcements the parties have entered into dattgpumodifying the current scheduling order. Ruarst to the stipulation, all pending
deadlines have been stayed pending a decisioraltiffs as to whether they will file a second amied complaint reflecting our recent
announcements.

In January 2006, the St. Clair Shores General Eyagle Retirement System filed a purported classdengative action complaint in the
Southern District of New York against us, as norhétefendant, and certain of our officers and doectind certain former officers and
directors. The factual allegations in this actioa similar to the allegations contained in the Néavk Actions. Plaintiff asserts that certain
defendants breached their fiduciary duty by seltmgr stock while in possession of certain materim-public information and breached tr
fiduciary duty and violated Section 14(a) and Rida-9 of the
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Exchange Act by failing to disclose material fact®ur 2003, 2004 and 2005 proxy statements in lvhie solicited approval to increase
share availability under our 2002 Stock Option PRiaintiff seeks the return of all profits fromethlleged insider trading conducted by the
individual defendants who sold our stock, unspediftompensatory damages with interest and thelis @o¢he action. A motion to stay the
action pending the determination of an investigaby the Special Committee was filed with the CoOm October 4, 2006, the Court issued
an order granting the motion and staying the proicggs for a period of 150 days from the date of@mder. On January 17, 2007, the
plaintiffs moved for an order granting limited eflfrom the Court’s October 4, 2006 stay of thecpexlings in order to file an Amended
Derivative and Class Action Complaint.

In July 2006, Richard Lasky filed a purported dative action complaint in the Southern DistriciN#w York against us, as nominal
defendant, and certain of our officers and directord certain former officers and directors. Thaglaint alleges violations of federal and
state law, including violations of the SarbaneseyxAct of 2002, the Exchange Act, breaches of fiaiycduties, abuse of control, gross
mismanagement, waste of corporate assets and @emishment that allegedly occurred between Jan2@®p and the present. The compli
also asserts claims alleging the defendants brdatle@ fiduciary duties in connection with the giag of stock options to certain officers
and directors since 1997. The complaint seeks wifsgiedamages against all of the individual defemd, reimbursement from certain of the
defendants of bonuses or other incentive or edusibed compensation paid to them by us during eoalfiyear ended October 31, 2003,
equitable and other relief relating to the proceeaim certain of the defendants’ alleged impropading activity in our stock, adoption of
certain corporate governance proposals and recoféitjgation costs.

On August 22, 2006, a purported derivative complaias filed by Raeda Karadsheh in the United Statssict Court of the Southern
District of New York against us, as nominal defamgand certain of our current and former officansl directors. The Karadsheh Complaint
asserts claims related to our stock option gramnagtices. On November 22, 2006, the Court entene@rder consolidating the Lasky and
Karadsheh actions and providing plaintiffs witht§efive (45) days from the date of the Order te fl consolidated complaint. The Plaintiffs
filed a consolidated complaint on January 22, 20é consolidated complaint focuses exclusivelyponhistorical stock option granting
practices.

In January 2006, Todd Veeck filed a complaint ia @ourt of Chancery of the State of Delaware agaisgursuant to 8 DEL. C. § 220 to
compel inspection of our books and records in otolémnvestigate” possible breaches of fiducianfiés with regard to the creation,
development, marketing and sale of @rand Theft Autdine of products. The parties were able to amicab$plve this action, which was
dismissed with prejudice on December 11, 2006.

In February 2005, the personal representativelseoEstates of Arnold Strickland, James Crump anel Mealer brought an action in the
Circuit Court of Fayette County, Alabama against3mny Computer Entertainment America Inc. (“SCE/Apny Corporation of America
(“SCA"), Wal-Mart, GameStop and Devin Moore alleginnder Alabama’s manufacturers’ liability and wgér death statutes that our video
games designed, manufactured, marketed and/oriedgplMr. Moore resulted in “copycat violence” tltaused the death of

Messrs. Strickland, Crump and Mealer. The suit selsnages (including punitive damages) againsf #éile defendants in excess of $600
million. Wal-Mart, SCEA and SCA have tendered thigfense and requested indemnification from us vamtave accepted such tender. Our
motion to dismiss the action was denied and we mhdedave certain issues certified for an immediatierlocutory appeal before the
Alabama Supreme Court. We also separately purspetitéon to dismiss claims against us and RockStmnes, for lack of personal
jurisdiction. The Alabama Supreme Court declineddoept the interlocutory appeal, but agreed to theapetition to dismiss the action
lack of personal jurisdiction. Briefing has beemgdeted on such petition, and the matter is nowdpgnbefore the Supreme Court. In

April 2006, the plaintiffs filed a Third Amended @plaint to add a claim for civil conspiracy; we amat co-defendants have moved to
dismiss that claim and the motion is pending. In
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October 2006, the trial court amended a prior 8atieg Order to set (a) a hearing on the admissitif Plaintiffs’ expert opinions for
April 6, 2007; (b) completion of all fact and expdiscovery by October 12, 2007; (c) mediationN@vember 8, 2007; and (d) trial (if
necessary) to commence no earlier than Januai3008,

In September 2006, the personal representativigedistates of Verlin Posey, Tryone Posey, andIbaBchmid brought an action in the
Second Judicial District of Bernalillo County, Néwexico in Albuquerque against us; Rockstar Gam&EA SCA and Cody Posey
(“Posey”), alleging under New Mexico’s productshiiity and wrongful death statutes that our videongs resulted in “copycat violencisiat
caused Posey to shoot and kill his father (Verbisd¥), stepmother (Tryone Posey) and stepsisteril@deschmid). At his criminal trial,
Posey argued self-defense, and presented extaastirmony of long-term substantial physical abugéib father. Posey was convicted of
manslaughter in his father's death, second degredenfor his stepmother’s death, and first degneeder for his stepsister’s death. At
sentencing in April 2006, the judge concluded Pasey suffered from post-traumatic stress disaddrdepression, and had “snapped” when
he committed the killings; rather than sentenceePda life in prison, the judge sentenced him jowenile facility until he turns twenty-one.
The suit seeks damages (including punitive damaagst all of the defendants in excess of $60omi SCEA and SCA have tendered
their defense and requested indemnification fronand we have accepted such tender. Copies ofdhglaint and Summonses were
received by us in December 2006; and we movedsimids the Complaint on January 19, 2007.

We intend to vigorously defend and seek dismisE#ia@se matters and, with respect to the derivatdt®ns, we have been advised that the
individual defendants will vigorously defend sucttians. However, we cannot predict the outcoméne$é matters and, if determined
adversely to us, such matters, either singly dhénaggregate, could result in the imposition ghgicant judgments, fines and/or penalties
which could have a material adverse effect on manfcial condition, cash flows and results of ofierss.

We have received notice from the SEC that it isdeamting an informal non-public investigation intertain stock option grants made by us
from January 1997 to the present. Prior to recgitie notice, we had initiated an internal revidwuar option grants, led by a committee
consisting of independent board members who haaéesl independent legal counsel and accountamissist in the review. We and the
Special Committee are fully cooperating with theCSE

We have received grand jury subpoenas issued bittidct Attorney of the County of New York requieg production of documents
covering various periods beginning on January 971%hcluding those relating to, among other thirtige so-called “Hot Coffee” scenes in
Grand Theft Auto: San Andreas; the work of our i8loaf Directors, all Board Committees, and the $gdddtigation Committee; certain
acquisitions entered into by us ; billing and paytrecords relating to Pricewaterhouse Coopers (:P&/C”) and the termination of PWC
as our auditors; communications to financial gstaland stockholders about acquisitions and fieanesults; compensation and human
resources documents of certain of our directntseanployees; stock-based compensation; the SEJQrie 2006 inquiry; legal services
performed for employees; corporate credit cardexpgnse records of certain individuals; the SEGobasur former Chief Executive
Officer, Ryan Brant; and ethics, securities, andflact of interest policies and questionnaires. e fully cooperating and providing the
documents and information called for by the subpsen

We have also received a request for informatiomftbe Internal Revenue Service that includes aestfor records relating to the grant and
exercise of options and tax deductions taken yuusuant to Internal Revenue Code Section 162(nthfoperiod from October 31, 2000 to
October 31, 2004. We are fully cooperating and joliog the requested documents.

We are also involved in other routine litigationtie ordinary course of business, which in our impiwill not have a material adverse effect
on our financial condition, cash flows or result®perations.
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Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of sgcholders during the fourth quarter of the fisgahr covered by this Annual Report.

PART Il
Item 5. Market for Registrant’s Common Equity, Related Stod&holder Matters and Issuer Purchases of Equity Seaities

Stock Split. In April 2005, we effected a three-for-two stait in the form of a stock dividend. Accordingbll share and per share data in
this report, including the accompanying consoliddteancial statements and notes thereto, giveaetive effect to the stock split.

Market Information Our common stock has traded on NASDAQ undestimebol “TTWO” since April 15, 1997 and is currentigted on
the NASDAQ Global Select Market. The following talslets forth, for the periods indicated, the ravfghe high and low sale prices for the
common stock as reported by NASDAQ.

Year Ended October 31, 200! High Low
First Quarter $24.28 $21.4C
Second Quarte 27.61 23.52
Third Quartel 29.34 23.5¢
Fourth Quarte 25.2¢ 17.9¢
Year Ended October 31, 200t

First Quartel $19.5€¢ $14.6¢
Second Quarte 19.0C 14.77
Third Quartel 17.1¢ 9.34
Fourth Quarte 15.87 10.42

The number of record holders of our common stock &1 as of February 16, 2007.

Dividend Policy. To date, we have not declared or paid any casgtlethds. The payment of dividends, if any, in thire is within the
discretion of the board of directors and will degpempon future earnings, capital requirements ahdrakelevant factors. We presently intend
to retain all earnings to finance continued growatld development of our business and we do not éxpeleclare or pay any cash dividends
in the foreseeable future.

Stock Repurchases.In January 2003, the Board of Directors autteatia stock repurchase program under which we npyrebase up to
$25.0 million of our common stock from time to tinmethe open market or in privately negotiated $etions. During June and August 2005,
we repurchased 520,341 and 405,000 shares, resggctif our common stock at an aggregate cos2df®million and subsequently retired
these shares in August 2005. No such repurchasesmasle during the year ended October 31, 2006vangmain authorized to repurchase
an additional $71,000 of shares under the progsnf auch date.

Securities Authorized for Issuance under Equity @emsation Plans. The table setting forth this information is imdéd in Part [ll—Item
12. Security Ownership of Certain Beneficial Ownansl Management and Related Stockholder Matters.
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Item 6. Selected Financial Data

The consolidated balance sheet as of October 3B &0d the consolidated statements of operatiarthédiiscal years ended October 31,
2005 and October 31, 2004 have been restated &stbein this 2006 Form 10-K. The data for the solidated balance sheets as of
October 31, 2004, 2003, and 2002 and the consetidgtatements of operations for the fiscal yeate@®ctober 31, 2003 and 2002 have
been restated to reflect the impact of the stodeba@ompensation adjustments, but such restatachdae not been audited and is derived
from the books and records of the Company. Theammédion set forth below is not necessarily indivatf results of future operations, and
should be read in conjunction with Item 7, “Managei's Discussion and Analysis of Financial Conditand Results of Operations” and the
consolidated financial statements and related rthrgto included in Item 8 of this Form 10-K tdifwnderstand factors that may affect the
comparability of the information presented beloweTinformation presented in the following tables baen adjusted to reflect the
restatement of the Company’s financial results cwlié more fully described in the “Explanatory Natemediately preceding Part I, Item 1
and in Note 2, “Restatement of Consolidated Firglrisfiatements” in the Notes to the Consolidatedrdral Statements of this Form 10-K
(dollar amounts in thousands, except per share atspu

Year Ended October 31.
2

2006 2005®@ 004®) 2003® 2002@
As As As As
restated restated restated restated
STATEMENT OF OPERATIONS DATA:
Net revenue $1,037,84( $1,201,22( $1,127,75. $1,033,69: $794,67¢
Income (loss)
from operations (187,16¢€) 38,01¢ 97,271 152,757 105,90¢
Net income (loss $ (184,889 % 35314 % 62,11¢ $ 88,672 $ 59,667
Earnings (loss) per share:
Basic $ (2.60) $ 051 $ 0.93 $ 141 $ 1.05
Diluted $ (2.60) $ 0.5C $ 091 $ 1.37 $ 1.0C
Weighted average shares outstanding:
Basic 71,01% 69,85¢ 67,104 62,94¢ 57,04t
Diluted 71,012 70,88 68,58¢ 64,81C 59,61/
As of October 31,
2006 2005@, ® 2004®, © 2003® 2002®
As As As As
restated restated restated restated
BALANCE SHEET DATA:
Cash and cash equivalents $132,48( $107,19¢ $155,09¢ $183,477 $108,36¢
Working capital 281,32 365,87¢ 397,35¢ 347,13¢  194,31(
Total assets 868,80¢ 935,22( 950,162 711,71 498,08¢
Total liabilities 318,41 249,39( 320,36¢ 184,24; 142,797
Stockholders’ equity 550,39: 685,83( 629,79¢ 527,47, 355,29

1) Includes $28.3 million of non-cash impairment clesrépr the write-off of intangibles, fixed assetsl aoftware development costs and other assetghioh $21.1 million was related to studio
closures, and $5.3 million of severance and othsts; primarily associated with studio closuresoAhcludes an $8.1 million non-cash impairmentgédor the writedown of goodwill and fixe
assets of our Joytech subsidiary. In addition, weedased the valuation allowance on deferred tsataby $63.5 million and reversed a correspondingunt of income tax benefit in the 2006
period due to uncertainty surrounding the realiitgtnf such deferred tax assets.

) Sales ofGrand Theft Auto: San AndreasNorth America during fiscal 2005 were negativiehpacted by product returns and related costsrasut of the re-rating of this title from “M” to
“AO.” In July 2005, we initially recorded a provisi of $32.6 million for product returns and relatedts as a result of the re-rating. The provisias subsequently reduced by approximately
$8.2 million in the fourth quarter of fiscal 2006edto better than expected sell-through of the gizbeind lower processing costs related to prodetatms. The resulting impact on our consolidated
results of operations in fiscal 2005 was a reductib$24.5 million, $5.9 million, and $18.6 millidor net revenues, cost of goods sold and incowra fiperations, respectively. At October 31,
2005, our accounts receivable balance is net efves of approximately $7.7 million for remainingguct returns primarily related to our North Anwa retail inventory oGrand Theft Auto:
San Andreas.
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3) The Company reached a settlement and paid a $#iémiiivil penalty to the SEC in fiscal 2005 reddtto certain accounting practices that resulteestatements of the Company’s financial
statements as of and for the years ended Octob@080D and 2002. Such penalties were accrued grehegd as of October 31, 2004.

4) The following adjusts the Company’s statementspafrations for the years ended October 31, 20028604 for the restatements as described in the dgibry Note” immediately preceeding
Part 1, Item 1 and in Note 2 to the ConsolidatethRcial Statements:

Year Ended October 31. Year Ended October 31.
2003 2002
As previously As previously

reported Adjustments As restated reported Adjustments  As restated
Net revenue $1,033,69 $ — $1,033,69! $794,67¢ $ — $794,67¢
Cost of goods sold:
Product costs 537,257 — 537,257 411,51¢ — 411,51¢
Royalties 89,294 — 89,294 80,442 — 80,442
Software development cos 11,003 — 11,003 8,124 — 8,124
Total cost of goods sold 637,554 — 637,554 500,084 — 500,084
Gross Profit 396,13¢ — 396,13¢ 294,592 — 294,592
Selling and marketin 103,01¢& 3,721 106,73¢€ 77,99C 6,968 84,958
General and administrative 88,083 6,005 94,088 71,544 8,939 80,483
Research and development 25,107 532 25,63¢ 11,524 892 12,41¢€
Depreciation and amortizatic 16,923 — 16,923 10,82¢ — 10,82¢
Total operating expenses 233,12¢ 10,258 243,38¢ 171,887 16,79¢ 188,68¢
Income (loss) from operations 163,011 (10,258) 152,75¢ 122,705 (16,799 105,90¢€
Interest income, net 2,265 1) 2,264 (480) — (480)
Gain on sale of investmer 39 — 39 181 — 181
Other income (expense), net — — — (1,468) — (1,468)
Interest and other, net 2,304 (1) 2,303 (1,767) — (1,767)
Income (loss) before income taxes 165,31% (10,259) 155,05€ 120,93¢ (16,799) 104,13¢
Income taxes 67,197 (813) 66,384 49,375 (4,903) 44,472
Net income (loss $ 98,11¢ $ (9,446) $ 88,672 $ 71,568 $ (11,89€) $ 59,667
Basic earnings (loss) per share:
Basic $ 1.56 $ (0.15) $ 1.41 $ 125 $ (0.21) $ 1.05
Diluted $ 151 $ (0.15) $ 1.37 $ 121 $ (0.20 $ 100
Weighted average shares outstanding:
Basic 62,948 62,948 57,04E 57,04E
Diluted 64,94€ (136) 64,81C 59,358 259 59,614
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(5) The following adjusts the Company’s balance shagtsf October 31, 2004, 2003 and 2002 for the teysients as described in the “Explanatory Natghediately preceeding Part I, Item 1 an
Note 2 to the Consolidated Financial Statements:

October 31, 2004 October 31, 200 October 31, 2002
As previously As previously As previously
reported Adjustments  As restated reported Adjustments  As restated reported Adjustments  As restated
ASSETS

Current assets:
Cash and cash equivalents $155,098 $ — $155,09¢ $183,471 $ — $183,471 $108,36¢ $ — $108,36¢
Accounts receivable, net 285,70¢ — 285,70¢ 166,53¢€ — 166,53€ 105,57¢ — 105,57¢
Inventory, net 154,34¢ — 154,34¢ 101,74¢ — 101,74¢ 74,391 — 74,391
Software development costs 50,36C — 50,36C 21,84¢ — 21,84¢ 18,871 — 18,871
Licenses 4,240 — 4,240 — — — — — —
Prepaid taxes and taxes

receivable 17,172 — 17,172 — — — — — —
Prepaid expenses and other 47,84C — 47,84C 49,28E — 49,28E 25,814 — 25,814
Total current assets 714,761 — 714,761 522,894 — 522,894 333,021 — 333,021
Fixed assets, net 34,291 — 34,291 22,26C — 22,26C 15,31¢ — 15,31¢
Software development costs, net

of current portior 13,962 — 13,962 15,12% — 15,12¢% 17,932 — 17,932
Licenses, net of current portior 1,425 — 1,425 — — — — — —
Goodwill 135,477 — 135,477 101,49¢ — 101,49¢ 61,52¢ — 61,52¢
Other intangibles, net 36,104 — 36,104 44,83¢ — 44,83€ 55,292 — 55,298
Other assets 9,260 4,883 14,142 687 4,415 5,102 8,346 6,648 14,994
Total assets $945,28( $ 4,883 $950,162 $707,29¢ $ 4415 $711,71% $491,44(C $ 6,648 $498,08¢
LIABILITIES AND
STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $163,961 $ — $163,961 $106,172 $ — $106,172 $ 79,66C $ — $ 79,66C
Accrued expenses and other

current liabilities 142,88¢ 10,55¢ 153,441 59,14¢ 10,43€ 69,584 52,15C 6,901 59,051
Total current liabilities 306,841 10,55E 317,402 165,32( 10,43€ 175,75€ 131,81( 6,901 138,711
Other long-term liabilities 2,963 — 2,963 8,486 — 8,486 4,086 — 4,086
Total liabilities 309,81( 10,55¢ 320,36% 173,80¢ 10,43€ 184,242 135,89¢ 6,901 142,797
Commitments and contingenci:
Stockholder’ Equity:
Common stock 682 — 682 663 — 663 605 — 605
Additional paid-in capital 381,92¢ 36,52¢ 418,45°% 350,631 36,712 387,34¢ 273,301 38,99C 312,291
Deferred compensation (3,89€6) (2,029) (5,925) (1,890) (5,824 (7,714) (227) (11,780) (12,007)
Retained earning 250,40z (40,16¢) 210,23¢ 185,02¢ (36,910) 148,11¢ 86,90€ (27,46%) 59,442
Accumulated other

comprehensive income 6,354 — 6,354 (936) — (936) (5,041) — (5,041)
Total stockholders’ equity 635,47( (5,672) 629,79¢ 533,492 (6,021) 527,471 355,54¢ (253) 355,291
Total liabilities and . .

stockholders’ equity $945,28( $ 4,883 $950,162 $707,29¢ $ 4415 $711,71¢ $491,44(C $ 6,648 $498,08¢

(6) The adjustment to retained earning®@&2002 period includes $15,567 of cumulative stoeked compensation expense, net of income taxethef period April 15, 1997 through October 31,
2001.

Item 7. Management’s Discussion and Analysis of Financial @dition and Results of Operations (Dollars in thogands, except per
share amounts)

This section and other parts of this Form 10-K eimforward-looking statements that involve risk&laincertainties. Forward-looking
statements can also be identified by words suclrscipates,” “expects,” “believes,” “plans,” “predicts,” and similar terms. Forward-
looking statements are not guarantees of futurégperance and our actual results may differ sigifity from the results discussed in the
forward-looking statements. Factors that might cause sliiferences include, but are not limited to, thdgeussed in the subsection entitled
“Risk Factors” above. The following discussion shibhe read in conjunction with the consolidatedhfigial statements and notes thereto
included in Item 8 of this Form 10-K. All informari presented herein is based on our fiscal calendatess otherwise stated, references in
this report to particular years or quarters refer our fiscal years ended on October 31 and the@assd quarters of those fiscal years. We
assume no obligation to revise or update any fodsanking statements for any reason, except asired by law.

The following information has been adjusted toaeffithe restatement of our financial results, widécmore fully described in the
“Explanatory Note” immediately preceding Part &rit 1 and in Note 2, “Restatement of Consolidateddial Statements” in Notes to the
Consolidated Financial Statements of this Form 104k net of tax impact of the adjustments, whighragated to $0.9 million in the first
and second quarters of 2006, was recorded by thgp@oay in its third quarter of 2006. The impacthudde
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adjustments was not significant to the Company&rafing results, trends, or liquidity for the qealy periods in 2006. The net of tax impact
of the restatements on the Company’s results ofatipes amounted to $1.9 million and $3.3 millie2005 and 2004, respectively.

We have incurred material expenses in 2006 aseatdiesult of the investigation into our stock optgrant practices and related accounting.
These costs primarily relate to professional sewior legal, accounting and tax guidance. In @lditve have incurred costs related to
litigation, the informal investigation by the SE@e subpoenas from the District Attorney for theuty of New York and the preparation &
review of our restated consolidated financial stegets. We expect that we will continue to incurts@ssociated with these matters.

Quarterly Impact of Stock Option Restatement

As a result of the stock-based compensation restatediscussed above, we recorded additional nsin-@ampensation expenses in our
quarterly consolidated statements of operations.r&€statement of our 2005 quarterly results forkstmased compensation did not impact our
previously reported revenue or gross profit. Théittwhal compensation expense and related tax tsffesulting from the restatement did not
significantly impact the trends in our operatinguis, financial condition or liquidity discussadaur previously filed quarterly reports on
Form 10-Q. The impact of the restatement on oub2fifarterly results is reflected in the “Quartdrformation” section of this Item and

Note 17 to the Consolidated Financial Statementem 8 of this Form 1-K.

Overview

We are a leading global publisher, developer asttidutor of interactive entertainment softwarerdweare and accessories. Our publishing
segment, which consists of Rockstar Games, 2K Ga2keSports and Global Star Software, developsketarand publishes software titles
for the following leading gaming and entertainmieatdware platforms: Sony’s PlayStation®2 and PLABSTON®3 computer
entertainment systems; Sony’s PSP® (PlayStationt@Bla) system; Microsoft's Xbox® and Xbox 360™ wvidgame and entertainment
systems; Nintendo’s Wii™, GameCube™, DS™ and GamgRBAdvance; and for PCs. Our distribution segmentcihincludes our Jack
All Games subsidiary, distributes our products al as third-party software, hardware and accessda retail outlets in North America.

Revenue in our publishing segment is primarily wiedifrom the sale of internally developed softwiittes, software titles developed on our
behalf by third parties and the sale of certairesidame accessories and peripherals. Operatingmaangur publishing business are
dependent in part upon our ability to continuaéiease new, commercially successful products anthttage costs associated with business
acquisitions and software product development. lelbp most of our frontline products internallpdave own major intellectual
properties, which we believe permits us to maxinpexfitability. Operating margins for titles devpkd on our behalf by third parties, or for
which we do not own the intellectual property, afiected by costs to acquire licenses and amowggaldevelopers.

Revenue in our distribution segment is derived ftbmsale of third-party software titles, accessdand hardware. Operating margins in our
distribution business are dependent in part omtixeof software and hardware sales, with softwameegating higher margins than hardware.
Publishing activities generate significantly higiheargins than distribution activities, with saléP€& software titles resulting in higher
margins than sales of products designed for vidgoegyconsoles and handheld platforms.

We have pursued a growth strategy by capitalizinthe widespread market acceptance of interactiter@inment, as well as the growing
popularity of innovative action games that appedht expanding demographics of video game playéeshave established a portfolio of
successful proprietary software content for theamhardware platforms. We expect Rockstar, theighibt of ourGrand Theft Autdranchise
to continue to be a leader in the action produtggmary by leveraging our existing titles and
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developing new brands. In addition, we have difiedsiour product offerings by capitalizing on sificant growth opportunities in the market
for sports and other action and strategy titlegim@u2005, we made several strategic acquisitidrsports development studios and entered
into license agreements with major sports leagoeetelop titles under our 2K Sports publishingelalVe also entered into license
agreements for several popular entertainment ptiegeacquired well-known intellectual propertyhig, and entered into distribution and
publishing arrangements for major action and sgrafeC titles under our 2K Games and Global Statw&we publishing labels.

During the year ended October 31, 2006, basedfomiation reviewed by our chief operating decisioaker, we began reporting revenue
and cost of goods sold by operating segment (phibfisand distribution). The Company has reclassifigor period financial information to
reflect this change and to conform to current y@asentation.

2006 Financial Summary

The year ended October 31, 2006 was a transitianfpe our business. It can take up to three ykmrgs to develop and publish a major
release such as those in @nand Theft Autdranchise. Coming off the strong release of out-selingGrand Theft Auto: San Andretile

in October 2004, we turned our focus to develogng2K Sports and 2K Games brands, sequels toationagames, and creating new action
and adventure titles. In addition, we began to nsgeificant investments in developing titles faxtrgeneration gaming platforms such as
the next title in ouGrand Theft Aut@eries, which we expect to release in October 2007.

Our industry is cyclical and our 2006 results wafifected by the gaming industry’s transition to thgeneration hardware platforms. We
believe that there was diminished demand for garsaftyvare on certain platforms in 2006 as a resulhis transition as game players
postponed their purchases in anticipation of thease of next-generation gaming systems. As thissttion to next-generation hardware
progressed throughout 2006, we lowered prices dainesoftware titles to match lower consumer dedrfan current generation software. \
were also affected by delays in next-generatiodware launch dates and reductions in initial haréviaunch quantities. In 2005, Sony
introduced its PSP handheld gaming system, follobyeMicrosoft’s release of the Xbox 360 in theffigeiarter of our 2006 fiscal year. Sony
introduced the PlayStation 3, and Nintendo laundts@/ii console in November 2006 (the beginningof 2007 fiscal year). We had
initially expected Sony to release its PlayStaBgulatform near the middle of our 2006 fiscal yesdditionally, Sony released lower launch
guantities of the PlayStation 3 in North Americarttoriginally expected and postponed the Europaamch of the system into 2007.

We took measures to respond to the difficult induahd business environment in 2006 by reviewingpsaduct pipeline and the financial
position of our subsidiaries. As a result, we imedrmon-cash charges of approximately $28.3 milimwrite-off several software titles that
were in development, fixed assets, certain tradksnand acquired intangible assets of which $21lllomiwere due to underperforming
development studios. We also reduced headcoun®éemployees and recorded severance and othereshair§5.3 million in connection
with our studio closures. In addition, we incurtkd following charges in 2006:

* We recorded non-cash charges at our Joytech sabsfdr impairment of goodwill and fixed assetsatitg $6.4 million and $1.7
million, respectively. Joytech is a manufacturevidieo game accessories and peripherals and istegpas a component of our
publishing segment.

* We incurred approximately $2.3 million of expendasing the third and fourth quarters of 2006 inrection with the relocation of
our international publishing headquarters to Gen8vatzerland as part of a restructuring of oueingational publishing operations.

Our net loss for the year ended October 31, 208®iatludes the impact of adopting SFAS 123(R)cWwhequired us to begin expensing
employee stock options beginning on November 15268 a result, we
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recorded $12.1 million of stock-based compensatigense related to stock options in our statemieoperations for the year ended
October 31, 2006. In addition, we recorded a $&3Ikon valuation allowance in 2006, which incredsair net loss by approximately $0.89
per share.

Business Acquisitions

During the three years ended October 31, 2006,ongteted nine acquisitions, reflecting our effdasliversify our business by adding
seasoned development studios, intellectual propeatisnted personnel and other resources to ostimgiinfrastructure. The purchase method
of accounting requires business combinations tim¢laded in our consolidated financial statementgiftheir acquisition dates forward.
Although none of the following acquisitions hadignificant effect on our results of operations dgreach of the three years ended

October 31, 2006, 2005 and 2004, they do affecttimeparability of our results from period to peridformation about the acquired
businesses as of their respective acquisition dai&s follows:

Goodwill
Cash and Guaranteed Recorded
Development  Value of Deferred on Identified
Acquired Acquisition Advances Stock Purchase Acquisition  Intangible Contingent
Business Date Paid Issued Price Date Assets Consideration
Firaxis Games, Inc. November 200! $2,94z  $12,50C $— $11,08E $5,64< Up to $11,250 based on future
product sales
Irrational Studios August 2005 5,762 2,00C 2,00C 7,66E 2,25C $2,000 upon delivery of certain
products in developmer
Gaia Capital Grou| June 200! 9,803 — 1,597 7,918 3,94C None.
Visual Concepts Entertainment  January 2005 29,66( — — 29,43¢ 7,98C $2,593 based on the release of
certain game titles
Indie Built October 200: 18,50C — — 9,89C 5,82¢ None.
Venom Game September 200 1,181 — — 626 750 None.
Mobius Entertainment March 2004 3,592 — 922 4,681 96 $2,000 upon delivery of certain
products in developmer
TDK Mediactive December 200 16,062 5,16C — 16,101 7,69C None.

Critical Accounting Policies and Estimates

The preparation of financial statements in confeymiith generally accepted accounting principlethia United States of America (“GAAP”
requires management to make estimates and assasptiout future events and apply judgments thetafhe reported amounts of assets
and liabilities and the disclosure of contingerstedis and liabilities at the dates of the finansfatements and the reported amounts of net
revenues and expenses during the reporting peNtddsase our estimates, assumptions and judgmemtistorical experience, current tret
and other factors that management believes tolbeamt at the time our consolidated financial stapts are prepared. On a regular basis,
management reviews the accounting policies, assangpytestimates and judgments to ensure that pandial statements are fairly presented
in accordance with GAAP. However, because futuenerand their effects cannot be determined wittaicety, actual amounts could differ
significantly from these estimates.

We have identified the policies below as criti@abtir business operations and the understandingrdinancial results and they require
management’s most difficult, subjective or comglekgments, resulting from the need to make estisnal®ut the effect of matters that are
inherently uncertain. The impact and any associaséd related to these policies on our businessaijns is discussed throughout
Management’s Discussion and Analysis of Financ@hdition and Results of Operations where such @sliaffect our reported and expected
financial results. For a detailed discussion onapglication of these and other accounting policgeg Note 1 to the Consolidated Financial
Statements included in Item 8. Management hasweddhese critical accounting estimates and reldigzlosures with the Audit Committee
of our Board of Directors.
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Revenue Recoghnitio

We recognize revenue upon the transfer of titlerasidof loss to our customers. We apply the priovis of Statement of Position 97-2,
“Software Revenue Recognition” in conjunction wiitle applicable provisions of Staff Accounting BtileNo. 104, “Revenue Recognition.”
Accordingly, we recognize revenue for software wheare is (1) persuasive evidence that an arrangewith our customer exists, which is
generally a customer purchase order, (2) the ptadwelivered, (3) the selling price is fixed atdrminable and (4) collection of the
customer receivable is deemed probable. Our payareantigements with customers typically provide3teaind 60-day terms.

Some of our software products provide limited oalinnctionality at no additional cost to the consunCurrently, none of our products
require an internet connection for use, and orflimetionality is perceived to be of only incidentallue to the software product itself. When
such functionality is offered to the consumer, wendt provide ongoing technical support for gamgpheccordingly, we consider such
features to be insignificant deliverables and dodader revenue related to products containingneniéatures.

Revenue is recognized after deducting estimatesives for returns and price concessions. In spegiiitumstances when we do not have a
reliable basis to estimate returns and price caiges or are unable to determine that collectioreoéivables is probable, we defer the
revenue until such time as we can reliably estimaterelated returns and allowances and deterratecbllection of the receivables is
probable. Advances received for software developraenreported on the balance sheet as deferreduev

Allowances for Returns and Price Concessic

We accept returns and grant price concessionsnnesion with our publishing arrangements. Follaywiaductions in the price of our
products, we grant price concessions to permiboosts to take credits against amounts they oweithsraspect to merchandise unsold by
them. Our customers must satisfy certain condittorentitle them to return products or receive @goncessions, including compliance with
applicable payment terms and confirmation of fiekentory levels.

Our distribution arrangements with customers dogig them the right to return titles or to canfoeh orders. However, we sometimes
accept returns from our distribution customersstock balancing and make accommodations to cusgymich includes credits and returns,
when demand for specific titles falls below exp#otzs.

We make estimates of future product returns armegroncessions related to current period prodwetmge. We estimate the amount of future
returns and price concessions for published tithessed upon, among other factors, historical expegi@nd performance of the titles in sim
genres, historical performance of the hardwardqiat, customer inventory levels, analysis of sktbtugh rates, sales force and retalil
customer feedback, industry pricing, market condigiand changes in demand and acceptance of alugtsdy consumers.

Significant management judgments and estimates beustade and used in connection with establistiagiowance for returns and price
concessions in any accounting period. We believearemake reliable estimates of returns and pooeessions. However, actual results
may differ from initial estimates as a result onges in circumstances, market conditions and gasoms. Adjustments to estimates are
recorded in the period in which they become known.

Software Development Cos

We utilize both internal development teams anditpiarty software developers to develop the titlespablish.
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We capitalize internal software development castdifding stockbased compensation, specifically identifiable erppdopayroll expense a
incentive compensation costs related to the comopleind release of titles), third-party producténd other content costs, subsequent to
establishing technological feasibility of a softeditle. Amortization of such capitalized costsasorded on a title-by-title basis in cost of
goods sold (software development costs) usingh@ ptoportion of current year net revenues to dka het revenues expected to be recorded
over the life of the title or (2) the straight-lineethod over the remaining estimated useful liféheftitle, whichever is greater.

We have established an internal royalty prograrhalews certain of our employees to participatéhi@ success of software titles that they
assist in developing. Royalties earned by employedsr this program are recorded to cost of goolis(soyalties) as they are incurred.

We frequently enter into agreements with third-paevelopers that require us to make advance pagniengame development and
production services. In exchange for our advangeneats, we receive the exclusive publishing anttitigion rights to the finished game
title as well as, in some cases, the underlyingllexttual property rights. Such agreements allowougcover the advance payments to the
developers at an agreed royalty rate earned osulequent retail sales of such software, netyhgreed costs. We capitalize advance
payments as software development costs subseaquestablishing technological feasibility of a scdte title and amortize them, on a title-by-
title basis, as royalties in cost of goods soldydy amortization is recorded using (1) the prdioor of current year net revenues to the total
net revenues expected to be recorded over theflifee title or (2) the contractual, net revenusdshroyalty rate defined in the respective
agreement, whichever is greater. At each balaneetstate, we evaluate the recoverability of advdugierelopment payments and any other
unrecognized minimum commitments that have not Ipadéch To the extent that advance payments are eldemrecoverable, they are
charged to cost of goods sold in the period in Wisiech determination is made.

In certain circumstances, management determiné# fegrudent to cancel a development projectth&ttime such a decision is made, we
expense the related capitalized software developousts. At each balance sheet date, we evaluatetioverability of capitalized software
costs using an undiscounted future cash flow aiglgad charge any amounts that are deemed unradtxded¢o cost of goods sold. We use
various measures to estimate future net revenuesifesoftware titles, including past performané€similar titles and orders for titles prior to
their release. For sequels, the performance ofegestor titles is also taken into consideration.

Licenses

Licenses consist of payments and guarantees mddeders of intellectual property rights for usetledir trademarks, copyrights, technology
or other intellectual property rights in the deyateent of our products. Agreements with rights hiddgenerally provide for guaranteed
minimum royalty payments for use of their intellgitproperty. Guaranteed minimum payments arealhjtrecorded as an asset (licenses)
and as a liability (accrued licenses) upon exeoubioa licensing agreement, provided that no sigaiitt performance remains with the
licensor. When significant performance remains wlith licensor, we record payments when actuallg.pai

Certain licenses, especially those related to parts products, extend over multi-year periods emcbmpass multiple game titles. In addition
to guaranteed minimum payments, these licenseadrgly contain provisions that could require upag royalties to the license holder based
on pre-agreed unit sales thresholds.

Capitalized licensing fees are amortized as raiti cost of goods sold on a title-by-title badis ratio of (1) current period net revenues to
the total net revenues expected to be recordedtbgeemaining life of the title or (2) the contiaal royalty rate based on actual net product
sales as defined in the licensing
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agreement, whichever is greater. Similar to sofewdvelopment costs, we review our sales projestijprarterly to determine the likely
recoverability of our capitalized licenses as vesllany unpaid minimum obligations. When managemet#@rmines that the value of a license
is unlikely to be recovered by product sales, edigitd licenses are charged to cost of goods bakkd on current and expected net revenues
in the period in which such determination is matieteria used to evaluate expected product perfoomand to estimate future sales for a
title include: historical performance of comparatitles; orders for titles prior to release; and #stimated performance of a sequel title based
on the performance of the title on which the sedgbhsed.

Asset Impairmen

Business Combinatior- Goodwill and Intangible Assets.The purchase method of accounting requiresatbets acquired and liabilities
assumed be recorded at their fair values on theeafed business acquisition. Our consolidated fifdstatements and results of operations
reflect an acquired business from the completide dhan acquisition. The costs to acquire a bssinecluding transaction, integration and
restructuring costs, are allocated to the fair @afinet assets acquired upon acquisition. Any xoéthe purchase price over the estimated
fair values of the net tangible and intangible tsaequired is recorded as goodwill.

We evaluate our goodwill annually for impairmentoore frequently if indicators of potential impagnt exist. The determination of whetl

or not goodwill has become impaired involves a ifiggmt level of judgment in the assumptions ungied the approach used to determine
value of our reporting units. We generally useesitihe income, cost or market approach to aid ircoaclusions of such fair values and asset
lives. The income approach presumes that the \ailaa asset can be estimated by the net economéfibto be received over the life of the
asset, discounted to present value. The cost afipr@sumes that an investor would pay no morarasset than its replacement or
reproduction cost. The market approach estimatie® \m@sed on what other participants in the mdriage paid for reasonably similar assets.
Although each valuation approach is consideredalning the assets acquired, the approach ultimatdfcted is based on the characteristics
of the asset and the availability of informatiomagfiges in our strategy and/or market conditiongdcsignificantly impact these judgments
and require reductions to recorded intangible dss@inces.

We recorded a pre-tax goodwill impairment chargapggroximately $6.4 million in our publishing segméor the year ended October 31,
2006. The impairment was related to our Joyteclsididry, a manufacturer of video game accessoridgaripherals. At October 31, 2006,
the fair value of our other reporting units exceettee carrying amounts and no impairment was indita

Long-lived assets. We review londived assets for impairment whenever events or gbain circumstances indicate that the related/icey
amounts may not be recoverable. Determining whethgairment has occurred typically requires variesmates and assumptions,
including determining which cash flows are directiyated to the potentially impaired asset, thduldiée over which cash flows will occur,
their amount and the asset’s residual value, if amyurn, measurement of an impairment loss reguir determination of fair value, which is
based on the best information available. We usenat discounted cash flow estimates, quoted maets when available and independent
appraisals, as appropriate, to determine fair vaNe derive the required cash flow estimates framhastorical experience and our internal
business plans and apply an appropriate discotet ra

In response to the difficult industry environmam®006, we evaluated our businesses, reducedandtslosed our underperforming
development studios, which resulted in certaindiggset abandonment and write-off of capitalizéthswoe costs, certain intangibles and
other assets. In total, we recorded non-cash
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charges of $30.0 million ($20.7 million as a comgainof cost of goods sold), primarily in the secand third quarters of 2006.

Stoclk-based Compensation

We account for stock-based compensation in accosdaith SFAS No. 123(RBhare-Based Paymentnder the fair value recognition
provisions of this statement, share-based compensatpense is measured at the grant date bast éair value of the award and is
recognized as expense over the vesting periodridetig the fair value of share-based awards agthat date requires judgment, including
estimating expected stock volatility. In additiquigment is also required in estimating the amadishare-based awards that are expected to
be forfeited. If actual results differ significapfrom these estimates, stock-based compensatimener and our results of operations could be
materially impacted.

Prior to November 1, 2005, we accounted for stoakell compensation in accordance with Accountingciiies Board (“APB”) Opinion
No. 25,Accounting for Stock Issued to Employ&adB 25”"). Under APB 25, generally, no compensatéxpense was recognized in
connection with the awarding of stock option grantemployees provided that, as of the grant @dditéerms associated with the award are
fixed and the quoted market price of the stoclgisadto or less than the amount an employee mystopacquire the stock as defined. For
fixed awards, compensation expense was measutbe agcess, if any, of the quoted market priceunfo@mmmon stock at the date of grant
over the exercise price of the option granted. Gamsption expense for fixed awards was recognizetlyeover the vesting period on a
straight-line basis.

As a result of the review of the Special Committeejas determined that the original grant datg®red in our records for a substantial
number of stock option awards during the periode/eéen April 1997 through August 2003 were not theppr measurement dates for
accounting purposes. As a result of the Special Bitiee investigation, we have recorded a pre-taxcash cumulative charge of $54.6
million ($42.1 million on an after-tax basis) inrazonsolidated financial statements through Oct@4e”R005 to reflect additional stock-based
compensation costs. Significant judgment was agptieletermining measurement dates for many ostaek option awards. Information
regarding the restatement, including ranges of @rsgtion expense if other measurement dates hasbketed for certain grants, is set
forth in the “Explanatory Note” immediately predegl Part I, Item 1 and in Note 2 to the Consolida&nancial Statements.

Income Taxes

GAAP requires that we record a valuation allowatoceeduce our deferred tax assets to the amounisthaore likely than not to be realized.
Our cumulative U.S. pre-tax loss in the three mesént fiscal years represents sufficient negatiwdence for us to determine that the
establishment of a full valuation allowance agathstdeferred tax asset is appropriate. This vianatlowance offsets deferred tax assets
associated with future tax deductions as well ayfraward items. Although management expects tthese assets will ultimately be utilized,
future realization cannot be assured.

Our future effective tax rates could be adverséflycted by earnings being lower than anticipatedaantries where we have lower statutory
rates, changes in the valuation of our deferredtmets or liabilities, or changes in tax lawsterpretations thereof. In addition, our filed tax
returns are subject to examination by the InteRealenue Service and other tax authorities. We aglyuhssess the likelihood of adverse
outcomes resulting from these examinations to deter the adequacy of our provision for income taxes
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Recently Issued Accounting Pronouncements

In September 2006, the Financial Accounting Stashsi&oard (“FASB”) issued SFAS No. 157air Value Measuremen{§SFAS 157"),
which clarifies the definition of fair value, estisles a framework for measuring fair value in galtg accepted accounting principles, and
expands disclosures about fair value measuremBAiS357 does not require any new fair value measentés and eliminates inconsistenc
in guidance found in various prior accounting prameements. SFAS 157 will be effective for the Compan November 1, 2008. We are
currently assessing whether the adoption of SFASWIB have an impact on the Company'’s financiatsments.

In September 2006, the SEC released Staff Accogyiidletin No. 108 Considering the Effects of Prior Year Misstatemevtien
Quantifying Misstatements in Current Year FinanSthtement§'SAB 108”). SAB 108 provides interpretive guidanme the SEGS views o1
how the effects of the carryover or reversal obpyiear misstatements should be considered in diyiagta current year misstatement. The
provisions of SAB 108 will be effective for the Cpamy on November 1, 2007. The Company is curreniluating the impact of applying
SAB 108 but does not believe that the applicatib&84B 108 will have a material effect on its finggosition, cash flows, or results of
operations.

In June 2006, the FASB issued Interpretation NoA¢8ounting for Uncertainty in Income Taxes, anriptetation of SFAS No. 108FIN
48"), to create a single model to address the adawgfor uncertainty in tax positions. FIN 48 dfes the accounting for income taxes by
prescribing the minimum recognition threshold apasition is required to meet before being recogphin the financial statements. FIN 48
also provides guidance on derecognition, measurgrl@ssification, interest, and penalties, accimgnin interim periods, disclosure, and
transition. FIN 48 will be effective for the Compabeginning November 1, 2007. The cumulative-eftdadopting FIN 48 will be recorded
to opening retained earnings. Management is cuyremaluating the effect, if any, that the adoptadr=IN 48 will have on the Company’s
consolidated financial statements.

Fluctuations in Operating Results and Seasonality

We have experienced fluctuations in quarterly amtual operating results as a result of the timifithe introduction of new titles; variations
in sales of titles developed for particular platfigr market acceptance of our titles; developmedtpomotional expenses relating to the
introduction of new titles; sequels or enhancemehexisting titles; projected and actual changeglatforms; the timing and success of title
introductions by our competitors; product returctsanges in pricing policies by us and our competjtthe size and timing of acquisitions;
timing of orders from major customers; order calatieins; and delays in product shipment. Salesuofities are also seasonal, with peak
shipments typically occurring in the fourth calendaarter (our fourth and first fiscal quartersya®sult of increased demand for titles du
the holiday season. Quarterly and annual compagisboperating results are not necessarily indieatif future operating results.
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Results of Operations

The following table sets forth for the periods ated the percentage of net revenues representeettayn items reflected in our statement of

operations, and sets forth net revenues by geoigraggion, sales mix and platform:

Year Ended October 31,

2006 2005 2004
As As
Restated Restated
Net revenue
Publishing 72.6%  70.9% 68.1%
Distribution 27.4% 29.1% 31.9%
Net revenue 100.C% 100.C% 100.C%
Cost of goods solc
Product cost 51.9%  49.4% 54.9%
Royalties 19.9%  13.7% 10.1%
Software development costs 7.7% 2.4% 1.4%
Total cost of goods solt 79.5%  65.5% 66.5%
Gross profit 205% 34.5% 33.5%
Selling and marketin 13.4% 13.C% 10.6%
General and administratiy 14.8% 10.4% 8.9%
Research and developm 6.2% 6.1% 3.9%
Impairment of goodwill and lor-lived asset: 1.5% 0.0% 0.0%
Depreciation and amortization 2.5% 1.8% 1.5%
Total operating expenses 38.5% 31.4% 24.4%
Income (loss) from operations (18.0)% 3.2% 8.6%
Interest income, ne 0.3% 0.3% 0.2%
Other income (expense), net 0.0% 0.0% (0.7%
Interest and other, net 0.3% 0.3% (0.5%
Income (loss) before income tay a7.8% 3.5% 8.1%
Income taxes 0.0% 0.5% 2.6%
Net income (loss) (17.8%  2.9% 5.5%
Net revenue by geographic regior:
North America 68.7%  68.1% 72.5%
Internationa 31.3%  31.%% 27.5%
Publishing revenue by platform:
Console 60.2%  78.5% 93.1%
PC 16.6%0 11.5% 2.7%
Handhelc 20.0% 7.7% 2.3%
Accessorie! 3.2% 2.3% 1.9%
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Our best-selling titles for fiscal 2006, 2005 a2 as a percentage of net revenues are as follows:

0,
Top 10 Titles—2006 Platform Release Date Ig)esgrlm\luee}s
Grand Theft Auto: Liberty City Stories PSP October 200! 7.5
The Elder Scrolls 1V: Oblivio Xbox 360 March 200¢ 6.1
Grand Theft Auto: Liberty City Storit PS2 October 200t 4.5
Grand Theft Auto: Vice City Stori PSP June 200¢ 4.2
The Elder Scrolls 1V: Oblivio PC March 200€ 4.0
Grand Theft Auto: San Andre PS2 October 200: 35
Bully (Canis Canem Edi PS2 October 200t 2.4
Sid Meie’s Civilization IV PC October 200! 2.4
Prey Xbox 360 October 200! 2.2
Midnight Club 3: DUB Edition Remi PS2 March 200& 1.6

% of Net
Top 10 Titles—2005 Platform Release Dat¢ Revenues
Grand Theft Auto: San Andreas PS2 October 200: 25.6
Midnight Club 3: DUB Editior PS2 April 2005 4.4
Grand Theft Auto: San Andre Xbox June 200¢ 4.1
Grand Theft Auto: Liberty City Stori PSP October 200! 3.0
Grand Theft Auto: San Andre PC June 200¢ 2.2
Midnight Club 3: DUB Editior Xbox April 2005 2.2
The Warriors PS2 October 200* 2.1
Sid Meie’s Civilization IV PC October 200* 1.8
Midnight Club 3: DUB Editior PSP June 200! 1.6
Stronghold z PC April 2005 1.2

% of Net
Top 10 Titles—2004 Platform Release Dat¢ Revenues
Grand Theft Auto: San Andreas PS2 October 200: 20.9
Grand Theft Auto Double Pa Xbox November 200: 57
Grand Theft Auto: Vice Cit PS2 October 200: 3.6
Max Payne 2: The Fall of Max Pay PS2 December 200 3.2
Manhunt PS2 November 200: 2.9
Red Dead Revolvt PS2 April 2004 2.4
Mafia PS2 January 200. 2.0
ESPN NFL 2K¢ PS2 July 2004 2.0
Max Payne 2: The Fall of Max Pay Xbox November 200:. 1.9
Grand Theft Auto Double Pa PS2 October 200 1.7
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Years Ended October 31, 2006 and 2005
Net Revenue

%

Increase/ Increase/

(thousands of dollars) 2006 % 2005 % (decrease’ (decrease’
Publishing )

$ 753,31¢ 72.6% $ 851,86 70.9% $ (98,547) (11.6%

Distribution 284,52F  27.4%  349,35¢ 29.1% (64,837  (18.6)%

Net revenue $1,037,84(  100.C% $1,201,22( 100.C% $(163,380)  (13.6)%

N et revenue for the year ended October 31, 200G&dsed compared to the prior year, which includemhgtsales o6Grand Theft Auto: San
Andreas, our most popular product to da@&rand Theft Auto: San Andreams released in October 2004 for PlayStation 2imddne 2005

for Xbox and PC, and accounted for more than 25%uototal revenue in 2005. In 2006, we also exgreréd declines in net revenue due to
weaker industry conditions, resulting largely fréime transition to next-generation hardware platfbend the associated decrease in demand
for current generation video games. Consumers alitday their software purchases in anticipationeft-generation platform launches anc

a result, we reduced prices on some of our cugengration software titles to meet diminishing dedhtaroughout 2006. Similarly, the
transition to next-generation consoles also neghtivnpacted the net revenue in our distributiognsent. Publishing revenue for the year
ended October 31, 2006 and 2005 includes licensingnue of $10.9 million and $17.8 million, respesly.

We continue to derive the majority of our reventaf software that is created for video game conglalforms, which accounted for 60.2%
of publishing revenue in 2006 compared to 78.5%tercomparable 2005 period. Although some industialysts expect PC product sale
remain flat over the next few years, we believeharee the ability to publish commercially success§fdl titles, as we did witfihe Elder
Scrolls 1V: OblivionandSid Meier’s Civilization IMn 2006, and expect these products to continuentribute significantly to our net
revenue. However, we expect our revenue mix toigoatto favor game consoles, especially as thegrheanore functional and interactive
entertainment platforms. Handheld gaming platfonage also contributed significantly to our reverdige mostly to the success of @nand
Theft Autdorand titles for the PSP.

Our distribution revenue is derived from the sdléhord-party software titles, hardware and accésso The decrease in distribution revenue
in 2006 reflects increased competition and a dedlirthe sales volume and average selling pricesloe and front-line software titles as our
industry transitioned to next-generation platforifise decline in sales of software titles was phytiafset by an increase in hardware sales
and peripherals, largely due to the launch of Miofts Xbox 360 in the first quarter of our 2006dal year.

Operations outside of North America accounted fipraximately 31.3% and 31.9% of our net revenuényears ended October 31, 2006
and 2005, respectively. In 2006, we recognized tquublishing revenue in Europe, reflecting the cangon to the 2005 period which had
significant sales oGrand Theft Auto: San Andreainternational revenue for the year ended Oct8ie2006 primarily consisted of sales of
Grand Theft Auto: Liberty City Storiédsr PSP and PlayStation 2he Elder Scrolls IV: Obliviofor Xbox 360 and PGGrand Theft Auto: San
Andreason multiple platformsGrand Theft Auto: Vice City Stories PSP anéreyfor Xbox 360 and PC.

Foreign currency exchange rates increased netuevanapproximately $1.3 million in 2006. We expeternational revenue to continue to
account for a significant portion of our revenue.
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Cost of Goods Sold

% of net %
% of net Increase/ Increase/
(thousands of dollars) 2006 revenue 2005 revenue (decrease’ (decrease’

Product costs )
$538,761 51.9% 593,757 49.4%  $(54,99¢) (9-3%

Royalties 206,83¢ 19.9% 164,25( 13.7% 42,58€ 25.9%
Software development cos 79,87¢ 7.7% 28,371 2.4% 51,508  181.€%
Cost of goods solt $825,47¢  79.5% 786,37¢ 65.5% $ 39,09¢ 5.0%

Product costs The decrease in our product costs is consistigthtthe lower revenue levels in both our publighand distribution segments.
However, product costs became a greater percenfdgtal net revenue in 2006 due to a change iessalix at our distribution segment
toward hardware products and peripherals, sucheaXlhox 360, which have higher product costs tledtware titles. We lowered prices and
earned lower margins on some of our current geioerabftware titles, and continued to shift ourife¢o developing for next-generation
gaming platforms, which also contributed to thed@ase in product costs as a percentage of netuevenhe year ended October 31, 2006.

Royalties. We continued to see the average cost of gamalamwent increase in 2006, a trend that we expegoetsist as next-generation
platforms allow for more elaborate gameplay expers such as high-definition display. Royalties agrcentage of net revenue increased in
2006 due to higher external royalty costs relatesbies of externally developed software titlestipalarly The Elder Scrolls IV: Oblivion

and higher licensing costs. In addition, royaltpense in 2006 reflects the first full year of cemd-term, third-party exclusive licensing
relationships with Major League Baseball Properdied the Major League Baseball Players Associatiower royalty expense recorded in
connection with our internally developed produuthjch totaled $40.4 million in 2006 compared to $3@illion in 2005, partially offset the
increase in external royalties.

Software development cos In connection with our industry’s transition to meeneration consoles in 2006, we evaluated thessal
expectations of our internal development studioselsas overall industry conditions and, as p&ud oost savings initiative, decided to close
three development studios and discontinue thedudbvelopment of certain software titles. As alltesve recorded an impairment charge of
$20.7 million in our publishing segment to write-oértain product, royalty and software developrersts related to game titles that we no
longer intended to bring to market and thereforelldimot recover their capitalized value. The impeant charge also caused software
development costs to increase as a percent oéwenue versus the prior year.

Compared to the prior year, we sold a larger nuroberternally developed software titles in 200&sulting in higher amortization of
capitalized costs compared to the prior periodtv&re development costs primarily related to safasternally developed sports and other
tittes such asrand Theft Auto: Vice City Stories, The WarridReckstar Games Presents Table TenAmped 3, Major League Baseball
2K6, NBA 2K6, Midnight Club 3: DUB Edition Remikop Spin 2andBully in 2006. In the comparable 2005 period, softwaretigpment
costs were primarily attributable to salesayand Theft Auto: San AndreaMidnight Club 3: DUB Edition, Grand Theft Auto: lakty City
Storiesand The Warriors .

In future periods, cost of goods sold may be adgm&ffected by manufacturing and other costs gxcmmpetition and by changes in product
and sales mix, distribution channels and royaltgragements.
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Operating Expenses

%

% of net % of net Increase/ Increase/
(thousands of dollars) 2006 revenue 2005 revenue (decrease’ (decrease’
As
Restated

Selling and marketin $139,25( 13.4% $156,66¢ 13.0% $(17,41¢) (11.)%
General and administratiy 154,01¢ 14.8% 124,41¢ 10.4% 29,59¢ 23.8%
Research and developmt 64,25¢ 6.2% 73,724 6.1% (9,466) (12.8)%

Impairment of goodwill and long-

lived asset: 15,60¢ 1.5% — 0.0% 15,60¢ N/M

Depreciation and amortizatic 26,39¢ 2.5% 22,01¢ 1.8% 4,383 19.9%
Total operating expenses $399,53( 38.5% $376,82¢ 31.4% $ 22,70¢ 6.0%

Selling and marketing We maintained a consistent level of selling araiketing expense as a percentage of net revermh by
decreasing overall spending compared to the pgar,ywhich contained substantial marketing and pt@n of Grand Theft Auto: San
Andreas. We also spent less on in-store promotional atbiegt and reduced our presence at E3, an annuadtindtrade exhibition that was
held in May 2006. The decrease was also due torlpamsonnel expenses, primarily resulting fromduntion in incentive compensation,
consistent with current business performance. &grisffsetting our decrease in selling and mangxpenses for the year ended Octobe
2006 were increases in advertising and promoticuo2K Sports games, particulaMajor League Baseball 2K6

General and administrative. General and administrative expense increas2d0B, primarily due to an increase in personneisgeshich
includes approximately $6.9 million of expense tetato the adoption of SFAS 123(R) on November0D52 We also incurred incremental
severance costs in the second and third quart@@0& in connection with our cost savings plandctvimcluded studio closures. The incre

in personnel costs was partially offset by a desréa incentive compensation, consistent with owelr revenue and business performance in
the 2006 year.

Operating expenses in 2006 reflect a full yearesfegal and administrative expenses related to @6 2cquisitions, resulting in additional
occupancy and related expenses compared to theypao period. In addition, as a result of variongoing legal matters, including a review
of our stock option grants and process improvemasjects, we incurred an incremental $4.6 millinrprofessional fees in the 2006 period.
General and administrative expenses also incrdaséghse termination fees incurred in connectidth the closure of development studios
and costs for information technology system improeats, offset by a reduction in consulting feeatesl to Sarbanes-Oxley compliance.
General and administrative expenses for the ye@ea October 31, 2006 and 2005 also include ocaypaxpenses (primarily rent, utilities
and office expenses) of $15.2 million and $9.0ionil] respectively, related to our development sisidi

Research and developmel The decrease in research and development expessgrimarily attributable to studio closures éomder
personnel costs, which decreased by approxima#® illion. Lower incentive compensation in 2006nsistent with current business
performance, and greater percentage of salaryedatbd costs for our software development persdmgialy capitalized, resulted in lower
compensation expense than in the prior perioddditi@n, we recorded less incentive compensatid0id6, consistent with current business
performance. Production expenses also decreadhd ourrent year as more of our titles reacheddblenological feasibility stage of
development. Employee severance costs incurredrinaction with the closure of development studiud @ full year of expenses related to
our 2005 business acquisitions offset our decreasesearch and development in the current period.
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A substantial portion of our development costscangitalized once software development projectstréachnological feasibility, which is
relatively early in the development process. Swstare subsequently amortized as cost of godd€smmencing with the release of the
titte. Amounts earned under our internal royaltgygram, which are based on product sales, are eggexssincurred in cost of goods sold.
During 2006, $8.1 million of equity compensatiosgrled in connection with SFAS 123(R), which iedtly related to the completion and
release of our titles, has been capitalized asvaoft development costs. Such costs are amortizedsa®f goods sold upon release of the

Impairment, depreciation and amortizatior We recorded impairment charges of approxim&k&h.6 million in 2006, related to the write-
off of goodwill and fixed assets at our Joytechssdiary as well as other intangibles. The impairhdrarges were based on management’'s
assessment of the future value of these assetslinglfuture business prospects and estimatedflzast to be derived from these assets.

Depreciation and amortization expense increas@f@6 as we upgraded and improved software systathsegorded a full year of expense
related to the fixed assets and leasehold improm&vaequired in connection with our developmendistpurchases in 2005 and 2006.

Provision (benefit) for income taxe: Income tax expense was $0.4 million for the yeated October 31, 2006 compared to $6.4 milliol
the year ended October 31, 2005. The income tagresgorecorded against our net loss in 2006 wasaphna result of a $63.5 million
increase in our valuation allowance that was reswid accordance with SFAS 109 to reduce our dedeiax assets, which increased our net
loss by approximately $0.89 per share. The valnalbwance was primarily recorded due to uncetyaiegarding the realization of deferred
tax assets attributable to our net operating lasy/forwards. As a result of the significant adjoent to our valuation allowance during 2006,
our effective tax rate was 0.2% for the full yearipd, compared to 15.4% in the prior year, whigswnpacted by additional reserves
recorded for product returns primarily related tw blorth American retail inventory @rand Theft Auto: San Andreas

We adopted SFAS 123(R) on November 1, 2005, whedaires, among other items, the recognition ofistqation expense in the results of
operations. As a result of the adoption of SFAS(R23the income tax effects of compensatory stqaioas are included in the computation
of the income tax expense (benefit), and defermmdissets and liabilities, subject to certain peotipe adjustments to stockholdeesjuity for
the differences between the income tax effectxpénses recognized in the results of operationglandelated amounts deducted for income
tax purposes. Prior to our adoption of SFAS 123(R),tax benefits relating to the income tax deidastfor compensatory stock options w
recorded directly to stockholders’ equity.

We are regularly audited by domestic and foreigimtaauthorities. Audits may result in tax assessme excess of amounts claimed anc
payment of additional taxes. We believe that oxmp@sitions comply with applicable tax law, andtthe have adequately provided for
reasonably foreseeable tax assessments.

Net income (loss) and earnings (loss) per she For the year ended October 31, 2006, net loss$i84.9 million, or $2.60 per share,
compared to net income of $35.3 million or $0.50glikited share, for the year ended October 3152@#sulting from the changes referre:
above and a higher number of weighted average slatstanding, which reflects shares issued in @ction with stock-based compensation
arrangements and business acquisitions. The redfistock option granting practices performed byand the Special Committee resulted
$1.3 million reduction in net income or $0.02 péutgd share in 2006, compared to a reduction trim@me of $1.9 million or $0.03 per
diluted share in 2005.

53




Years Ended October 31, 2005 and 2004
Net Revenue

%

Increase/ Increase/
(thousands of dollars) 2005 % 2004 % (decrease’ (decrease’
Publishing $ 851,86: 70.8% $ 768,48: 68.1% $83,38( 10.8%
Distribution 349,35¢ 29.1% 359,26¢ 31.8% (9,911 (2.8)%
Net revenue $1,201,22( 100.C% $1,127,75. 100.C% $73,46¢ 6.5%

The increase in net revenue was attributable tevifr@n our publishing business. Publishing net raeewas led by strong sales@fand
Theft Auto: San Andreas, Midnight Club 3: DUB Eatitand The Warriorson multiple platforms an@rand Theft Auto: Liberty City Stories
for the PSP. Sales &id Meier’s Civilization IVandStronghold Zor PC and our sports titles for the PlayStatican® Xbox, includingMajor
League Baseball 2K, also contributed to the increase in publishingereie. Publishing net revenue in 2004 primarilfeiet$ sales oGrand
Theft Auto: San Andredsr the PlayStation 2, which was released in Oat@®®4, andsrand Theft Auto Double PagindMax Payne 2: Th
Fall of Max Paynefor Xbox and the PlayStation 2. Publishing revemu2005 and 2004 includes licensing revenue of &iillion and $20.1
million, respectively.

Sales of ouGrand Theft Auto: San Andretile in North America during 2005 were negativefypacted by product returns due to the re-
rating of this title. In July 2005, a provision$82.6 million was recorded for product returns egldted costs as a result of the re-rating. The
provision was subsequently reduced by approxim&lg million in the fourth quarter of fiscal 2088e to better than expected sell-through
of the product and lower processing costs relaigadduct returns. At October 31, 2005, our accoueteivable balance is net of reserves of
approximately $7.7 million for remaining productuens primarily related to our North American rétaventory ofGrand Theft Auto: San
Andreas.

Products designed for video game console platf@resunted for 78.5% of 2005 publishing revenueoaspared to 93.1% for 2004. Prodt
designed for PC platforms accounted for 11.5% @520ublishing revenue as compared to 2.7% for 2084.increase in net revenue of
products for PC platforms as a percentage of puiblisrevenue was primarily attributable to sale&odnd Theft Auto: San Andreas, Sid
Meier's Civilization IVandStronghold Zor PC. We anticipate that our platform mix willrdoue to be heavily weighted toward console
platforms and the PSP handheld system, but matufite from period to period.

The decrease in distribution revenue was primaitilfbutable to lower sales volume of softwaretitla decrease in average selling prices of
interactive entertainment products as our indusénysitioned to next-generation hardware platfoamd increased competition in the value
software market. The decline in sales of softwilestwas partially offset by an increase in hardwsales, primarily attributable to demand
for the Sony PSP system and related accessories.

International operations accounted for approxinya$&85.0 million, or 31.9% of net revenue for 2@@Bnpared to $310.4 million or 27.5%
net revenue for 2004. The increase was primarihjbatable to sales dbrand Theft Auto: San Andre&s the PlayStation 2, Xbox and PC,
sales oMidnight Club 3: DUB Editiorfor the PlayStation 2, Xbox and PSP, sale$tad Warriorsfor the PlayStation 2 and Xbox, and sales
of Sid Meier’s Civilization IVandStronghold Zor PC. International revenue for 2004 was prinyagitributable to sales @rand Theft Auto:
San Andreafor the PlayStation 2, which was released in Oat@0®4, varioussrand Theft Autditles, Max Payne 2: The Fall of Max Payne
andRed Dead Revolver.
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In 2005 and 2004, net revenue included approxim&28.6 million and $35.8 million, respectively, leénefit from changes in foreign
exchange rates. We expect international net revenoentinue to account for a significant portidroar total revenue.

Cost of Goods Sold

% Increase /

% of net % of net Increase /
(thousands of dollars) 2005 revenue 2004 revenue (decrease’ (decrease’
Product costs $593,751 49.4% $619,68: 54.9%  $(25,92¢) (4.2%
Royalties 164,25C 13.7% 114,07: 10.1% 50,177 44.C%
Software development costs 28,371 2.4% 15,922 1.4% 12,44¢ 78.2%
Cost of goods sol $ 786,37¢ 65.5% $749,68( 66.5% $ 36,69¢ 4.9%

Product costs The decrease in product costs occurred mainbuirdistribution segment, where the mix of produdtanged from higher
cost items such as gaming consoles, to lower goslupts, such as software titles. The decreaseoutugt costs was also due to the increa
net revenue of publishing PC products which havweetocosts than console based software producta.r@sult of our product mix shifting to
software sales in the 2005 period, the gross mangiur distribution segment increased to 9.4%083from 7.0% in 2004.

Royalties. The increase in royalties was primarily attribuéatd expense associated w@&hand Theft Auto: San Andreasder our internal
Rockstar royalty program, which provides for in@ieg royalty levels as product net revenue increaReyalties also increased as a result of
internal royalty expense associated with salédidhight Club 3: DUB Edition, Grand Theft Auto: lalty City Stories, The Warrioend
external royalty expense associated with our spities, includingMajor League Baseball 2KB&ggregate internal royalty expense, excluc
employer payroll taxes, for 2005 and 2004 amoutde®B3.8 million and $45.9 million, respectively.

Software development cos The increase in software development costs wagalthe increased sales of our internally deweldijiles,
includingGrand Theft Auto: San Andreas, Midnight Club 3: DBdtion, Grand Theft Auto: Liberty City StoriaedThe Warriorsresulting

in higher amortization of capitalized costs as cared to 2004.

In future periods, cost of goods sold may be adem=&ffected by higher manufacturing and otherggstice competition and by changes in
product, sales mix, distribution channels and riyyaitrangements.

Operating Expenses

% Increase /

% of net % of net Increase /
(thousands of dollars) 2005 revenue 2004 revenue (decrease’ (decrease’
ResAtZted ResAtZted
Selling and marketin $ 156,66¢ 13.0% $119,257 10.6% $37,411 31.4%
General and administratiy 124,416 10.4% 100,92¢ 8.9% 23,492 23.3%
Research and developmt 73,724 6.1% 43,77% 3.9% 29,951 68.4%
Depreciation and amortization 22,016 1.8% 16,84¢ 1.5% 5,170 30.7%
Total operating expens $376,82¢ 31.4% $280,80( 24.9%  $96,02/ 34.2%

Selling and marketing The increase in selling and marketing expensepianarily due to higher advertising and promagiospending,
which increased by $28.9 million to $101.1 million2005. The additional spending was for new arigtierg products, includin@rand Theft
Auto: San Andreas, The WarricandMidnight Club 3: DUB Editioracross multiple platform&rand Theft Auto: Liberty City Storiésr the
PSP and to promote our various titles under our 2iéywublishing labels. In addition, the increaseswlae to higher personnel expense of
approximately $5.5 million, which is consistenthvthe growth of our business, and to additionakexiitures related to our increased
presence at E3, an industry trade exhibition, lreMay each year. The stock option review perforrogdis and the Special Committee
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resulted in $0.3 million and $1.7 million of additial stock-based compensation expense, recordieda@aponent of selling and marketing
expenses, for the years ended October 31, 2003@0d respectively.

General and administrative. The increase in general and administrative es@evas primarily due to an increase of approxingaiéb.4
million in professional fees related to Sarbanese@xompliance, legal matters and process improwe@ued an increase of approximately
$5.6 million in compensation and related costsaftditional personnel to support the growth of ausibess. In addition, rental and office
expenses increased approximately $5.0 million duedently acquired development studios and theiogeof a new office for our 2K
publishing labels in 2005. The increase was partadfset by a decrease in bad debt expense frenptior comparable period. During 2004,
personnel expenses included $3.4 million of sexaraharges, signing bonuses and restricted stqunees, primarily attributable to senior
management changes and additional rent expenseiassiowith relocating a European office. The stopkon review performed by the
Special Committee resulted in $0.7 million and $Rillion of additional stock-based compensationenge, recorded as a component of
general and administrative, for the years endedl@@ct31, 2005 and 2004, respectively.

Research and developmel The increase in research and development castprimarily due to increased personnel and relatpénses
of approximately $25.8 million associated with depenent studios that were acquired during 2005elased personnel expenses are
attributable to higher staffing levels, reflectiogr strategy of bringing more of our developmenrthause. A substantial portion of our resei
and development costs are capitalized once softderelopment projects reach technological feagibilihich is relatively early in the
development process. They are subsequently ampdizeost of goods sold. Research and developmpanse includes $0.6 and $0.5
million of additional stock-based compensation ergeeresulting from the stock option review perfodrbg the Special Committee for the
years ended October 31, 2005 and 2004, respect

Depreciation and amortizatior Depreciation and amortization expense incregsietarily due to higher depreciation related to the
upgrading of software systems, our new office aadelvouse facility for our Jack of All Games sulesigi additional leasehold improveme
related to development studios acquired in 2005thacddition of new offices for our 2K publishilzdpels.

Provision for income taxes Income tax expense was $6.4 million for 2008@sapared to $29.6 million for 2004. The decreass wa
primarily attributable to a decrease in taxableime and a reduction in the annual effective tag. réhe annual effective tax rate was 15.4%
for 2005, as compared to 32.3% for 2004. The lcaverual effective tax rate is primarily due to argin the mix of earnings with a greater
proportion of income being generated in lower taisgictions (13.6% decrease to the effective &d®)rand a loss being generated in a higher
tax jurisdiction. The lower annual effective taxeren 2005 was also due to a higher extraterritan@ome tax benefit (“ETI") (6.5% decrease
to the effective tax rate). The 2004 tax provisimeciuded benefits from a change in the mix of eageiwith a greater proportion of income
from lower tax jurisdictions (4.1% decrease toé¢ffective tax rate) and from ETI (4.2% decreasthéoeffective tax rate) partially offset by
the non-deductibility of the payment of a $7.5 raill civil penalty in connection with an SEC settkamh(2.8% increase to the effective rate).

At October 31, 2005, we had capital loss carryfadsaotaling approximately $26.8 million that weétkpire in the periods 2006 through 2008.
Management does not expect to generate sufficable income from capital transactions prior ®epiration of these benefits, and
accordingly a valuation allowance was recordedd®3for this asset as it is more likely than natt tihe deferred tax asset related to these
carryforwards will not be realized. At October 2005, we had foreign net operating losses of apprately $10.0 million expiring between
2006 and 2010, and state net operating lossespobamately $93.0 million expiring between 2011 &826. Management does not expe
generate sufficient taxable income in certain fgmeand state jurisdictions in future years to fuitifize the net operating losses before
expiration. Accordingly, valuation allowances hdeen recorded for these assets in the amount 4fn§ilion and $6.0 million, respectively.
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We are regularly audited by domestic and foreigimtapauthorities. Audits may result in tax assessme excess of amounts claimed anc
payment of additional taxes. We believe that oxp@sitions comply with applicable tax law, andtthe have adequately provided for
reasonably foreseeable tax assessments. We btHavany assessments in excess of the amountglpdbfar will not have a material adve
impact on the consolidated financial statements.

Net income and net income per shal Net income was $35.3 million for 2005 or $0.%0 diluted share, compared to $62.1 million or $
per diluted share for 2004, resulting from the cjemreferred to above. The review of stock optgmasiting practices performed by the
Special Committee resulted in a $1.9 million reéhredf net income in 2005 or $0.03 per diluted shaompared to $3.3 million or $0.05 per
share in 2004.

Quarterly Information

The following tables set forth our quarterly stadeinof operations information for each of the fquarters in the years ended October 31,
2006 and 2005 (in thousands, except per share as)oun

2006 Quarterly Information

First Second Third(1) Fourth
Net revenue $264,98. $265,12: $241,18] $266,55¢
Cost of goods solc
Product cost 160,85: 130,94( 115,24¢ 131,72
Royalties 32,861 82,28: 56,44 35,244
Software development cos 15,59¢ 34,12¢ 12,361 17,79C
Total cost of goods so 209,31« 247,35( 184,05t 184,75
Gross Profii 55,66 17,772 57,12¢ 81,79¢
Selling and marketin 41,64 32,19¢ 27,58t 37,8217
General and administratiy 38,45: 33,70¢ 44,11¢ 37,73¢
Research and developmt 17,70¢ 16,091 17,40¢ 13,04¢
Impairment of goodwill and lor-lived asset: — — 14,77¢ 830
Depreciation and amortizatic 6,651 12,944 183 6,621
Total operating expens 104,45 94,94( 104,07( 96,06:
Loss from operation (48,790 (77,168 (46,949 (14,264
Interest income, n¢ 253 4 1,19¢ 1,22€
Loss before income tax (48,537 (77,164 (45,745 (13,03¢)
Income taxes (19,415  (26,79]) 45,634 979
Net Loss $(29,127) $ (50,379 $(91,379 $(14,01%)
Loss per share:
Basic $ (041) $ (©0.71) $ (129 $ (0.20
Diluted $ (041) $ (©71) $ (129 $ (0.20
Weighted average shares outstanding
Basic 71,42¢ 70,97¢ 71,09¢ 71,19¢
Diluted 71,42¢ 70,97¢ 71,09t 71,19¢

(1) The impact of the restatement adjustment of $0IBomion our 2006 statements of operations wasrgsbin the third quarter of fiscal year 2006 duég immateriality,
and therefore our previously reported first ancbsecquarter 2006 statements of operations havbewn restated.

Basic and diluted earnings per share are compuotegpendently for each of the quarters presenteeteidre, the sum of quarterly basic and
diluted earnings per share information may not egonaual basic and diluted earnings per share.
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The following table sets forth our statements afragions for each of the quarters in the year ei@gdber 31, 2005, restated to correct our
past accounting for stock options. See Note 2e¢ddbnsolidated Financial Statements for a fullwiston of our restatements.

First Quarter Ended Second Quarter Endec
January 31, 200E April 30, 2005
As As
previously As previously As
reported Adjustments restated reported Adjustments restated

Net revenue $502,47¢ $ — $502,47¢  $222,06¢ $ — $222,06¢
Cost of goods solc

Product cost 237,48k — 237,48k 123,504 — 123,504

Royalties 80,20¢ — 80,20¢ 21,938 — 21,938

Software development cos 4,205 — 4,205 4,780 — 4,780
Total cost of goods so 321,89¢ — 321,89¢ 150,222 — 150,222
Gross Profit 180,57¢ — 180,57¢ 71,84¢€ — 71,84€

Selling and marketin 50,931 224 51,15E 36,275 82 36,357

General and administrati\ 28,687 885 29,572 28,705 333 29,038

Research and developme 23,417 167 23,584 13,785 156 13,941

Depreciation and amortizatic 4,786 — 4,786 5,102 — 5,102
Total operating expens 107,821 1,27¢€ 109,097 83,867 571 84,438
Income (loss) from operatiol 72,754 (1,27€) 71,478 (12,021) (571) (12,592

Interest income , ne 540 (3) 537 1,164 (3) 1,161
Interest and other, n 540 (3) 537 1,164 (3) 1,161
Income (loss) before income tax 73,294 (1,279 72,01E (10,857) (574) (11,431)
Provision (benefit) for income taxe 18,04& (184) 17,861 (2,671) (35) (2,706)
Net income (loss $ 55,24¢ $(1,095) $ 54,15¢ $ (8,186 $ (539) $ (8,725)
Earnings (loss) per share*;
Basic $ 081 $ (0.02 $ 079 $ (0.12 $(0.01) $ (0.12
Diluted $ 0.79 $ (0.02 $ 078 $ (0.12 $(0.01) $ (0.12
Weighted average share

outstanding:
Basic 68,52¢ — 68,52¢ 70,112 — 70,112
Diluted 69,774 73 69,847 70,112 — 70,112

* Certain earnings (loss) per share amounts do mbtiad to rounding.
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Third Quarter Ended Fourth Quarter Ended

July 31, 2005 October 31, 200&
As As
previously As previously As
reported Adjustments restated reported Adjustments restated

Net revenue $169,89¢ $ — $169,89¢ $308,15¢ $ (1,375) $306,77¢
Cost of goods solc

Product cost 92,52¢ — 92,52¢ 139,86: 380 140,24z

Royalties 25,608 — 25,608 36,495 — 36,495

Software development cos 4,046 — 4,046 15,34C — 15,34C
Total cost of goods so 122,17¢ — 122,17¢ 191,69¢ 380 192,07¢
Gross Profit 47,72C — 47,72C 116,45€ (1,755) 114,701

Selling and marketin 32,437 12 32,44¢ 38,072 (1,365) 36,707

General and administrati 32,53¢ (158) 32,381 33,794 (369) 33,42E

Research and developm 19,73€ 163 19,89¢ 16,222 78 16,30C

Depreciation and amortizatic 5,691 — 5,691 6,437 — 6,437
Total operating expens 90,403 17 90,42C 94,52E (1,656) 92,86¢
Income (loss) from operatiol (42,683) 17) (42,700) 21,931 (99) 21,832

Interest income, ne 1,261 (3) 1,258 750 4) 746
Interest and other, n 1,261 (3) 1,258 750 (4) 746
Income (loss) before income tax (41,422) (20) (41,442) 22,681 (103) 22,578
Provision (benefit) for income taxes (12,642) 176 (12,46€) 3,489 228 3,717
Net income (loss $ (28,780 $ (196) $ (28,9760 $ 19,197 $ (331) $ 18,861
Earnings (loss) per shai
Basic $ (0.412) $ (0.00 $ (041 $ 0.27 $ (0.00) $ 027
Diluted $ (0.4) $ (0.00) $ (041 $ 0.27 $ (0.00) $ 0.27
Weighted average shares outstand
Basic 70,55€ — 70,55€ 70,158 — 70,158
Diluted 70,55€ — 70,55€ 70,717 27 70,744

Basic and diluted earnings per share are compuotegpendently for each of the quarters presenteeteidre, the sum of quarterly basic and
diluted earnings per share information may not egonaual basic and diluted earnings per share.
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The following tables set forth our balance shestsfalanuary 31, 2006 and 2005 and April 30, 20@52005, restated to correct our past
accounting for stock options. Adjustments to otiesets and accrued expenses and other liabilifexs deferred tax assets and tax liabilities

(in thousands, except per share amounts):

January 31, 200€ April 30, 2006
As As
previously previously As
reported Adjustments As restated reported Adjustments restated

ASSETS
Current asset:
Cash and cash equivalel $ 142897 $ — $ 142,897 $ 141,06¢ $ — $ 141,06¢
Accounts receivable, n 84,282 (207) 84,075 130,32¢ (207) 130,121
Inventory, ne 107,41< — 107,41< 91,82C — 91,82C
Software development cos 77,52¢ — 77,529 69,431 — 69,431
Licenses 6,717 — 6,717 4,253 — 4,253
Prepaid taxes and taxes receive 60,864 146 61,01C 69,854 146 70,00C
Prepaid expenses and other 34,304 (380) 33,924 66,091 (380) 65,711
Total current assets 514,00€ (441) 513,56¢ 572,84k (441) 572,404
Fixed assets, n 48,21F — 48,215 49,79€ — 49,79€
Software development costs, net of

current portior 40,401 — 40,401 27,183 — 27,183
Licenses, net of current portic 4,417 — 4,417 4,984 — 4,984
Goodwill 190,851 — 190,851 190,491 — 190,491
Other intangibles, ne 60,481 — 60,481 48,91€ — 48,91€
Other asset 10,282 2,785 13,067 11,802 2,785 14,587
Total assets $ 868,65:¢ $ 2,344 $ 870,99 $ 906,01% $ 2,344 $ 908,36!
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 79887 $ — $ 79,887 $ 108,21¢ S — $ 108,21¢
Accrued expenses and other

current liabilities 100,39% 12,64¢€ 113,042 149,86¢ 12,648 162,517
Total current liabilities 180,282 12,64¢€ 192,93( 258,08¢ 12,648 270,73¢
Deferred tax liability — — — — — —
Other lon¢-term liabilities 1,070 — 1,070 403 — 403
Total liabilities 181,352 12,64¢€ 194,00 258,48¢ 12,648 271,13¢€
Commitments and contingenci
Stockholder’ Equity:
Common stocl 715 — 715 725 — 725
Additional paic-in capital 426,62¢ 32,02E 458,65¢ 433,381 32,025 465,40¢
Retained earning 258,75k (42,329) 216,42¢ 208,382 (42,329) 166,052
Accumulated other comprehensi

income 1,203 — 1,203 5,041 — 5,041
Total stockholders’ equity 687,301 (10,304) 676,997 647,52¢ (10,304) 637,22¢
Total liabilities and

stockholders’ equity $ 868,65: $ 2,344 $ 870,997 $ 906,017 $ 2,344 $ 908,36!
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January 31, April 30, July 31,
2005 2005 2005
As As As
previously Ad- As previously Ad- As previously Ad- As
reported justments restated reported justments  restated reported justments restated

ASSETS
Current assets:
Cash and cash equivalel $303,07( $ — $ 303,07C $210,241 $ — $210,241 $195,35¢ $ — $195,35¢
Accounts receivable, n 136,51% — 136,51% 127,27¢ — 127,27¢ 61,735 — 61,735
Inventory, ne 134,102 — 134,102 116,56¢ — 116,56¢ 104,414 — 104,414
Software development cos 34,827 — 34,827 50,802 — 50,802 51,423 — 51,423
Licenses 6,689 — 6,689 5,981 — 5,981 6,787 — 6,787
Prepaid taxes and taxes receive 12,878 — 12,878 26,072 — 26,072 46,16C — 46,16C
Prepaid expenses and ofl 48,35€ — 48,356 59,50C — 59,500 60,171 — 60,171
Total current assets 676,43¢ — 676,43€ 596,442 — 596,442 526,04% — 526,04%
Fixed assets, ni 37,952 — 37,952 43,07% — 43,075 46,644 — 46,644
Software development costs, net of

current portior 53,181 — 53,181 47,423 — 47,423 61,365 — 61,365
Licenses, net of current portit 1,800 — 1,800 2,650 — 2,650 2,146 — 2,146
Goodwill 163,631 — 163,631 166,417 — 166,417 175,31€ — 175,31€
Other intangibles, ne 57,37& — 57,375 59,934 — 59,934 62,612 — 62,612
Other asset 8,535 4,343 12,878 8,280 3,339 11,618 8,094 3,052 11,14€
Total assets $ 998,917 $ 4,343 $1,003,25¢ $924,22] $ 3,33¢ $927,56( $882,22: $ 3,052 $88527
LIABILITIES AND

STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payabl $ 87,40¢ $ — $ 87,40¢ $ 90,52« $ — $ 90,524 $ 76,83¢ $ — $ 76,83¢
Accrued expenses and other curren

liabilities 189,592 11,283 200,87¢€ 93,74C 11,823 105,563 109,88C 12,34¢€ 122,22¢
Total current liabilities 277,00z 11,283 288,28t 184,264 11,8223 196,087 186,71¢ 12,34¢€ 199,067
Deferred tax liability 9,937 — 9,937 11,02€ — 11,026 12,95C — 12,95C
Other lon¢-term liabilities 2,741 — 2,741 2,741 — 2,741 2,933 — 2,933
Total liabilities 289,68( 11,283 300,962 198,031 11,823 209,854 202,60z 12,34¢€ 214,95(C
Commitments and contingenci
Stockholder Equity:
Common stocl 697 — 697 713 — 713 716 — 716
Additional paic-in capital 409,994 35,937 445,931 436,47€ 34,412 470,88¢ 442,91¢ 34,352 477,271
Deferred compensatic (14,905) (1,614) (16,519)  (13,095) (1,093)  (14,188) (8,329) (1,649) (9,978)
Retained earning 305,651 (41,263) 264,38¢ 297,46E (41,803) 255,662 268,68t (42,000) 226,68t
Treasury Stock, at co (23,309) (23,309)
Accumulated other comprehensive

income 7,795 — 7,795 4,631 — 4,631 (1,061) — (1,061)
Total stockholders’ equity 709,232 (6,940) 702,292 726,19C (8,484) 717,70€ 679,62(C (9,296) 670,324
Total liabilities and stockholderg’ $ 998,917 $ 4,343 $1,003,25¢ $924,22] $ 3,33¢ $927,56( $882,22: $ 3,052 $885,27¢

61




Liquidity and Capital Resources

Our primary cash requirements have been to funiti¢idevelopment, manufacturing and marketing ofpaublished products (ii) working
capital (iii) acquisitions and (iv) capital expendes. Historically, we have relied on funds preddy operating activities and short and long-
term borrowings to satisfy our working capital need

As of October 31, 2006 and 2005, amounts due fronfige largest customers comprised approximatély% and 42.7% of our gross
accounts receivable balance, respectively, withsgmificant customers (those that individually qgoise more than 10% of our gross
accounts receivable balance) accounting for 36.48616.0% of such balance at October 31, 2006 afifl,2@spectively. We believe that the
receivable balances from these largest customenstdepresent a significant credit risk based ast pollection experience.

Generally, we have been able to collect our accorgteivable in the ordinary course of businessd@é/aeot hold any collateral to secure
payment from customers and our receivables arergiinaot covered by insurance. However, from titméime we purchase insurance from
financial institutions on our accounts receivakiléh certain limits, to help protect us from losstihe event of a customer’s bankruptcy or
insolvency.

We are subject to credit risks, particularly in ghent that any of the receivables represent adamumber of retailers or are concentrated in
foreign markets. If we are unable to collect ouraamts receivable as they become due, it couldradiyeaffect our liquidity and working
capital position and we would be required to inseeaur provision for doubtful accounts.

We have entered into various agreements in thearglicourse of business that require substant&l cammitments over the next several
years. Generally, these incluc

« Agreements to acquire licenses to intellectual priypsuch as trademarks, copyrights and techndlmgyse in the publishing,
marketing and distribution of our software titl€ur licensing and marketing commitments primardflect agreements with major
sports leagues and players’ associations and eapuarious times through December 2012;

« Contractual advances and royalty payments to {héndly software developers that expire at variomes through November 2008.
Guaranteed minimum payments assume satisfactofgrpence;

« Operating leases, primarily related to occupanegnifure and equipment, expiring at various tintestaigh July 2015; and
 Distribution agreements to purchase third-partyveafe games that require guaranteed minimum paylerdugh July 2008.

A summary of annual minimum contractual obligatiamsl commitments as of October 31, 2006 is asvislign thousands of dollars):

Software Operating
Licensing and Marketing Development Leases Distribution Total
2007 $ 77,11¢ $42,88¢ $17,70¢ $2,54C $140,25:
2008 53,85¢ 19,50¢ 15,903 88 89,35¢
2009 54,03 26 15,40¢ — 69,46¢
2010 51,967 — 13,604 — 65,571
2011 49,47¢ — 12,581 — 62,057
Thereafter 50,05 — 24,09€ — 74,14¢
Total $336,50¢ $62,41¢ $99,30z $2,62¢ $500,851
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In addition to the cash commitments above, we lads@ entered into acquisition agreements that goptavisions for contingent cash
consideration subject to certain acquired compaatbgeving agreed-upon financial or unit sales gjoBhe amount and timing of these
payments are currently not fixed or determinabt®e e “Business Acquisitions” section of this Itand Note 3 to the financial statements
for a full discussion of our potential acquisitioommitments.

We believe that our current cash and cash equitsadard projected cash flow from operations willpde us with sufficient liquidity to

satisfy our cash requirements for working capitapital expenditures and commitments through &t lise next twelve months. If our
projected cash flow and available cash is insudfitto fund our operations, or if our plans andiagstions change or prove to be inaccurate,
we may be required to seek additional financing.

Our cash and cash equivalents increased by $2Hi8mfor the year ended October 31, 2006 as folipw

Year Ended October 31,

(thousands of dollars) 2006 2005 2004
Cash provided by operating activiti $43,36: $39,98( $20,45¢
Cash used for investing activiti (25,275 (91,039 (64,427)
Cash provided by financing activiti 2,971 6,222 16,31¢
Effects of exchange rates on cash and cash equotsale 4,227 (3,069) (733)

Net increase (decrease) in cash and cash equis $25,28¢ $(47,900) $(28,387)

Our increase in cash and cash equivalents in 2@36mainly a result of operating activities. Conitibg to our net loss for the year ended
October 31, 2006, were $264.4 million of non-cagbemses. In addition, we received cash advancdatime online content creation, in-
game advertising and licensing of our intellectu@perty in 2006, reflected in our $50.0 milliortigase in deferred revenue. Excluding the
increase in deferred revenue, our net cash proiglezperating activities and financial positionleefs a transition from the exceptionally
strong business environment in 2005, which inclusteohg sales of ousrand Theft Auto: San Andretite, to our focus in 2006 on
developing new titles in that series and for neatteration gaming systems. The $37.9 million redacin our accounts receivable balance
reflects collections on the strong sales of 20@&tiqularly in the first quarter of 2006. The eff®of the console transition were also apparent
in our distribution business where inventory wadetlat a much slower pace and at lower unit vahess in the prior year. Reducing the ¢
generated by operating activities were increaspdalzed software development costs and signifigamngher professional fees, primarily
those associated with our legal proceedings anthttestigation into our stock option granting prees. Overall working capital decreased
$84.6 million in 2006.

C ash used for investing activities in 2006 prityaréflects purchases of computer equipment andoritinfrastructure as well as leasehold
improvements. We moved our European headquarté&gmneva, Switzerland in the third quarter of 20@Bich resulted in incremental cap
expenditures. We also made cash payments of $1li8mfor prior year acquisitions. Cash used ingsting activities was patrtially offset by
$1.1 million of net cash acquired in connectionhwatir Firaxis acquisition.

Cash provided by financing activities reflects éxercise of employee stock options and their rdltag benefit in the current year, both of
which decreased substantially from the prior yeaa aesult of a lower average stock price in 2006.
International Operations

Net revenue in international markets, principatiythe United Kingdom and continental Europe, hasawcted for a significant portion of o
total net revenue. For 2006 and 2005, approxima&@/%% and 39.8%, respectively, of our net revemag earned outside of the United
States. We are subject to risks inherent in foréigde, including increased credit risks, tariffisl @uties, fluctuations in foreign
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currency exchange rates, shipping delays and iatierral political, regulatory and economic develepns, all of which can have a significi
impact on our operating results.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

We are subject to market risks in the ordinary sewf our business, primarily risks associated withrest rate and foreign currency
fluctuations. Historically, fluctuations in intetemtes have not had a significant impact on oaraging results. At October 31, 2006, we had
no outstanding variable rate indebtedness.

We transact business in foreign currencies anéxpesed to risks resulting from fluctuations inefign currency exchange rates. Accounts
relating to foreign operations are translated liited States dollars using prevailing exchangesrat the relevant fiscal quarter or year end.
Translation adjustments are included as a sepeoat@onent of stockholders’ equity. For 2006, oueiign currency translation adjustment
loss was $6.2 million and our foreign exchangedaation gain was $2.2 million.

Item 8. Financial Statements and Supplementary Data

The financial statements and supplementary dateaapp a separate section of this report followiagt Ill. We provide details of our
valuation and qualifying accounts in Note 16 “Sgmpéntary Financial Information” to the consolidafie@ncial statements. All schedules
have been omitted since the information requiresetsubmitted has been included on the consolidatedcial statements or notes thereto or
has been omitted as not applicable or not required.

Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure

Upon the approval of the Audit Committee of the Bbaf Directors of the Company, on April 4, 200i6e tCompany dismissed
PricewaterhouseCoopers LLP (“PWC") as the Compaimglspendent registered public accounting firm.

During the Company fiscal years ended October 31, 2005 and 2004hmadgh April 4, 2006 there were no disagreemeritis BAWC on an'
matter of accounting principles or practices, fitiahstatement disclosure, or auditing scope ocgulare, which, if not resolved to the
satisfaction of PWC, would have caused it to makeference to the subject matter of the disagreemeronnection with its reports on the
financial statements for such years. PWC'’s repamtthe Company financial statements for the fiscal years endeti@er 31, 2005 and 20
did not contain an adverse opinion or a disclaiofepinion, nor were they qualified or modifiedtasuncertainty, audit scope or accounting
principles.

During the Company’s fiscal years ended Octobe2805 and 2004 and through April 4, 2006, thereeHaaen no reportable events as set
forth in Item 304 (a)(1)(v) of Regulation S-K exteys follows:

As more fully disclosed in Item 9A of the Companfsnual Report on Form 10-K for the fiscal year etidctober 31, 2005, the Company
had identified the following material weaknessethen Company’s internal control over financial repg as of October 31, 2005:

« The Company did not maintain effective controlsrabe existence and valuation of its accounts playadated to inventory
purchases. Specifically, the Company did not mairgéfective controls to identify, analyze and recite amounts related to inventc
purchases included in accounts payable to underkstipporting documentation.

« The Company did not maintain effective controlsrabe accuracy of the amortization of its capiedizoftware development costs.
Specifically, the Company did not have effectivatcols to accurately prepare and review inputs $preadsheet application used to
calculate amortization expense related to capédlsoftware development costs.
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On April 4, 2006 the Audit Committee of the Compangoard of Directors appointed Ernst & Young LLTE&Y”) as the Company’s new
independent registered public accounting firm tditlhe Company’s financial statements. During@wnpany’s two most recent fiscal years
ended October 31, 2005 and 2004 and through Ap#086, neither the Company nor anyone on its bebabkulted with E&Y regarding
either: (i) the application of accounting principl® a specified transaction, either completedrop@sed; or the type of audit opinion that
might be rendered on the Company'’s financial statés) and neither a written report nor oral adwes provided to the Company by E&Y
that was an important factor considered by the Gompn reaching a decision as to any accountinditiag or financial reporting issue; or

(if) any matter that was either the subject ofsadreement (as defined in Item 304(a)(1)(iv) of iRatipn S-K and the related instructions) or
a reportable event (as described in Item 304(aj)bf(Regulation S-K).

Item 9A. Controls and Procedures

Special Committee Review into Stock Option Gramtdices and Restatement

As discussed in the Explanatory Note preceding IRartl in Note 2 in Notes to the Consolidated FaianStatements of this Form 10-K, the
Company on January 17, 2007, announced that amahtesview of its stock option grant practices @octed by the Special Committee and
the Investigative Team had discovered irregularitedated to the issuance of certain past stodkmgrants. As a result of the internal review
and the independent investigation, managementdraduded, and the Audit Committee of the Board w&Etors agrees, that incorrect
measurement dates were used for financial accauptirposes for certain stock option grants magior periods. Therefore, the Company
has recorded additional non-cash stock-based casatien expense and related tax effects with regapast stock option grants, and the
Company is restating previously filed financialtetaents in this Form 10-K.

The internal review and the Special Committee’®p®hdent investigation identified a number of oresbetween April 1997 and
August 2003 (the “relevant period”) when the Compased incorrect measurement dates for stock ogtiants. The independent
investigation also found that during the relevaatiqu:

« Procedures for granting, accounting, and repoxingtock option grants did not include sufficieafeguards to prevent manipulation;
« The grant dates for a number of grants were irdaatly selected in order to obtain favorable exarqrices;

e The Company’s former Chairman/CEQO engaged in carnthat raises serious concerns in connection Wighgranting, accounting,
recording, and reporting of stock options.

In its 2004 fiscal year, the Company began impleingrimprovements to procedures, processes, aridmgdo provide additional safegua
and greater internal control over the stock opgicanting and administration function in compliandgéh the Sarbane®xley Act and evolvin
accounting guidance. These improvements included:

« Documenting and assessing the design and opewtiaternal controls;
» Segregating responsibilities, adding reviews aedneiliations, and redefining roles and responisied;
* Upgrading systems and system controls that supipemrocesses;

* Training in the stock administration function;
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* Implementing, before the adoption of SFAS No. 1J3{Re practice of using the receipt of the finabBd or Compensation
Committee approval as the grant and measurememfatastock option grants; and

+ ldentifying key controls, developing test plansd aesting controls in the stock granting and adstiation function.

In evaluating the Company’s disclosure controls pratedures and the Company'’s internal control éimancial reporting as of October 31,
2006, management considered, among other thingsmipact of the restatement to the financial statémand the effectiveness of the
internal controls in this area as of the fiscalnygaded October 31, 2006. Management has conclhdédontrol deficiencies resulting in the
restatement of previously issued financial statémdiul not constitute a material weakness in d&gle controls and procedures, or internal
controls over financial reporting, as of Octobey 3006.

In addition to the improvements discussed abowwe(tbmpany may adopt other measures identified éstiecial Committee and
management in 2007 to enhance the oversight cftdwk option granting and administration functioml &he review and preparation of
financial statements.

Evaluation of Disclosure Controls and Procedu

Based on an evaluation under the supervision atidthe participation of the Company’s managemdat,Gompany’s principal executive
officer and principal financial officer have condkd that the Company’s disclosure controls andqutoes as defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act were effective asaibler 31, 2006 to ensure that information requicelde disclosed by the Company
reports that it files or submits under the ExchaAgeis (i) recorded, processed, summarized andrteg within the time periods specified in
the Securities and Exchange Commission rules amasfand (ii) accumulated and communicated to thag2my’s management, including
principal executive officer and principal financ@ficer, as appropriate to allow timely decisiorgarding required disclosure.

Inherent Limitations Over Internal Contrc

The Company'’s internal control over financial repay is designed to provide reasonable assuram@ading the reliability of financial
reporting and the preparation of financial statetsiéor external purposes in accordance with gelyesatepted accounting principles. The
Company’s internal control over financial reportingludes those policies and procedures that:

(i) pertain to the maintenance of records that, inaraisle detail, accurately and fairly reflect thensactions and dispositions of the
Company’s assets;

(i) provide reasonable assurance that transactions@reded as necessary to permit preparation ofi¢iahstatements in accordance
with generally accepted accounting principles, #ad the Company’s receipts and expenditures anglmeade only in accordance
with authorizations of the Company’s managementdirattors; and

(i) provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, usedisposition of the
Company’s assets that could have a material effethe financial statements.

Management, including the Company’s CEO and CF@sdmt expect that the Company’s internal contrillprevent or detect all errors

and all fraud. A control system, no matter how wielsigned and operated, can provide only reasonadti@bsolute, assurance that the
objectives of the control system are met. Furtther design of a control system must reflect thétfaat there are resource constraints, and the
benefits of controls must be considered relativinéir costs. Because of the inherent limitationall
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control systems, no evaluation of internal contoale provide absolute assurance that all contsakis and instances of fraud, if any, have
been detected. Also, any evaluation of the effecidss of controls in future periods are subjetteaisk that those internal controls may
become inadequate because of changes in businedisi@os, or that the degree of compliance withpbécies or procedures may deterior.

Managemer's Annual Report on Internal Control Over FinancRéporting

As previously reported in the Company’s Annual Répa Form 10-K for the fiscal year ended Octobkr205, management determined
that, as of October 31, 2005, there were matemakmnesses in the Company’s internal control overritial reporting relating to

(i) ineffective controls over the existence anduadion of its accounts payable related to invenmmchases and (ii) ineffective controls over
the accuracy of the amortization of its capitalizeftware development costs. As reported in theuahReport for fiscal 2005, the Company
initiated a number of changes in its internal coistto remediate these material weaknesses. Astob®r 31, 2006, the following measure
remediate the control deficiencies have been impfaed:

» The Company developed reports to assist in theysisadf accounts payable related to inventory pasel to ensure there is adequate
and timely reconciliation of these accounts.

* The Company has added an additional level of reakthie amortization of capitalized software deypeh@nt costs to ensure the
accuracy of the information used in this calculatibhe Company has also redesigned the reconeitiatthedules in this area to make
it easier to review.

Based on the implementation of the additional imsécontrols discussed above and the subsequé¢ingte$ those internal controls for a
sufficient period of time, management has conclutiat the material weaknesses have been remediatethat the Company’s disclosures
and procedures and internal control over finarmepbrting are now effective.

The Company’s management is responsible for estabfj and maintaining adequate internal controf fimancial reporting (as defined in
Rule 13a-15(f) under the Exchange Act). Manageroentiucted an evaluation of the effectiveness ofXbempany’s internal control over
financial reporting based on the criteria set fantinternal Control—Integrated Framework issuedhry Committee of Sponsoring
Organizations of the Treadway Commission (COSO}¥efleon this evaluation, management has conclu@edhtf Company’s internal
control over financial reporting was effective datober 31, 2006. The Company’s independent texgid public accounting firm, Ernst &
Young LLP, has issued an attestation report orCthrapany’s assessment of its internal control owemicial reporting. The report on the
audit of internal control over financial reportingpears on page 73 of this Form 10-K.

Changes in Internal Control Over Financial Repogin

There were no significant changes in the Compaimggsnal control over financial reporting identidién management’s evaluation during the
fourth quarter of fiscal 2006 that have materialtiected, or are reasonably likely to materiallfeef, the Company’s internal control over
financial reporting.

Item 9B. Other Information

Not applicable
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PART III
Item 10. Directors and Executive Officers of the Registrant

The information required by this Item is incorp@eby reference to the section of our definitivexyrStatement for our Annual Meeting of
Stockholders to be held in 2007, entitled “ElectidiDirectors” to be filed with the SEC within 12@ys after the end of the fiscal year
covered by this Report.

ltem 11. Executive Compensation

The information required by this Item is incorpedby reference to the section of our definitivexyrStatement for our Annual Meeting of
Stockholders to be held in 2007, entitled “Execaif@ompensation” to be filed with the SEC within H&¥s after the end of the fiscal year
covered by this Report.

Item 12.  Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matters

The information required by this Item is incorp@eby reference to the section of our definitivexyrStatement for our Annual Meeting of
Stockholders to be held in 2007, entitled “Secu@tynership of Certain Beneficial Owners and Managethto be filed with the SEC within
120 days after the end of the fiscal year covesethis Report.

Item 13. Certain Relationships and Related Transactions

None.

Item 14.  Principal Accounting Fees and Services

The information required by this Item is incorp@eby reference to the section of our definitivexyrStatement for our Annual Meeting of
Stockholders to be held in 2007, entitled “Indepamdregistered Public Accountants” to be filed viitea SEC within 120 days after the end
of the fiscal year covered by this Report.
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PART IV

Item 15. Exhibits, Financial Statement Schedules

(&) The following documents are filed as part of thepBrt:
Financial Statements. See Index to Financial Statéson page 71 of this Repc
Financial Statement Schedule. See Note 16 to tinsd@lidated Financial Statemer

0)
(i)
(iii)

Exhibits
3.1
3.1.1
3.1.2

3.1.3

3.2

10.1
10.2
10.3
10.4

10.5

10.6
10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14
10.15

10.16

Restated Certificate of Incorporation |
Certificate of Designation, dated March 11, 1998

Certificate of Amendment of Restated Certificaténmiorporation, dated April 30, 1998
9)

Certificate of Amendment of Restated Certificaténmiorporation, dated November 17,
2003 (9)

By-Laws

1997 Stock Option Plan (1)
2002 Stock Option Plan (2)
Incentive Stock Plan. (2)

Employment Agreement, dated February 13, 2001 kybatween the Company and Karl
H. Winters. (5) +

Amendment to Employment Agreement, dated Febru@y®@07, by and between the
Company and Karl H. Wintel

Letter Agreement dated April 14, 2004 by and betwie Company and Paul Eibeler.

Employment agreement dated May 6, 2005 by and leetiree Company and Paul Eibe
(10)

Employment Agreement dated July 30, 2004 by anddxst the Company and Samuel A.
Judd. (8)

Licensed Publishing Agreement dated April 1, 208@een Sony Computer
Entertainment America, Inc. and the Company. (

Xbox Publisher License Agreement dated Decembe20@) between Microsoft
Corporation and the Company. (4

Confidential License Agreement for Nintendo Gamé€dated September 24, 2001
between Nintendo of America, Inc. and the Compéhy*

Lease Agreement between the Company and Moklanritigtes, Inc. dated July 1, 2002.
3)

Loan Agreement with Lloyds TBS Commercial and Takes Interactive Software
Europe Ltd.(11

Form of Stock Option Grant Letter.(1

Xbox 360 Publisher License Agreement dated NovertiBeP006, between Microsoft
Licensing, GP and the Company.(:

Loan Agreement with Lloyds TSB Bank plc and TakeoTwteractive Software Europe
Limited.
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10.17  Agreement among Robert Flug, Oliver R. Grace,Tirdd Emmel, Steven Tisch and Mark
Lewis and the Company.(1

21.1 Subsidiaries of the Compar
23.1 Consent of Ernst & Young LLF
23.2 Consent of PricewaterhouseCoopers L

31.1 Chief Executive Officer Certification Pursuant tal®s 13a-15(e) and 15d-15(e) under the
Securities and Exchange Act of 1934, as adoptesbpnt to Section 302 of the Sarbanes-
Oxley Act of 2002

31.2 Chief Financial Officer Certification Pursuant tolBs 13a-15(e) and 15d-15(e) under the
Securities and Exchange Act of 1934, as adoptesbpnt to Section 302 of the Sarbanes-
Oxley Act of 2002

32.1 Chief Executive Officer Certification pursuant t8 .S.C. Section 1350, as adopted
Pursuant to Section 906 of the Sarbi-Oxley Act of 2002

32.2 Chief Financial Officer Certification pursuant t8 U.S.C. Section 1350, as adopted
Pursuant to Section 906 of the Sarbi-Oxley Act of 2002

+ Represents a management contract or compengaéorgr arrangement.
* Portions hereof have been omitted and filed saesy with the Securities and Exchange Commissiosyant to a request for
confidential treatment that was granted in accazdamith Exchange Act Rule 24b-2.
(1) Incorporated by reference to the applicablgldkhontained in the Company’s Registration Statatron Form SB-2 (File No. 333414)
(2) Incorporated by reference to the applicableal@sshcontained in the Company’s Quarterly Reporform 10-Q for the three months
ended July 31, 2005.
(3) Incorporated by reference to the applicablal@khontained in the Company’s Quarterly Reportramm 10-Q for the three months
ended July 31, 2002.
(4) Incorporated by reference to the applicabléldhontained in the Company’s Annual Report omird 0-K for the year ended
October 31, 2001.
(5) Incorporated by reference to the applicablal@hontained in the Company’s Annual Report omrd 0-K/A in the year ended
October 31, 2001.
(6) Incorporated by reference to the applicablgldkbontained in the Company’s Current Report onnfr 8-K dated May 7, 2002.
(7) Incorporated by reference to the applicableal@khontained in the Company’s Quarterly Reportramm 10-Q for the three months
ended April 30, 2004.
(8) Incorporated by reference to the applicablal@khontained in the Company’s Quarterly Reportramm 10-Q for the three months
ended July 31, 2004.
(9) Incorporated by reference to the applicablél@hontained in the Company’s Annual Report omird 0-K for the year ended
October 31, 2003.
(10) Incorporated by reference to the applicablaldkcontained in the Company’s Current ReporFonm 8-K filed May 6, 2005.
(11) Incorporated by reference to the applicablaldkcontained in the Company’s Quarterly ReportForm 10-Q for the three months
ended April 30, 2006.
(12) Incorporated by reference to the applicaleibit contained in the Company’s Annual Reporfonm 10-K for the year ended
October 31, 2005.
(13) Incorporated by reference to the applicasleibit contained in the Company’s Current ReparForm 8-K dated February 20,
2007.
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TAKE-TWO INTERACTIVE SOFTWARE, INC.
YEAR ENDED OCTOBER 31, 2006

INDEX TO FINANCIAL STATEMENTS

Reports of Independent Registered Public Accourfings
Consolidated Balance She—At October 31, 2006 and 2005 (restat

Consolidated Statements of Operations—For the yavaded October 31, 2006, 2005 (restated) and
2004 (restatec

Consolidated Statements of Cash Flows—For the y@aisd October 31, 2006, 2005 (restated) and
2004 (restatec

Consolidated Statements of Stockholders’ Equity—tReryears ended October 31, 2004 (restated),
2005 (restated) and 201

Notes to the Consolidated Financial Statem

(All other items in this report are inapplicable)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Take-TWieractive Software, Inc.

We have audited the accompanying consolidated balsineet of Take-Two Interactive Software, Inofa®ctober 31, 2006, and the related
consolidated statements of operations, stockhdldgtsty, and cash flows for the year then endduesE financial statements are the
responsibility of the Company’s management. Oupaasibility is to express an opinion on these frahstatements based on our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting Oversighti8dé@/nited States). Those stande
require that we plan and perform the audit to ebtagsonable assurance about whether the finastaiaiments are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodit provides a reasonable basis for our opinio

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of Takeo
Interactive Software, Inc. at October 31, 2006, tnedconsolidated results of its operations andash flows for the year then ended, in
conformity with U.S. generally accepted accountmnigciples.

As discussed in Note 1 to the consolidated findrst&ements, effective November 1, 2005, Take-Tvteractive Software, Inc. adopted
Statement of Financial Accounting Standards No(R23Share-Based Payment.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the effectiveness
of Take-Two Interactive Software, Inc.’s internahtrol over financial reporting as of October 3008, based on criteria established in
Internal Control-Integrated Framework issued byGloenmittee of Sponsoring Organizations of the TweadCommission and our report
dated February 28, 2007 expressed an unqualifisdoopthereon.

/sl Ernst & Young LLP
New York, New York
February 28, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders, Take-Twuadractive Software, Inc.

We have audited management’s assessment, inclodbd accompanying Management Report on Internatr@loOver Financial Reporting,
that Take-Two Interactive Software, Inc. maintaiedf@ctive internal control over financial repodias of October 31, 2006, based on criteria
established in Internal Control—Integrated Framdwssued by the Committee of Sponsoring Organinatiaf the Treadway Commission
(the COSO criteria). Take-Two Interactive Softwdne,’s management is responsible for maintainiffigotive internal control over financial
reporting and for its assessment of the effectissmd internal control over financial reporting.r@esponsibility is to express an opinion on
management’s assessment and an opinion on théheffeess of the company’s internal control oveafidial reporting based on our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting OversightriBq@nited States). Those stande
require that we plan and perform the audit to ebtagsonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordver financial reporting, evaluating
management’s assessment, testing and evaluatirpiign and operating effectiveness of internatrobrand performing such other
procedures as we considered necessary in the @tanoes. We believe that our audit provides a redde basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttiegenerally accepted accounting
principles. A company’s internal control over firgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and (8jige reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@izé statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, management’s assessment that Takeliteractive Software, Inc. maintained effectiveernal control over financial
reporting as of October 31, 2006, is fairly staiadall material respects, based on the COSO @itéiso, in our opinion, Take-Two
Interactive Software, Inc. maintained, in all matkrespects, effective internal control over fingh reporting as of October 31, 2006, based
on the COSO criteria

We also have audited, in accordance with the stasdi the Public Company Accounting Oversight Bo@/nited States), the consolidated
balance sheet of Take-Two Interactive Software, &iscof October 31, 2006, and the related congelidstatements of operations,
stockholders’ equity, and cash flows for the yéantended, of Take-Two Interactive Software, Imel aur report dated February 28, 2007
expressed an unqualified opinion thereon.

/sl Ernst & Young LLP
New York, New York
February 28, 2007
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Report of Independent Registered Public Accountindrirm

To the Board of Directors and Stockholders of Talkes Interactive Software, Inc.:

In our opinion, the accompanying consolidated badasheet and the related consolidated statemenfseadtions, changes in stockholders’
equity and cash flows present fairly, in all matkrespects, the financial position of Takeo Interactive Software, Inc. and its subsidiagt
October 31, 2005, and the results of their opematand their cash flows for each of the two yeathé period ended October 31, 2005, in
conformity with accounting principles generally apted in the United States of America. These fir@statements are the responsibility of
the Company’s management. Our responsibility exjgress an opinion on these financial statemerstscban our audits. We conducted our
audits of these statements in accordance withtémelards of the Public Company Accounting Oversiggard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit of financial statementstides examining, on a test basis, evidence supgdhamamounts and disclosures in the
financial statements, assessing the accountingiptas used and significant estimates made by neanagt, and evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

As discussed in Note 2, the accompanying conselilaalance sheet as of October 31, 2005 and titedetonsolidated statements of
operations, stockholders’ equity and cash flowsefmeh of the two years in the period ended Oct8lbeR005 have been restated.

/sl PricewaterhouseCoopers LLP

New York, New York

January 31, 2006, except for the effects of the@atesient discussed in Note 2
and the change in segments discussed in Note l&hich

the date is February 28, 2007
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TAKE-TWO INTERACTIVE SOFTWARE, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share amounts)

October 31,
2006 2005
As restated
ASSETS
Current asset:
Cash and cash equivalel $132,48( $107,19:¢
Accounts receivable, net of allowances of $91,509$69,904 at October 31,

2006 and 2005, respective 143,19¢ 197,86!
Inventory, ne 95,52( 136,221
Software development cos 79,24¢ 88,82¢
Licenses 5,95¢ 7,651
Prepaid taxes and taxes receive 60,407 40,45¢
Prepaid expenses and ot 28,06( 34,58¢

Total current asse 544 ,87: 612,80!
Fixed assets, ni 47,49¢ 48,617
Software development costs, net of current pol 29,547 19,60z
Licenses, net of current porti 1,807 2,33C
Goodwill 187,681 179,89:
Other intangibles, n¢ 43,24¢ 58,66¢
Other asset 14,154 13,311

Total asset $868,80¢  $935,22(

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payabl $123,947 $133,35:

Accrued expenses and other current liabili 139,59¢ 113,57(
Total current liabilities 263,54¢ 246,92

Deferred revenu 50,00(

Other lon¢-term liabilities 4,86¢ 2,467
Total liabilities 318,41« 249,39(

Commitments and contingenci

Stockholder’ Equity:
Common Stock, $.01 par value, 100,000 shares amr#luhr72,745 and 70,667

shares issued and outstanding at October 31, 28D8G05, respectivel 727 707
Additional paic-in capital 482,10¢ 451,47(
Deferred compensatic — (12,58))
Retained earning 60,65¢ 245,54¢
Accumulated other comprehensive incc 6,902 686

Total stockholder equity 550,39: 685,83(

Total liabilities and stockholde’ equity $868,80¢  $935,22(

The accompanying Notes are an integral part oktieessolidated financial statements.
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TAKE-TWO INTERACTIVESOFTWARE, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

For the Years Ended October 31

2006 2005 2004
As restated As restated
Net revenue $1,037,84( $1,201,22( $1,127,75:
Cost of goods solc
Product cost 538,761 593,751 619,68¢
Royalties 206,83¢ 164,25( 114,07:
Software development cos 79,87¢ 28,371 15,922
Total cost of goods so 825,47¢ 786,37¢ 749,68(
Gross Profit 212,36¢ 414,84 378,071
Selling and marketin 139,25( 156,66¢ 119,25%
General and administratiy 154,01¢ 124,41¢ 100,92«
Research and developm 64,25¢ 73,72¢ 43,77%
Impairment of goodwill and lor-lived asset: 15,60¢ — —
Depreciation and amortizatic 26,39¢ 22,01¢ 16,84¢
Total operating expens 399,53( 376,824 280,80(
Income (loss) from operatiol (187,166 38,01¢ 97,271
Interest income, ne 2,684 3,70z 1,97:¢
Other expense — — (7,500
Interest and other, n 2,684 3,702 (5,527)
Income (loss) before income tax (184,48%) 41,72 91,74
Income taxe: 407 6,40€ 29,62¢
Net income (loss $ (184,889 $ 35,31 62,11¢
Earnings (loss) per shal
Basic $ (2.60) $ 0.51 0.93
Diluted $ (2.60) $ 0.50 0.91
Weighted average shares outstand
Basic 71,012 69,85¢ 67,104
Diluted 71,012 70,88 68,58¢

The accompanying Notes are an integral part oktleessolidated financial statements
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TAKE-TWO INTERACTIVE SOFTWARE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

For the Years Ended October 31
2006 2005 2004
As restated As restated

Cash flows from operating activities:
Net income (loss) $ (184,88) $ 35314 $ 62,11¢
Adjustments to reconcile net income (loss) to @shcprovided by
operating activities

Depreciation and amortizatic 26,39¢ 22,01€ 16,84€
Impairment of goodwill and long-lived assets 15,608 — —
Amortization of intellectual property and ott 10,50C 11,83€ 19,801
Stocl-based compensatic 20,668 16,141 8,126
Amortization of software development costs andrige= 129,481 73,314 53,681
Write-off of software development costs and licer 19,614 8,645 8,772
Provision (benefit) for deferred income ta: 17,36C (5,910) (14,32€)
Provision for (recovery of) price concessions, Salkowance:
and doubtful accoun 18,78t (758) 1,930
Tax benefit from exercise of stock options — 8,534 2,949
Foreign currency transaction gain and o (2,070) (1,546) (1,899)
(Payment) provision for SEC settlement — (7,500) 7,500
Changes in assets and liabilities, net of effemhfpurchases of business
Accounts receivabl 37,86€ 82,677 (123,68¢)
Inventory 40,707 18,09¢ (50,532
Software development cos (133,64¢) (127,304 (88,072
Licenses (9,602) (11,305) (6,276)
Prepaid expenses and ot (21,691) (8,939 (11,397)
Other nor-current assel (8,395) (830) (136)
Accounts payabl (7,373) (31,709%) 62,277
Accrued expenses and other liabilit 27,621 (36,991) 50,18¢€
Deferred revenue 50,00C — —
Income taxes payable (3,581) (3,812 22,59E
Total adjustment 228,251 4,666 (41,661)
Net cash provided by operating activit 43,362 39,98C 20,458
Cash flows used in investing activities
Purchase of fixed asse (25,084) (29,031) (21,58¢€)
Acquisitions of intangible asse — (24,250) (3,500)
Payments for purchases of businesses, net of casired (191) (37,75%) (39,33€)
Net cash used for investing activit| (25,275) (91,039) (64,422)
Cash flows provided by financing activities:
Proceeds from exercise of optic 2,808 31,22¢ 16,683
Purchase of treasury stock — (24,929) —
Excess tax benefit on exercise of stock options 163 — —
Other — (711) (368)
Net cash provided by financing activiti 2,971 6,223 16,315
Effects of exchange rates on cash and cash eqnis 4,227 (3,069 (733)
Net increase (decrease) in cash and cash equis 25,28t (47,900) (28,382
Cash and cash equivalents, beginning of 107,19¢ 155,09¢ 183,477
Cash and cash equivalents, end of $ 13248( $ 107,198 $ 155,09¢

The accompanying Notes are an integral part oktieessolidated financial statements.
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TAKE-TWO INTERACTIVE SOFTWARE, INC.
Consolidated Statements of Cash Flows (continued)
(In thousands)

Supplemental information of businesses acquirec
Fair value of assets acquir

Current assel

Non-current assel

Intangible assetl

Goodwill
Less, liabilities assume

Current liabilities

Deferred income taxes

Net assets of businesses acquired, excluding cash

Net cash paid for businesses acqu

Additional consideration in connection with acqti®@is
Deferred contingent considerati

Issuance of common stock in connection with actjoiss
Total consideration

Supplemental data:

Issuance of warrants to licens
Interest paic

Income taxes pai

The accompanying Notes are an integral part oktleessolidated financial statements.

78

Years Ended October 31

2006 2005 2004

$ 112 $ 961 $ 3,98¢
421 1,911 5,143
5644  14,17C 14,364
12,41¢ 45016  31,29¢
(200)  (5,451)  (6,300)
(1,6200 (3,192) _ (3,076)
$16,77¢ $5341F $4541¢
$ 191 $37,75: $39,33¢
4,085 7,819 —
— 5,843 922
12,50C 2,000 5,160
$16,77¢ $53,41F $4541¢
$ — $118 $ —
1,028 281 163
9,875 38,35C 23,364




TAKE-TWO INTERACTIVE SOFTWARE, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands)

Accumulated

Additional Other Total
Common Stock Paid-in Deferred Retained Comprehensive Stockholders'
Shares  Amount Capital Compensation  Earnings Income (Loss) Equity

Balance, November 1, 2003, as previously reported 66,341 $ 663 $ 350,631 $ (1,890 $ 185,02/ $  (936) $ 533,49:
Cumulative effect of restatement (See Not 36,71C (5,822) (36,909) (6,021)
Balance, November 1, 2003, as restated 66,341 663 387,341 (7,712) 148,11E (936) 527,471
Net income, as restat — — — — 62,119 — 62,119
Change in cumulative foreign currency translation

adjustmen — — — — — 7,290 7,290
Comprehensive income, as restated — — — — — — 69,409
Proceeds from exercise of stock options and wasran 1,32€ 13 16,67C — — — 16,683
Amortization of deferred compensation, as rest — — — 8,126 — — 8,126
Issuance of common stock in connection with

acquisition 246 3 5,157 — — — 5,160
Issuance of compensatory stock and stock optians, a

restatec 246 3 6,333 (6,336) — — —
Tax benefit from exercise of stock options, asatesl — — 2,949 — — — 2,949
Balance, October 31, 2004, as rest: 68,15¢ 682 418,45(C (5,922) 210,234 6,354 629,79¢
Net income, as restat — — — — 35,314 — 35,314
Change in cumulative foreign currency translation

adjustmen — — — — — (5,668) (5,668)
Comprehensive income, as restated — — — — — — 29,646
Purchase of treasury shares, retired (925) 9) (24,920) — — — (24,929
Exchange of treasury shares, reti (367) 4) (8,307) — — — (8,311)
Proceeds from exercise of stock options and was 2,752 27 31,19€ — — — 31,223
Amortization of deferred compensation, as rest — — — 16,141 — — 16,141
Issuance of common stock in connection with

acquisition 82 1 1,999 — — — 2,000
Issuance of compensatory stock and stock optians,

restatec 965 10 23,33¢ (22,800) — — 545
Tax benefit from exercise of stock options, asates — — 8,534 — — — 8,534
Issuance of warrants to licens — — 1,183 — — — 1,183
Balance, October 31, 2005, as rest: 70,667 707 451,47C (12,581) 245,54¢ 686 685,83(C
Net loss (184,889) (184,889
Change in cumulative foreign currency translation

adjustmen — — — — — 6,216 6,216
Comprehensive loss — — — — — (178,67%)
Reclassification of deferred compensation in cotioec

with the adoption of SFAS 123(I — — (12,581) 12,581 — — —
Proceeds from exercise of stock optit 273 2 2,806 — — — 2,808
Stock based compensation related to compensatory

stock options 16,883 16,883
Amortization of restricted stoc 11,53C 11,530
Issuance of common stock in connection with

acquisition 679 7 12,493 — — — 12,500
Issuance of restricted stock, net of forfeitured an

cancellations 1,12€ 11 328 — — — 339
Tax benefit from exercise of stock options (825) (825)
Balance, October 31, 200 72,74 $727 $482,10¢ $ = $ 60,65¢ $ 6,902 $ 550,392

The accompanying Notes are an integral part oktleessolidated financial statements.
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TAKE-TWO INTERACTIVE SOFTWARE, INC
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share amounts)

1. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTI NG POLICIES

Take-Two Interactive Software, Inc. (the “Companw@s incorporated in the State of Delaware in Seper 1993. The Company develops,
publishes and distributes interactive software gadesigned for video game consoles, handheld plasfand personal computers.

The consolidated financial statements include itnentcial statements of the Company and its wholiyxed subsidiaries and of entities for
which the Company is deemed to be the primary benef as defined in FASB Interpretation No. 46(F5IN 46”), “Consolidation of
Variable Interest Entities.” All material inter-cgany balances and transactions have been elimiimatexhsolidation.

Certain amounts in the financial statements oftfi@ years have been reclassified to conform ¢octlirrent year presentation for compare
purposes.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfitttae reported amounts of assets and liakslgied the disclosure of contingent assets
and liabilities at the dates of the financial sta¢ats and the reported amounts of net revenue)gehses during the reporting periods. The
most significant estimates and assumptions retetieet recoverability of software development cdgtenses and intangibles, valuation of
inventories, realization of deferred income taxed the adequacy of allowances for returns, priceessions and doubtful accounts. Actual
amounts could differ significantly from these esttss.

In July 2005, the Entertainment Software Ratingr@atetermined that the Companysand Theft Auto: San Andretile should carry an
Adults Only (“AQ”) rating in North America insteauf the previously determined Mature (“M”) ratinghd re-rating of the product negatively
impacted its sales, and as a result, in July 20@5Company recorded a provision of $32,637 fanegted product returns. Such provision
was subsequently reduced by $8,154 in the foursintguof fiscal 2005 after better than expectedssahd lower processing costs related to
product returns. The resulting impact on the Comggaconsolidated results of operations in the figemar ended October 31, 2005 was a
reduction of approximately $24,500 and $5,900 fetrrevenue and cost of goods sold, respectivelyaaneduction of $18,600 for both gross
profit and income from operations. As of Octobey 2106, the reserve for estimated product retugtaad toGrand Theft Auto: San Andreas
is zero and no material adjustments were madaetoetserve for the year then ended.

Stock Split

In April 2005, the Company effected a three-for-tstock split in the form of a stock dividend. Acdimgly, all share and per share data in the
accompanying consolidated financial statementsnanels thereto give retroactive effect to the staulk.

Financial Instruments

The carrying amounts of the Company’s financialrimaents, including cash and cash equivalents,umtsaeceivable, accounts payable and
accrued liabilities, approximates fair value beeaoftheir short maturities. The Company consi@direighly liquid instruments purchased
with original maturities of three months or lesb®cash equivalents.
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The Company transacts business in various foraigreccies and has significant sales and purchassédctions denominated in foreign
currencies. From time to time, the Company usesdait exchange contracts to mitigate foreign cuiyeisk associated with foreign currer
assets and liabilities, primarily certain inter-quany receivables and payables. The Company doeatesinate foreign currency forward
contracts as hedging instruments under SFAS Na.“E&®ounting for Derivative Instruments and Hedgictivities.” As a result the
Company marks to market its foreign currency foowewntracts each period and any gains and lossee@wgnized in net income. At
October 31, 2006, the Company has no outstandimggio currency forward contracts.

Concentration of Credit Risk

The Company maintains cash balances at several firgocial institutions. While the Company attespi limit credit exposure with any
single institution, balances often exceed insurabteunts.

If the financial condition and operations of thenmany’s customers deteriorate, the Compsunigk of collection could increase substantic
A majority of the Company'’s trade receivables aggwkd from sales to major retailers and distribsitdhe Company five largest custome
accounted for 49.4%, 40.7% and 38.9% of net rev@meach of the three years ended October 31, Zliy, and 2004, respectively. As of
October 31, 2006 and 2005, the five largest custemecounted for 45.4% and 42.7% of gross accaantsvable, respectively. Customers
that individually accounted for more than 10% af thompany’s gross accounts receivable balance ¢eea36.4% and 16.0% of such
balance at October 31, 2006 and 2005. Except latfyest customers noted above, all receivablnbat from the remaining individual
customers are less than 10% of the Company'’s neivable balance. Management believes that thévedadle balances from these largest
customers do not represent a significant creditiessed on past collection experience.

Inventory, net

Inventories are stated at the lower of average amostarket. The Company periodically evaluatesctimeying value of its inventories and
makes adjustments as necessary. Estimated pradums are included in the inventory balance at thuest.

Software Development Costs

The Company utilizes both internal development teand third-party software developers to develepittes it publishes.

The Company capitalizes internal software develagmests (including stock-based compensation, fpalty identifiable employee payroll
expense and incentive compensation costs relatim trompletion and release of titles), third-pgmyduction and other content costs,
subsequent to establishing technological feagihilita software title. Amortization of such capiteld costs is recorded on a title by title basis
in cost of goods sold (software development castg)g (1) the proportion of current year net revetauthe total net revenue expected to be
recorded over the life of the title or (2) the &ha-line method over the remaining estimated udd&uof the title, whichever is greater.

The Company has established an internal royaltgrara that allows certain of its employees to pgréte in the success of software titles
they assist in developing. Royalties earned by eygas under this program are recorded to costadgeold (royalties) as they are incurred.

The Company frequently enters into agreements thitd-party developers that require the Companpéixe advance payments for game
development and production services. In exchangisfadvance payments, the Company receives ttlasxe publishing and distribution
rights to the finished game title as well as, imsccases, the underlying intellectual propertytagBuch agreements allow the Company
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to recover the advance payments to the developers agreed royalty rate earned on the subseqeiiltsales of such software, net of any
agreed costs. The Company capitalizes advance pagyrag software development costs subsequentablissing technological feasibility of
a software title and amortizes them, on a titletibg-basis, as royalties in cost of goods soldydty amortization is recorded using (1) the
proportion of current year net revenue to the totdlrevenue expected to be recorded over theflifiee title or (2) the contractual, net
revenue based royalty rate defined in the respeetiveement, whichever is greater. At each balsineet date, the Company evaluates the
recoverability of advanced development paymentsaaydother unrecognized minimum commitments thaehet been paid. To the extent
that advance payments are deemed unrecoverabjeartheharged to cost of goods sold in the pernaghich such determination is made.

In certain circumstances, management has histiyridatermined that it is prudent to cancel a depedent project. At the time such a decis
is made, the Company expenses the related capidadizftware development costs. At each balance dagz the Company evaluates the
recoverability of capitalized software costs, usamgundiscounted future cash flow analysis, andgasaany amounts that are deemed
unrecoverable to cost of goods sold. The Compaay uarious measures to estimate future net revienits software titles, including past
performance of similar titles and orders for titfgsor to their release. For sequels, the perfosaaf predecessor titles is also taken into
consideration.

The amount of internally developed software inciidesoftware development costs was $76,301 angB38Gt October 31, 2006 and
October 31, 2005, respectively. The Company recoodss incurred prior to establishing technologfeakibility as research and developrr
expense.

Licenses

Licenses consist of payments and guarantees mddsders of intellectual property rights for usetedir trademarks, copyrights, technology
or other intellectual property rights in the deyateent of our products. Agreements with license éiddyenerally provide for guaranteed
minimum royalty payments for use of their intellgaitproperty. Guaranteed minimum payments arealhjtrecorded as an asset (licenses)
and as a liability (accrued licenses) upon exeaoutioa licensing agreement, provided that no sigaiitt performance remains with the
licensor. When significant performance remains wlhth licensor, the Company records payments wheaiie paid.

Certain licenses, especially those related to th@@&ny’s sports products, extend over mydtar periods and encompass multiple game t
In addition to guaranteed minimum payments, thieems$es frequently contain provisions that coufflie the Company to pay royalties to
the license holder based on pre-agreed unit dalesholds.

Capitalized licensing fees are amortized as ragmiti cost of goods sold on a title-by-title bagia ratio of (1) current period net revenue to
the total net revenue expected to be recordedtheeiemaining life of the title or (2) the contnaat royalty rate based on actual net product
sales as defined in the licensing agreement, wheatis greater. Similar to software developments;abe Company periodically reviews its
sales projections to determine the likely recoviitglof its capitalized licenses as well as anyaia minimum obligations. When
management determines that the value of a licengelikely to be recovered by product sales, chp#d licenses are charged to cost of gt
sold, based on current and expected net reventiee iperiod in which such determination is madé&e@a used to evaluate expected product
performance and to estimate future sales foraitittlude: historical performance of comparablegitorders for titles prior to release; and
estimated performance of a sequel title based ®pehformance of the title on which the sequekbisel.
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Fixed Assets, net

Office equipment, furniture and fixtures are depatsd using the straight-line method over theimested useful lives ranging from five to
seven years. Computer equipment and software aergty depreciated using the straight-line metbeer three years. Leasehold
improvements are amortized over the lesser ofdhma of the related lease or estimated useful liVlas.cost of additions and betterments are
capitalized, and repairs and maintenance costsharged to operations in the periods incurred. Wepreciable assets are retired or sold
cost and related allowances for depreciation armved from the accounts and the gain or loss sgrized. The carrying amounts of these
assets are recorded at historical cost.

Goodwill and Intangible Assets

Goodwill is the excess of purchase price paid adentified intangible and tangible net assets gued companies. Intangible assets consist
of trademarks, intellectual property, non-compefeaments, customer lists and acquired technoldgstain intangible assets acquired in a
business combination are recognized as assetsfapargoodwill. Identified intangibles other thanagwill are generally amortized using the
straight-line method over the period of expecteakie ranging from three to ten years, except fdeliectual property, which are usage-based
intangible assets that are amortized using theteshof the useful life or expected revenue stream.

The Company performs an annual test for impairroégbodwill in the fourth quarter of each fiscabyer earlier if indicators of impairment
exist. The Company determines the fair value oheaporting unit using a discounted cash flow asialgnd compares such values to the
respective reporting unit's carrying amount. Ther(pany recorded a pre-tax goodwill impairment chaig®6,341 in its publishing segment
for the year ended October 31, 2006. The impairrokatge was related to the Company’s Joytech sialpgjd manufacturer and distributor
of video game accessories and peripherals. At @ct®b, 2006, the fair value of the Company’s otleporting units exceeded the carrying
amounts and no impairment was indicated.

Impairment of Long-Lived Assets

The Company reviews all long-lived assets whenevents or changes in circumstances indicate tleatalrying amount of an asset may not
be recoverable, including assets to be disposéy séle, whether previously held and used or nastuired. The Company compares the
carrying amount of the asset to the estimated oodigted future cash flows expected to result froenuse of the asset. If the carrying amc

of the asset exceeds estimated expected undiscoluntee cash flows, the Company records an impaitnaharge for the difference between
the carrying amount of the asset and its fair valine estimated fair value is generally measuredibgounting expected future cash flows at
the Company’s incremental borrowing rate or faiueaif available.

During the second and third quarters of fiscal y@&06, the Company took measures to reduce codtslase three of its underperforming
development studios. The Company ceased the dewelapof certain software titles, resulting in a fuash impairment charge (recorded
component of cost of goods sold) of $20,742 toemoitf unrecoverable capitalized software and régslitosts, primarily in connection with
such studio closures. The Company also wrote-eéfiassets, trademarks and other assets, resalingharge to operating expenses of
$7,528 in the year ended October 31, 2006. In mediin connection with its goodwill impairment tieg), the Company recognized a charge
of $1,739 related to fixed assets at its Joytetisigiiary that had book values in excess of faiugalll of such costs were recorded in the
Company’s publishing segment.
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Income Taxes

The Company recognizes deferred taxes under tlee¢ @sd liability method of accounting for incomegea. Under the asset and liability
method, deferred income taxes are recognized fiareinces between the financial statement anddar$of assets and liabilities at currently
enacted statutory tax rates for the years in wtiiehdifferences are expected to reverse. The affedeferred taxes of a change in tax rates is
recognized in income in the period that includesdghactment date. Valuation allowances are estallisshen the Company determines th

is more likely than not that such deferred tax &saall not be realized after considering tax plengnstrategies, if applicable. No income taxes
have been provided on the undistributed earningsrefgn subsidiaries, as such earnings are expéctee permanently reinvested in those
companies.

The Company’s cumulative U.S. pre-tax loss intiteé most recent fiscal years represents sufficiegative evidence for the Company to
determine that the establishment of a full valuaiiowance against its deferred tax asset is gpjate. This valuation allowance offsets
deferred tax assets associated with future taxaihs as well as carryforward items. Although ngeraent expects that these assets will
ultimately be utilized, future realization cannet &ssured.

Revenue Recognition

The Company earns its revenue from the sale ofrialiy developed interactive software titles armhirthe sale of titles developed by and/or
licensed from third-party developers (“Publishiegenue”). The Company also earns revenue fromaleeos interactive software titles
published by third parties, hardware and accessfizistribution revenue”).

The Company recognizes revenue upon the transtéteofind risk of loss to its customers. The Compapplies the provisions of Statement
of Position 97-2, “Software Revenue Recognitiontamjunction with the applicable provisions of $t#&fcounting Bulletin No. 104,
“Revenue Recognition.” Accordingly, the Companyaguizes revenue for software titles when therd)érsuasive evidence that an
arrangement with the customer exists, which is galyea customer purchase order, (2) the produdelsered, (3) the selling price is fixed
determinable and (4) collection of the customeeneable is deemed probable. The Company’s paynremigements with customers

typically provide net 30 and 60-day terms. Advanezeived for software development are reportetherbalance sheet as deferred revenue.

Some of the Company'’s software products providédidonline functionality at no additional costttee consumer. Currently, none of the
Company’s products require an internet connectioru$e, and online functionality is perceived taobenly incidental value to the software
product itself. When such functionality is offer@dthe consumer, the Company does not provide oggeichnical support for gameplay.
Accordingly, the Company considers such featurdsetan insignificant deliverable and does not defeenue related to products containing
online features.

Revenue is recognized after deducting estimatesives for returns, price concessions and othewahaes. In circumstances when the
Company does not have a reliable basis to estimtiiens and price concessions or is unable to méterthat collection of a receivable is
probable, it defers the revenue until such timi ean reliably estimate any related returns ataginces and determine that collection of the
receivable is probable.

Allowances for Returns, Price Concessions and Othekllowances

The Company accepts returns and grants price csinossin connection with its publishing arrangermseRbllowing reductions in the price
its products, the Company grants price concessidmsh permit customers to take credits for unsotehandise against amounts they owe
the Company. The Company’s
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customers must satisfy certain conditions to alflogm to return products or receive price concessimeluding compliance with applicable
payment terms and confirmation of field inventogydls.

The Company'’s distribution arrangements with cusianto not give them the right to return titlesacancel firm orders. However, the
Company sometimes accepts returns from its digtabuwustomers for stock balancing and makes acamations to customers, which
include credits and returns, when demand for sjeitiies falls below expectations.

The Company makes estimates of future productrietand price concessions related to current p@roduct revenue based upon, among
other factors, historical experience and performasfahe titles in similar genres, historical penfiance of a hardware platform, customer
inventory levels, analysis of sell-through ratedes force and retail customer feedback, indugiing, market conditions and changes in
demand and acceptance of its products by consumers.

Significant management judgments and estimates beustade and used in connection with establistiagiowance for returns and price
concessions in any accounting period. The Compatigues it can make reliable estimates of retumism@ice concessions. However, actual
results may differ from initial estimates as a tesfichanges in circumstances, market conditions @sumptions. Adjustments to estimates
are recorded in the period in which they becomenkno

Consideration Given to Customers and Received fronrdendors

The Company has various marketing arrangementsretiflilers and distributors of its products thaitvide for cooperative advertising and
market development funds, among others. Such amm@uataccrued as a reduction to revenue when revemecognized, except for
cooperative advertising which is included in sgland marketing expenses if there is a separatdifidble benefit and the beneftfair value
can be established.

The Company also receives various incentives ftisrmanufacturers. Such amounts are generally atetbdior as a reduction in the price of
the manufacturer’s product and included as a réaluctf inventory or cost of goods sold, except vehidre incentive is in exchange for
services rendered by the Company. Incentives ihanxge for services are included in revenue progitliiere is an identifiable benefit to the
vendor and the benefit's value can be established.

Advertising

The Company expenses advertising costs as incukthartising expense for the years ended Octobg2@06, 2005, and 2004 amounted to
$83,533, $101,077 and $72,165, respectively.

Research and Development Expense

Research and development costs are expensed adhdd substantial portion of research and devalaqt costs are capitalized once
software development projects reach technologeadibility, which is relatively early in the devploent process. See Note 7 “Software
Development Costs.”
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Net Income (Loss) per Share

Basic earnings per share (“EPS”) is computed bidufig the net income applicable to common stockéddor the year by the weighted
average number of common shares outstanding dtivingear. Diluted EPS is computed by dividing tbéincome applicable to common
stockholders for the year by the weighted averageh®r of common and common stock equivalents, winiclude common shares issuable
upon the exercise of stock options, restrictedksto warrants outstanding during the year. Comstock equivalents are excluded from the
computation if their effect is antidilutive.

Years ended October 31

(thousands of shares 2006 2005 2004
As restated As restated
Basic weighted average shares outstan 71,01z 69,85¢ 67,10¢
Effect of common stock equivalents - stock optiand stock issuable
under employee compensation pl; — 1,02z 1,48¢
Diluted weighted average shares outstan 71,012 70,882 68,58¢

The effect of the Company’s restatement for stogkelol compensation, as discussed in Note 2, didaveta significant impact on diluted
weighted average shares outstanding in the yededde@ctober 31, 2005 and 2004. The computatiodifoted weighted average shares
outstanding excludes those unexercised stock aptiod warrants, which are antidilutive. The numifesuch shares was approximately
7,208, 3,126 and 579 for the years ended Octohe2®6, 2005 and 2004, respectively.

Stock-based Compensation

Effective November 1, 2005, the Company adoptedSE23(R), “Share-Based Payment”, which revisedeBtant of Financial Accounting
Standards No. 123. SFAS 123(R) requires all shaszd payment transactions with employees, indugliants of employee stock options
be recognized as compensation expense over thisitecgervice period based on their relative failues. Prior to the adoption of SFAS 123
(R), stock-based compensation expense related ptogee stock options was not recognized in thestanht of operations if the exercise
price was at least equal to the market value ottimemon stock on the grant date, in accordance Agtlounting Principles Board Opinion
No. 25,“Accounting for Stock Issued to Employees.” PrioNovember 1, 2005, the Company had adopted tlotodige-only provisions
under SFAS 123.

The Company elected to use the Modified Prospeétpm@ication (“MPA”) method for implementing SFAR2(R). Under the MPA method,
prior periods are not restated and new awardsaltes and accounted for prospectively upon adop@aristanding prior stock option awa
that are non-vested as of October 31, 2005 argnéned as compensation expense in the statemepiesitions over the remaining requisite
service period. For the year ended October 31, 20@6Company recorded approximately $11,500 okimental stock-based compensation
expense in connection with its adoption of SFAS(R23See Note 14 for a full discussion of the Conyastock-based compensation
arrangements.

Foreign Currency Translation

The functional currency for the Company’s foreigremtions is primarily the applicable local curngn&ccounts of foreign operations are
translated into U.S. dollars using exchange rateagsets and liabilities at the balance sheetatateaverage prevailing exchange rates for the
period for revenue and expense accounts. Adjusswentilting from translation are included in otbemprehensive income (loss). Realized
and unrealized transaction gains and losses aredgd in income in the period in which they ocaxgept on inter-company balances
considered to be long term. Transaction gains asgkk on inter-company balances considered tanlgetdom are recorded in other
comprehensive income. Foreign
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exchange transaction gains included in net incaméhe years ended October 31, 2006, 2005 and 20@nted to $2,176, $1,560 and
$1,199, respectively.

Comprehensive income (loss) is defined to inclubehanges in equity except those resulting frorestments by owners and distribution:
owners. The Company’s items of other compreherisis@me (loss) are foreign currency translation sihuents, which relate to investments
that are permanent in nature and therefore doauptire tax adjustments.

Recently Issued Accounting Pronouncements

In September 2006, the Financial Accounting Stashsi&oard (“FASB”) issued SFAS No. 157air Value Measuremen{§SFAS 157"),
which clarifies the definition of fair value, estshes a framework for measuring fair value in gaite accepted accounting principles, and
expands disclosures about fair value measuremBAiS357 does not require any new fair value measenés and eliminates inconsistenc
in guidance found in various prior accounting pramgements. SFAS 157 will be effective for the Comypan November 1, 2008. The
Company is currently assessing whether the adopfi&FAS 157 will have an impact on the Companyiaricial statements.

In September 2006, the Securities and Exchange Gssiun (“SEC”) released Staff Accounting BulletimNLO8,Considering the Effects of
Prior Year Misstatements when Quantifying Misstatets in Current Year Financial Stateme(“SAB 108”). SAB 108 provides interpretive
guidance on the SEC’s views on how the effecthefcarryover or reversal of prior year misstatemshbuld be considered in quantifying a
current year misstatement. The provisions of SAB il be effective for the Company on Novembe@07. The Company is currently
evaluating the impact of applying SAB 108 but dnesbelieve that the application of SAB 108 wilileaa material effect on its financial
position, cash flows, and results of operations.

In June 2006, the FASB issued Interpretation NoA4¢8ounting for Uncertainty in Income Taxes, anriptetation of SFAS No. 109FIN

48"), to create a single model to address the attowyifor uncertainty in tax positions. FIN 48 dfas the accounting for income taxes by
prescribing the minimum recognition threshold apasition is required to meet before being recogphin the financial statements. FIN 48
also provides guidance on derecognition, measurgrl@ssification, interest, and penalties, acciognin interim periods, disclosure, and
transition. FIN 48 is effective for the CompanyMavember 1, 2007. The cumulative-effect of adoptihlg 48 will be recorded to retained
earnings. Management is currently evaluating tfecgfif any, that the adoption of FIN 48 will hawa the Company'’s consolidated financial
statements.

2. RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMEN TS

The consolidated balance sheet as of October &b, 20d the related consolidated statements oftipas, stockholders’ equity and cash
flows for each of the fiscal years ended October2BD5 and 2004 included in these consolidatediih statements, are presented on a
restated basis for the reasons described below.
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As the Company previously reported, on June 23620@& Company’s Board of Directors (the “Boardiased on the recommendation of the
Company’s management, initiated an investigatioallodf the Company’s stock option grants during geriod from its April 15, 1997 initial
public offering (“IPQO”") through June 2006 and as®d the investigation to a Special Committee oBitgrd consisting of three independent
members of the Board (the “Special Committee”).JOly 7, 2006, the Special Committee retained inddpet legal counsel, and such
counsel retained independent accounting advisoie(tively the “Investigative Team”). The invesdtipn included a broad and extensive
document review (including the Company’s 1997 add2Stock Option Plans, all Compensation Committeaites, Board minutes,
employment agreements, stock option agreements, letters, emails, accounting records such asreggper share schedules, master option
tracking schedules and other correspondence arefiaiatcontained in personnel files) and interviefvsertain present and former Company
officers, Directors and employees who were involiredr appeared to have knowledge of the issuahtteeayrants. During the period from
April 15, 1997 through June 2006 the Company issmatoximately 1,100 stock option grants at irragitervals and for a variety of
reasons including employee hiring, retention araotion awards, broad-based awards, executive tiveemwards and awards made in
connection with business acquisitions. The Invesitig Team found that the Company, in grantingangj failed in many cases to comply
with the terms of its Stock Option Plans, did natimtain adequate control and compliance procedoresption grants, and did not generate
or maintain adequate or appropriate documentafiguch grants.

In particular, the Investigative Team concluded tietween April 1997 and August 2003, the formeai@han/CEO of the Company, who
resigned from his last (nosxecutive) position with the Company in October@0fbntrolled and dominated the stock option grantiroces:
More specifically, during that period, numerousioptgrants appear to have been backdated throughety of methods. It was determined
that the former Chairman/CEOQO of the Company wanarily responsible for the selection of exerciseqs and grant dates and the resulting
backdating issues and was assisted by certairepgdbyees and past members of management. Thdifatese Team concluded, among
other things, that the conduct of these individualsed concerns about the reliability of theirresgentations to the Company’s independent
auditors and as a result the Company has conclirdéduch concerns are applicable to represensati@de by these individuals to the
Company.

Furthermore, available contemporaneous documentttat was used by the Company to support its stptikn grants was found by The
Investigative Team to be unreliable, deficient onexistent in many cases. This documentation piiyni@iok the form of stock option
agreements, interoffice stock grant requests agahbmg in May 2002, undated stock option grarneles, most of which were authorized and
signed by the former Chairman/CEOQ. The Investigalieam found no evidence that the Company’s cus@mbr executive management
engaged in any misconduct with respect to the Coipaption granting practices. They also determiitieat while the members of the
Compensation Committee abdicated their resportgipiliith respect to the granting of stock optiothgy did not engage in any willful
misconduct or other dishonest acts.

It was determined that due to the backdating prestand the lack of contemporaneous or reliablardeatation, all stock option grants
should be reviewed, analyzed and re-measured logstiet most reliable existing documentation.

The Investigative Team conducted forensic analysal available written and electronic documetths, result of which established a set of
documents to analyze stock option granting acti@gnsistent with the accounting literature ane&dn¢guidance from the Securities and
Exchange Commission (“SEC”) staff,
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the grants during the relevant period were orgahiat categories based on the grant type. Afteerng all available relevant
documentation, a general hierarchy of documentatias considered when establishing an appropriagsurement date for accounting
purposes. Although the hierarchy was considerezh geant was evaluated individually based on théquaar facts and circumstances in e
case. The documentation considered was:

* Minutes of Board of Directors or Compensation Cotteei meetings (“Minutes”);

Date of hire (if the grant was a new hire granidemced by an employment agreement or offer letter)

« Correspondence or other documentation supportia@ption grant (e.g. emails, internal memos, Fotpand other materials
contained in personnel files);

Earliest date as evidenced by (a) updating oCti@pany’s master stock option tracking spreadsh#eesCompany’s tracking
system which accumulated all stock option grantsahrelevant terms, which was updated with neangg continuously, for which
forensic analysis provided a date on which theappgrant was first included in the Company’s maspion spreadsheet) (b) stock
option exercise dates or (c) inclusion in quartdilyted earnings per share calculation records #PS Records”).

The Company identified certain stock option grags$iaving approvals of the allocation of sharespteific individuals and an exercise price
evidenced by dated Minutes, which differed from itigasurement date that was indicated within the@amyis master stock option tracking
spreadsheets. Often, awards had an approval dtdte Minutes that was subsequent to the grant aasarement date reported by the
Company within the Company’s stock option awarduteentation. Other grants were found to have begigreesd measurement dates
subsequent to documented approval in the Minutéshadould have indicated a potential re-pricinglu# options, specifically when there
was a significant time lag between the approvéhéxminutes and the measurement date and theqrittee measurement date was
significantly lower. Accordingly, certain of thegeants were determined to have been awarded atatieeapproved by the Compensation
committee and re-priced on a subsequent datecpkantiy for grants that the Investigative Team &edid the recipients would have been
knowledgeable of the Compensation Committee’s arand the key terms and conditions of the griamtthermore, in certain instances the
Minutes acknowledged prior approvals of stock-basmdpensation awards although no documentationadf approval exists in the
Companys records. In each of the cases described abav€dmpany determined that the originally assignedsuarement dates could no
reliably supported and such grants should be basethtes documented in the Minutes. As a resd@tCiimpany re-measured and accounted
for these awards as fixed (variable with respethéooptions considered to be re-priced) on the bhaticated in the Minutes.

The Company issued stock options in connection aitiployment agreements, offer letters, or otheudwmmtation indicative of an
employee’s start of employment, but such awardsndfiad measurement dates prior to the actual copemant of employment. The
Company determined the appropriate measuremenfatateese grants to be the date on which the eygglcommenced employment.

The Company also identified certain stock optioangs where the sole evidence was the aforementi&toed option agreements, interoffice
request forms or stock option grant letters andleympent agreement amendments (collectively, “Nontemporaneous Dated Documents”).
Stock option agreements included terms of the omiant and typically used “as of” dating to docuinguch terms, and the Investigative
Team concluded that it was unlikely that such agesgs were signed by the Company and the emplay@econtemporaneous basis. The
interoffice request forms were undated standanmh$éahat reflected the term of the option granttuidiag, in some cases, grant dates. Stock
option grant letters were also undated corresparedthat reflected all of the terms of the optioFise
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stock option grant letter became the primary medm®cumenting all of the terms of the option gsam¢ginning in May 2002. At that time,
the Company memorialized all prior option grantgbgparing stock option grant letters and thesatdedters were not contemporaneously
prepared. All of the Non-contemporaneous Dated Dmmis were either authorized or signed by the fol@mairman/CEO until March 2004
when he steppedewn as Chairman. As noted above, the Investigdt@am found the former Chairman/CEO to have engagadattern ar
practice of backdating option grants and determthatihe could not be relied upon. Accordingly, &myn of stock grant documentation that
was authorized and/or signed by him and for whinehré was no other evidence that corroborated teasarement date, was deemed to be
unreliable for measurement purposes.

Employment agreement amendments typically acknaydda previous grant of options or a new grantthack was either limited or no
documentation supporting the previous grant. Fretyethe indicated date of the grant was considi@ré&fortuitous”date (i.e. a date on whi
the Company’s stock price was at a low point duthrggperiod). The Investigative Team found evidetheg the indicated grant date within
such agreements was often unreliable for measuitgmeposes, and in some cases the amendmentiaelbackdated.

With respect to the Non-contemporaneous Dated Deatsror otherwise unsupported grants, the Invdstgdeam reviewed and analyzed
all available correspondence, including the masttmck option tracking spreadsheets to determinéldlbe on which the option was first
entered into the spreadsheet, and the first péhiedrant was included in the EPS Records. The @osnpsed available metadata and other
computer generated records to determine the datenah the award was first entered into these sfsieeets. If the first date that the option
was entered into the spreadsheet was identified difite was used as the measurement date aftédedmg any other available
documentation. In cases where the date of firsyyentthe master option tracking spreadsheet whsexquent to the quarter in which the grant
was first included in the EPS Records, these ER®1i@e were used for the determination of the messent date. EPS Records were only
considered when there was no earlier correspondenmther evidence to document a more reliable oreasent date.

The Company believes that this evidence, as suggbrt the Investigative Team’s conclusions, is test with the provisions of APB 25
whereby the measurement date is the first datelachwhe number of shares that each individuallicated and the related option price is
determined with employee notification soon afterdgafi.e. a “mutual understanding” between the eggrcand the Company of the key
terms and conditions of an award) (See paragrafiwtregarding actual date selected). While the memof shares and their corresponding
exercise prices were identified in all of the Namtemporaneous Dated Documents or employment agréeamendments referred to above,
the Investigative Team determined that in manyaimsts these documents were not contemporaneoeglgred and, as noted above, could
not be relied upon for the measurement date. Aalthtly, the Investigative Team noted that the granprocess and related approvals,
whether formally approved by the Compensation Caeior authorized by the former Chairman/CEOQO, oeclprior to including the grant
and its terms in master stock option tracking spsbaets and the EPS Records. Once grants anddlesiant terms were included in these
spreadsheets or the EPS Records, changes to key (exercise price, number of shares, vesting genal identified employee) did not
occur.

Where evidence of a stock option grant was limitethe EPS Records, this evidence does not resalspecific date as required under APB
25, but rather the period in which the measurerdaté occurred. Accordingly, the Company considénedqualitative and quantitative
attributes of several alternatives, including udimg date of the Company’s high and median clostagk price in each quarter. In the absence
of evidence to support a more appropriate measuredate, the Company has selected the first instahthe highest quoted stock price in
the quarter that the stock option grant was fitstuded in the EPS Records as its measuremenfaiagach stock option grants. The
Company believes that this ensures that a suffiéisrount of compensation expense results andtilsatiate is equally probable to
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any other date in the quarter. Furthermore, neitlkesting documentation nor the results of the gtigation indicate that there is a more
appropriate date. This methodology resulted inGbmpany recognizing approximately $25 million ohuuative pre-tax stock-based
compensation expense for the period April 15, 198§ date of the Company’s IPO, through Octobe2B05.

If the Company had instead used the median clqwilcg of its common stock in the corresponding tgrar rather than the highest price, the
Company estimates that it would have reduced itsutative pre-tax stockased compensation charge by approximately $18milRestate
cumulative net income (i.e. net income from theeddtthe Company’s IPO through October 31, 2005)ld/bave been approximately 3%
higher if the Company had used the median closiigg pf its common stock, rather than the higheisep The Company has deemed the
difference between recording compensation expeasedbon the Company’s high and median closing gidcks to be quantitatively
immaterial in the aggregate and to each individisahl year since the Company’s IPO, except forGbenpany’s fiscal years ended 2001 and
2000, when such difference would have impactedCivapany’s previously reported net income by appnaely $1.1 million and $0.7
million, respectively. However, the Company belieteat these differences, in isolation, are notitpiiwely material and would not impact
an investor’s prospective opinion or valuationted Company.

The Company also reviewed 84 restricted stock asvédrat were issued between May 2002 and June Z@D&lantified 10 instances in whi
such awards had measurement dates that did nespomd with Minutes, employment agreements, offitedls, or other documentation
indicative of an employee’s start date of employm@s a result, the Company recognized additionat@lative stock-based compensation
expense of $0.6 million, net of tax, through Octo®g, 2005 related to these awards.

Based on the relevant facts and circumstance& ahgpany applied the controlling accounting stansl@mdeach year to determine, for every
grant within each category, the proper measurenaet If the measurement date was not the origiai@ that was reported in the records of
the Company, accounting adjustments were madetosdeompensation expense based on the differexteabn the closing price on the
revised measurement and the exercise price. Thtep®ent as a result of the Special Committee trgatson resulted in stock-based
compensation expense and tax effects totaling appetely $54.6 million ($42.1 million, net of takjpm the IPO through October 31, 2005.
The Investigative Team used a significant amoufadgment in examining each separate option gnaditadso in determining the new
measurement date applied to each grant in the Quyrgpealculation of compensation expense.
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The resulting impact of the restatement on stodedaompensation expense, which was previouslytegpas a component of operating
expenses in the Company’s statements of operai®as,follows:

Additional
compensation
Gross stocl- expense Income tax
based resulting from Gross stock benefit on
compensation improper based stock-based Stock-based
expense, a: measurement compensation compensation compensation
previously dates for stock expense, a: expense, a: expense, net o
reported based awards restated restated tax, as restatec
Year ended October 31, 19 $ 17 $ 76 $ 93 $ (38) $ 55
Year ended October 31, 19 121 408 529 (187) 342
Year ended October 31, 19 181 3,086 3,267 (1,316) 1,951
Year ended October 31, 20 43 4,743 4,786 (1,214) 3,572
Year ended October 31, 20 5 12,73C 12,73¢ (4,231) 8,504
Year ended October 31, 20 3,053 16,79¢ 19,852 (7,063) 12,78¢
Year ended October 31, 200< 3,44kE 10,25¢ 13,704 (3,791) 9,913
Total 6,86E 48,101 54,96€ (17,840 37,12€
Income tax impact of
restatemen (15,1898

Cumulative effect of stock-

based compensation

adjustments through

October 31, 200 32,913
Income tax impact of bonuses

disallowed under Section 1

(m) 3,996

Cumulative reduction of
retained earnings resulting
from restatement through
October 31, 200 $ 36,90¢

The following table reflects the impact of the e#¢stment on stock-based compensation expense @atmpany’s consolidated statements of
operations for the years ended October 31, 2002864d:

Additional
compensation
Gross stocl- expense Income tax
based resulting from Gross stoch- benefit on
compensation improper based stock-based Stock-based
expense, a measurement compensation compensation compensation
previously dates for stock expense, a expense, a expense, net o
reported based awards restated restated tax, as restatec
Year ended October 31, 2004 $ 3,331 $4,86¢€ $ 8,197 $(2,909) $ 5,28¢
Year ended October 31, 20 14,86C 1,59¢€ 16,45€ (5,80€) 10,65C

Additionally, the Company restated the pro formpense under SFAS No. 123 in Note 14 to reflectrifpmact of these adjustments.

The Company is in the process of determining ther#of the adverse tax consequences that maycheréd by the holders of re-measured
stock options. The adverse tax consequences arethzeasured stock options vesting after Decer@beP004 (“409A Affected Options”)
subject the option holder to a penalty tax unde&riral Revenue Code (“IRC”) Section 409A (and, @diaable, similar penalty taxes).
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One action being considered the Company is to adfamend the 409A Affected Options to increasesttexcise price to the market price on
the accounting measurement date or, if lower, theket price at the time of the amendment. The ae@ogtions would not be subject to
taxation under IRC Section 409A. Under IRS regalai these option amendments had to be complet®dbgmber 31, 2006 for anyone
who was an executive officer when he or she rede¥®A Affected Options; the amendments for noneakige officers cannot be offered
until after this Form 10-K is filed and do not ndedbe completed until December 31, 2007. Anotlessible action is to approve bonuses
payable to holders of the amended options to cosgierthem for the resulting increase in their apérercise price. The amount of these
bonuses would be effectively repaid to the Compghagd when the options are exercised and the &se@ exercise price is paid (but there is
no assurance that the options will be exerciseldg. Company has not determined what actions ittakié, if any, with respect to 409A
Affected Options. Any charges that arise from actitaken by the Company will be recorded in théopein which the determinations are
made.

The Company also believes that United States tduatmns taken for stock option exercises in pymars, which pertained to certain
executives, may not be deductible under limitatiomgosed by IRC Section 162(m). Section 162(m)tkrthe deductibility of compensation
above $1 million to certain executive officers oabfic companies when such compensation is not thaebased. The Special Committee
found that many of the stock options granted taettees had intrinsic value on the basis of the ne®asurement dates determined for US
GAAP financial statement purposes and therefordeuSection 162(m), may not be incentive-basednaay not be tax deductible by the
Company. As a result the Company has reduced ditadle tax net operating loss carry-forwards agdrom certain exercised stock options
and restricted stock. Separately, the Companyidéstified certain restricted stock grants and lsmsupaid in prior periods that may be
ineligible for deduction under section 162(m). Ta&mpany restated its tax provisions in the perindshich the benefits were recorded. The
Company is in discussions with the IRS to settés¢huncertainties regarding additional liabilitlesyever, there is no assurance that they
will be settled on terms favorable to the Company.

As a result of its review, the Company also deteadithat it failed to properly withhold an immast@mount of employment taxes associ
with certain stock option exercises. The Comparg/reaorded such amounts in its consolidated stattesnoé operations in the period in
which the Company was originally obligated to méie withholding.

The Company has restated prior year income tax atadn Note 13 to reflect the impacts of the adpestts described above.
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The following table presents the effects of thauatipents made to the Company’s previously repaedolidated balance sheet as of
October 31, 2005 for the stock options restaterdestribed above as well as, in 2005, to correthiceother errors previously considered

insignificant. Adjustments to assets and liabifittelated to the Company’s stock options restatéprémarily affect deferred tax assets and
tax liabilities:

October 31. 200t

As
Previously
reported Adjustments As restated
ASSETS
Current asset:
Cash and cash equivalel $107,19¢ $ — $107,19¢
Accounts receivable, net of allowances of $69, 198,06¢ (207)(a) 197,861
Inventory, nei 136,227 — 136,227
Software development cos 88,82¢ — 88,82¢€
Licenses 7,651 — 7,651
Prepaid taxes and taxes receive 40,307 146 (a) 40,453
Prepaid expenses and otl 34,968 (380)(a) 34,588
Total current asse 613,242 (441) 612,801
Fixed assets, ni 48,617 — 48,617
Software development costs , net of current pol 19,602 — 19,602
Licenses, net of current portit 2,330 — 2,330
Goodwill 179,89: — 179,89¢
Other intangibles, n¢ 58,66€ — 58,666
Deferred income taxe 10,52€ 2,785(b) 13,311
Total asset $932,87¢ $ 2,344 $ 935,22(
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $133,35: $ — $ 133,35¢
Accrued expenses and other current liabili 100,927 12,64¢(a),(b) 113,57C
Total current liabilities 234,27¢ 12,64¢ 246,92¢
Other lon-term liabilities 2,467 — 2,467
Total liabilities 236,74z 12,64¢ 249,39C
Stockholder’ Equity:
Common Stock, $.01 par value, 100,000 shares améb
70,667 shares issued and outstanding at Octob@085 707 — 707
Additional paic-in capital 418,05¢ 33,417 (b) 451,47C
Deferred compensatic (11,18¢) (1,392)(b) (12,581)
Retained earning 287,871 (42,329 (a),(b) 245,54¢
Accumulated other comprehensive inco 686 — 686
Total stockholder' equity 696,134 (10,304 685,83(
Total liabilities and stockholde’ equity $932,87¢ $ 2,344 $935,22(

(a) Effect of unrecorded adjustments that were preWyodeemed insignificant as of October 31, 2005oHews:

Account Increase/(decrease
Accounts receivable (207)
Prepaid taxes and taxes receive 146
Prepaid expenses and otl (380)
Accrued expense (207)
Retained earnings/net incor (234)

(b)  Adjustment recorded to reflect the impact of stbelsed compensation resulting from the Companyésriad investigation.
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The following table presents the effects of thauatipents made to the Company’s previously repatedolidated statements of operations
for the stock options restatement described absweedl as, in 2005, to correct certain other erpyesiously considered insignificant:

Year Ended Year Ended
October 31, 200t October 31, 2004
As As
previously As previously As
reported Adjustments restated reported Adjustments ®) restated

Net revenue $1,202,59! $(1,375) (a) $1,201,22( $1,127,75: $ — $1,127,75:
Cost of goods solc

Product cost 593,371 380(a) 593,757 619,68t — 619,68t

Royalties 164,25( — 164,25( 114,07: — 114,07:

Software development cos 28,371 — 28,371 15,922 — 15,922
Total cost of goods sol 785,99¢ 380 786,37¢ 749,68( — 749,68(
Gross Profii 416,597 (2,755) 414,842 378,071 — 378,071

Selling and marketin 157,71¢ (2,047) (a),(b) 156,66¢ 117,60¢€ 1,651 119,257

General and administrati\ 123,72t 691(b) 124,41¢ 98,22¢ 2,698 100,924

Research and developme 73,16C 564(b) 73,724 43,25¢ 514 43,77%

Depreciation and amortizatic 22,01€ — 22,01€ 16,84¢€ — 16,84€
Total operating expens: 376,61¢ 208 376,824 275,931 4,863 280,80(
Income from operation 39,981 (1,963) 38,01€ 102,13¢ (4,863) 97,271

Interest income, ne 3,715 (23) (b) 3,702 1,97€ 3) 1,973

Other income (expense), net — — — (7,500) — (7,500
Interest and other, n 3,715 (13) 3,702 (5,524) (3) (5,527)
Income before income tax 43,69¢€ (1,976) 41,72C 96,61C (4,866) 91,744
Income taxes 6,221 185(a),(b) 6,406 31,232 (1,607) 29,62E
Net income $ 37,47¢ $(2,161) $ 35314 $§ 65,37¢ $(3,259) $ 62,11¢
Earnings per shar
Basic $ 0.54 $ (0.03) $ 051 $ 0.97 $ (0.05) $ 0.93
Diluted $ 0.53 $ (0.03) $ 0.50 $ 0.95 $ (0.05) $ 0.91
Weighted average shares outstand
Basic 69,85¢ — 69,85¢ 67,104 — 67,104
Diluted 70,89¢ a7) (b) 70,882 68,52¢ 66(b) 68,58¢

(a) Effect of unrecorded adjustments that were preWyodeemed insignificant as of October 31, 2005odews:

Account Increase/(decrease
Revenue (1,37%)
Product cost 380
Selling and marketin (1,375)
Income taxe: (146)
Net income (234)

(b)  Adjustment recorded to reflect the impact of stbelsed compensation resulting from the Companyésriad investigation.
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The restatement did not impact net cash flows foperating, investing or financing activities. Howeycertain items within net cash
provided by operating activities were impacted iy adjustments. The following table shows the ¢fbacpreviously reported cash flow ite
within operating activities:

For the Years Ended October 31

2005 2004
As As
previously As previously As
reported restated reported restated

Cash flows from operating activities:
Net income $ 37,47 $ 35,314 $ 6537¢ $ 62,11¢
Adjustments to reconcile net income to net caskigea

by operating activitie

Amortization of stoc-based compensatic 14,86C 16,141 3,331 8,12¢
Provision (benefit) for deferred income ta; (5,531) (5,910 (12,699 (14,32¢)
Tax benefit from exercise of stock optic 12,28¢€ 8,534 4,13€ 2,94¢

Changes in assets and liabilities , net of effétiusiness
combinations

Accounts receivabl 82,47C 82,677 (123,68¢) (123,68¢)
Prepaid expenses and ot (9,174) (8,939 (12,399 (11,399
Other noi-current asset (3,306) (830) (1,301) (136)
Accrued expenses and other current liabili (37,09¢) (36,991) 50,11¢ 50,18¢
Income taxes payab (5,797) (3,812 22,54¢ 22,59t

All applicable amounts relating to the aforementidmestatements have been reflected in these édatsal financial statements and notes
thereto.

3. BUSINESS ACQUISITIONS AND CONSOLIDATION

During the three years ended October 31, 2006Ctrepany consummated the acquisitions describedvpelbich largely reflect the
Company’s efforts to diversify its business by addseasoned development studios, intellectual ptiepeand talented personnel resources to
its existing infrastructure. The acquisitions weot considered to be material to the Company’s aliteted statements of operations,
individually or in the aggregate. The results ogions and financial position of these acquisgiare included in our consolidated financial
statements from their respective acquisition ditegard and therefore affect comparability fromipdrto period.
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Goodwill

Cash and Guaranteed Recorded
Development  Value of Deferred on Identified

Acquired Acquisition Advances Stock Purchase Acquisition Intangible Contingent

Business Date Paid Issued Price Date Assets Consideration

Firaxis Games, Inc. November 200! $ 2,942$12,500,50( $ —$ 11,08t $ 5,644 Up to $11,250 based on future product
sales.

Irrational Studios August 2005 5,762 2,00C 2,00C 7,665 2,25C $2,000 upon delivery of certain
products in developmer

Gaia Capital June 2005 9,802 — 1,597 7,91¢€ 3,94C None.

Group

Visual Concepts January 2005 29,66( — — 29,43¢ 7,98C $2,593 based on the release of certain

Entertainmen game titles

Indie Built October 200- 18,50( — — 9,89C 5,82¢€ None.

Venom Game September 200 1,181 — — 626 750 None.

Mobius March 2004 3,592 — 922 4,681 96 $2,000 upon delivery of certain

Entertainmen products in developmer

TDK Mediactive December 200 16,062 5,16C — 16,101 7,69C None.

In November 2005, the Company acquired all of timstanding capital stock of Firaxis Games, Indewaeloper of PC and strategy titles,
including theCivilization franchise. Total consideration paid upon acquisiti@s $15,442 including 678,683 shares of the Coryipa
unregistered common stock. The Company also adoeedke additional payments of up to $11,250 basefiiture product sales, of which
approximately $10,000 will be recorded as additignechase price and $1,250 will be recorded asl@yep compensation expense when the
conditions requiring their payment are met. Thedyaith recorded in connection with this acquisitismnot deductible for tax purposes.

In August 2005, the Company acquired all of thestautding membership interests in Irrational Studibisational”), the developer of certain
of the Company'’s titles. Total consideration foe ticquisition was $9,762, including 81,833 shafésedCompany’s common stock paid at
closing, $1,550 of development advances paid poitihe acquisition of Irrational and deferred cdesation payable in equal amounts on the
first and second anniversary dates of the acquiisiths of October 31, 2006, $1,000 of the defeomusideration remains to be paid. The
Company also agreed to make additional purchase payments of $2,000, contingent upon the sat@fadelivery of certain products by
Irrational, none of which has been paid as of Oetd@i, 2006. The goodwill recorded in connectiothwhis acquisition is deductible for tax
purposes.

In June 2005, the Company acquired all of the antihg capital stock of Gaia Capital Group (“Gaiafid its wholly-owned subsidiaries,
including PAM Developments SAS, the developersestain of the Company’s titles. The purchase prickuded $4,055 of development
advances paid prior to the acquisition of Gaia gumaranteed deferred cash payments, of which $5@¢ leen paid as of October 31, 2006.
The goodwill recorded on this acquisition is deédhletfor tax purposes.

In January 2005 the Company acquired from SEGAqfdte outstanding capital stock of Visual Consdpitertainment and its wholly-
owned subsidiary, Kush Games, the developers tdioesf the Companyg sports titles, and certain intellectual propeights associated wi
these products. The purchase price included $lg866velopment advances paid to SEGA prior to tipissition and contingent
consideration based on the release of certais.tifls of October 31, 2006, $1,212 of such contihgensideration has been paid. The
goodwill recorded in connection with this acqumitiis not deductible for tax purposes.

In October 2004, the Company acquired certain s$smnh Microsoft, including Indie, the producertbé successfulop Spintennis), and
developer of thémpedseries (snowboarding) amdéhks(golf) sports
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games, and the intellectual property rights assediwith such products. The goodwill recorded inrgection with this acquisition is
deductible for tax purposes.

In September 2004, the Company acquired all thetaading capital stock of Venom, a UK-based dewal@b the boxing game3ockyand
Rocky Legend. The goodwill recorded in connection with this aisition is deductible for tax purposes.

In March 2004, the Company acquired all the outlitemcapital stock of Mobius, a UK-based develogfetitles for handheld platforms,
including Sony’s PSP platform. Total consideratiaid was $4,515, of which $3,593 was paid at ctpsind $922 was paid in March 2005.
The Company also agreed to make additional cominggyments of approximately $2,000 based on dglieEproducts which will be
recorded as additional purchase price when theittonsl requiring their payment are met. The gooHweitorded in connection with this
acquisition is not deductible for tax purposes.

In December 2003, the Company acquired all of titetanding capital stock and assumed certain ilii@silof TDKM. Total consideration
paid included the issuance of 163,641 shares dftdmpany’s common stock. Although the acquisiti@swonsidered significant, the
proforma impact on our consolidated financial stegats in the 2004 period was not material becahesadquisition was made near the
beginning of the fiscal year.

The Company has product development agreementBiithCastle Games, Inc. (“Blue Castle”), a sofevdevelopment studio responsible
for creating certain of the Compasysports titles. Based on the terms of the agretsnBlue Castle is considered a variable interastyeanc
the Company is considered to be the primary beiagfiof Blue Castle’s future profits or losses. ésesult, pursuant to FIN 46 (R), the
financial position and results of operations of@8Dastle are included in the Company’s consolidfiteshcial statements for the year ended
October 31, 2006. The Company does not have anfyemunership in Blue Castle. The consolidatiorBiie Castle did not have a material
impact on the Company’s consolidated financialestants.

Pursuant to FASB Interpretation No. 46 (R) “Congafion of Variable Interest Entities,” the resulfoperations of Destineer Publishing
Corp. (“Destineer”), a publisher of PC games, wamesolidated in the Company’s financial statemé&oi®s November 1, 2003 through
January 31, 2005. Effective February 1, 2005, tbe@any is no longer considered the primary berafjodf Destineer and does not hold a
significant variable interest in Destineer. Accogly, pursuant to the requirements of FIN 46 (Rg, tesults of Destineer’s operations are not
included in the Company’s consolidated financiatesinents subsequent to February 1, 2005. The d¢dason of Destineer did not have a
material impact on the Company’s consolidated fon@rstatements.

4. INVENTORY, NET
As of October 31, 2006 and 2005, inventory consikts

October 3 1,
2006 2005
Finished products, ni $88,337 $128,75:¢
Parts and supplies, n 7,183 7,474
Inventory, ne $95,52( $136,22%

Estimated product returns included in inventorpatober 31, 2006 and 2005 are $8,603 and $8,85Fecavely.
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5. SOFTWARE DEVELOPMENT COSTS
The following table provides the details of softevalevelopment costs, which are reported in the Goryip publishing segment:

Years Ended October 31

2006 2005 2004
Beginning balanc $ 108,42¢ $ 64,322 $ 36,74¢
Additions 136,11( 118,71 87,40%
Amortization (118,514  (66,88]) (52,84%)
Write down (18,769 (8,08¢) (8,772)
Foreign exchang 1,53¢ 365 1,788
Ending balanc 108,79¢ 108,42¢ 64,322
Less: current portio 79,24¢ 88,82¢ 50,36C
Non-current portior $ 29547 $ 19,60z $ 13,96

The amount of software development costs resuftmg advance payments and guarantees to third-gasglopers was $32,494 and
$48,104 at October 31, 2006 and October 31, 2@3pectively. In addition, software development €@stOctober 31, 2006 and 2005
included amounts of $84,448 and $77,544, respéytitaated to titles that have not been releassd y

6. LICENSES
The following table provides the details of licessahich are reported in the Company’s publishiegnsent:

Years Ended October 31

2006 2005 2004
Beginning balanc $ 9,981 $ 5668 $ 225
Additions 9,602 11,30% 6,27€
Amortization (20,967  (6,433) (836)
Write downs and other (850) (556) —
Ending balanc 7,766 9,981 5,66&
Less: current portio 5,959 7,651 4,24C
Non-current portior $ 1807 $ 2,33C $1,42F

Licenses include $6,800 and $5,466 at October @26 2nd October 31, 2005, respectively, relatadlés that have not been released yet.

99




7. FIXED ASSETS, NET
As of October 31, 2006 and 2005, fixed assets sbpSi

October 31,

2006 2005
Computer equipmet $21,61z2 $22,89:
Office equipmen 11,265 13,94C
Computer softwar 26,447 26,411
Furniture and fixture 5,770 6,338
Leasehold improvemen 20,637 19,031
Capital lease — 398

85,731 89,011
Less : accumulated depreciati 38,23E 40,394
Fixed assets , n $47,49¢ $48,617

Depreciation expense for the years ended Octohe2@®b6, 2005, and 2004, was $21,771, $16,651, 4Adt&3, respectively.

In connection with the evaluation of goodwill, tiempany identified certain fixed assets withinpitdlishing segment that had book values
in excess of their fair values. As a result, thenpany recorded impairment charges totaling $2,828e second and third quarters of the
ended October 31, 2006 to state such fixed aststs aalue.

8. GOODWILL AND INTANGIBLE ASSETS, NET

The Company assesses goodwill for impairment ahnimathe fourth quarter of each fiscal year, orrmérequently if circumstances indicate
impairment may have occurred. During the third tpraof the year ended October 31, 2006, the Compasgrded a goodwill impairment
charge of $6,341 related to its Joytech subsidiiyy Company’s manufacturer and distributor of sBidame accessories and peripherals,
which operates within its publishing segment. Tiheairment charge was recorded as a component cditipge expenses in the accompany
consolidated statement of operations and was di&tedniby comparing the fair value of the Joytechiness and the implied value of the
goodwill and other long-lived assets, with the ggng amounts on the balance sheet. The declineeiffidir value of the Joytech business was
due to continued competition and a decline in theepand sales volume of current generation acciessdue to weaker market conditions
the ongoing transition to next-generation hardwdagforms. The Company performed an annual impaitrassessment of goodwill for its
remaining reporting units as of August 1, 2006 diabhot identify any further impairment.

The change in the Company’s goodwill balance byatpey segment is as follows:

October 31, Additions and October 31,

2005 Adjustments Impairment 2006
Publishing $156,16¢ $14,12¢ $(6,341)  $163,95"
Distribution 23,72¢ — — 23,724
Total goodwill $179,89: $14,12¢ $(6,341) $187,68!
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The following table sets forth the components efititangible assets subject to amortization:

Estimatec October 31, 200¢ October 31, 200t
Useful Gross Gross
Lives Carrying  Accumulated NetBook Carrying  Accumulatec Net Book
(Years) Amount  Amortization Value Amount Amortization Value
Trademarks 7-10 $ 17,71€ $ (9,326) $ 8,38¢ $ 29,365 $(14,145) $15,22(
Customer lists and relationshi 5-10 4,675 (3,556) 1,117 4,675 (3,282 1,391
Intellectual propert 2-6 69,24¢ (41,791) 27,45¢ 69,9217 (36,371) 33,55€
Non-compete 5-10 7,617 (5,001) 2,616 8,73¢ (4,472) 4,266
Technology 3 11,50¢ (7,840) 3,669 9,032 (4,799 4,233

$110,76¢ $(67,516) $43,24f $121,73 $(63,069) $58,66¢

During the year ended October 31, 2006, the Compante-off approximately $7,235 of net intangibksats, included in the “impairment

charges and other” caption in the following taflke change in the gross carrying amount of intdegifor the years ended October 31, 2006
and 2005 is as follows:

October 31,

Gross Intangible Assets 2006 2005

Beginning balanc $121,73¢ $ 83,361
Recognized in connection with acquisitic 5,644 14,17C
Purchase of intellectual propel 82 20,00¢
Other purchases of intangible ass — 5,564
Impairment charges and other (16,697) (1,360)
Ending balanci $110,76¢ $121,73¢

Amortization of intangible assets is included ie tbompany’s statement of operations as follows:

Years ended October 31

2006 2005 2004
Cost of goods sol- product cost $ 9,372 $10,36¢ $18,87(
Depreciation and amortizatic 4,628 5,365 4,403
Total amortization of intangible ass: $14,00C $15,72¢ $23,27¢

Estimated amortization of intangible assets fontbars ending October 31 is as follows:

2007 $12,80-
2008 10,47¢
2009 11,00¢
2010 6,269
2011 2,136
Thereafter 557
Total 43,24¢

9. LINES OF CREDIT

In August 2005, the Company entered into a cregiit@ment with JPMorgan Chase Bank, N.A. (“JPMorgaftie JPMorgan credit
agreement provided for borrowings of up to $50,800ugh the expiration of the agreement on Aug8s2®06. The Company had no
borrowings under the credit agreement throughxgsration date and did not renew the credit agregmdéth JPMorgan.
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In May 2006, the Company'’s United Kingdom subsigli@mewed its credit facility agreement with LIoytiSB Bank plc (“Lloyds”) under
which Lloyds agreed to make available borrowingsmto approximately $23,000. The credit facilgyprimarily secured by the Company’s
international cash and accounts receivable balaeksnces under the credit facility bear inteadshe rate of 1.25% per annum over the
bank’s base rate, and are guaranteed by the Compaaijable borrowings under the agreement aregediby the amount of outstanding
guarantees. The facility expires on March 31, 20®i& utilized portion of this facility at Octobet 32006 was approximately $10,178 for
standby letters of credit. The Company had no anthg borrowings under this facility as of OctoBér 2006.

10. ACCRUED EXPENSES AND OTHER CURRENT LIABILITI ES
Accrued expenses and other current liabilitiesfa3atober 31, 2006 and 2005 consist of:

October 31,
2006 2005

As Restated
Compensation and benef $ 17,998 $ 24,29
Software development cos 43,72¢ 17,94(
Licenses 13,72¢ 9,743
Deferred revenu 11,317 6,414
Rent and deferred rent obligatic 7,23< 6,484
Cc-op advertising 3,928 3,802
Professional fee 8,39¢ 7,21¢
Freight 1,471 2,321
Income taxes payab 18,93( 22,511
Other 12,88 12,84:
Total $139,59¢ $113,57(

11. LEGAL AND OTHER PROCEEDINGS

In July 2005, the Company received three purpatass action complaints against the Company an#&$acGames, two of which were
filed in the United States District Court for theushern District of New York and one such complavtiich was filed in the United States
District Court, Eastern District of Pennsylvanian September 8, 2005, another similar complaintfited in the Circuit Court for the
Twentieth Judicial District, St. Clair County, filbis and then removed to United States DistrictrCimun the Southern District of lllinois. The
plaintiffs, alleged purchasers of the Compartand Theft Auto: San Andregame, allege that the Company and Rockstar Gangegyed
in consumer deception, false advertising and comiamrfraud and were unjustly enriched as a reduh®alleged failure of the Company
and Rockstar Games to disclose Baand Theft Auto: San Andreasntained “hidden” content, which resulted in tlaeng receiving an “M”
rating from the ESRB rather than an “AO” rating.eTéomplaints seek unspecified damages, declaratforarious violations of law and
litigation costs. The New York and Pennsylvanidand, together with an action commenced againsCtirapany and Rockstar Games in the
United States District for the Southern DistrictN#w York in August 2006, have been consolidatethénSouthern District of New York
under the captioin re Grand Theft Auto Video Game Consumer Litmati(05-CV-6734 (BSJ)) and the lllinois action has been tramstl tc
the Southern District of New York for coordinate@fpial proceedings pursuant to an Order of JubdR#anel on Multidistrict Litigation. Thes
cases have been consolidated for pretrial procgedinder the captidm re Grand Theft Auto Video Game Consumer Litma(No. Il), 06-
MD-1739 (SWK)(MHD). On June 7, 2006 plaintiff$efil a Consolidated and Amended Complaint. On Juj\2806, the Company and
Rockstar Games filed a Partial Motion to Dismisssthclaims brought under the laws of states ottear states where the named plaintiffs’
reside and were purportedly injured. By an Opiraod Order dated
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October 25, 2006, the Partial Motion to Dismiss wesied. On November 10, 2006 the Company and Rarctmames filed a Motion to De|
Certification of the proposed nationwide class.Nlmvember 17, 2006 the Company and Rockstar Gamesdsan answer denying the
allegations in the Consolidated and Amended Complaid asserting various affirmative defenses. @wdry 24, 2007, the Plaintiffs cross-
moved for certification of the proposed nationwidiess. Consolidated discovery in these actionsasgeding.

In January 2006, the City Attorney for the CityLafs Angeles filed a complaint against the Compamy Rockstar Games in the Superior
Court of the State of California. The complainegks that the Company and Rockstar Games violatgass of the California Business and
Professions Code prohibiting untrue and misleadiagements and unfair competition and that the Gomand Rockstar Games were
unjustly enriched as a result of the alleged failiar disclose thabrand Theft Auto: San Andreasntained “hidden” content which should
have resulted in the game receiving an Adults @#YYD") rating from the ESRB rather than a Matur®A®) rating. The complaint also
alleges that the Company made misleading staterasritsthe origin of the “hidder@ontent. The complaint seeks injunctive relieftiteon
for purchasers of the game and civil fines. Théoadbas been removed to the United States Disbactrt, Central District of California and
the Company moved to dismiss the complaint. Thimfifahas moved to remand the action to state tand the Judicial Panel on
Multidistrict Litigation has issued an order tramsing the action to the Southern District of Newrl and the action was consolidated for
pre-trial purposes withn re Grand Theft Auto Video Game Consumer Litma{iNo. I), 06-MD-1739 (SWK)(MHD).

In November 2006, a complaint was filed against@Gboenpany and Rockstar Games in the United Statgsi®iCourt, Eastern District of
Pennsylvania, alleging that the Company and Rocka&nes engaged in consumer deception, were lyngrgiched and in breach of
warranty as a result of the alleged failure of@mnpany and Rockstar Games to disclose@nand Theft Auto: San Andreasntained
“hidden” content, which resulted in the game reitgj\an “M” rating from the ESRB rather than an “A@iting. The complaint seeks
unspecified damages, declarations of various vanatof law and litigation costs. The Company amdHtar Games have filed a Notice of
Tag-along Action with the Judicial Panel on MultisBict Litigation, requesting that the case basfarred to the Southern District of New
York for pretrial consolidation wittn re Grand Theft Auto Video Game Consumer Litmat{iNo. Il), 06-MD-1739 (SWK)(MHD). On
January 26, 2007, the Judicial Panel on Multidistritigation issued a Conditional Transfer Ordeainsferring this action to the Southern
District of New York for pre-trial consolidation thiIn re Grand Theft Auto Video Game Consumer LitmatiNo. Il), 06-MD-1739 (SWK)
(MHD).

In February and March 2006, an aggregate of forypgated class action complaints were filed againstCompany, its Chief Executive
Officer, Chief Financial Officer and former Chiefdbal Operating Officer in the United States DidtiCourt for the Southern District of New
York (the “New York Actions”) and one such purpatteass action was filed in the United States Ris€ourt for the Eastern District of
Michigan (the “Michigan Action”). The New York platiffs are Max Kaplan, John Fenninger, David Andseand David Toth and the
Michigan plaintiff was The City of Flint and Dani&l Hall on behalf of The City of Flint Employed®étirement Pension Fund. The
complaints allege that the defendants violatedi®extlO(b), 20(a) and Rule 10b-5 of the Securlieshange Act of 1934 (“Exchange Act”)
by making or causing the Company to make untruerstants or failing to disclose in certain pressasés and SEC periodic reports that,
among other thing$Grand Theft Auto: San Andreasentained “hidden” content which should have resiilh the game receiving an Adults
Only (“AQ”) rating from the ESRB rather than a Megy“M”) rating; the defendants attempted to bals@les ofGrand Theft Auto: San
Andreasby concealing the “adult content” from retailersonefused to carry AO material; the Company’s manaent failed to keep its
Board of Directors informed of important issuedailed to do so in a timely fashion; and the Compamas misstating capitalized software
development costs and amortization expense anthhddquate internal controls and procedures torersstcuracy in its reported financial
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results. The plaintiffs seek to recover unspeciflathages and their costs. The plaintiffs in theHigian Action voluntarily dismissed their
complaint without prejudice. On July 12, 2006, @=urt entered Orders appointing the New York Ciin$ton Funds as lead plaintiff and
directing the filing of a consolidated amended ctaimp within sixty (60) days. Plaintiffs filed a neolidated and amended complaint on
September 11, 2006. The amended complaint addiedscfar violations of Sections 10(b) and 20(a)la Exchange Act related to allegedly
improper stock option granting practices at the Gany. On December 11, 2006, the Company annouheeggréliminary results of an
internal investigation into its historical stocktigm granting practices. The preliminary findindg®®/ed that there were improprieties in the
process of granting and documenting stock optiand,that incorrect measurement dates for certagk siption grants were used for finant
accounting purposes. The Company further annoutadt will need to restate previous financiatetaents and that its statements between
1997 and April 30, 2006, should not be relied upsma result of these announcements the parties éatered into a stipulation modifying
the current scheduling order. Pursuant to the Istijoun, all pending deadlines have been stayedipgraddecision by plaintiffs as to whether
they will file a second amended complaint reflegtour recent announcements.

In January 2006, the St. Clair Shores General Epagle Retirement System filed a purported classdengative action complaint in the
Southern District of New York against the Compaasynominal defendant, and certain of its officers directors and certain former officers
and directors. The factual allegations in thisacare similar to the allegations contained inNlesv York Actions. Plaintiff asserts that
certain defendants breached their fiduciary dutgddling the Company’s stock while in possessionasfain material non-public information
and breached their fiduciary duty and violated ®act4(a) and Rule 14a-9 of the Exchange Act bynfaito disclose material facts in the
Company’s 2003, 2004 and 2005 proxy statementshinhmthe Company solicited approval to increaseeshsailability under its 2002 Stock
Option Plan. Plaintiff seeks the return of all giofrom the alleged insider trading conductedhsy individual defendants who sold the
Company’s stock, unspecified compensatory damagesnterest and their costs in the action. A metio stay the action pending the
determination of an investigation by the Speciain@uottee was filed with the Court. On October 4, 0ie Court issued an order granting
the motion and staying the proceedings for a pesfath0 days from the date of the Order. On Jani@r2007, the plaintiffs moved for an
order granting limited relief from the Court’s Obtr 4, 2006 stay of the proceedings in order &dit Amended Derivative and Class Action
Complaint.

In July 2006, Richard Lasky filed a purported dative action complaint in the Southern DistrictN&#w York against the Company, as
nominal defendant, and certain of its officers dirdctors and certain former officers and directdtse complaint alleges violations of fede
and state law, including violations of the Sarba@etey Act of 2002, the Exchange Act, breacheddfdiary duties, abuse of control, gross
mismanagement, waste of corporate assets and @emishment that allegedly occurred between Jan2@®p and the present. The compli
also asserts claims alleging the defendants breatle& fiduciary duties in connection with the giag of stock options to certain officers
and directors between 1997 and the present. Thelaothseeks unspecified damages against all ahtieidual defendants, reimbursement
from certain of the defendants of bonuses or dtiwmtive or equity based compensation paid to thgmie Company during its fiscal year
ended October 31, 2003, equitable and other nadlafing to the proceeds from certain of the defents! alleged improper trading activity in
the Company’s stock, adoption of certain corpogateernance proposals and recovery of litigatiortscos

On August 22, 2006, a shareholder derivative compleas filed by Raeda Karadsheh in the UnitedeStatistrict Court of the Southern
District of New York against the Company, as norh@efendant, and certain of its current and foroféicers and directors. The Karadsheh
Complaint asserts claims related to the Compargskoption granting practices. On November 22,62@0e Court entered an Order
consolidating the two actions and providing pldfativith forty-five (45) days from the date of tlder
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to file a consolidated complaint. The Plaintiffiefl a consolidated complaint on January 22, 206@.c¢bnsolidated complaint focuses
exclusively on the Company’s historical stock opt@granting practices.

In January 2006, Todd Veeck filed a complaint i @ourt of Chancery of the State of Delaware ag#iressCompany pursuant to 8 DEL. C. §
220 to compel inspection of the Company’s booksraadrds in order to “investigate” possible breacbkfiduciary duties with regard to the
creation, development, marketing and sale dBitand Theft Autdine of products. The parties were able to amicabsplve this action, whic
was dismissed with prejudice on December 11, 2006.

In February 2005, the personal representativelseoEstates of Arnold Strickland, James Crump anel Mealer brought an action in the
Circuit Court of Fayette County, Alabama against@ompany, Rockstar Games, Sony Computer EntergihAmerica Inc. (“SCEA”),

Sony Corporation of America (“SCA”), Wal-Mart, GaBt®p and Devin Moore alleging under Alabama’s maaturers’ liability and

wrongful death statutes that the Company’s videnagdesigned, manufactured, marketed and/or sdgplislr. Moore resulted in “copycat
violence” that caused the death of Messrs. Stnekl&€rump and Mealer. The suit seeks damages ¢imgpunitive damages) against all of
the defendants in excess of $600 million. Wal-M&EEA and SCA have tendered their defense and segfuendemnification from the
Company, and the Company has accepted such taridefCompany’s motion to dismiss the action wasetband the Company moved to
have certain issues certified for an immediaterioteitory appeal before the Alabama Supreme Cdieg. Company also separately pursut
petition to dismiss claims against it and Rock&ames, for lack of personal jurisdiction. The AlataaSupreme Court declined to accept the
interlocutory appeal, but agreed to hear the petitd dismiss the action for lack of personal gidton. Briefing has been completed on such
petition, and the matter is now pending beforeShpreme Court. In April 2006, the plaintiffs filadThird Amended Complaint to add a cl:
for civil conspiracy; the Company and its defendants have moved to dismiss that claim anchtiteon is pending. In October 2006, the
court amended a prior Scheduling Order to set (@aaing on the admissibility of Plaintiffs’ expeninions for April 6, 2007; (b) completion
of all fact and expert discovery by October 12,20@) mediation for November 8, 2007; and (d)l tfilanecessary) to commence no earlier
than January 14, 2008.

In September 2006, the personal representativiiedistates of Verlin Posey, Tryone Posey, andl&®Bchmid brought an action in the
Second Judicial District of Bernalillo County, Néexico in Albuquerque against the Company; Rock&ames; SCEA; SCA and Cody
Posey (“Posey”), alleging under New Mexico’s pragu@bility and wrongful death statutes that thenfpany’s video games resulted in
“copycat violence” that caused Posey to shoot alhtik father (Verlin Posey), stepmother (TryonesBy) and stepsister (Marilea Schmid).
At his criminal trial, Posey argued self-defense] presented extensive testimony of long-term suiisil physical abuse by his father. Posey
was convicted of manslaughter in his father's desgloond degree murder for his stepmother’s deathfirst degree murder for his
stepsister’s death. At sentencing in April 200@, jidge concluded that Posey suffered from prastmatic stress disorder and depression
had “snapped” when he committed the killings; rathan sentence Posey to life in prison, the juskygenced him to a juvenile facility until
he turns twenty-one. The suit seeks damages (imgyzlinitive damages) against all of the defendamnéxcess of $600 million. SCEA and
SCA have tendered their defense and requested iifieation from the Company, and the Company haepied such tender. Copies of the
Complaint and Summonses were received by the Coyripddecember 2006; and the Company moved to dssthis Complaint on

January 19, 2007.
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The Company intends to vigorously defend and sésrkidsal of these matters and, with respect taldrvative actions, the Company has
been advised that the individual defendants wibvously defend such actions. However, the Comganyot predict the outcome of these
matters and, if determined adversely to the Compsugh matters, either singly or in the aggregaiald result in the imposition of
significant judgments, fines and/or penalties whiohld have a material adverse effect on its firdroondition, cash flows or results of
operations.

The Company has received notice from the SEC tlistonducting an informal ngpdblic investigation into certain stock option giemade
by it from January 1997 to the present. Prior teiéng the notice, the Company had initiated darimal review of its option grants, led by a
committee consisting of independent board membérshvave retained independent legal counsel andiatats to assist in the review. The
Company and the Special Committee are fully codpegavith the SEC.

The Company has received grand jury subpoenasdidsuthe District Attorney of the County of New arequesting production of
documents covering various periods beginning onmdignl, 1997, including those relating to, amorfgeothings: the so-called “Hot Coffee”
scenes in Grand Theft Auto: San Andreas; the wbrthe Company’s Board of Directors, all Board Coittees, and the Special Litigation
Committee; certain acquisitions entered into bg @ompany ; billing and payment records relatingticewaterhouse Coopers LLC
(“PWC”) and the termination of PWC as the Companguditors; communications to financial analysis stockholders about acquisitions
and financial results; compensation and human ressuwdocuments of certain of the Company’'s dimscand employees; stock-based
compensation; the SEC ’s June 2006 inquiry; lsgatices performed for employees; corporate ceatid and expense records of certain
individuals; the SEC bar of the Company’s for@aief Executive Officer, Ryan Brant; and ethicgsdies, and conflict of interest policies
and questionnaires. The Company is fully coopegatind providing the documents and informationeckfbr by the subpoenas.

The Company has also received a request for infiam&om the Internal Revenue Service that inckudeequest for records relating to the
grant and exercise of options and tax deductidtentdy the Company pursuant to Internal RevenueeGaattion 162(m) for the period from
October 31, 2000 to October 31, 2004. The Compsufylly cooperating and providing the requestedudoents.

The Company is also involved in routine litigatiorthe ordinary course of its business, which $mojpinion will not have a material adverse
effect on its financial condition, cash flows osud#s of operations.

12. COMMITMENTS AND CONTINGENCIES

A summary of annual minimum contractual obligatiansl commitments as of October 31, 2006 is asvistio

Licensing
and Software Operating

Marketing Development Leases Distribution Total
2007 $ 77,11¢ $42,88¢F $17,70¢ $2,54C $140,25:
2008 53,85¢ 19,508 15,903 88 89,35¢
2009 54,03¢ 26 15,40¢ — 69,46¢
2010 51,967 — 13,604 — 65,571
2011 49,47¢ — 12,581 — 62,057
Thereatftel 50,052 — 24,09€ — 74,14¢
Total $336,50¢ $62,41¢ $99,302 $2,62¢ $500,857
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Licensing and Marketing Agreemen The Company’s licensing commitments primarilysist of obligations to holders of intellectual
property rights for use of their trademarks, coghts, technology or other intellectual propertyhtgyin the development of the Company’s
products. As of October 31, 2006, $1,841 of the gamy’s guaranteed minimum licensing and marketomroitments are recorded in its
consolidated balance sheet because the licenssmabdave any significant performance obligatmthe Company. Licensing and marke
commitments expire at various times though Decer@b&@ and primarily reflect the Company’s agreemevith major sports leagues and
players’ associations. Certain of the Company'sriging and marketing agreements also contain poogishat would impose penalties in the
event that the Company fails to meet agreed upfiwaie release dates.

Software Development Agreementsihe Company makes payments to third-party seéwavelopers that include contractual advances anc
royalties under several software development ageegsithat expire at various times through Noven2B@8. The Company’s aggregate
outstanding software development commitments assatigfactory performance by third-party softwageelopers.

Lease Commitment The Company’s office and warehouse facilities @rcupied under non-cancelable operating leag@srexat various
times through July 2015. The Company also leasgaiodurniture, equipment and automobiles under-oancelable leases expiring through
August 2011. Some of the leases have fixed ren¢@ses and also include inducements to enterhistteise. The effect of such amounts are
deferred and recognized on a straight-line bases the related lease term. Rent expense amount&ibt658, $13,484, and $9,713 for the
years ended October 31, 2006, 2005 and 2004, risggc

Distribution Agreements The Company periodically enters into distribntegreements to purchase software games for rédale.
October 31, 2006 the Company’s distribution agregmexpired at various dates through July 2008.

Contingent Consideration: Part of the Company’s business acquisitionetahas been to make a portion of the purchase pficertain
acquisitions dependent on product delivery or fifanoduct sales. See Note 3 for a discussion dftdmepany’s contingent commitments
related to its business acquisitions.

Employee savings plar The Company maintains a 401(k) retirement savihgs gnd trust (the “401(k) Plan”). The 401(k) Piawffered to
all eligible employees and participants may makemary contributions. The Company began matchipgriion of the contributions in

July 2002. The matching contribution expense ireaitry the Company during the years ended Octohe2®b, 2005 and 2004 was $1,989,
$864 and $583, respectively.

13. INCOME TAXES

In connection with the restatement of the constdiddinancial statements, as described in Noteljaséments have been made to the income
tax expense reported in the Company’s consolidstetéments of operations for tax benefits previotestognized in additional paid-capita

in the statement of stockholders’ equity. Purstiaisiection 162(m) of the Internal Revenue Codeakstptions that have intrinsic value at the
time of grant do not qualify for the performanizased exception to the $1,000 limitation in theud#idn of compensation expense for cove
employees. The Company’s income tax returns arseptly being examined by the Internal Revenue Seraind the Company has notified
the Internal Revenue Service of the stock optiamere.

Components of income (loss) before income taxessfellows:

Years Ended October 31

2006 2005 2004
As restated As restated
Domestic $(182,937) $(31,127)  $40,86¢
Foreign (1,550 72,842 50,87€
Income (loss) before income tax $(184,487) $ 41,72 $91,74¢
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Income tax expense (benefit) is as follows:

Years Ended October 31

2006 2005 2004
As restated As restated
Current
U.S. federa $(24,418) $(5,806) $ 28,31¢
U.S. state and loci 413 (1,591) 1,170
Foreign 7,052 19,71: 14,467
Total current income taxe (16,953 12,31€ 43,951
Deferred:
U.S. federa 16,102 (4,630) (12,763)
U.S. state and loci 1,892 (814) (1,376)
Foreign (634) (466) (187)
Total deferred income tax 17,36C (5,910 (14,32€)
Income tax expense (benet $ 407 $ 6,40¢ $ 29,62F

A reconciliation of the Company’s effective taxgab the U.S. statutory federal income tax ratesifollows:

Years Ended October 31

2006 2005 2004
As restated As restated

U.S. federal statutory ra -35.0% 35.C% 35.C%
Foreign tax expense differential 0.5% -13.5% -4.1%
Foreign income exclusic -0.6% -6.4% -4.2%
State and local taxes , net of U.S. federal be 1.0% -2.9% 3.2%
Federal valuation allowanc 32.5% -0.2% —

Non-deductible expenses 0.0% — 2.8%
Other 1.8% 3.4% -0.4%
Effective tax rate 0.2% 15.4% 32.3%

The lower annual effective tax rate for fiscal 209@ result of the Company recording a valuatitowance to reduce deferred tax assets
relating to net operating loss carryforwards andudéible temporary differences. It is more-likehah-not that such deferred tax assets will
not be realized.
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The effects of temporary differences that give tisthe Company’s deferred tax assets and liadsliire as follows:

October 31,
2006 2005
As restated

Current deferred tax assets and (liabiliti

Sales returns and allowances (including bad ¢ $ 13,77¢ $ 9,75¢
Inventory reserve 5,326 5,097
Deferred ren 2,731 2,239
Deferred revenu 357 1,487
Capital loss carryforwar 4,102 3,260
Other 9,760 2,828
Capitalized software and depreciation (25,924) (7,400
Total current deferred tax ass 10,131 17,26¢
Less: Valuation allowance (9,943) (6,326)
Net current deferred tax asset (liabili 188 10,942
Non-current deferred tax assets and (liabilitit
Capital loss carryforwar 2,968 7,003
Equity compensatio 2,651 3,053
Domestic net operating loss carryforwi 34,684 9,549
Foreign tax credit carryforwal 1,396 —
Foreign net operating loss carryforwa 3,602 3,240
Deferred revenu 20,34:3 —
Intangible amortizatiol 6,329 1,135
Capitalized software and depreciation 2,417 (2,247)
Total nor-current deferred tax asst 74,39C 21,73¢
Less: Valuation allowance (73,05)) (13,437%)
Net nor-current deferred tax asst 1,339 8,300
Deferred taxes, nt $ 1527 $ 19,24:

The Company has concluded that, based on expadig@ fresults and the future reversals of exidtxgble temporary differences, it is more
likely than not that certain deferred tax asseaigcipally net operating losses and capital lossaanot be used in the foreseeable future.
Accordingly, a full valuation allowance has beetabkshed for these tax benefits.

At October 31, 2006, the Company had a U.S. fedmtabperating loss carryforward totaling $57,83& will expire in fiscal period 2026; a
U.S. federal capital loss carryforward of $18,2f7dt will expire in fiscal periods 2007 and 2008¢ anforeign net operating loss carryforward
of $17,458 that will expire in fiscal periods 20dxcept for $10,555 that may be carried forward fimitely .

The total amount of undistributed earnings of fgnesubsidiaries was approximately $176,000 and $D86for the years ended October 31,
2006 and 2005, respectively. It is the Companytarition to reinvest undistributed earnings of aiefgn subsidiaries and thereby indefinitely
postpone their remittance. Accordingly, no provisias been made for foreign withholding taxes dtddinStates income taxes which may
become payable if undistributed earnings of foreighsidiaries are paid as dividends to the Company.

The Company is regularly audited by domestic ameifm taxing authorities. Audits may result in #ssessments in excess of amounts
claimed and the payment of additional taxes. The@amy believes that its tax return positions comyth applicable tax law and that it has
adequately provided for reasonably foreseeablesassmnts of additional taxes. Additionally, the Campbelieves that any assessments in
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excess of the amounts provided for will not haveaderial adverse impact on the consolidated firdrstatements.

14. STOCKHOLDERS' EQUITY
Share Repurchases

In January 2003, the Board of Directors authoriaetiock repurchase program which allowed the Comparepurchase up to $25,000 of the
Companys common stock from time to time in the open madkeh privately negotiated transactions. In Juné August 2005, the Compa
repurchased 925,341 shares of common stock atgaegage cost of $24,929. All shares repurchased vetired in August 2005.

In July 2005, the Company modified a stock compemsarrangement and accepted for return 412,58€estof the Company’s common
stock, held by three employees with a fair marledti® at the original issuance date of approxim&kél50, for cash bonuses payable in the
future. At the date of modification, 366,667 shakese fully vested and $8,311 of compensation es@érad been previously recognized.
remaining unvested shares were forfeited and t#iadal compensation expense of future cash banos81,039 has been recognized
ratably as expense through February 2006. In Oct2@@5, 412,500 common shares under this arrandeneze retired.

Stock-Based Compensation Plans
The Company has the following stock-based comp&msptans:

Incentive Stock Plar The Company has adopted an Incentive Stock Placé€titive Plan”). The Incentive Plan provides far tfrant of
restricted stock, deferred stock and other stodeti@wards of the Company’s common stock to directificers and other employees of the
Company. The Incentive Plan is administered byGbmpensation Committee of the Board of Directarslune 2005, the stockholders
approved an increase in the aggregate amount césh@a 2,500,000 shares from 1,500,000 shares.

Restricted stock awards are expensed on a strighbasis over the vesting period, which typicalipges from one to four years. As of
October 31, 2006, the total future unrecognizedpmmsation cost, net of estimated forfeitures, eelad outstanding unvested restricted stock
is approximately $18,000 and will be recognized@®pensation expense on a straight-line basistbeelemaining vesting period, which is
through fiscal year ended October 31, 2009. The fiamy recognized $8,604 of stock-based compensetiated to its restricted stock
awards for the year ended October 31, 2006.

The following table summarizes the activity in negsted restricted stock under the Company’s steseth compensation plans:

Weighted
Average

Shares

Grant

(in thousands) Price
Non-vested restricted stock at October 31, 2 600 23.02
Granted 1,17¢ 15.41
Vested (320) 22.6¢
Forfeited (53) 20.17
Non-vested restricted stock at October 31, 20C 1,40€ 16.8%

Stock Option Plans. In June 2002, the stockholders of the Company ajgrthe Company’s 2002 Stock Option Plan, as pusioadopted
by the Company’s Board of Directors (the “2002 Pjapursuant to which officers, directors, employesd consultants of the Company may
receive stock options to purchase
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shares of Common Stock. In June 2005, the stockh®lpproved an increase in the aggregate amoshioés to 11,000,000 shares from
9,000,000 shares. As of October 31, 2006, theragpeoximately 2,300,000 shares available for guaer the 2002 Plan.

In January 1997, the stockholders of the Compapymed the Compang’1997 Stock Option Plan, as amended, as previadsigted by th
Company’s Board of Directors (the “1997 Plan”), suant to which officers, directors, employees amkaltants of the Company may
receive options to purchase up to an aggregatéc60@00 shares of the Company’s Common Stock.fAxtober 31, 2006, there are no
options available for grant under the 1997 Plan.

Subject to the provisions of the plans, the Bodmicectors or any Committee appointed by the BaafrBirectors, has the authority to
determine the individuals to whom the stock optiaresto be granted, the number of shares to beedyry each option, the option price, the

type of option, the option period, restrictionsaify, on the exercise of the option, the termsHerpayment of the option price and other te
and conditions.

As of October 31, 2006 and 2005, there were oulgtgrstock options granted under the Company’skstption plans to purchase in the
aggregate 5,129,000 and 6,691,000 shares of thep&uoiis Common Stock, respectively, vesting at wegitmes from 2007 to 2009 and
expiring at various times from 2007 to 2011. Optigmanted generally vest over a period of threevéoyears.

As of October 31, 2006 and 2005, there are non-ftlack options outstanding for an aggregate of@Band 804,000 shares of the

Company’s Common Stock, respectively. The non-ptack options outstanding at October 31, 2006 we3007 and expire at various times
from 2007 to 2009.

As discussed in Note 2, the Company, in grantirtgpap, was found in many cases not to be in compéawith the terms of its stock option
plans.

The following table summarizes the activity in @pis under the plans inclusive of non-plan options:

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
(options in thousands) Options Price Options Price Options Price
Outstanding at beginning of ye 7,49t $20.47 $ 7,467 $15.87 6,855 $ 13.4¢
Granted 397 13.5¢ 2,94C 23.9t 2,931 21.16
Exercisec (306) 10.75 (2,717)  11.5¢ (1,560) 13.73
Forfeited (1,784) 19.8¢ (195) 20.7¢ (759 19.17
Outstanding at end of ye 5,802 $20.7C $ 7,495  $20.47 7,467 $ 15.87
Exercisable at ye-end 3,627 $19.92 $ 3,13t $17.5€ 3,25¢ $ 12.0C
Weighted average fair value of optic
granted during the ye:i $ 6.27 $12.84 $12.77
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The following summarizes information about stocki@ps outstanding and exercisable at October 306 Z6ptions in thousands):

Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Weighted Average
Number of Remaining Average Number of Average Remaining
Exercise Price Range: Shares Contractual Exercise Shares Exercise Contractual
From To Qutstanding Life Price Exercisable Price Life
$ 3.66 12.2¢ 494 2.2 $10.4Z 283 $10.41 0.4
12.9¢ 16.87 679 1.7 14.67 573 14.3C 1.2
17.1¢ 21.2¢ 1,847 2.6 20.2C 1,51¢ 20.1¢€ 2.5
21.7¢ 26.5¢ 2,782 3.3 24.37 1,252 24.3< 3.1
5,80z 2.8 20.7z 3,627 19.92 2.3

As of October 31, 2006, due to the Company’s sfwate, there is no aggregate intrinsic value reldbeoptions outstanding or exercisable
and the total future unrecognized compensation oestof estimated forfeitures, related to outstagdinvested options is approximately
$18,500, which will be recognized as compensatigerse, on a straight-line basis, over the remgin@sting periods through 2009. The
Company recognized $12,064 of stock-based compengaiated to its stock option awards for the yeaded October 31, 2006. The
weighted average exercise price of stock optiopeeted to vest at October 31, 2006 is $22.05.

The fair value of the Company’s stock options ignested using the Black-Scholes option-pricing modiais model requires the input of
assumptions regarding a number of complex and siivgevariables that will usually have a signifit@mpact on the fair value estimate.
These variables include, but are not limited te, \tblatility of the Company’s stock price and enygle stock option exercise behavior. The
assumptions and variables used for the currenbgepiants were developed based on SFAS 123(R) BBdgBidance contained in Staff
Accounting Bulletin (SAB) No. 107, “Share-Based Pent.” The following table summarizes the assunmgtiand variables used by the
Company to compute the weighted average fair valistock option grants:

Years Ended October 31

2006 2005 2004

As restated As restated

Risk-free interest rat 4.8% 3.8% 3.4%

Expected stock price volatilit 57.7%  62.4% 71.8%
Expected term until exercise (yea 3.6 4.6 4.5
Dividends None None None

For the year ended October 31, 2006, the Compagyy aasgombination of historical volatility and imgydi volatility for publicly traded options
on the Company’s stock as the expected volatiBguaption required in the Black-Scholes optionipganodel consistent with SFAS 123
(R) and SAB 107. Prior to fiscal 2006, the Comphayg used its historical stock price volatility iocardance with SFAS 123 for purposes of
its pro forma information. The selection of the liragd volatility approach was based upon the avditalof actively traded options on the
Company’s stock and the Company’s assessmentntipdied volatility is more representative of futigteck price trends than historical
volatility.

SFAS 123(R) requires the recognition of stock-bas®edpensation for the number of awards that anmately expected to vest. As a result,
for most awards, recognized stock compensationredisced for estimated forfeitures prior to vestinignarily based on a historical annual
forfeiture rate of approximately 7%. Estimated &atdfires will be reassessed at each balance sheedmid may change based on new facts
circumstances. Prior to October 31, 2005, actu#¢itores were accounted for as they occurred @oppses of required pro forma stock
compensation disclosures.
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For the years ended October 31, 2005 and 2004hleacbmpensation cost for the Comparstock option plans been determined based ¢
fair value at the grant date for awards consisigtfit the provisions of SFAS 123(R), the Companyésincome and net income per share
would have been adjusted to the restated pro fammaunts indicated below:

Years Ended October 31

2005 2004
As restated As restated

Net income as reporte $ 35,314 $ 62,11¢
Add: Stock-based employee compensation expensgdietlin reported net

income, net of related tax effer 10,65C 5,288
Deduct: Total stock-based employee compensatioaresgpdetermined unde

the fair value based method for all awards, neelsited tax effects (30,460) (22,483
Pro forma net incom 15,504 $ 44,92/
Basic and diluted earnings per share
Basic— as restate $ 051 $ 0.93
Basic— proforma as restate 0.22 0.67
Diluted — as restate 0.50 0.91
Diluted — proforma as restate 0.22 0.65

The Company’s restatement of stock-based compensatpense, as discussed in Note 2, and the reéfapstt that the re-measurement of
stock-option awards had on previously reported éekgd term until exercise”, as disclosed abovejged previously reported pro forma net
income by $2,915 and $6,544 in 2005 and 2004, ctispdy.

15. SEGMENT AND GEOGRAPHIC INFORMATION

The Company publishes and distributes interactfevere games designed for video game consolesppal computers and handheld
platforms. The Company’s operations involve simgesducts and customers worldwide and include petsdihat are developed and sold
domestically and internationally. Publishing revensiderived from the sale of internally developettware titles and software titles
developed on the Company’s behalf by third pariastribution revenue is derived from the saletofd-party software titles, accessories and
hardware to retail outlets in North America. Getlgrgublishing activities generate higher mardihan distribution activities, with sales of
PC software titles resulting in higher margins tkates of products designed for video game consmléshandheld platforms.

The Company’s chief operating decision maker issa®red to be the Chief Executive Officer (“CODMThe Company continues to be
centrally managed and the chief operating decisiaker primarily uses consolidated financial infotima supplemented by sales information
by product category, major product title and platfdor making operational decisions and asseséiragé€ial performance.

The CODM also reviews and assesses performanachfaperating segment based on gross margin. Gragsn is defined as revenue, less
costs of goods sold.

Beginning February 1, 2006, the Company’s chiefratieg decision maker began receiving financiabinfation that contains additional
information that separately identifies the Compamublishing and distribution activities, includiggpss margin information. Accordingly,
the Company currently considers its publishing distfibution activities as two separate reportagigments. The Company has revised prior
period financial information to reflect this charged to conform to current year presentation.
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The Company’s operating segments do not record-g&gment revenue and therefore none has been rpbhie Company does not alloc
operating expenses, interest and other incomegsttexpense or income taxes to operating segnidmsCompany’s accounting policies for
segment reporting are the same as for the Compaayndole.

Information about the Company’s reportable segmisrds follows:

Years Ended October 31

Net revenue: 2006 2005 2004
Publishing $ 753,31 $ 851,86: $ 768,48
Distribution 284 52¢ 349,35¢ 359,26¢
Total net revenue $1,037,84( $1,201,22( $1,127,75:
Years Ended October 31
Gross Profit: 2006 2005 2004
Publishing® 186,65« $ 382,53¢ $ 353,071
Distribution 25,71( 32,30: 25,00(
Gross profit $ 212,36+ $ 41484. $ 378,071

(1) The publishing segment’s gross profit for the yerded October 31, 2006 included non-cash chargasprbximately $20.7 million due to the write-
down of several software titles.

October 31, 200¢ October 31, 200&
Publishing Distribution Total Publishing Distribution Total
As restated As restated As restated
Accounts receivable, n $109,97 $ 33,228  $143,19¢ $140,01: $ 57,84« $197,861
Inventory, ne! 35,06¢ 60,452 95,52( 54,14¢ 82,07¢ 136,227
Non-current assel 285,317 38,61¢ 323,93: 278,061 44,35¢ 322,41¢
Total asset 710,467 158,33¢ 868,80¢ 717,75¢ 217,46¢ 935,22(

The Company attributes net revenue to geographioms based on product destination. Informatioruabize Company’s net revenue by
geographic region is as follows:

Years Ended October 31

Revenue by Geographic Regior 2006 2005 2004

United State! $ 628,788 $ 723,61f $ 712,99¢
Canade 83,84( 93,97¢ 104,37:
North America 712,62°¢ 817,59« 817,37:
United Kingdom 98,18¢ 125,44’ 99,89¢
Continental Europ 193,80¢ 223,95 173,88(
Asia Pacific and othe 33,221 34,22: 36,602
Total net revenue $1,037,84( $1,201,22( $1,127,75:
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Information about the Company’s net revenue by pecoglatforms is as follows:

Years Ended October 31,

Net Revenue by Product Platform: 2006 2005 2004

Sony PlayStation 2 and PlayStat| $ 264,937 $ 579,21¢ $ 663,86¢
Microsoft Xbox 36C 180,062 — —
Microsoft Xbox 60,017 204,53% 222,16&
Nintendo GameCub 14,521 30,287 39,732
PC 178,952 145,43¢ 69,652
Sony PSF 142,72¢ 60,514 —
Nintendo handheld devict 58,02& 74,47€ 72,13C
Hardware 94,90& 62,465 35,691
Accessories and oth 43,698 44,292 24,511
Total net revenue $1,037,84( $1,201,22( $1,127,75:

16. SUPPLEMENTARY FINANCIAL INFORMATION

The following table provides details of the Companyaluation and qualifying accounts.

Additions
Charged to
Beginning Revenue Costs and Ending
Balance Reduction @ Expenses Deductions Other Balance

Year ended October 31, 200
Valuation allowance for deferred income

taxes $19,75¢ $ — $ 66,647 $ (3412 $ — $8299%
Sales returns, price protection and other

allowances $ 65,78t $168,87¢ $ 3,04z $(153,411) $ 2,887 $87,17¢
Allowance for doubtful accounts 4,119 — 926 (647) (67) 4,331
Total accounts receivable allowance $ 69,90/ $168,87¢ $ 3,96¢ $(154,05¢) $ 2,82C $91,50¢
Year ended October 31, 200
Valuation allowance for deferred income

taxes, as restate $ 12,55¢ $ — $ 3,981 $ — $ 3,21¢  $19,75¢
Sales returns, price protection and other

allowances $67,287 $146,13¢ $ 2,22¢ $(148,447) $(1,41€) $65,78¢
Allowance for doubtful accounts 4,928 — (674) — (135) 4,119
Total accounts receivable allowan: $72,21¢F $146,13¢ $ 1,55F $(148,447) $(1,55%9 $69,90¢
Year ended October 31, 200
Valuation allowance for deferred income

taxes, as restate $11,27¢ $ — $ 1,481 $ (197 $ — $12,55¢
Sales returns, price protection and other

allowances $58,511 $174,85¢ $ 1,67¢ $(175,230) $ 7,372 $67,287
Allowance for doubtful accounts 4,306 — 4,522 (3,995) 95 4,928
Total accounts receivable allowan: $62,817 $174,85¢ $ 6,20C $ (179,125 $ 7,46 $72,21F

(1) Includes price concessions of $73,861, $30,4125820827; returns of $54,004, $70,237 and $65,48&rsales allowances including rebates,
discounts and cooperative advertising of $41,046,485 and $56,593 for the years ended Octobe2®15, 2005 and 2004, respectively.
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17. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

The following tables set forth quarterly supplenaentdata for each of the years in the two-yeargoeeinded October 31, 2006. The
Company’s restatement, as described in Note Zpatithave a material impact on the Company’s 208&stents of operations. Amounts
related to the Comparg/first and second fiscal quarters of 2006 werendsd in the third fiscal quarter of 2006 due t@itimmateriality anc
therefore, the Company’s previously reported 200&rtgrly results have not been restated.

Quarter
2006 First Second@ Third @ Fourth
Net revenue $ 264987 $ 265,12 $ 241,187 $ 266,55¢
Gross profit 55,667 17,772 57,12¢ 81,79¢
Net Income (loss $ (29,127) $ (50,377 $ (91,379 $ (14,01%)
Per share dati
Basic- EPS $ (041 % (0.71) $ 1.29 $ (0.20)
Diluted - EPS $ (0.41) $ 0.7) $ 1.29 % (0.20)
2005 As restated® As restated® As restated®.®) As restated®
Net revenue $ 50247: $ 222,06¢ $ 169,89¢ $ 306,77¢
Gross profit 180,57t 71,84¢ 47,72C 114,701
Net Income (loss $ 54,15¢ $ (8,725) $ (28,97¢) $ 18,861
Per share dati
Basic- EPS $ 0.7¢ $ 0.12) % (0.41) $ 0.27
Diluted - EPS $ 078 $ 0120 $ (0.41) % 0.27

(1) See the reconciliation of the Company’s 2005 quigrstatements of operations below, which wereatest for the matters discussed in
Note 2.

(2) Inthe second quarter of 2006, the Company recardpedirment charges totaling $24,421 to the writecapitalized software costs
related to discontinued software titles, trademarkd other assets. In addition, the Company redactiarges of $1,964 related to
severance costs and lease abandonment in secomergqi®006.

(3) In the third quarter 2005, net revenue and grosttprere reduced by estimated provisions of appnakely $32.6 million and $29.6
million, respectively, primarily due to additionaloduct returns and processing costs as a restiieak-rating ofsrand Theft Auto: San
Andreasby the Entertainment Software Rating Board (“ESRIB"July 2005. In the # quarter 2005, the provisiwere reduced due to
better than expected sell-through of the produdtlawer processing costs which increasétl 4 quaderevenue and gross profit by
$8.2 million and $7.8 million, respectively.

(4) The Company recorded the following expenses irtihid quarter of 2006:

a. $8,080 to write-down the goodwill and fixed ass#tis Joytech subsidiary, a manufacturer of vigame accessories and
peripherals.

b. $5,227 for the impairment of software developmests and record charges for severance and offeedaimment.

c. Approximately $900 of stock-based compensation esee related to the stock option investigationgreréd by the Special
Committee.

d. Approximately $59,500 to reduce income tax benelits to uncertainty surrounding the realizabilitgoch deferred tax assets.

Basic and diluted earnings per share are compuotigpendently for each of the quarters presenteeteidre, the sum of quarterly basic and
diluted earnings per share information may not egoaual basic and diluted earnings per share.
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The following tables present the effects of adjusita made to the Company’s previously reportedtgrdgifinancial information in the year
ended October 31, 2005:

First Quarter Ended Second Quarter Endec
January 31, 200& April 30, 2005
As As
previously As previously As
reported Adjustments Restated reported Adjustments restated

Net revenue $502,47¢ $ — $502,47¢ $222,06¢ $ — $222,06¢
Cost of goods solc

Product cost 237,48t — 237,48t 123,50¢ — 123,50¢

Royalties 80,20¢ — 80,20¢ 21,93¢ — 21,93¢

Software development cos 4,205 — 4,205 4,780 — 4,78C
Total cost of goods sol 321,89¢ — 321,89¢ 150,22z — 150,22z
Gross Profit 180,57¢ — 180,57¢ 71,84€ — 71,84¢€

Selling and marketin 50,931 224 51,15¢ 36,27¢ 82 36,357

General and administrati\ 28,687 885 29,572 28,70t 333 29,03¢

Research and developme 23,417 167 23,584 13,78¢ 156 13,941

Depreciation and amortizatic 4,786 — 4,786 5,102 — 5,102
Total operating expens: 107,821 1,27€ 109,097 83,867 571 84,43¢
Income (loss) from operatiol 72,754 (1,27€) 71,47€ (12,021) (571) (12,592)

Interest income, ne 540 (3) 537 1,164 (3) 1,161
Interest and other, n 540 3) 537 1,164 3) 1,161
Income (loss) before income ta» 73,294 (1,279) 72,01t (10,857) (574) (11,43))
Provision (benefit) for income taxes 18,04E (184) 17,861 (2,671) (35) (2,706)
Net income (loss $ 55,24¢ $ (1,095 $ 54,154 $ (8,186 $ (539 $ (8,725
Earnings (loss) per share:
Basic $ 081 $ (0.02 $ 0.79 $ (0.12 $ (0.01) $ (0.12
Diluted $ 0.79 $ (0.02 $ 0.78 $ (0.12 $ (0.01) $ (0.12
Weighted average shares outstandin¢
Basic 68,52¢ — 68,52¢ 70,112 — 70,112
Diluted 69,774 73 69,847 70,112 — 70,112
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Third Quarter Ended Fourth Quarter Ended

July 31, 2005 October 31, 200t
As As
previously As previously As
restated Adjustments restated reported Adjustments restated

Net revenue $ 169,89¢ $ — $169,89¢ $308,15¢ $(1,37F) $306,77¢
Cost of goods solc

Product cost 92,52¢ — 92,52t 139,86: 380 140,24

Royalties 25,60¢ — 25,60¢ 36,49¢ — 36,49¢

Software development cos 4,04€ — 4,04¢€ 15,34( — 15,34(
Total cost of goods so 122,17¢ — 122,17¢ 191,69¢ 380 192,07¢
Gross Profit 47,72( — 47,72C 116,45¢ (1,755) 114,70

Selling and marketin 32,43 12 32,44¢ 38,07z (1,365) 36,701

General and administrati 32,53¢ (158) 32,381 33,79¢ (369 33,42¢

Research and developmt 19,73¢ 163 19,89¢ 16,222 78 16,30(

Depreciation and amortizatic 5,691 — 5,691 6,437 — 6,437
Total operating expens 90,40: 17 90,42( 94,52¢ (1,656 92,86¢
Income (loss) from operatiol (42,689) (17) (42,700 21,931 (99) 21,83

Interest income, ne 1,261 (3) 1,25¢ 750 (4) 746
Interest and other, n 1,261 3) 1,25¢ 750 (4) 746
Income (loss) before income tax (41,422 (20) (41,442 22,681 (103) 22,57¢
Provision (benefit) for income taxes (12,647) 176  (12,46€) 3,48¢ 228 3,717
Net income (loss $ (28,780 $ (196) $(28,976) $ 19,19 $ (331) $ 18,861
Earnings (loss) per shai
Basic $ (041) $ (0.0C) $ (041 $ 027 $ (0.00) $ o0.27
Diluted $ (041) $ (0.00) $ (041)$ 027 $ (0.00O) $ o0.27
Weighted average shares outstand
Basic 70,55¢ — 70,55¢ 70,15¢ — 70,15¢
Diluted 70,55¢ — 70,55¢ 70,717 27 70,744

In addition to the matters described in Note 2 atigistments recorded in the fourth quarter of 260kide the effect of unrecorded
adjustments that were previously deemed insigmifiea of October 31, 2005, as follows:

Account Increase/(decrease
Revenue (2,37%)
Product cost 380
Selling and marketin (1,37%)
Income taxe: (146)
Net income (234)
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The following tables set forth the Company’s batashbeets as of January 31, 2006 and 2005 and3pra006 and 2005, restated to correct
the Company'’s past accounting for stock optiongustinents to assets and liabilities primarily afféeferred tax assets and tax liabilities:

January 31, 200€ April 30, 2006
As As
previously previously
reported Adjustments As restated reported Adjustments As restated

ASSETS
Current assett
Cash and cash equivalel $142,89: $ — $ 142,89 $141,06¢ $ — $141,06¢
Accounts receivable, n 84,282 (207) 84,075 130,32¢ (207) 130,121
Inventory, nei 107,41< — 107,412 91,82C — 91,82C
Software development cos 77,52¢ — 77,529 69,431 — 69,431
Licenses 6,717 — 6,717 4,253 — 4,253
Prepaid taxes and taxes receive 60,864 146 61,01C 69,854 146 70,00C
Prepaid expenses and other 34,304 (380) 33,924 66,091 (380) 65,711
Total current assets 514,00€ (441) 513,56¢ 572,84k (441) 572,404
Fixed assets, ni 48,21F — 48,215 49,79€ — 49,79€
Software development costs, net

of current portior 40,401 — 40,401 27,182 — 27,183
Licenses, net of current portit 4,417 — 4,417 4,984 — 4,984
Goodwill 190,851 — 190,851 190,491 — 190,491
Other intangibles, ne 60,481 — 60,481 48,91¢€ — 48,91€
Other asset 10,282 2,78t 13,067 11,802 2,78t 14,587
Total assets $ 868,65 $ 2,344 $ 870,997 $906,01% $ 2,344 $ 908,361
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 79,887 $ — $ 79,887 108,21¢ $ — $108,21¢
Accrued expenses and other

current liabilities 100,39% 12,64¢ 113,04% 149,86¢ 12,64¢ 162,517
Total current liabilities 180,282 12,64¢ 192,93( 258,08¢ 12,64¢ 270,73¢
Deferred tax liability — — — — — —
Other long-term liabilities 1,070 — 1,070 403 — 403
Total liabilities 181,352 12,64¢ 194,00 258,48¢ 12,64¢ 271,13¢€
Stockholder Equity:
Common stocl 715 — 715 725 — 725
Additional paic-in capital 426,62¢ 32,02t 458,65¢ 433,381 32,02t 465,40¢€
Retained earning 258,75k (42,329 216,42¢ 208,382 (42,329 166,05
Accumulated other

comprehensive income (los 1,203 — 1,203 5,041 — 5,041
Total stockholders’ equity 687,301 (10,309 676,997 647,52¢ (10,309 637,22t
Total liabilities and

stockholders equity $868,65: $ 2,344 $870,991 $906,01% $ 2,344 $908,36!
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January 31, 200& April 30, 2005 July 31, 2005
As As As
previously Ad- previously Ad- previously Ad-
reported justments As restated reported justments  As restated reported justments  As restated

ASSETS
Current asset:
Cash and cash equivale  $ 303,07(C $ — $ 303,07C $ 210,241 $ — $ 210,241 $195,35¢ $ — $195,35¢
Accounts receivable, n 136,51% — 136,51% 127,27¢ — 127,27¢ 61,735 — 61,735
Inventory, ne 134,102 — 134,102 116,56¢ — 116,56¢ 104,414 — 104,414
Software developmel

costs 34,827 — 34,827 50,802 — 50,802 51,423 — 51,423
Licenses 6,689 — 6,689 5,981 — 5,981 6,787 — 6,787
Prepaid taxes and tax

receivable 12,878 — 12,878 26,072 — 26,072 46,160 — 46,160
Prepaid expenses a

other 48,356 — 48,356 59,50C — 59,50C 60,171 — 60,171
Total current asse 676,43¢ — 676,43€ 596,442 — 596,442 526,04& — 526,04¢
Fixed assets, ni 37,952 — 37,952 43,07E — 43,07% 46,644 — 46,644
Software developmel

costs, net of current

portion 53,181 — 53,181 47,423 — 47,423 61,365 — 61,365
Licenses, net of curre

portion 1,800 — 1,800 2,650 — 2,650 2,146 — 2,146
Goodwill 163,631 — 163,631 166,417 — 166,417 175,31€ — 175,31€
Other intanaibles, n¢ 57,375 — 57,375 59,934 — 59,934 62,612 — 62,612
Other asset 8,535 4,343 12,878 8,280 3,339 11,61¢ 8,094 3,052 11,146
Total assets $998,91% $ 4342 $1,003,25¢ $924,22] $ 3339 $927,56( $ 882,227 $ 3052 $885,27¢
LIABILITIES AND

STOCKHOLDER'S

EQUITY
Current liabilities:
Accounts payabl $ 87,40¢ $ — $ $87,40¢ $ 90,524 $ — $ 90,524 $ 76,83¢ $ — $ 76,83¢
Accrued expenses al

other current liabilitie 189,592 11,283 200,87€ 93,74C 11,823 105,563 109,88C 12,348 122,22¢
Total current liabilities 277,002 11,2823 288,28t 184,264 11,823 196,087 186,71¢ 12,348 199,067
Deferred tax liability 9,937 — 9,937 11,02€ — 11,02€ 12,950 — 12,950
Other lon¢-term liabilities 2,741 — 2,741 2,741 — 2,741 2,933 — 2,933
Total liabilities 289,68C 11,283 300,962 198,031 11,823 209,854 202,602 12,348 214,95C
Stockholder’ Equity:
Common stocl 697 — 697 713 — 713 716 — 716
Additional paic-in capital 409,994 35,937 445,931 436,47€ 34,412 470,88¢ 442,91¢ 34,353 477,271
Deferred compensatic (14,905) (1,614) (16,519) (13,095) (1,093) (14,189) (8,329 (1,649) (9,978)
Retained earninc 305,651 (41,263) 264,38¢ 297,46¢ (41,803) 255,662 268,68E (42,000) 226,68E
Treasury stock, at co (23,309) (23,309
Accumulated othe

comprehensive income

(loss) 7,795 — 7,795 4,631 — 4,631 (1,061) — (1,061)
Total stockholdel” equity 709,232 (6,940) 702,292 726,19C (8,484) 717,70€ 679,62C (9,296) 670,324
Total liabilities anc

stockholder’ equity $998,91% $ 4348 $1,003,25¢ $924,22] $ 3.33¢ $927,56( $882,22: $3,052 $885,27¢
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SIGNATURES
Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934 the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.
TAKE -TWO INTERACTIVE SOFTWARE, INC.

By: /s/ Paul Eibele
Paul Eibelel
Chief Executive Officer and Preside

February 28, 200

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant in the capacities and on the dalieated.

Signature Title Date
/sl Paul Eibele Chief Executive Officer and President February 28, 2007
Paul Eibelel (Principal Executive Officer)

/sl Karl H. Winters Chief Financial Officer (Principal February 22, 2007
Karl H. Winters Financial and Accounting Officer)

/s/ Robert Flug Director

Robert Fluc February 28, 2007
/sl Steven Tisc Director February 26, 2007
Steven Tisct

/s/ Oliver R. Grace, J Director February 23, 2007
Oliver R. Grace, Ji

/sl Todd Emme Director February 23, 2007
Todd Emme

/sl Mark Lewis Director February 22, 2007
Mark Lewis

/sl Michael J. Malon Director February 22, 2007
Michael J. Malone

/sl John F. Lev Director February 23, 2007
John F. Levy

/sIGrover C. Browt Director February 23, 2007

Grover C. Browr
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Exhibit 3.2
TAKE-TWO INTERACTIVE SOFTWARE, INC.

* k% % k% %

BY-LAWS

* k% % k% %

ARTICLE |
OFFICES
Section 1. The registered office shall bthim City of Wilmington, County of New Castle, StafeDelaware.

Section 2. The corporation may also haveceffiat such other places both within and withoeitState of Delaware as
the board of directors may from time to time detiearor the business of the corporation may require.

ARTICLE Il
MEETINGS OF STOCKHOLDERS

Section 1. All meetings of the stockholdensthe election of directors shall be held in thiy ©f Wilmington, State of
Delaware, at such place as may be fixed from trtérie by the board of directors, or at such otilace either within or without the State of
Delaware as shall be designated from time to tignthb board of directors and stated in the notfdh® meeting. Meetings of stockholders
for any other purpose may be held at such timepdenck, within or without the State of Delawareshall be stated in the notice of the
meeting or in a duly executed waiver of notice ¢oér

Section 2. Annual meetings of stockholdesspmencing with the year 1994, shall be held onTtrsday following th
second Tuesday in April if not a legal holiday, afha legal holiday, then on the next secular dalofving, at 4:00 P.M., or at such other date
and time as shall be designated from time to tignehb board of directors and stated in the notfda® meeting, at which they shall elect b
plurality vote a board of directors, and transactsother business as may properly be brought &difier meeting.

Section 3. Written notice of the annual nmagstating the place, date and hour of the mestirad) be given to each
stockholder entitled to vote at such meeting nes Eaan ten nor more than sixty days before the afahe meeting.

Section 4. The officer who has charge ofsteek ledger of the corporation shall prepare aalanat least ten days
before every meeting of stockholders, a complsteofithe stockholders entitled to vote at the imgetrranged in alphabetical order, and
showing the address of each stockholder and thdeuof shares registered in the name of each sbtafh Such list shall be open to the
examination of any stockholder, for any purposergare to the




meeting, during ordinary business hours, for aqueaf at least ten days prior to the meeting, eithh@ place within the city where the mee
is to be held, which place shall be specified mbtice of the meeting, or, if not so specifiddha place where the meeting is to be held.
The list shall also be produced and kept at the &nd place of the meeting during the whole tineeetof, and may be inspected by any
stockholder who is present.

Section 5. Special meetings of the stockhslder any purpose or purposes, unless otherwescpbed by statute or by
the certificate of incorporation, may be calledthg president and shall be called by the presidesécretary at the request in writing of a
majority of the board of directors, or at the restua writing of stockholders owning a majorityamount of the entire capital stock of the
corporation issued and outstanding and entitladte. Such request shall state the purpose or pagpaf the proposed meeting.

Section 6. Written notice of a special megstating the place, date and hour of the meetiwigtlae purpose or purposes
for which the meeting is called, shall be given less than ten nor more than sixty days beforelétte of the meeting, to each stockholder
entitled to vote at such meeting.

Section 7. Business transacted at any spegating of stockholders shall be limited to thepmses stated in the notice.

Section 8. The holders of a majority of theck issued and outstanding and entitled to vateetdt, present in person or
represented by proxy, shall constitute a quoruailameetings of the stockholders for the transactibbusiness except as otherwise provided
by statute or by the certificate of incorporatidfi.however, such quorum shall not be preseneprasented at any meeting of the
stockholders, the stockholders entitled to votedak present in person or represented by proxall shve power to adjourn the meeting from
time to time, without notice other than announcenagithe meeting, until a quorum shall be presem¢presented. At such adjourned
meeting at which a quorum shall be present or sgmted any business may be transacted which magfat heen transacted at the meeting as
originally notified. If the adjournment is for nethan thirty days, or if after the adjournmenesvrecord date is fixed for the adjourned
meeting, a notice of the adjourned meeting shatjiben to each stockholder of record entitled ttevat the meeting.

Section 9. When a quorum is present at amstingg the vote of the holders of a majority of gteck having voting
power present in person or represented by proxy dbeide any question brought before such meetintgss the question is one upon which
by express provision of the statutes or of thelfagate of incorporation, a different vote is reggd in which case such express provision shall
govern and control the decision of such question.

Section 10.  Unless otherwise provided in théifa@ate of incorporation each stockholder shakkeery meeting of the
stockholders be entitled to one vote in personyguroxy for each share of the capital stock hawiating power held by such stockholder, but
no proxy shall be voted on after three years frindlate, unless the proxy provides for a longeioger

Section 11.  Unless otherwise provided in théfamate of incorporation, any




action required to be taken at any annual or speweating of stockholders of the corporation, oy antion which may be taken at any annual
or special meeting of such stockholders, may bertakithout a meeting, without prior notice and witha vote, if a consent in writing,
setting forth the action so taken, shall be sigmgthe holders of outstanding stock having not thas the minimum number of votes that
would be necessary to authorize or take such aatiammeeting at which all shares entitled to toégeon were present and voted. Prompt
notice of the taking of the corporate action withaumeeting by less than unanimous written consiesiit be given to those stockholders who
have not consented in writing.

ARTICLE 1l
DIRECTORS
(Amended March 29, 2006)

Section 1. The number of directors whichlistanstitute the whole board shall be not les$ timee nor more than nine.
The first board shall consist of three directofsiereafter, within the limits above specified, thamber of directors shall be determined by
resolution of the board of directors or by the ktmdders at the annual meeting. The directord sleatlected at the annual meeting of the
stockholders, except as provided in Section 2 isfAlnticle, and each director elected shall holiicefuntil his successor is elected and
qualified. Directors need not be stockholders.

Section 2. Vacancies and newly created tiirebips resulting from any increase in the autestinumber of directors
may be filled by a majority of the directors theroiffice, though less than a quorum, or by a sateaining director, and the directors so
chosen shall hold office until the next annual gtecand until their successors are duly electatisinall qualify, unless sooner displaced. If
there are no directors in office, then an electibdirectors may be held in the manner providegtayute. If, at the time of filling any vacar
or any newly created directorship, the directoentim office shall constitute less than a majooityhe whole board (as constituted
immediately prior to any such increase), the Coti€hancery may, upon application of any stockhotitestockholders holding at least ten
percent of the total number of the shares at the tutstanding having the right to vote for sucleatprs, summarily order an election to be
held to fill any such vacancies or newly createédbrships, or to replace the directors chosethéylirectors then in office.

Section 3. The business of the corporati@il &e managed by or under the direction of itardaf directors which me
exercise all such powers of the corporation andlbdsuch lawful acts and things as are not by tgatu by the certificate of incorporation or
by these by-laws directed or required to be exedca done by the stockholders.




MEETINGS OF THE BOARD OF DIRECTORS

Section 4. The board of directors of the oosion may hold meetings, both regular and spgeitiler within or without
the State of Delaware.

Section 5. The first meeting of each newctdd board of directors shall be held at such &ineplace as shall be fixed
by the vote of the stockholders at the annual mgetnd no notice of such meeting shall be necessahe newly elected directors in order
legally to constitute the meeting, provided a quoshall be present. In the event of the failuréhefstockholders to fix the time or place of
such first meeting of the newly elected board oéctiors, or in the event such meeting is not hetdeatime and place so fixed by the
stockholders, the meeting nay be held at such dintkeplace as shall be specified in a notice gigelneaeinafter provided for special meetings
of the board of directors, or as shall be speciiiea written waiver signed by all of the directors

Section 6. Regular meetings of the boardrefctbrs may be held without notice at such time ansuch place as shall
from time to time be determined by the board.

Section 7. Special meetings of the board bwagalled by the president on ten day’s noticeatthalirector, either
personally or by mail or by telegram; special nmeggishall be called by the president or secretaliké manner and on like notice on the
written request of two directors unless the boanmbkists of only one director; in which case speatiagtings shall be called by the presider
secretary in like manner and on like notice onvili¢ten request of the sole director.

Section 8. At all meetings of the board aarij of the directors shall constitute a quorumtfee transaction of business
and the act of a majority of the directors presd¢rtny meeting at which there is a quorum shathbeact of the board of directors, except as
may be otherwise specifically provided by statutbythe certificate of incorporation. If a quorwimall not be present at any meeting of the
board of directors the directors present thereat agigourn the meeting from time to time, withoutine other than announcement at the
meeting, until a quorum shall be present.

Section 9. Unless otherwise restricted bycergificate of incorporation or these by-laws, aagion required or
permitted to be taken at any meeting of the bo&directors or of any committee thereof may be tekéthout a meeting, if all members of
the board or committee, as the case may be, cotiseto in writing, and the writing or writingsedfiled with the minutes of proceedings of
the board or committee.

Section 10.  Unless otherwise restricted byctrtificate of incorporation or these by-laws, mensbof the board of
directors, or any committee designated by the boadirectors, may participate in a meeting of bleard of directors, or any committee, by
means of conference telephone or similar communitaiquipment by means of which all persons ppéting in the meeting can hear each
other, and such participation in a meeting shalistitute presence in person at the meeting.




COMMITTEES OF DIRECTORS

Section 11.  The board of directors may, by Iig&m passed by a majority of the whole boardjgieste one or more
committees, each committee to consist of one oerbthe directors of the corporation. The boaey mesignate one or more directors as
alternate members of any committee, who may re@ageabsent or disqualified member at any meetiigeocommittee.

Any such committee, to the extent provided in #eofution of the board of directors, shall have may exercise all the
powers and authority of the board of directorshim inanagement of the business and affairs of ttporation, and may authorize the seal of
the corporation to be affixed to all papers whiclymequire it; but no such committee shall havepibwer or authority in reference to
amending the certificate of incorporation, (exdat a committee may, to the extent authorizethénrésolution or resolutions providing for
the issuance of shares of stock adopted by thellwdatirectors as provided in Section 151(a) fiy afithe preferences or rights of such
shares relating to dividends, redemption, dissotytany distribution of assets of the corporatiothe conversion into, or the exchange of
such shares for, shares of any other class oresdassany other series of the same or any othss diaclasses of stock of the corporation)
adopting an agreement of merger or consolidatecgmmending to the stockholders the sale, leasgadrange of all or substantially all of
the corporation’s property and assets, recommertditige stockholders a dissolution of the corporatir a revocation of a dissolution, or
amending the by-laws of the corporation; and, umnthe resolution or the certificate of incorporatexpressly so provide, no such committee
shall have the power or authority to declare addiad or to authorize the issuance of stock or &pad certificate of ownership and merger.
Such committee or committees shall have such rmamames as may be determined from time to timeebglution adopted by the board of
directors.

Section 12. Each committee shall keep regulautes of its meetings and report the same to tlaedoof directors when
required.

COMPENSATION OF DIRECTORS

Section 13.  Unless otherwise restricted byctréficate of incorporation or these by-laws, bward of directors shall
have the authority to fix the compensation of divsex The directors may be paid their expenses)yf of attendance at each meeting of the
board of directors and may be paid a fixed sunafandance at each meeting of the board of directoa stated salary as director. No such
payment shall preclude any director from servirggdbrporation in any other capacity and receivimggensation therefor. Members of
special or standing committees may be alloweddik@pensation for attending committee meetings.

REMOVAL OF DIRECTORS

Section 14.  Unless otherwise restricted byctirgificate of incorporation or by law, any directw the entire board of
directors may be removed, with or without causethigyholders of a majority of shares entitled ttevat an election of directors.




ARTICLE IV
NOTICES

Section 1. Whenever, under the provisionthefstatutes or of the certificate of incorporatiorof these by-laws, notice
is required to be given to any director or stockleo] it shall not be construed to mean personateadbut such notice may be given in writi
by mail, addressed to such director or stockholateljs address as it appears on the records abtiperation, with postage thereon prepaid,
and such notice shall be deemed to be given dintteewhen the same shall be deposited in the UiStates mail. Notice to directors may
be given by telegram.

Section 2. Whenever any notice is requiredet@iven under the provisions of the statutes thecertificate of
incorporation or of these bgws, a waiver thereof in writing, signed by thegms or persons entitled to said notice, whethérbeor after th
time stated therein, shall be deemed equivalen¢tbe

ARTICLE V
OFFICERS

Section 1. The officers of the corporatioalshe chosen by the board of directors and sheadl president, a vice-
president, a secretary and a treasurer. The ldalidectors may also choose additional vice-prasisl, and one or more assistant secretaries
and assistant treasurers. Any number of offices bealyeld by the same person, unless the certifafatecorporation or these by-laws
otherwise provide.

Section 2. The board of directors at its fingeting after each annual meeting of stockholdieadl choose a president,
one or more vice-presidents, a secretary and surea

Section 3. The board of directors may appsirch other officers and agents as it shall deerassary who shall hold
their offices for such terms and shall exercisehqumvers and perform such duties as shall be detechirom time to time by the board.

Section 4. The salaries of all officers agdras of the corporation shall be fixed by the Hazfrdirectors.
Section 5. The officers of the corporatioalshold office until their successors are chosed qualify. Any officer

elected or appointed by the board of directors beayemoved at any time by the affirmative vote afaority of the board of directors. Any
vacancy occurring in any office of the corporatgrall be filled by the board of directors.




THE PRESIDENT

Section 6. The president shall be the chietative officer of the corporation, shall presatell meetings of the
stockholders and the board of directors, shall ligareeral and active management of the busine$g afdrporation and shall see that all
orders and resolutions of the board of directoescarried into effect.

Section 7. He shall execute bonds, mortgagdsother contracts requiring a seal, under thieo$é¢lae corporation,
except where required or permitted by law to bentifise signed and executed and except where thingignd execution thereof shall be
expressly delegated by the board of directors meesother officer or agent of the corporation.

THE VICE-PRESIDENTS

Section 8. In the absence of the presideit tite event of his inability or refusal to adtetvice-president (or in the
event there be more than one vice-president, e piesidents in the order designated by the dirgcor in the absence of any designation,
then in the order of their election) shall perfdime duties of the president, and wherasting, shall have all the powers of and be subeat|
the restrictions upon the president. The viceigdesds shall perform such other duties and havhk stleer powers as the board of directors
may from time to time prescribe.

THE SECRETARY AND ASSISTANT SECRETARY

Section 9. The secretary shall attend alltmgs of the board of directors and all meetingthefstockholders and recc
all the proceedings of the meetings of the corpamadnd of the board of directors in a book to bptKkor that purpose and shall perform like
duties for the standing committees when requitdd.shall give, or cause to be given, notice ofradktings of the stockholders and special
meetings of the board of directors, and shall perfsuch other duties as may be prescribed by thedbaf directors or president, under wh
supervision he shall be. He shall have custodi@torporate seal of the corporation and he, @saistant secretary, shall have authority to
affix the same to any instrument requiring it arttew so affixed, it may be attested by his signatutgy the signature of such assistant
secretary. The board of directors may give gerartiority to any other officer to affix the seéltloe corporation and to attest the affixing by
his signature.

Section 10.  The assistant secretary, or ikther more than one, the assistant secretaries iordler determined by the
board of directors (or if there be no such deteatiam, then in the order of their election) shallthe absence of the secretary or in the event
of his inability or refusal to act, perform the istand exercise the powers of the secretary aatimrform such other duties and have such
other powers as the board of directors may frone tiontime prescribe.

THE TREASURER AND ASSISTANT TREASURERS
Section 11.  The treasurer shall have the cystbthe corporate funds and securities and stesplfull and accurate

accounts of receipts and disbursements in booksgilg to the corporation and shall deposit all eyanand other valuable effects in the
name




and to the credit of the corporation in such ddpasis as may be designated by the board of dircto

Section 12.  He shall disburse the funds ofctirporation as may be ordered by the board of wirectaking proper
vouchers for such disbursements, and shall rendietpresident and the board of directors, aeisilar meetings, or when the board of
directors so requires, an account of all his tratisas as treasurer and of the financial conditibthe corporation.

Section 13.  If required by the board of direstde shall give the corporation a bond (whicHIdlearenewed every six
years) in such sum and with such surety or suraeshall be satisfactory to the board of direchmrshe faithful performance of the duties
his office and for the restoration to the corpanatiin case of his death, resignation, retirememémoval from office, of all books, papers,
vouchers, money and other property of whatever kirtds possession or under his control belonginthé corporation.

Section 14.  The assistant treasurer, or iktlstall be more than one, the assistant treasaréhre order determined by t
board of directors (or if there be no such deteatiam, then in the order of their election) shallthe absence of the treasurer or in the event
of his inability or refusal to act, perform the ihstand exercise the powers of the treasurer amtiprform such other duties and have such
other powers as the board of directors may frone tiontime prescribe.

ARTICLE VI
CERTIFICATES FOR SHARES

Section 1. The shares of the corporation sleatepresented by a certificate or shall be uiimated. Certificates shall
be signed by, or in the name of the corporatiorthwy chairman or vice-chairman of the board ofaoes, or the president or a vice-president,
and by the treasurer or an assistant treasurtére@ecretary or an assistant secretary of theocatipn.

Within a reasonable time after the issuance osfearof uncertificated stock, the corporation skad to the registered
owner thereof a written notice containing the infation required to be set forth or stated on deatiés pursuant to Sections 151, 156, 202(a)
or 218(a) or a statement that the corporationfwithish without charge to each stockholder whoezpuests the powers, designations,
preferences and relative participating, optionadtbier special rights of each class of stock desahereof and the qualifications, limitations
or restrictions of such preferences and/or rights.




Section 2. Any of or all the signatures aredificate may be facsimile. In case any offi¢teansfer agent or registrar
who has signed or whose facsimile signature has pkeeed upon a certificate shall have ceased Buble officer, transfer agent or registrar
before such certificate is issued, it may be isduethe corporation with the same effect as if leensuch officer, transfer agent or registre
the date of issue.

LOST CERTIFICATES

Section 3. The board of directors may dieenew certificate or certificates or uncertificatddhres to be issued in place
of any certificate or certificates theretofore msduy the corporation alleged to have been losigstor destroyed, upon the making of an
affidavit of that fact by the person claiming thertificate of stock to be lost, stolen or destrayéthen authorizing such issue of a new
certificate or certificates or uncertificated stgrhe board of directors may, in its discretiod am a condition precedent to the issuance
thereof, require the owner of such lost, stoledastroyed certificate or certificates, or his legglresentative, to advertise the same in such
manner as it shall require and/or to give the ca@fion a bond in such sum as it may direct as imdgnagainst any claim that may be made
against the corporation with respect to the ceet alleged to have been lost, stolen or destroyed

TRANSFER OF STOCK

Section 4. Upon surrender to the corporatiotihe transfer agent of the corporation of a fiestie for shares duly
endorsed or accompanied by proper evidence of ssitee assignation or authority to transfer, itllshathe duty of the corporation to issue a
new certificate to the person entitled theretocehthe old certificate and record the transactipon its books. Upon receipt of proper
transfer instructions from the registered ownenrtertificated shares such uncertificated sharal Isé cancelled and issuance of new
equivalent uncertificated shares or certificateareh shall be made to the person entitled theretdtee transaction shall be recorded upon the
books of the corporation.

FIXING RECORD DATE

Section 5. In order that the corporation rdatermine the stockholders entitled to notice dborote at any meeting of
stockholders or any adjournment thereof, or to espiconsent to corporate action in writing with@uteeting, or entitled to receive payment
of any dividend or other distribution or allotmexitany rights, or entitled to exercise any righmsespect of any change, conversion or
exchange of stock or for the purpose of any otieful action, the board of directors may fix, invadce, a record date, which shall not be
more than sixty nor less than ten days before #te of such meeting, nor more than sixty days pa@ny other action. A determination of
stockholders of record entitled to notice of ovtde at a meeting of stockholders shall apply tp @&tjournment of the meeting: provided,
however, that the board of directors may fix a meword date for the adjourned meeting.

REGISTERED STOCKHOLDERS
Section 6. The corporation shall be entittedecognize the exclusive right of a person regést on its books as the

owner of shares to receive dividends and to vosuak owner, and to hold liable for calls and amsesits a person registered on its books as
the owner




of shares, and shall not be bound to recognize=gquitable or other claim to or interest in suchrslta shares on the part of any other person,
whether or not it shall have express or other edtiereof, except as otherwise provided by the EvRelaware.

ARTICLE VI
GENERAL PROVISIONS
DIVIDENDS

Section 1. Dividends upon the capital stofcthe corporation, subject to the provisions of ¢teetificate of incorporatiol
if any, may be declared by the board of directb=ng regular or special meeting, pursuant to Rividends may be paid in cash, in prope
or in shares of the capital stock, subject to tlewigions of the certificate of incorporation.

Section 2. Before payment of any dividenéréhmay be set aside out of any funds of the catjoor available for
dividends such sum or sums as the directors froma to time, in their absolute discretion, thinkgepas a reserve or reserves to meet
contingencies, or for equalizing dividends, orrgpairing or maintaining any property of the cogdn, or for such other purpose as the
directors shall think conducive to the interestha corporation, and the directors may modify aslish any such reserve in the manner in
which it was created.

ANNUAL STATEMENT

Section 3. The board of directors shall pnes¢ each annual meeting, and at any special ngeetithe stockholders
when called for by vote of the stockholders, a éultl clear statement of the business and condifitime corporation.

CHECKS

Section 4. All checks or demands for moneay motes of the corporation shall be signed by sffiber or officers or
such other person or persons as the board of diseatay from time to time designate.

FISCAL YEAR
Section 5. The fiscal year of the corporasball be fixed by resolution of the board of dioes.
SEAL
Section 6. The corporate seal shall haveiinsd thereon the name of the corporation, the géds organization and tt

words “Corporate Seal, Delaware”. The seal maydaslly causing it or a facsimile thereof to be esped or affixed or reproduced or
otherwise.
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INDEMNIFICATION

Section 7. The corporation shall indemni$ydfficers, directors, employees and agents t@xtent permitted by the
General Corporation Law of Delaware.

ARTICLE VIII
AMENDMENTS

Section 1. These by-laws may be altered, daetor repealed or new by-laws may be adopteddogttitkholders or by
the board of directors, when such power is confeaigon the board of directors by the certificaténebrporation at any regular meeting of
the stockholders or of the board of directors arat special meeting of the stockholders or ottbard of directors if notice of such
alteration, amendment, repeal or adoption of nevalis be contained in the notice of such speciatmg. If the power to adopt, amend or
repeal by-laws is conferred upon the board of ttirschy the certificate of incorporation it shaditrdivest or limit the power of the
stockholders to adopt, amend or repeal by-laws.
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Exhibit 10.5

Amendment No. 1 to Employment Agreement dated &ebfuary 13, 2001 (the “Agreement”) between Take Tnteractive
Software, Inc. (the “Employer”) and Karl H. WintgfE€mployee”).

WHEREAS, the Employer and Employee desire to anteaderms of the Agreement.

NOW, THEREFORE, in consideration of their mutuadmises, the Employer and Employee hereby agreallas/s:

1. Section 1 of the Agreement is hereby amenalectend the Initial Term of the Agreement ungbFuary 13, 2009.
2. Section 3(b) of the Agreement is hereby aradrid read as follows:

“The Employee shall be entitled to receive a casfuls (“Bonus”)with a target payment of fifty percent (50%) of hisnua
base salary in respect of each fiscal year (suodto be pro-rated to the extent a fiscal yeasrimarates only part of an Employment Year),
based upon quantitative and qualitative performaaxgets for each fiscal year to be mutually agngeah by the Employee and the
Company. The actual Bonus may be less than tgettpaayment or more than the target payment bgsaa reasonable assessment of the
Employee’s performance against the mutually agtasgbts.”

3. The second sentence of Section 6(c) of theément is hereby amended to read as follows:

“In the event of such termination, the Employerlsbantinue to pay to the Employee his Salary, Bofdeemed to be
earned at no less than the target payment amod@6fof his annual base salary then in effect)ahblenefits for 18 months following the
effective date of termination.”

All other terms and provisions of the Agreementlisteanain unchanged in full force and effect.

Dated: February 28, 2007

TAKE-TWO INTERACTIVE SOFTWARE, INC

By: /s/ Paul Eibele
Name: Paul Eibelel
Title: President & CEC

/s/ Karl H. Winters
Karl H. Winters




Subsidiaries of the Company*

Name

North America Subsidiaries:

Inventory Management Systems, |
Jack of All Games, Inc. (!

Take-Two Interactive Software Canada, |i
Jack of All Games (Canada), Inc.
Gathering of Developers, Inc. (
Rockstar Games, In

MaxCorp Limited

Barking Dog Studios Ltd. (2

Angel Studios, Inc

Global Star Software, Ini

Take-Two Licensing, Inc

Alternative Reality Technology, Inc. (a/k/a Rockstaronto) (2)
Visual Concepts Entertainment, Ir
Kush Games, Inc. (1«

2K Games, Inc

2K Sports, Inc

Cat Daddy LLC (11

Irrational Studios LLC

Irrational Games LLC (12

Irrational Games Development LLC (1
Freedom Force Properties LLC (1
Firaxis Games, Inc

Take-Two Productions, Inc

Joytech, Ltd

Take-Two Interactive Software Sales, L

Exhibit 21.1

Jurisdiction of Incorporation

Delaware
New York
Ontario
Ontario
Texas
Delaware
Bermuda
Canade
Virginia
Delaware
Delaware
Canade
California
California
Delaware
Delaware
Washingtor
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
British Virgin Islands
Barbados




International Subsidiaries:

Take-Two International S/

Take-Two Interactive Software Europe Ltd (
Take-Two Europe (Holdings) Ltd (£
Take-Two Interactive France SAS (
Take-Two Interactive GmbH (€
Take-Two Interactive Austria GmbH (i
Take-Two Interactive Espania S.L. (
Take-Two Interactive Software Pty. Ltd. (
Joytech Europe Ltd (¢

DMA Design Holdings Ltc

Rockstar North Ltd. (9

Rockstar Leeds Ltc

JOAG Scandinavia A.S (

Take 2 Nordic A/S (10

Take-Two Interactive Italia Srl (4
Rockstar Productions Gmkt

Take-Two Interactive Benelux B.V. (¢
Venom Games Lt

PAM Developments SAS (1.

Magic Pockets SAS (1:

Irrational Games Australia Pty. Ltd. (1
Rockstar International Ltd (¢

Joytech Ltd

Gaia Capital Grou

Jack of All Games Norg

Jack of All Games AE

TechCorp, Ltd

2K Software Technology (Shangai) Co, L
Rockstar London, Ltc

Rockstar Lincoln, Ltd

Take-Two Great Britain, Ltd

*

1)
(2)
3)
(4)
()
(6)
(7)
(8)
(9)

Switzerlanc
United Kingdom
United Kingdom
France
Germany
Austria

Spain

New South Wales, Austral

United Kingdom
United Kingdom
United Kingdom
United Kingdom
Norway
Denmark

Italy

Austria
Netherland:
United Kingdom
France

France
Australia
United Kingdom
Hong Kong
France

Norway
Sweder

Hong Kong
China

United Kingdom
United Kingdom
United Kingdom

Unless otherwise noted, all entities are subsigsanif Take-Two Interactive Software, Inc.

Subsidiary of Inventory Management Systems, Inc.
Subsidiary of Take-Two Interactive Software Candde,
Subsidiary of T2 Developer, Inc.

Subsidiary of Take-Two International SA

Subsidiary of Take-Two Interactive Software Eurdpe
Subsidiary of Take-Two Europe (Holdings) Ltd.
Subsidiary of Take-Two Interactive GmbH

Subsidiary of Take-Two Interactive Software Ptyd.Lt
Subsidiary of DMA Design Holdings Ltd.

(10) Subsidiary of JOAG Scandinavia A.S.

(11) Subsidiary of Gathering of Developers, Inc.

(12) Subsidiary of Irrational Studios LLC

(13) Subsidiary of Gaia Capital Group

(14) Subsidiary of Visual Concepts Entertainment, Inc.




Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference inRbgistration Statement on Form S-8 (File Nos-838049; 333-121555; 333-118985;
333-118984; 333-106171; 333-104479; 333-100486:HBRB3; 333-90242; 333-67306 and 333-67304) of TBke Interactive

Software, Inc., of our reports dated February 2872 with respect to the consolidated financialesteents of Take-Two Interactive
Software, Inc. included in its Annual Report (FatotK) for the year ended October 31, 2006, Take-Tweractive Software, Inc.
management’s assessment of the effectivenesseshaitcontrol over financial reporting, and theeefiveness of internal control over
financial reporting of Take-Two Interactive Softwanc.

/sl Ernst & Young LLP
New York, New York

February 28, 2007




Exhibit 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the incorporation by referémt¢lee Registration Statements on Form S-8 (Fide.N833-126049; 333-121555; 333-
118985; 333-118984; 333-106171; 333-104479; 3331860333-99433; 333-90242; 333-67306 and 333-678DFpke Two Interactive
Software, Inc. of our report dated January 31, 2@86ept for the effects of the restatement dismligs Note 2 and the change in segments

discussed in Note 15, for which the date is Felyr@& 2007 relating to the consolidated financiatements, which appears in this Form 10-
K.

/sl PricewaterhouseCoopers LLP
New York, New York

February 28, 2007




Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
Section 302 Certification

I, Paul Eibeler, certify that:
1. | have reviewed this Annual Report on FoirKlof Take-Two Interactive Software, Inc. (thedistrant”);

2. Based on my knowledge, this report doesantain any untrue statement of a material facnoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateémend other financial information included iistreport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer@)d | are responsible for establishing and maiirtgidisclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd have:

a) Designed such disclosure controls and puresdor caused such disclosure controls and puoeedo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over finahm@gorting, or caused such internal control ovearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure conaintprocedures, as of the end of the period coumyelis report based on such
evaluation; and,;

d) Disclosed in this report any change in #ggistrant’s internal control over financial repogtithat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ameport) that has materially affected, or
is reasonably likely to materially affect, the gant’s internal control over financial reportiramqd;

5. The registrant’s other certifying officer@)d | have disclosed, based on our most recehtatian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materialakeesses in the design or operation of internarobaver financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize abrt financial information; and

b) Any fraud, whether or not material, thatalwes management or other employees who have disagn role in the registrant’s
internal control over financial reporting.

February 28, 2007 /sl Paul Eibele
Paul Eibelel
Chief Executive Officer and Preside




Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
Section 302 Certification

I, Karl H. Winters, certify that:
1. | have reviewed this Annual Report on FoirKlof Take-Two Interactive Software, Inc. (thedigtrant”);

2. Based on my knowledge, this report doesantain any untrue statement of a material facnoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial stateémend other financial information included iistreport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer@)d | are responsible for establishing and maiirtgidisclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd have:

a) Designed such disclosure controls and puresdor caused such disclosure controls and puoeedo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control over finahm@gorting, or caused such internal control ovearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure conaintprocedures, as of the end of the period coumyelis report based on such
evaluation; and,;

d) Disclosed in this report any change in #ggistrant’s internal control over financial repogtithat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ameport) that has materially affected, or
is reasonably likely to materially affect, the gant’s internal control over financial reportiramqd;

5. The registrant’s other certifying officer@)d | have disclosed, based on our most recehtatian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materialakeesses in the design or operation of internarobaver financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize abrt financial information; and

b) Any fraud, whether or not material, thatalwes management or other employees who have disagn role in the registrant’s
internal control over financial reporting.

February 28, 2007 /sl Karl H. Winters
Karl H. Winters
Chief Financial Officel




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U. S. C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Take-Tweéelactive Software, Inc. (the “Company”) on Form: KOfor the period ended
October 31, 2006 as filed with the Securities ardhange Commission on the date hereof (the “RepdrtPaul Eibeler, as Chief Executive
Officer and President of the Company, certify, piarg to 18 U.S.C. SS 1350, as adopted pursuar§.td@ of the Sarbanes-Oxley Act of

2002, that:
(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; and
(2) The information contained in the Report fairly pmets, in all material respects, the financial ctadiand results of operations of
the Company.

February 28, 2007 /sl Paul Eibele
Paul Eibelel

Chief Executive Officer and Preside




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U. S. C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Take-Tweehactive Software, Inc. (the “Company”) on FormK.@or the period ended October .
2006 as filed with the Securities and Exchange Cwsion on the date hereof (the “Report”), |, Karl\Minters, as Chief Financial Officer of
the Company, certify, pursuant to 18 U.S.C. SS 185@dopted pursuant to SS. 906 of the Sarbankey-@gt of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities ExchangeoA 1934; and
(2) The information contained in the Report fairly pmets, in all material respects, the financial ctadiand results of operations of
the Company.

February 28, 2007 /sl Karl H. Winters
Karl H. Winters

Chief Financial Officel




